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For  Reference 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 


I 


I 


! 


I 


^  \        3  9042  04588895  2 


usmesswee 


/IBER  2,  1998 


A  PUBLICATION  OF  THE  McGRAW-HILL  COMPANIES 


inners 

mnual 
tecture 
ds 


bank 

Was  it 
laundering 
.  money? 

inancing 
rHome 

•est 
3gies 

4  A> 


75'"  8 


www.businessweek.com  AOL:  Keyword:  BW 


Meet  the  most  personal  of  pe 


ere  you  want.  Notebooks  that 


anything  a  desktop  can —  f^^J 
the  Armada  notebook  that's  perfect  for  you)  call  1-800-AT-COMPAQ- 

Better  answers. 


(Smoothus  Talkus  Reptilius) 


:  make  any  sudden  moves.  Keep  your 
)pen.  And  trust  your  instincts.  That's 
;st  advice  we  can  give  to 
one  looking  for  'V 
■  business  manage- 
system.  At  Lawson 
are,  we  encourage 
)  take  your  time,  ask   Vt.  ^     .> ' 
f  questions  and  talk  to    ^^j^^ .  ^ 
Lirrent  customers  of  every""^^*^!^ 
are  provider  you're  considering, 
out  whether  those  features  you  saw 
demo  are  actually  up  anci  running 
'here.  Ask  how  long  their 
^mentations  took.  Ask 
t  service  and  support, 
■hat  happened  when  they 
^d  an  upgrade.  And,  of 
e,  ask  about  the  product.  Is  •^r^P*'' 
hitecture  capable  of  handling 
re  volume  of  transactions?  Does  it 


require  all  new  desktops  to  do  so?  Are 
the  applications  fully  integrated?  Process 
oriented?  Web  accessible?  The  answers 


^  may  surprise  you. 


Lawson  Software's 

'  i  —     a    '  .-'^^^ 
p'^'^f  f  '       '^iit^iT'"^^^  fmancials, 


if 


human  resources, 
procurement  anci  supply 


chain  process  suites  lead  the 
.^0^    industry  in  providing  innovative 
ways  to  gather,  process  and  access 
information.  We  were  the  first  to  utilize 
web  technology,  enabling  our  customers 
to  share  vital  information  more  freely 
and  cost-effectively.  Our  Self-Evident 
Applications'"  practically  eliminate 
training  costs.  Anci  our  people 
are  known  for  their  accessibility 
and  straightforwardness.  In  other  words, 
we  cion't  bite. Visit  Lawson  Software  at 
wwwlawson.com/guide  or  call  1-800-477-1357. 
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THANKS  FOR  THE  RATE  CUT,  BUT... 

Although  the  stock  market's  recent 
gains  have  wowed  investors,  a  sustained 
rebound  needs  an  earnings  boost,  and 
there's  no  sign  of  that 
COMMENTARY:  THE  BOND  MARKET 
Fearful  of  a  lack  of  liquidity,  investors 
are  steering  clear  of  even  safe  assets, 
choking  off  financing 
DIALING  FOR  DOLLARS 
Telecom  upstarts  are  going  begging  for 
capital  now  that  the  junk-bond  market 
has  dried  up 

OUCH.  ITS  STARTING  TO  HURT 

U.S.  corporations'  third-quarter 

earnings  are  coming  in  at  around  8% 

less  than  a  year  ago 

A  CHILL  IN  THE  VALLEY 

For  the  first  time  since  the  Internet 

boom  began,  America's  high-tech  mecca 

feels  the  pinch  of  slower  growth,  from 

slower  funding  to  layoffs 

COMMENTARY:  MUSIC  BIZ 

The  Recording  Industi-y  Association 

of  America  should  target  pirates — not 

new  technology 
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Up  Front 


EDITED  BY  JOAN  OLECK 
SPACE  TRAVEL 

BED  AND 
BLAST-OFF 

JOHN  GLENN  BLASTS 

back  to  space  on 
Oct.  29.  And  the 
77-year-old's  heroic 
mission  will  surely 
contribute  to  wh;it 
we  know  about 
aeronautics,  medi- 
cine, and  gerontol- 
ogy. It  also  will 
contribute  to  the 
pockets  of  resi- 
dents  near  the  Kennedy 
Space  Center.  The  reason: 
lodging — or  the  lack  of  it. 

The  Space  Coast  Office  of 
Tourism  expects  250,000  visi- 
tors and  reports  that  few  va- 
cancies remain  among  the 
area's  8,500  hotel  rooms  and 
4,000  campsites.  Says  assis- 
tant director  Bonnie  King: 
"We're  looking  at  100%  occu- 
pancy throughout  the  coun- 


GLENN:  "A  h,  ro" 


ty.  We're  smiling.  We're  hav- 
ing a  good  time." 

Private  homes  are  renting 
spare  bedrooms. 
Joan  Grimes  has 
three  bidders  for  a 
room  in  her  Cape 
Canaveral  town- 
house.  Price:  $150  a 
night,  but  Grimes 
says  she's  mostly 
interested  in  find- 
ing the  right  visi- 
tors to  share  the 
launch  with.  Still, 
not  everyone  is 
cashing  in:  Albert 
Cleveland,  a  retired  NASA 
manager  with  a  four-bedroom 
Cocoa  Beach  home,  will  wel- 
come out-of-towners  who  find 
themselves  stranded.  "I  be- 
lieve in  the  space  progi'am," 
he  explains.  "John  Glenn  is  a 
great  hero."  Appai'ently,  First 
Tourist  Bill  Clinton  agrees: 
He's  scheduled  to  view  the 
launch — but  not  to  stay  the 
night.  Robert  Barker 


BUSINESS  SPEAK 

GALLING 

ALL  RAGONTEURS 


ONCE    UPON   A   TIME,  TWO 

communications  consultants 
decided  f'EOs  could  take  a  cue 
from  kids  and  storytime:  A 
good  yarn  packs  more  punch 


than  a  pie  chart.  Peter  Giu- 
liano  and  Frank  Carillo  of 
Executive  Communications 
Group  in  Englewood,  N.J., 
are  testing  their  theory  with 
daylong  executive  story- 
telling seminars  at  $395  a 
pop.  The  first,  in  New  York, 


attracted  25  representatives 
from  the  Federal  Reserve 
Board,  Deloitte  &  Touche, 
and  Revlon,  among  others. 

At  the  New  York  seminar, 
participants  first  examined 
the  basics  of  Aristotelian 
rhetoric  (ethos,  pathos,  and 
logos),  then  honed  their  own 
na]Tatives  into  pithy  business 
tools.  The  point?  "Stories  are 
the  best  way  to  make  some- 
one feel  and  remember  what 
you're  talking  about,"  says 
Giuliano  in  his  deep  bass 
voice. 

One  participant  humor- 
ously recounted  lessons  he 
learned  as  a  high  school 
)-abble-rouser.  Another 
spoke  of  her  frustration 
tackling  the  Y2K  problem. 
These  fledgling  stoiytellers  il- 
lustrated Giuliano's  belief  that 
emotion  is  the  best  way  to 
gi'ab  your  audience.  Reason 
enough  to  ditch  those  over- 
head transparencies  and  stait 
your  next  meeting  with  a 
good  fable.   Dennis  Berman 


TALK  SHOW  Ui'm  a  person  touched  by  God.» 

— Hom  e-run  slugger  Sammy  Sosa  to  thousands  of  fans  assei\ 
bled  for  his  homecoming  to  the  Dominican  Republic 


REALTY  CHECK 

NOTHING  SWEET 
ABOUT  THESE  REITs 

THE  MARKET  FOR  COMMERCIAL 

real  estate  investment  trusts 
has  already  taken  its  lumps. 
Now,  it  looks  like  things  will 
get  worse  before  they  get 
better  for  the  riskiest  funds. 
As  investors  have  backed  off 
from  REITS,  the 
hardest  hit  have 
been  funds  invest- 
ing in  securities 
backed  by  mort- 
gages that  don't 
carry  government 
guarantees. 

The  most  se- 
verely punished  so 
far  has  been  Crii- 
mi  Mae,  a  nongovernment-af- 
fihated  reit  that  held  some 
of  the  riskiest  mortgage- 
backed  securities  and  filed  for 
Chapter  11  on  Oct.  5.  "We 
haven't  seen  a  situation  this 
unsettled  in  20  years,"  says 


RECENT  PERFORMANCE 
OF  MAJOR  MORTGAGE  REITs 

Ql  ,  ^  i  ,  ~  , 

AUG.  3.  38  OCT.  20 

▲  STOCK  PRICE 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Hugh  Frater,  ceo  of  aitl 
mortgage  reit,  Antli 
Capital.  Anthi'acite,  CI. 
Capital,  and  Clarion 
mercial  are  among 
REITs  whose  stocks 
dropped  50%  or  so  in 
since  early  August.  \ 
has  been  trying  to  pei 
lenders  to  be  patient.  ' 
Mae  went  into  Chaptei 
ter  its  lenders  cracked 
But  lendei 
tience  may  In 
ing,  especial!  \. 
$30  billion  n- 
issues  of  coi 
cial  mor' 
backed  sec- 
waiting  to  CI  >  1 
market.     "  i 
are  reluctai 
buy  bonds 
they  know  they'll  be  eli 
next  week,"  says  Greg  \i: 
vice-president  of  asset 
agement  fii'm  Conning 
Only  a  sharp  turn  in  n 
sentiment  can  head  of 
collision.   Andrew  Oste 


THE  LIST  ALL  THEY  WANT  FOR  CHRISTflfAS 


Are  you  secretly  terrified  of  ^ 

bombing  out  when  you  ^ 

select  your  little^^^g^^  '^j^.- 

^  SANTA . 
'      "^^^(PCBfet    Power  Chutt 
Consider  this  "Top  10"  sur- 

vey,  which  "play-tested"  26  ipoll^um 

expert-recommended  toys  (,n\t_i5iv™ 

and  games  among  516  5.  KOOSH  CATCHERS* 

kids,  ages  4  to  11,  in  22  (ODDZON) 

cities.  The  tykes'  No.  1  eriURBO'z  (SILVER LIT  TOYJ 

pick?  A  remote-control  oper-  "  "  r Vu     ADniiwn  ~ 

ated  construction  set.  Now,  F'SHIN  AROUND 

how  many  shopping  days  ™N_BA'^DLE1)_ 

did  we  say  were  left  'til  8.  PUPPY  RACERS* 

Christmas'  (PARKER  BROTHERS) 

1 .  POWER  CHUTES-BASIC  9.  GAME  CENTER  JR.* 
START  (ROKENBOK  TOY)  (PLAYHUT) 

2.  BRAm  SHIFT  1 0.  MATH  &  MAGIC 

(TIGER  ELECTRONICS)  (CHICCO  USA) 

3.  LEGO  EXTREME  TEAM  *  Not  battery  operated 

CHALLENGE*  (LEGO  SYSTEMS)  data:  duracell  inc. 
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Up  Front 


WHITE  HOUSE  FOLLIES 

LIKE  TIDE,  DONT 
LIKE  BILL  CLINTON 

TV's  TOUCHED  BY  AN  ANGEL 
viewers  aren't  the  forgiving 
folks  we  had  imagined:  Asked 
their  views  on  Bill  Clinton  in 
the  midst  of  his  sex  scandal, 
only  8%  gave  him  a  thumbs- 
up.  Where  does  our  our  Pres- 
ident find  strong  support? 
Ti'y  viewers  of  scratch- 
her-eyes-out  Melrose  l^k 
Place:  89%  positive.  ^ 

These  were  among  the 
oddball  findings  of  a  sui-- 
vey  of  1,200  Americans  ' 
by  New  Yoi"k-based  Di- 
Massimo  Brand  Ad- 
vertising.    Agency  J, 
President  Mark 
D  i  M  a  s  s  i  m  0 


tween  the  White  House  scan- 
dal and  media  choices,  hero 
worship,  and  brand  loyalty. 
A  sampling:  For  people  call- 
ing themselves  loyal  to 
brands — laundry  to  lipstick — 
only  18%  supported  Clinton. 
Of  those  who  have  been  "dis- 
appointed" in  one  or  more 
brands,  74%  were  positive. 
Explains  DiMassimo:  "They 
[the  disappointed]  tend  to  re- 
act less  emotionally  to  bad 
news  about  Clinton  because 
they've  been  hurt  before." 

Another  finding:  The  me- 
dia-barraged  react  less  to 
emotionally  chai'ged  news.  Of 
those  people  who  view  di- 
verse media — lots  of  cable 
and  network  plus  the  Inter- 
net— only 
6%  sup- 
ported impeachment. 
Of  the  media-selective — 
viewing  perhaps  one  net- 
work channel  and  one  ca- 
ble channel — fully  51% 
did.  And  what  about  hero- 
seekers?  Of  Mark  Mc- 
Gwii-e  fans,  69%  sup- 
ported impeach- 
ment, vs.  32%  of 


claims  links  be-    McGWIRE:  HEROIC 


all  Americans.  □ 


AFTERLIVES 

THE  WRONG  KIND 
OF  PINSTRIPES 

"a  couple  of  neat  embez- 
zlers  and  bank  fraud  guys"  is 
the  way  accounting  prof 
Richard  Davis  describes  two 
former  lawyers.  So  why 
are  they  guest  lectur-  ^ 
ers  before  his 
undergraduate 
business     law  .  ^ 

class?  To  scare  his  ^-P 
students  straight. 
In  fact,  this  was 
the  third  year  in  a 
row  the  Susquehanna 
University  professor 
has  recruited  two 
businessmen-gone-bad. 

Roger  Cohen  and  Fred 
Dellorfano  are  each  serving 
nine-plus  years  for  bank 
fraud,  money  laundering, 
racketeering,  and  conspiracy. 
"It  starts  small,"  says  Dellor- 


fano, speaking  by  phone  from 
the  AUenwood  Federal  Piison 
Camp  in  Montgomery,  Pa.  "A 
favor  here,  a  favor  there. 
Suddenly  the  whole  thing  can 
topple  on  your  head."  Al- 
though he  concedes  that  "just 
getting  a  day  out  is  a  nice 
break  from  the  routine,"  he 
claims  noble  motives:  "Even 
if  we  stop  only  one  or  two 
people  from  stepping  over 
the  line,  we've  done  some- 
thing." 
^  Davis  agrees,  and 
students  at  the 
eastern  Pennsyl- 
vania school  are 
riveted,  he  says. 
"What  really  gi'abs 
them  is  that  these 
guys  had  everything  the  stu- 
dents dream  of  obtaining. 
Now,  they  have  nothing." 
That's  not  entirely  tr-ue:  The 
two  criminals  actually  have  a 
tour  list.  Next  stop:  Penn 
State.  Jeanette  Brown 


DRAWN  &  QUARTERED 


IT' 


UH-OH,  CANADA 

WILL  SURGERY  FIX 
THIS  BRAIN  DRAIN? 

TITANIC   DIRECTOR  JAMES 
Cameron  and  ABC  news 
anchor  Peter  Jennings  are 
part  of  a  fast-growing  tr*end: 
Canadians  who  exit  their 
homeland  for  oppor-tuni- 
ties    in    the  U.S. 
Although  Canadians 
have  long  groused  that 
the   departees  are 
among  the  best  and 
brightest,  no  one  has 
quantified  the  brain 
drain.  Until  now. 

A  study  for  the  C.  D.  GONE 
Howe  Institute,  a  Tor-on-  Jenni 
to  think  tank,  calculates 
that  Canada  lost  over  31,000 
professionals  and  managers 
ft-om  1990  to  1996.  That  out- 
flow, though  just  a  sliver  of 
Canada's  30  million  popula- 
tion, meant  a  14%  to  40% 
loss  of  the  managers,  doctors. 


scientists,  and  nurses 
ating     from  profes 
schools  in  1991  alone, 
ing  in  subsidies  to  high 
ucation,  those  Class  of 
paitures  cost  Canadian 
$423  million.  The  loss 
1982  to  '96  exceeds  $4 
With  income-tax  ra 
high  as  50%  and  sluggi 
creation,  it's  clear  why 


SOUTH:  Cameron  and 
ngs  aren't  looking  baci 


dians  leave.  But  what  ( 
done?  Seeing  political 
making  potential,  the  R 
Parly,  the  official  oppc 
in  Parliament,  has  a  1 
suggestion:  End  "punii 
ly  high"  taxes.  Joseph 


THE  BIG  PICTURE 


CEOs  ARE  ON  A  WHITE-KNUCKLE  RIDE,  T0( 

About  half  of  CEO  pay,  on  average,  is  distributed  in  t 
form  of  options  or  restricted  stock.  A  survey  of  CEOs 
90  large  companies  shows  the  recent 
resulting  wild  ride  on  the  market. 


PERCENT  CHANGE  FROM  DEC.  31, '97 
FOR  90  SURVEYED  COMPANIES 

■  MARKET  CAPITALIZATION 

■  CEO  BENEFICIAL  OWNERSHIP 


DOW:  9,338       7,539  8,299 


JULY  17,  ■ 


AUG.  31, '98     OCT.  15, '98 


FOOTNOTES  Annual  growth  in  sales  of  U.  S.  home-security  products/ser-dces  through  2002:  7.5%.  Sales  in  2002:  $11.6  bill 
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N     T     R     0     D     y     C     I     N  G 


GHES 


A  FAMaiAR  NAME  WITH  A  BRAND  NEW  FOCUS. 


We're  focused  on  what  we  do  best.  For  over 


35  years  we've  been  pioneers  in  the  field  of  satellite 


comnfiunications.  We've  led  the  way  in  satellite  systems. 


Developed  state-of-the-art  satellite  and  wireless 


services.  And  revolutionized  digital  satellite  television 


with  DIRECTV.  It's  no  wonder  we're  called  the  world 


leader.  If  anyone,  can  make  jt  happen,  we  can. 


www.hughes.com 


Being  chosen  as  barron's 

BEST  OVERALli  ONLINE  BIROKER 


RE 


STRAIGHT  YEARS 
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EDITOR'S  MEMO 


HIGH  TECH'S  HOTTEST  100 


When  BUSINESS  week  became 
the  first  general  business 
magazine  to  cover  computers 
on  a  regular  basis  nearly  20  years 
ago,  we  called  the  section 
Information  Processing. 
It  was  a  punch-card  world 
in  those  days,  with  com- 
puters that  took  up  a 
whole  floor.  We  now  live 
in  a  fiber-optic  digital 
world  and  call  our  section 
Information  Technology — 
a  recognition  that  a  far 
broader  constellation  of 
telecommunications,  networking, 
and  wireless  wonders  have  taken 
shape  around  the  computer. 

This  week  we  offer  a  new  barom- 
eter of  this  critical  industry.  The  In- 
formation Technology  100  provides  a 
freeze-frame  of  an  industry  that 
seems  to  be  perpetually  on  fast  for- 
ward. By  breaking  the  industry 
down  into  eight  disci'ete  segments 
and  then  ranking  the  companies  on 
growth,  profitability,  and  sharehold- 
er return,  we  present  a  glimpse  of 


the  companies  that  are  prospering 
or  suffering.  Just  as  important,  w 
put  those  companies  in  the  conte>; 
of  the  global  business  trends  that 
are  buffeting  or  billowin 
the  sails  of  particular  se 
ments  of  the  industry 
around  the  world. 

You'll  find  some  familir 
names  on  the  list:  Dell 
Computer,  Hewlett- 
Packard,  IBM,  Microsoft. 
But  you'll  also  find  some 
unfamiliar  ones:  Vodafon 
Ingram  Micro,  MindSprii? 
If  you're  looking  for  clues  on  whe  ■ 
to  spot  the  next  immutable  force 
driving  the  industry  that  accounts 
for  some  30%  of  the  growth  in  th( 
U.  S.  economy,  the  Information 
Technology  100  is  a  good  place  to 
start.  Happy  hunting. 


Editor-in-cle 


SHOULD  THIS  HEDGE  FUND 

HAVE  BEEN  SAVED?  

I  was  amused  to  read  the  last  para- 
gi'aph  of  "The  rescue:  Wliat  you  need  to 
know"  (News:  Analysis  «&  Commentaiy, 
Oct.  12),  regarding  the  fate  of  Long- 
Term  Capital  Management  (ltcm)  and 
its  partners.  That  paragi-aph  describes 
the  possibility  of  personal  financial  loss- 
es on  the  part  of  the  partners  as  a  "vi- 
cious punishment." 

Each  time  a  business  fails,  business 
owners  who  manufacture  or  offer  real 
products  or  services  suffer  i>unishments 
as  "vicious"  as  or  worse  than  those 
meted  out  to  the  ltcm  partners.  The 
real  economy  sentences  hundreds  of 


thousands  of  business  owners  to  vi  c 
punishment  each  year  The  existene 
the  LTCM  bailout  proves  that  amoniit 
financial  elite,  capitalism  isn't  uili 
stood  or  accepted  (at  least  fa 
nanciers).  Instead  of  woriying  ove  li 
ing  a  few  dollars,  the  LTCM  pariif 
should  thank  their  lucky  stars  that 
traditional  punishment  for  bad  ol 
was  abolished  at  the  founding  ojt 
republic:  debtor's  prison. 

Richard  S.  i\ 
Albuqut 

All  the  articles  I  have  read  oit 
LTCM  bailout  suggest  that  the  fii 
brilliant  managers  went  too  fara 
were  irresponsible  in  using  their  li 
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3verage.  Perhaps.  But  isn't  it  also 
)le  that  they  were  astoundingly 
nt  in  their  use  of  leveraging  to 
ritee  against  total  failui-e?  It  seems 
!  that  if  I  managed  a  fund  and 
nervous  about  making  risky  bets 
)ther  people's  billions,  it  would  be 
nt  to  find  a  way  to  buy  insurance 
5t  potential  loss,  no  matter  how 
e  that  possibility  might  seem, 
on't  have  to  be  a  rocket  scientist 
•ognize  that  the  bigger  I  become 
•ially  speaking),  the  less  likely  it  is 
the  U.  S.  financial  community 
allow  me  to  fail.  Therefore,  it 
seem  that  bon-owing  excessively 
be  a  smart  way  to  bulk  up  for  a 
;ial  bailout.  Is  it  possible  that  our 
ry's  policies  encourage  the  cre- 
of  financial  monsters? 

Gino  J.  Coviello 
Palm  Coast,  Fla. 

MGING  STRATEGY 
TIMUUTING  JAPAN  

talk  with  Ti-easmy  Chief  Rubin" 
al  Report,  Oct.  12)  closes  with 
,ary  Rubin's  view  that  all  should 
contribute  to  stimulating  Japan's 
nic  growth.  Just  as  it  is  a  known 

0  print  money  to  fuel  ongoing  in- 
,  it  could  be  wisdom  to  pi-int  mon- 
check  ongoing  deflation. 

haps  the  most  reliable  way  to  get 
inted  money  into  circulation  would 
deposit  it  to  the  credit  of  the 
led  Asian  economies  vdth  the  pro- 
hat  the  deposits  only  be  drawn 
to  pay  for  imports  of  Japanese 
or  services,  thereby  stimulating 
:tion  and  employment  in  Japan 
the  countries  benefiting  fi'om  the 
-in-aid.  This  financing  device  could 
rage  much  larger  aid  progi'ams 
flight  othei-wise  be  provided, 
loui-se,  the  Japanese  banking  prob- 
ilso  need  to  be  addressed.  How- 
as  the  pileup  of  unused  lending 
by  in  the  U.  S.  banking  system  in 
ite  1930s  demonstrated,  ample 
availability  will  not  induce  people 
inesses  to  borrow  and  spend,  un- 
ley  feel  optimistic  about  their  fu- 
nd see  good  uses  for  the  money. 

Jetson  E.  Lincoln 
Montclair,  N.J. 

CING  STOCK  OPTIONS:  WHO 
WHO  LOSES?  

^ad  with  gi-eat  concern  "How  to 

1  failure:  Reprice  stock  options" 
i:  Analysis  &  Commentary,  Oct. 
d  "Wall"  Sti-eet's  soft  dollars:  Only 
will  do"  (Finance,  Oct.  12).  The 
ts  covered  there  and  the  number 
remely  high  salaries  and  bonuses 
op  management  of  public  compa- 


nies today  make  me  wonder  what  an 
individual  investor  can  do. 

I  have  a  retirement  portfolio  made 
up  of  92  stocks  and  mutual  funds  plus 
fixed-income  investments,  and  I  feel 
that  I  am  at  the  mercy  of  highly  paid 
Wall  Street  players.  As  a  stockholder,  I 
vote  each  opportunity  I  have  concern- 
ing officers  and  proposals,  but  I  do  not 
feel  that  my  vote — or  any  individual 
investor's  vote — has  any  effect.  I  con- 
tinue to  read  of  corporate  management 
taking  advantage  of  us,  and  I  am  frus- 


trated. Do  we  need  an  association  of  in- 
dividual investors  to  fight  our  battles? 
How  do  we  get  a  say? 

Hamilton  0.  Beardsley 
La  Mesa,  Calif. 

The  example  of  repricing  stock  op- 
tions for  Cendant  Corp.'s  chief  execu- 
tive seems  to  be  a  reward  for  failure. 
But  Cognex  and  the  vast  majority  of 
companies  that  I  know  of  reprice  em- 
ployee stock  options  carefully  with 
the  clear  objective  of  attracting,  moti- 
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Ts  kinda  creepy  when  you  consider  that  we'll  both  be  retired 
by  the  time  our  price  for  that  Willianns  energy  changes." 


Change  isn't  always  good.  That's  why  the  price  for  that 
Williams  energy  won't  -  no  matter  how  volatile  the  market 
gets.  Ifs  risk-free  reliability  for  the  long  haul.  All  you've  gotta 
do  IS  call.  And  relax. 


that  Williams  energy 


www.willtales.coni/energy 
1-800-WILLIAMS 
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CORRECTIONS  &  CLARIFICATIONS 

The  volume  of  mergers  and  acquisitions 
was  misstated  in  "Hey,  things  were  tough 
all  over"  (The  Corporation,  Oct.  19).  The 
total  of  deals  announced  through  the  end 
of  September  was  $1.3  trillion,  and  Sep- 
tember's volume  was  about  $45  billion. 

Credit  for  "The  List:  They're  sending  you 
wherer  (UpFront,  Oct.  5)  was  inadver- 
tently omitted.  The  source  was  Windham 
International. 


vating,   and   retaining   key  talent. 

In  many  cases,  a  stock  price  suffers 
because  of  uncontrollable  global  events. 
Cognex's  stock  price — along  with  many 
other  higli-tech  stocks — has  plummeted 
to  a  fraction  of  its  52-week  high  be- 
cause of  the  recent  global  downtuni  in 
the  semiconductor  capital-equii^ment  in- 
dustry and  because  of  the  Asian  finan- 
cial crisis.  As  a  result,  stock  options 
held  by  our  employees  who  have  a  $36 
exercise  price  are  underwater  and  no 
longer  sei-ve  to  motivate  them  to  work 
hard  and  stay  on  until  events  improve. 

Instead,  those  employees  can  readily 
find  employment  elsewhere,  where  they 
will  get  new  stock  options  having  an 
exercise  price  at  the  current  market 
value.  And  any  new  employees  we  hire 
to  fill  those  vacancies  would,  of  course, 
get  new  Cognex  options  at  today's  mai-- 
ket  price.  If  we  are  willing  to  give  new 
options  at  the  cmrent  market  price  to 
new  employees,  then  why  not  save  all 
the  effort  of  liiiing  new  people  and  sim- 
ply retain  the  current  employees  by 
repricing  then-  undei-water  options? 

Robert  J.  Shillman 
President  and  ceo 
Cognex 
Natick,  Mass. 

The  repricing  of  options  is  obviously 
an  affront  to  the  concept  of  pay  for  per- 
forTTiance,  the  theory  undei'  which  wild- 
ly excessive  executive  largesse  is  sold. 
The  whole  concept  of  compensation  via 
options  should  be  revisited.  Options  may 
not  even  align  the  incentives  of  the  ex- 
ecutive with  those  of  other  stockholders, 
since  an  executive  with  a  large  num- 
ber of  undeiwater  options  has  a  great 
incentive  to  bet  the  fai-m  on  a  risky  but 
potentially  profitable  venture.  Instead 
of  options,  why  not  gi-ant  stock  at  mar- 
ket prices,  in  which  the  executive  is  not 
vested  for  a  specific  period  of  time  (or 
until  separation)? 

I  cannot  do  much  as  an  individual 
stockholder,  but  until  there  is  more 


transparency  and  stockholder  protec- 
tion in  executive  compensation,  I  will 
always  vote  my  proxies  against  provi- 
sions for  executive  options. 

David  Hunt 
Roanoke,  Vir 

POOLING  OF  INTEREST  IS 

CRUCIAL  FOR  HIGHTECH  

I  applaud  BUSINESS  week  for  expos- 
ing how  accounting  abuses  mislead 
stockholders  ("Earnings  hocus-pocus," 
Cover  Story,  Oct.  5).  Certainly,  many 
of  the  practices  cited,  such  as  arbitraii- 
ly  assigned  and  accelerated  deprecia- 
tion of  R&D  expenses,  allow  artificial 
short-term  increases  in  eamings. 

However,  "pooling-of-interest"  ac- 
counting practices  should  not  be  viewed 
in  the  same  way.  Pooling  of  interest  en- 
ables high-tech  mergers,  especially  for 
software  companies.  This  is  because  the 
relative  asset  value  of  software  compa- 
nies is  small  compared  with  that  of  in- 
dustrial manufacturers,  which  have  a 
lai'ge  capital  base  of  production  facilities. 
Without  pooling  of  interest,  acquiring 
software  companies  would  incur  lai-ge 
"goodwill"  asset  categories.  The  amorti- 
zation of  this  goodwill  would  artificially 
reduce  earnings  for  years,  causing  an 
unacceptable  loss  of  shareholder  value. 

The  key  point  is  that  software  com- 
panies' asset  value  is  primaiHy  deter- 
mined by  the  cost  of  development.  Those 
costs  ai'e  capitalized  and  amortized  over 
the  anticipated  hfe  of  the  product.  This 
sort  of  'Replacement  cost"  approach  does 
not  take  into  account  the  expertise  of 
the  software  development  team  that 
makes  the  products.  These  "people  as- 
sets" are  what  count  most  for  a  soft- 
ware company's  success  and  are  not  re- 
flected on  the  balance  sheet. 

Eliminating  pooling-of-interest  ac- 
counting, therefore,  would  prohibit  many 
strategically  important  acquisitions  and 
reduce  shareholder  retui-n. 

David  M.  Bui-wen 
Managing  Partner 
Venture  Development  Group 
Mountain  View,  Calif. 

DOUBT  ABOUT  A  FAT  DRUG 

IS  ON  THIN  GROUND  

I  believe  that  "The  new  fi'acas  over 
fat  pills"  (Science  &  Technology,  Sept. 
28),  which  highlights  unpublished  ex- 
perimental studies  by  Dr.  Richard  .J. 
Wuitman  and  his  colleagues,  may  have 
unnecessarily  created  false  impressions 
and  fears  among  readers. 

There  is  a  serious  question  about 
Wmlman's  attempt  to  conclude  from  a 


1970s  pubUshed  study  that  phente  ii 
inhibits  monoamine  oxidase  (mao)T 
doses  used  in  that  study — not  pert'cn 
on  humans — were  far  above  apjj  \ 
amounts  taken  by  patients  using  le 
teirnine.  Given  this  fact,  the  relevaie 
this  study  to  phentermine  users  is  i( 
tionable.  Thus,  despite  the  contenti(s 
your  article,  the  data  do  not  su 
Wmlman's  hypothesis  that  phente 
should  be  labeled  an  MAO  inhibits. 

It  is  important  for  readers  to  u 
stand  that  fenfluramine  and  deft 
ramine  were  pulled  from  the  mai'k( 
cause  of  associations  with  heart  an( 
problems;  phentennine  remains  a\ ; 
for  use  as  a  Food  &  Dmg  Admiii 
tion-approved  anti-obesity  dioig. 

Benedict  R.  Lu( 
Professor  of  Pharmai 
Univ.  of  Michigan  Medical 
Ann  Arbor. 
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COMPETING  ON  INTERNET  TIME 

Lessons  from  Netscape  and  Its  Battle  with  Microsoft 

By  Michael  A.  Cusumano  and  David  B.  Yoffie 
Free  Press  •  361  pp  •  $25 


A  BOOK  AT  THE  CENTER 
OF  THE  MICROSOFT  CASE 


A willingness  to  admit  mistakes  is 
one  of  the  most  impressive  at- 
tributes of  Silicon  Valley  entre- 
preneurs. In  this  bustling  laboratory  of 
business  experimentation,  a  blunder  is 
something  to  be  learned  from,  not  to 
be  ashamed  of.  Wliat's  more,  executives 
here  discuss  such  missteps — as  well  as 
br-illiant  maneuvers — with  reporters  and 
college  professors,  allowing  eveiything 
to  get  dissected.  High-tech  execs  are 
the  lab  mice  of  Silicon  Valley. 

Such  was  the  genesis  of  Competing 
on  Internet  Time:  Lessons  from 
Netscape  mid  Its  Battle  with  Microsoft, 
a  book  by  Massachusetts  Institute  of 
Technology  management  professor 
Michael  A.  Cusumano  and  Harvard 
business  school  prof  David  B.  Yoffie. 
The  book  made  news  when  Microsoft 
Corp.  tried  unsuccessfully  to  get  its 
hands  on  the  authors'  interview  tapes 
and  transcripts  for  its  defense  against 
the  government's  antitiaist  suit.  In  the 
suit,  the  feds  accuse  Microsoft  of  ille- 
gally attacking  Netscape  as  the  two 
fought  for  the  Internet-browser-soft- 
ware market. 

Microsoft  wanted  to  use  the  profes- 
sors' research  during  the  trial  to  try  to 
prove  that  its  own  improving  products 
and  Netscape's  blunders — not  anything 
Microsoft  did  wi'ong — drove  the  Inter- 
net pioneer's  browser  market  share 
from  80%  two  years  ago  to  about  42% 
today.  Microsoft  had  already  landed  a 
manuscript  copy  of  the  book  when  it 
subpoenaed  Netscape  documents  for  the 
antitiTist  case.  But  its  attempt  to  ob- 
tain supporting  materials  was  success- 
fully opposed  in  court  by  MiT  and  Har- 
vard, which  said  it  threatened  the 
academic-research  process. 

The  book  was  rushed  into  print  to 
coincide  with  the  Oct.  19  start  of  the 
trial.  But  it  is  a  marvelously  detailed 
account  and  analysis  of  Netscape's  rock- 
et-launch rise  and  mid-flight  corrections. 


Cusumano  and  Yoftie  spent  more  than 
a  year  doing  dozens  of  interviews  with 
executives  and  engineers  at  Netscape, 
Microsoft,  and  other  technology  compa- 
nies. They  got  unprecedented  access 
within  Netscape,  and  their  book  owes 
most  of  its  chaiTO  to  the  candor  they 
encountered  there.  Netscape  Executive 
Vice-President  Mai'c  Anch'eessen,  for  in- 
stance, admits  he  missed  the  importance 
of  turning  the  company's  corporate  Web 
site  into  a  general-purpose  portal  for 
both  consumers  and  business  )3eoi)le.  He 
told  the  authors:  "I  ab- 
solutely thought  we  were 
a  software  company — we 
build  software  and  put  it 
in  boxes,  and  we  sell  it. 
Oops.  Wrong."  Engineer 
Michael  Toy  is  biiitally  hon- 
est about  flaws  in 
Netscape's  Communicator 
4.0  browser,  which  was  re- 
leased in  mid-1997.  "This 
code  should  have  been  tak- 
en out  and  shot,"  Toy  says. 

Wliile  excerpts  from  the 
book  may  harm  Netscape's 
ah'eady  fi-agile  reputation,  the  book  isn't 
likely  to  play  a  decisive  role  in  comt. 
One  comes  away  fi'om  this  book  with  a 
healthy  respect  for  Netscape  executives 
and  engineers.  They  made  mistakes.  But 
they  operated  in  a  maelstrom,  so  it's 
no  wonder  that  they  sometimes  didn't 
plan  well  and  some  of  their  products 
had  quality  problems.  Cusumano  and 
Yoffie  admire  Netscape's  leaders  for 
spotting  opportunities,  shifting  strate- 
gies deftly,  learning  quickly  from  goofs, 
and  building  a  $500  million  company  in 
four  years.  Bottom  line:  "We  beheve 
that  Netscape  has  transformed  it- 
self . . .  into  a  company  that  can  sui-vive 
and  potentially  thrive,  despite  compe- 
tition from  Microsoft  and  IBM — to  name 
just  two  determined  opponents." 

In  fact,  the  Justice  Dept.  may  find 


more  to  like  here  than  Microsoft  c 
The    book    notes    that  Netscj 
browsers  began  losing  1%  of  mr 
share  per  month  after  Microsoft  t 
duced  its  Internet  Explorer  3.0  bra- 
in August  1996.  Reviewers  ranke 
two  companies'  products  about  evt  . 
a  reader  may  infer  that  it  wa;K 
crosoft's  free  bundling  of  the  bnv 
with  Windows  and  its  monopoly-(i 
influence  over  PC  makers  that  chjj 
away  at  Netscape's  lead — just  as  JiV 
alleges.  Late  in  the  book,  the  aub 
deliver  their  verdict  on  Microsoft' 
havior — and  it's  thumbs  down. 
and  company  were  too  greedy  ai. 
tough  when  it  came  to  winning  rrr 
shai-e  in  the  browser  wars,"  they  it 
That's  the  only  time  Yoffieis 
Cusumano  take  sides  in  the  comn 
industry's  religious  war.  Most  c 
book  is  a  business-school  analy* 
Netscape's  performance.  The  am 
conclude  that,  indeed,  the  Intent 
changed  the  loiles  for  many  busini' 
requiring  them  to  k 
very  quickly  and  tat 
treme  risks.  But  a 
same  time,  they  muse 
tinue  to  place  a  high  e 
on  strategic  planning  i 
product  quality. 

Most  interesting  i 
authors'  applicationo 
judo  metaphoi- 
Netscape's  early  fac  - 
with  Microsoft.  Net3; 
was  able  to  use  the  Ir 
!  iimpany's  streifi 
against  it  by  adot 
open  technology  standards  and  dci 
ing  products  for  a  whole  range  ( 
erating  systems,  not  just  Micrco 
Windows.  It  wasn't  until  Netscapea 
sumo  wrestling — matching  strn] 
against  strength — that  its  stral^ 
began  to  fail.  , 
Now  Netscape  has  learned  ir 
those  mistakes  and  is  focusing  oiic 
tests  where  there  isn't  just  one  wu 
It's  also  less  wilhng  to  admit  iUn. 
steps  to  piying  authors.  And  Micrsc 
Tlu'us  out  sumo  wrestling  wasn'iit 
great  for  the  software  giant,  eitht, 
in  a  Wasliington  (D.  C.)  couitroomi 
now,  paying  the  price  for  throwij 
weight  around. 

BY  STEVE  A 
Hamm  covers  the  software  i)i< 
from  Silico7i  Valley. 


THIS  IS  SUC.I  A  CANDID  LOOK  AT  NETSCAPE  THA[ 
GATES  &  CO.  WANT  TO  USE  IT  AS  EVIDENCE 
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Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-ste^ 
guide  to  conflict  resolution. 
AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $14. 
Risk  management  in  the  making  of  the  modern  world. 
THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDI 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan 
Siegel  (Fireside  •  $14.95)  Concise  explanations  enrichec 
with  graphics. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

YOU'VE  EARNED  IT,  DON'T  LOSE  IT  by  Suze  Orman  witt 
Linda  Mead  (Newmarket  Press  •  $15)  Financial  planning 
— and  mistakes  to  avoid. 

YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dommguez  and  Vic 
Robin  (Penguin  •  $12.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

YOUR  FIRST  YEAR  IN  NETWORK  MARKETING  by  Mark 
Yarnell  and  Rene  Reid  Yarnell  (Prima  •  $15)  How  to  surv 
the  first  few  months  as  a  multilevel  marketer 
1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (W 
man  •  $10.95)  Give  them  a  champagne  brunch,  a  casua 
dress  day — or  plain  old  cash. 

HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Br 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 
THE  GOAL  by  Eliyahu  M.  Goldratt  (North  River  Press  • 

$19.95)  Bringing  company  strategies  in  line  with  your  Ni 
purpose:  making  money. 

INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG 
Books  •  $19.99)  From  stocks  to  small  business — with  c 
toons,  too. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econor 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  September. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


AT  MY  FIRST  JOB,  ONE  UNDERWORKED  RE- 

porter  used  to  leave  "while  you  were 
out"  message  slips  on  co-workers'  chairs,  telling  them  to 
"call  Mr.  Lyon."  When  they  dialed  the  number  given,  they 
would  find  that  they'd  telephoned  the  city  zoo.  Big  yucks. 

A  bit  of  Scott  Adams'  Ttie  Joy  of  Work,  No.  15  on  this 
month's  hardcover  list,  is  given  over  to  such  sophomoric 
pranks,  most  E-mailed  by  Adams'  fans.  Maybe  that's  to  be  ex- 
pected when  the  book's  subtitle  is  Dilbert's  Guide  to  Finding 
Happiness  at  tfie  Expense  of  Your  Co-workers. 

But  don't  despair.  Adams  hasn't  given  up  entirely  on  strik- 
ing back  against  downsizmg-minded,  management-fad-addict- 
ed  execs.  Sections  on  "Managing  Your  Boss"  and  "Reverse 


Telecommuting"  (i.e.,  bringing  your  personal  work  to  the  c 
are  as  fresh  as  those  of  the  first  Dilbert  management 
Tfie  Dilbert  Principle.  Particularly  handy  are  Adams'  tip 
"multishirkmg" — doing  two  nonwork-related  activities  sir 
neously  to  give  the  impression  that  you're  slaving  away. 

Near  the  book's  end,  Adams  offers  a  fascinating  "fr 
work  for  creating  humor."  In  essence,  he  says,  all  n 
combines  at  least  two  of  the  following  six  factors:  cute 
meanness,  bizarreness,  recognizability,  naughtiness,  and 
erness.  He  then  supplies  several  Dilbert  strips  to  illus 
how  these  combinations  provoke  laughter.  It's  cuteJ 
clever — just  ask  Mr.  Lyon. 

BY  HARDY  GFl 
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Connections 


Neiu  Rircraft 


Cabin  Improuements 
lUorlctiuiffe  Cargo 
Prestige  Class 


Cabin  Creui  Training 


fluiards  Receiued 


Rerospace  Division 


h4orning  Calm  Class 


Ground  Seruices 


LUarlduiide  Netuioric 


[»lililiI»i|[»|ll>'Wiarchase  your  ticket 
ujith  your  Rmerican  EKpress'^Vard  and  earn  Membership  Bernards  for 
your  Skypass  account.  Stay  at  Hyatt  hotels  and  resorts  and  get  Skypass 
bonus  miles  and  discounted  rates.  Fly  any  Korean  flir  or  Delta  Rirlines 
flight  and  get  mileage  on  either  your  Skypass  or  Delta  SkyMiles 
account.  It's  just  our  mag  of  saying  thanks  (or  flying  Korean  Hir. 

Earn  Skypass  miles  or  Delta  SktjMiles  on  eoery  flight. 


Cuisine. 


Skypass  Club 


Family  Reuta 


Rmerican  EKpress  Delta  HirlineS  Hertz 

Hyatt  Hotels  Sheraton  nnchorage 


Phone  1-808-525-4488  to  become  a  Skypass  member 
Mandarin  Oriental  Hotels  Shangri  La  Hotels' 


KSRE%]KAIR  BEYOND  YOUR  IMAGINATION 


loia^eif  £i,]xdL  sliLO^w  iMoi^e  loyalty. 


So,  I1.0W  exactly  are  tliey  disalbled? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization 
on  Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


TRUSTEES  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGraw  III 
Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

Fannie  Mae,  James  A.  Johnson 

Provident  Companies,  Inc.,  J.  Harold  Chandler 

Reicher  Capital  Management  Co.,  Jeffrey  P.  Reich 

United  Parcel  Service,  James  P.  Kelly 

UNUM  Corporation,  James  F.  Orr  III 

Westinghouse  Electric  Corporation,  Michael  H.  Jordan 

VICE  CHAIR/MAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
Nevir  York  Stock  Exchange,  Richard  A.  Grasso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Bloke,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 


Don't  put 
St,  limit  on 
what  can  l>e 
accompli  shed. 

-  Christopher  Reeve 
Vice  Chairman  of  N.O.D. 


PRESIDENT'S  CIRCLE 

Ameritech,  Richard  C.  Notebaert 
AT&T,  C.  Michael  Armstrong 
CBS,  Inc.,  Michael  H.  Jordan 
Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 
CNA,  Dennis  H.  Chookaszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 
Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 
Kellogg  Company,  Arnold  G.  Longbo 
Kemper  Insurance  Companies,  David  B.  Mathis 
Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 
National  Broadcasting  Company,  Robert  C.  Wright 
Northrop  Grumman,  Kent  Kresa 
Owl  Hollow  Enterprises,  Philip  E.  Beekman 
Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 
The  Washington  Post  Company,  Donald  E.  Graham 
Wm.  Wrigley,  Jr.  Company,  William  Wrigley 
Woolworth  Corporation,  Roger  Farah 

LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L.  George 
Allstate  Insurance  Company,  Jerry  D.  Choate 
Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  Hi 
Apple  Computer,  Inc.,  Steven  Jobs 
Avon  Products  Inc.,  James  E.  Preston 
Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 
Capitol  Cities/ABC,  Inc.,  Robert  A.  Iger 
CIGNA  Group  Insurance,  John  K.  Leonard 
Cubic  Corporation,  Walter  J.  Zable 
The  Dun  &  Bradstreet  Corporation,  Volney  Taylor 
Fisher  Scientific  Internotionol,  Inc.,  Paul  M.  Montrone 
Ford  Motor  Company,  Alexander  J.  Trotman 
Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 
Gannett  Broadcasting,  Cecil  L.  Walker 
General  Electric  Company,  John  F.  Welch,  Jr. 
General  Motors  Corporation,  John  F.  Smith,  Jr. 
The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 
Henry  Ford  Health  System,  Gail  L.  Warden 
Ingersoll-Rand  Company,  J.E.  Perrello 
ITT  Hartford  Life  Insurance  Companies,  Lowndes  A.  Si 
Johnson  &  Johnson,  Ralph  Lorsen 
Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 
Motorola  Inc.,  Chris  Galvin 
NationsBank  Corporation,  Hugh  L.  McColl,  Jr. 
NEC  America,  Inc.,  Dr.  Mineo  Sugiyoma 
PPG  Industries,  Inc.,  Jerry  E.  Dempsey 
RJR  Nabisco  Holdings  Corp.,  Steven  Goldstone 
Shell  Oil  Company,  Philip  J.  Carroll 
Sony  Electronics  Inc.,  Carl  J.  Yonkowski 
Steeicase,  Inc.,  James  Hackett 

Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
ULLICO,  Inc.,  Robert  A.  Georgine 
United  Capital  Group,  JP  Mililli 
U.S.  Can  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goodes 
Worthington  Industries,  John  P.  McConnell 


N  A  T  I  O  N  ,a  I      O'  o  G  A  N!  !  7  A  f  ?  O  ON 

13IS  ABILITY 

910  Sixteenth   Street,   NW,  Washington,   D.C.  20006 

'960  TDD:   202.293.5968  e-mail:  ceocouncil@nod.org 


WHY  PAY  SKY-HIGH 
PRICES  WHEN  YOU  CAN 
GO  BEYOND  PAGING 
FOR  LESS? 


GO  BEYOND  PAGING 
FOR  JUST  $249. 


Call  1-888-4BEYOND 

(1-888-423-9663,  ext.  6647) 
©BELLSOUTH^ 

Certorn  conditions  opply.  Coll  for  deloils. 

©1998  BellSouth  Wireless  Data,  L.P.  All  rights  reserved.  Go  Beyond  Poging  is  o  service  mark  of 
BellSouth  Corporation. 


50,000  characters 
for  just  $29.95 

BellSouth  Interactive  Paging  "  Service 
with  RIM  Interactive"  Pager  950. 


Send  wherever  you  receive 


Messages  never  garbled 


Single  AA;  readily  available 


16,000  characters 


With  other  paging  services,  you  can  initiate  messages  and  respond  to  Internet  E-mail  and  fax  machines. 
BellSouth  Interactive  Paging  Service  lets  you  do  all  that  and  even  more:  verify  that  messages  to  other 
/nfer(a)cfive  Pagers  are  read;  send  cc:  or  bcc;  messages;  automatically  forward  E-mail  to  the  office;  use  our 
message  header  preview  to  save  time  and  money  by  managing  which  messages  to  view  and/or  forward; 
and,  even  send  messages  to  telephones  to  be  read  by  a  digitized  voice,  using  text-to-voice  messaging. 

St  a  RIM  Inter  (g)ctive'''  Pager  950  for  just  $249,  if  you  call  before  December  31, 1998. 

Requires  purchase  of  device  at  suggested  retail  price  of  $359  and  a  2-year  service  plan  contract  of  S29.95  per  month  (for  up  to  50,000  characters} 
or  a  higher-volume  service  plan.  Credit  of  SUO  will  be  applied  against  service  charges.  Activation  charge  is  additional. 


-423-9663)  Extension  664 


Zall  1-888-4BEYOND  (1 

■AnArw.belIsouthwd.com 

Based  on  published  information  OS  of  September  1998.  ©1998  BellSouth  Wireless  Doto  L  P  All  rights  reserved 
iellSouth  Interoctive  Paging  ond  Go  Beyond  Paging  are  service  marks  of  BellSouth  Corporation.  Interactive  is  a 
rodemork  of  Research  In  Motion  Limited. 


BELLSOUTH 


YOUR  Second  $20  Million, 
Fortunately,  Comes  Easier. 


Life  on  Easy  Street  arri\'es  with  a  surprise:  estate  tax  planning,  custody  and  family  office 

the  walk  can  be  hard   The  celebrated  sendees,  and  charitable  gift  management.  And 

"comfoilable"  life,  it  turns  out,  often  is  not.  we  bring  order  to  your  busy  life. 


A  friend  suggested 
this  when  he  reminisced 
about  his  earlier  life: 
when  you  have  no 
money,  he  said,  you 
never  worr)'  about  what 
to  do  with  it. 

In  our  friend's  sim- 
pler times,  he  ne\'er 
faced  the  realization  thai 
one  bad  decisifin  could 
cost  him  more  in  ta.xes 
than  his  father  had  e\er 
earned.  Nor  had  our 
friend  e\cr  learned  that 


Our  in\'estment  and 
financial  principals  pro- 
vide these  services  to  225 
families  whose  average 
net  worth  now  exceeds 
$21  million,  and  whose 
loyalrs'  to  us  is  remark- 
able. Virtually  every 
client  to  ever  join  us  is 
still  with  us,  in  38  states 
nationwide. 

The  rewards  for  their 
remarkable  de\'otion,  by 
the  way,  have  never  been 
greater.  Even  by  today's 


the  old  axiom  "never  spend  the  principal"  could  near  \'ertical  stock  market  standards,  Lowry 

co.st  him  hundreds  of  thousand.s  of  dollars.  Hill'  clients  have  flourished. 


To   help   make   the   "comfortable"  life 
more  comfortable,  we  practice 
lolcil  icccillh  iU(i)Hiiic))ieiit .  We 
integrate    in\estment  planning 
and  execution  vvith  income  and 


LOWRY  HILL 


I  ( I  I  A  L    W  F  A  I  T  H    M  A  N  A  I ,  E  M  h  N  I 


You  can,  too  —  while 
you  thoroughly  enjoy  the  ride. 
Peter  Glanville  (888-648-8157  or 
peterg@lowryhill.com )  would 
be  delighted  to  tell  \(ju  how. 


MINNTAPOLIS  AMD 
S  r  r  n  T  S  D  A  I  f. 


1  '  "A  i<  V    HIM    Is    A    siH\l(h    \1  \  K  k    '")!    NuK^hsT    (KRPOKATION    \SI>    \N    \rrillATION    OK    |.  C 


'echnology  &  You 


STEPHEN  H.  WILDSTROM 

NEW  CHAPTER 
OR  E-ROOKS 


er  many  false 
rts,  practical 
ital  readers  are 
:ing  the  market 

1  1945,  Presidential  sci- 
;nce  adviser  Vannevar 
Bush  designed  a  desk- 
1  device  called  Memex, 
!rally  regarded  as  the 
electronic  book.  Memex 
;r  got  off  the  drawling 
d,  making  Bush  the  fii^st 
alty  in  a  long  line  of 
d  electronic  Gutenbergs. 
there's  a  good  chance 
a  half-century  of  futility 
bout  to  end.  The  first 
tical  electronic  books  are 
ig  the  market,  and  they 
1  mark  a  major  change 
)w  we  get  infonnation. 
vo  E-books,  designed 
imulate  the  experi- 
of  reading  a  stan- 
book  as  nearly  as 
ible,  should  be 
lable  in  Novem- 
Of  course,  you 
'  always  been 
to  read  a  book 
a  computer, 
few  people 
and  most 
t  out  any- 
5  longer 

a  page  or 
For  one  thing,  the  set- 
equired  for  typing,  even 
laptop,  puts  the  screen 
far  away  for  reading, 
se,  every  time  you  hit 
"page  down"  key,  your 

have  to  search  to  find 
re  you  stopped  reading, 
ocess  that  literally  gives 
Y  people  headaches. 
18  SoftBook  from  Soft- 
i  Press  (650  463-1800) 
the  RocketBook  from 
voMedia  (650  327-5110) 
r  greatly  in  design  and 


content,  but  they  have  im- 
portant things  in  common. 
They  are  basically  flat  tablets 
that  you  hold,  and  read,  just 
like  a  book.  A  simple  rocker 
switch  lets  you  move  cleanly 
forward  or  back  one  page, 
vnthout  scrolUng.  You  can  use 
a  stylus  on  the  touch-sensi- 
tive screen  to  leave  book- 
marks and  make  notes  in  the 
margins.  With  a  minimum  of 
other  simple  controls,  you  se- 
lect a  book  from  the  libraiy 
stored  on  the  imit,  change  ba- 
sic settings,  adjust  type  size, 
and  control  downloads. 


type  is  nowhere  near  as 
shaip  as  even  a  cheap  paper- 
back, I  found  it  acceptable 
for  extended  reading. 

To  load  a  book  into  the 
RocketBook  (and  also  to 
recharge  the  batteries,  which 
are  good  for  about  17  hours 
of  reading),  you  put  the 
reader  into  a  cradle  that's 
attached  to  a  Windows  PC. 
You  then  purchase  a  book 
from  an  online  bookstore — 
barnesandnoble.com  has  al- 
ready signed  on — and  down- 
load the  text  from  the  Web. 
Random  House  and  St.  Mar- 
tin's Press  will  be  among  the 
publishers  making  titles 
available. 

While  NuovoMedia  is  go- 
ing after  the  mass  mai'ket  pa- 
perback, SoftBook  sees  its  fu- 
tiu'e  as  a  suppKer  of  technical 
and  professional  infonnation. 
SoftBook  is  bigger,  with  an 
8  in.  by  6  in.  screen,  so  it  has 
bigger  type.  It  also  displays 
graphics  more  clearly.  On 


recreational  reading,  too, 
SoftBook  also  plans  to  offer 
what  CEO  James  Sachs  calls 
"an  aupoit  bookstore"  of  pop- 
ular titles  with  a  far  naiTow- 
er  selection  than  RocketBook. 

Other  companies  plan  to 
bring  out  digital  books  next 
year,  but  I  think  SoftBook's 
approach  is  the  most  promis- 
ing. Except  for  the  ability  to 
create  instant  large-print 
books,  useful  to  readers  with 
vision  problems,  RocketBook 
offers  few  advantages  over 
an  oi'dinary  book — and  titles 
may  not  be  much  cheaper 
than  discounted  paperbacks. 
WEIGHT  LOSS.  SoftBook 
shows  promise  because  its 
success  won't  depend  on  being 
better  or  cheaper  than  paper- 
backs. It  is  designed  to  re- 
place the  stacks  of  reference 
material  and  manuals  that 
professionals  and  technicians 
now  cram  into  attache  cases. 
Its  lai'ge  foiTnat  and  subscrip- 
tion model  would  work  well 


Books:  Real  vs.  Virtual 


Infinite 

Fixed 

1  to  10  lb. 

Nonexistent  to 
photo-quality 

Buy  a  new  one 


BATTERY  LIFE 
PRINT  SIZE 
WEIGHT 
ILLUSTRATIONS 

UPDATES 


4  to  18  hours 

Adjustable 

1.4  to  3  lb. 

Fuzzy  line 
drawings  at  best 

Via  Internet 


SOFTBOOK:  A  reference 
library  in  a  portable  package 

The  $499  RocketBook  is 
designed  as  a  sort  of  elec- 
tronic paperback.  The  1.4-lb. 
reader  is  about  the  size  and 
tliickness  of  the  latest  Grish- 
am  and  displays  pages  of  text 
on  a  iVi  in.  by  3  in.  mono- 
chrome screen.  It's  light 
enough  and  bright  enough  to 
read  in  bed.  And  though  the 


the  minus  side,  it  weighs 
nearly  3  lb.  and  gets  only 
about  4'A  hom's  from  a  bat- 
tery charge.  Most  important, 
SoftBook  does  not  require  a 
computer  It  uses  a  built-in 
modem  to  fetch  text  from 
SoftBook  sei-vers,  which  will 
offer  both  pubhcly  available 
texts  such  as  Westlaw  legal 
publications  and  private  li- 
braries of  specific  corporate 
information,  such  as  manuals 
or  training  materials. 

SoftBook  will  cost  $299  if  a 
buyer  commits  to  spending 
$20  a  month  on  E-books  or 
$599  for  an  outright  pm-chase. 
Because  mai-ket  testing  indi- 
cated that  customers  want 


for  electronic  periodicals.  Ul- 
timately, it  could  replace  the 
20  lb.  or  so  of  textbooks  that 
students  lug  in  backpacks. 

These  new  E-books  show 
tyjjical  defects  of  fii-st-gener- 
ation  products.  They're  too 
expensive  and  too  heavy.  The 
displays  can't  rival  print  on 
paper  Battery  life,  particu- 
larly SoftBook's,  is  too  short. 
But  if  history  is  any  gxiide, 
better,  lighter,  and  cheaper 
machines  will  come  along. 

I  love  books,  and  electron- 
ic versions  won't  replace 
print  in  my  heart  or  on  my 
ovei-flowing  bookshelves.  But 
I  see  a  place  for  E-books — 
and  it  could  be  a  big  one. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Trends 


BY  GENE  KORETZ 

BRIGHT  LIGHTS, 
MIDSIZE  CITY 

What  towns  are  best  for  business? 

Are  cities  obsolete?  According  to  eco- 
nomic theory,  cities  will  grow  as 
long  as  the  economic  benefits  fi'om  "ag- 
glomeration"— access  to  goods,  services, 
workers,  knowledge,  and  markets — ex- 
ceed such  negatives  as  higher  taxes  and 
living  costs,  pollution,  congestion,  crime, 
and  limited  space  to  expand. 

Some  experts  argue  that  advances  in 
information  technology,  by  making  it 

THE  BUSINESS  PAYOFF 
FROM  A  CITY'S  SIZE 

EMPLOYMENT 


750,008-1 .5  MILLION 
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100.000-250,000 
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0         12  3-: 
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•ESTIMATED  INCREASE  IN  NET  OUTPUT  FOR  A  COMPANY  MOVING 
FROM  RURAL  AREA  TO  METRO  AREA  DURING  THE  1990s  EXPANSION 

DATA  REGIONAL  FINANCIAL  ASSOCIATES 

possible  for  people  to  live  and  work  in 
less  populated  areas,  have  changed  this 
trade-off  in  ways  that  hurt  cities.  Oth- 
ers, such  as  Harvard  University  econo- 
mist Edward  Glaeser,  note  that  recent 
trends  belie  this  thesis.  The  share  of 
the  U.  S.  population  living  in  metro  ar- 
eas with  more  than  1  million  people,  for 
example,  rose  from  41%  in  1970,  to 
48.1%  in  1990. 

One  thing  that  advances  in  infoi-ma- 
tion  technology  do  appear  to  be  chang- 
ing, however,  says  economist  Toni  Horst 
of  Regional  Financial  Associates  of  West 
Chester,  Pa.,  is  the  size  of  cities  that  of- 
fer the  most  gi'owth  potential  to  busi- 
nesses. On  the  one  hand,  she  notes,  in- 
novations in  communications  technology 
have  allowed  many  companies  in  large 
cities  to  relocate  back-office  operations 
to  low-cost  semirural  sites.  On  the  oth- 
er, the  need  for  specialized  expertise  in 
an  increasingly  global  and  infonnation- 
based  economy  has  increased  the  ap- 
peal of  urban  locations. 

With  all  their  problems,  ob.  erves 
Horst,  cities  still  seem  best  able  to  jn-o- 
vide  business  with  access  to  skilK'd 
workers,  specialized  high-value  servicr>, 
and  the  kind  of  innovation  and  leamin.iv 
gi'owth  that  is  facilitated  by  close  con- 


tact between  diverse  individuals.  The 
big  cjuestion  is,  what  size  cities  are  best 
able  to  achieve  such  aims? 

To  fijid  out,  Horst  used  econometric 
technicjues  to  estimate  how  sizes  of 
metro  areas  affected  business  produc- 
tivity in  two  periods:  the  1980s  and  the 
1990s  (through  1995).  In  the  1980s,  she 
found  that  the  greatest  benefits  accraed 
to  businesses  located  in  cities  with  over 
1.5  million  workers.  But  in  the  1990s, 
larger  cities  were  at  the  bottom  of  the 
heap.  That  is,  other  things  being  equal, 
they  pi'ovided  the  smallest  net  output 
gain  to  businesses  moving  from  i-ural 
areas  to  metro  areas. 

By  fai'  the  biggest  pi'oductivity  gains, 
Hoi'st  reports,  were  racked  up  by  metro 
areas  with  employment  of  750,000  to 
1.5  million  (chait).  Last  year,  there  were 
25  such  cities  in  the  U.  S.,  including  hot 
spots  like  Denver;  Milwaukee;  Portland, 
Ore.;  San  Jose,  Calif.;  and  Seattle.  Two 
measures  of  the  appeal  of  metro  areas 
in  this  range  are  that  they  boast  the 
highest  number  of  patents  per  1,000 
households,  and  the  fastest  growth  in 
professional-service  employment. 

None  of  this  implies  that  really  big 
cities  will  stop  gi'owing,  only  that  most 
ai'e  likely  to  gi-ow  more  slowly  in  the 
years  ahead  than  smaller  urban  areas. 
Meanwhile,  notes  Horst,  several  cities 
such  as  Fort  Worth,  Salt  Lake  City, 
and  Charlotte  (N.C.),  are  poised  to 
grow  into  the  size  range  offering  the 
largest  productivity  gains  to  business. 


DO  LAYOFFS 
BOOST  CEOs'  PAY? 

Only  at  first  glance,  a  study  finds 

It's  an  old  story,  and  a  troubling  one. 
Companies  with  highly  paid  chief  ex- 
ecutive officers  lay  off  thousands  of 
workers,  reap  nice  gains  in  their  stock 
prices,  and  reward  theii-  CEOs  with  big 
pay  increases  the  following  year.  But  it 
just  doesn't  hold  up  to  analysis,  repoits 
Kevin  F.  Hallock  of  the  LTniversity  of 
lUinois  at  Urbana-Champaigii. 

In  a  study  in  the  cmrent  issue  of  the 
American  Eco)/o>iiic  Rerieiv,  Hallock  an- 
alyzed the  compensation  of  some  550  of 
America's  highest  paid  cp:os  fi'om  1989  to 
1995.  As  many  critics  have  noted,  he  did 
find  that  those  in  companies  announcing 
layoffs  in  one  year  enjoyed  far  higher 
pay  increases  in  the  following  year  than 
their  peers  in  other  companies.  But  it 
tiuTied  out  that  tliis  apparent  connection 
was  mainly  due  to  theii'  companies'  size. 
Larger   companies,    the  analysis 


showed,  not  only  paid  their  CEOs  L 
most,  but  also  tended  to  give  then 
largest  pay  hikes  in  percentage  tc 
And  the  largest  companies  also 
the  most  likely  to  announce  layoffs. 

In  fact,  once  he  adjusted  the  dat 
reflect  the  effect  of  a  company's  si/- 
the  probability  of  layoffs,  Hallock  i 
that  the  appai'ent  gain  a  ceo  might 
fi-om  a  layoff  progi'am  fell  sharply, 
once  he  factored  other  variables 
the  pay  equation,  including  a  CEoV 
and  tenure,  he  found  no  relationshi 
all  between  layoffs  and  subsequent 
hikes.  Indeed,  layoff  announcem( 
tended  on  average  to  sUghtly  depre 
company's  stock  price. 

In  a  nutshell,  says  Hallock,  "the 
that  CEOs  have  gained  financially  f 
layoff  decisions  just  isn't  supportec 
the  evidence." 


A  POSITIVE  STEP 
FOR  SICK  ASIA 

Exports  to  the  West  have  surged 


It  may  not  last,  but  International  IV 
etaiy  Fund  data  for  the  fii'st  qi 
ter  of  1998  indicate  that  Asia's  deve 
ing  nations  posted  their  first  tr 
surplus  with  the  industrialized  w( 
since  1990.  The  turnaround  reflect 
surge  in  Asian  exports  and  a  plungA 
imports  that  produced  a  $40  bihi 
swing  in  the  two  gi'oups'  trade  bala: 
in  the  space  of  a  single  year. 

Economist  Joseph  Quinlan  of  Mor: 
Stanley  Dean  Witter  sees  the  ti-ade  .u 
as  a  fiii'st  step  in  restoiing  intematii 
confidence  in  the  region  and  placin. 
on  the  road  to  recoveiy.  Other  rci 
positive  developments  include  a  fiimin 
many  Asian  ciurencies,  moderatiii, 
flation  rates,  and  a  decline  in  inti 
I'ates. 

Still,  Quinlan      ASIA'S  U-TUW 

notes,  the  region  \^  TRADE 

remains  stuck  in  s  

an  economic  quag- 
mii'e.  Thus  far,  its 
ti-ade  improvement 
is  being  driven 
mainly  by  the 
strength  of  U.S. 
import  demand, 
and  a  smaller  pick- 
up in  exports  to 
Europe.  The  odd 
man  out  in  the  re- 
covery team  is 
Japan,  whose  ap- 
petite for  imports  fi"om  its  Asian  nt 
bors  continues  to  lag  badly. 
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vorld  of  information 
3ad,  Reuters  can  fielp  you 
uhat  you  need  to  know, 
irs  Pioducts  on  the  Web: 
sive  news  and  financial 
nation  tailored  to  your 
3t  needs,  delivered  easily 
gti  Web  browsers.  From 
orld's  leading  financial 
nation  and  news  company 
reuters.com 
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AS/400e  NT  Integration 


Now  you  can  get  the  best  of  both  worids.  Right  here.  Right  now. .  'ousands  of 


robust  ASMOOe  business  applications.  And  thousands  of  Windows  personal 


productivity  apps.The  good  news:  there's  no  need  to  stop  running  one  to  start 


the  other  AS/400e  or  NT?  Choose  both  at  www.as400.ibm.com/NT3 
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Attend  a  free 
executive^seminar 

on  using 
digital  strategies 

to  win  in 
tlie  nnarketplace. 

IBM  AS/400  is  pleased  to 
sponsor  an  information- 
filled  seminar  featuring 
Larry  Downes,  coauttior  of 
ttie  best-selling  business 
hQQV  Unleashing  theKillef 
App:  Digital  Strategies  for 
Marl<et  Dominance.  Tfiis 
free  seminar  is  for  busi- 
ness executives  wfio  don't 
want  to  )ust  plan  for  tfie 
future... ttiey  want  to  own  it. 
For  tfie  date,  time  and  loca- 
tion of  a  seminar  in  your 
area,  cam  800  IBM-7777 
and  asl<  tor  "Wave  Tour"  or 
visit  wwwas400/ibm. com/ 
killerapps3 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


MALAYSIA  COULD  DO  WORSE 
THAN  THIS  ECONOMIC  PLAN 


DESPERATE: 

Capital 

controls,  while 
not  ideal,  are 
preferable  to 
the  IMF's 
customary  fix 
of  intervention 
with  high 
interest  rates 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics a;  Harvard  University  and  a 
senior  fellow  of  ttie  Hoover  Institution 
(rjbweek@harvard  edu) 


C|,  n  my  arrival  in  Malaysia  last  week,  I 
m  had  two  quick  impressions.  The  first 
^  came  when  I  filled  out  a  form  re- 
quir.  ig  me  to  reveal  my  holdings  of  U.S. 
(lollars.  The  capital  controls  represented  by 
this  requirement  seemed  inconsistent  with  a 
dynamic,  market-oriented  economy.  The  sec- 
ond was  that  I  was  amazed  by  the  splendor 
and  size  of  the  newly  opened  airport,  which 
seemed  totally  out  of  propoi'tion  to  the  vol- 
ume of  business  going  on  at  the  time. 

Both  observations  relate  to  the  ongoing  fi- 
nancial crisis.  Malaysia's  cajjital  controls  are 
a  desperate  response  to  the  devaluation  of 
the  ringgit.  The  overly  expensive  airport 
epitomizes  the  pervasive  excess  of  invest- 
ment in  infrastructure  and  buildings.  The 
wiiting  down  of  these  projects,  along  with  a 
scaling  back  of  the  country's  long-term 
gi'owth  prospects,  were  major  factors  in  the 
collapse  of  Malaysian  stock  prices  and  the  on- 
set of  recession  months  ago. 

Many  economists  are  outraged  by 
Malaysia's  adoption  of  capital  controls.  Their 
reaction  would  be  less  harsh  if  not  for  the 
country's  outstanding  record  of  market-ori- 
ented policies.  After  all,  it  is  easier  to  accept 
bad  behavior  from  an  established  scoundrel 
than  from  one's  friend  or  hero. 
WESTERN  ENEMIES.  One  element  that  makes 
it  difficult  to  symjjathize  with  Malaysia's  pol- 
icy change  is  the  defense  offered  by  the 
Prime  Minister  and  now  also  finance  minister, 
Mahathir  Mohamad,  who  blames  his  nation's 
troubles  on  gi'eedy  speculators  and  West- 
erners with  poor  values.  He  also  invites  dis- 
dain because  of  the  imprisonment  and  tor- 
ture of  his  political  rival  and  former  finance 
minister,  Anwar  Ibrahim,  who  was  opposed 
to  capital  controls. 

But,  counter  to  my  initial  instincts,  there 
is  some  logic  behind  the  capital  controls. 
The  Malaysian  ringgit  has  been  floating  for 
some  time,  and  one  desirable  consequence 
of  this  policy  is  that  the  central  bank's  re- 
serves have  been  maintained.  However,  the 
volatility  and  downward  trend  of  the  ex- 
change rate  have  been  harmful  to  the  econ- 
omy. Hence,  policymakers  reasonably  decid- 
ed that  some  kind  of  fixing  of  the  rate  would 
be  desh-able.  They  also  deteiTnined — I  would 
say  correctly — that  the  usual  defense  of  the 
exchange  rate  with  central-bank  interven- 
tions that  feature  high  interest  rates  would 
fail.  As  with  Thailand  in  1997  and  Mexico  in 


1994  (and  perhaps  now  with  Brazil  in  li 
this  policy  would  probably  lead  to  the  los 
international  reserves,  which  would  cu 
nate  in  any  case  in  devaluation. 

The  basic  problem  is  that  central  bs 
typically  react  to  an  attack  on  the  dom« 
currency  through  a  process  called  steril 
intervention.  The  central  bank  meets 
mands  for  foreign  currency  by  selling  its 
temational  resei-ves,  mostly  dollars,  and  i 
the  proceeds  to  buy  the  domestic  curre 
in  this  case  ringgits.  However,  the  bank  ( 
not  allow  the  domestic  money  stock  to 
Instead,  the  bank  buys  domestic  assets,  s 
as  government  bonds,  for  ringgits.  ther 
injecting  money  back  into  the  system. 
CORRECT  ACTIONS.  This  approach  looks 
ti'active  because  it  does  not  expose  the  e( 
omy  to  the  contractionaiy  effect  of  a  dec 
in  the  money  stock.  Unfortunately,  th 
kinds  of  interventions  usually  do  not  er 
run  on  a  currency.  In  the  end,  the  cen 
bank  tends  to  lose  more  and  more  reser 
and  is  ultimately  forced  to  devalue.  The 
tervention  would  work  a  lot  better  if 
central  bank  did  not  sterilize  and  allo^ 
the  money  stock  to  decline. 

The  Malaysians  are  probably  right  t 
the  usual  policy  sanctioned  by  the  Inter 
tional  Monetary  Fund  of  sterihzed  interv 
tion  coupled  with  high  interest  rates  wo 
be  worse  than  capital  controls  in  the  pres 
environment.  This  is  especially  true  if 
controls  are  temporary.  Capital  controls  r 
be  superior  to  policies  recommended  by 
IMF,  but  they  are  far  from  ideal.  The  h 
policy  would  entail  a  fixed  exchange  r 
without  capital  controls,  with  the  cent 
bank  intervening  but  not  sterilizing. 

One  attraction  of  a  cm-rency  board  is  t 
these  kinds  of  interventions  occur  autom 
cally  when  needed.  Moreover,  coirect  acti 
do  not  require  any  deep  economic  und 
standing  by  the  board's  administrators.  Hi 
ever,  a  clever  central  bank  can  mimic 
workings  of  a  currency  board.  Given 
widespread  failiu'e  of  standard  operating  p 
cedures,  this  alternative  kind  of  excham 
rate  arrangement  is  worth  a  look  in  mj 
countries.  It  would  woi'k  especially  well 
Malaysia,  which  fortunately  has  sufficient 
ternational  reserves  of  about  $20  billi 
That  would  more  than  cover  the  cent 
bank's  monetary  liabilities.  There's  no  rea> 
Mahathir  shouldn't  give  this  a  try. 
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business  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  FED  MAY  KEEP 

rS  SCALPEL  SHARPENED 

lis  credit  squeeze  is  unlike  any  other,  making  more  rate  cuts  likely 


us.  ECONOMY 


NVESTORS  DEMAND 
LIQUIDITY  PREMIUM 

YIELD  SPREAD  BETWEEN  A  :^ 
NEWANDASIX-MONTH-OLO 
30-VEAR  TREASURY  BONO 


Now  that  the  Federal  Re- 
serve has  shocked  U.  S.  and 
)al  markets  with  an  unexpected  cut  in  interest  rates 
iveen  its  regular  meetings,  where  does  policy  go 
n  here? 

ed  Chairman  Alan  Greenspan  offered  a  few  hints  in 
)eech  back  on  Oct.  7.  He  laid  out  with  unusual  clar- 
his  concerns  about  the  unique  natui'e  of  the  emerg- 
credit  squeeze.  He  spoke  from  only  a  few  notes,  and 
ne  point  said  flatly,  "I  have  never  seen  anything  like 
."  In  hindsight,  that  was  a  strong  foreshadowing  of 
Fed's  surprise  quarter-point  cuts  in  both  the  federal 
is  rate,  to  5%,  and  the  discount  rate,  to  4.75%,  on 
.  15,  and  more  easing  may  well  be  on  the  way. 

Greenspan  appears  to  be- 
heve  that  the  credit  squeeze  is 
the  biggest  threat  to  this 
7/4-year  expansion,  especially 
since  recent  data  on  industrial 
production  and  foreign  trade 
.  suggest  that  economic  growth 

t^j^HMHI  is  winding  down.  The  economy 
probably  grew  between  2% 
and  214%  in  the  third  quarter, 
as  domestic  demand  slowed 
from  its  first-half  gallop. 
1  its  statement  following  the  rate  cut,  the  Fed  said: 
owing  caution  by  lenders  and  unsettled  conditions  in 
ncial  markets  more  generally  are  likely  to  be  re- 
ining aggregate  demand  in  the  future."  In  plain 
jlish:  Lenders  are  pickier  about  granting  loans,  and 
jstors  are  fleeing  the  markets  for  safer  tenitory, 
ing  the  economy  without  the  financial  grease  to 
p  its  wheels  turning.  That  means  the  Fed  is  likely 
:eep  on  easing  until  the  danger  has  passed. 

fi  WILL  WE  KNOW  when  the  pinch  is  letting 
For  that  one,  you  have  to  understand  why 
enspan  finds  this  credit  squeeze  so  unique — and 
liaps  harder  to  deal  with.  Much  has  been  written 
at  the  flight-to-quahty  aspect.  Investors  and  lenders 
demanding  more  reward  for  taking  on  more  risk,  as 
1  in  the  widening  yield  spreads  between  riskless 
asury  bonds  and  riskier  corporate  bond  issues. 
;ut  far  more  important,  as  Greenspan  discussed  at 
^h  on  Oct.  7,  this  credit  squeeze  is  also  a  flight  to 
idity,  caused  by  increased  uncertainty  (chart).  Amid 
)al  turmoil  and  its  fallout  on  U.  S.  markets,  individ- 
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uals  are  demanding  a  big  premium — not  only  for  added 
risk,  but  also  for  giving  up  the  ability  to  free  them- 
selves from  an  investment  as  fast  as  possible. 

Uncertainty  is  very  different  from  risk.  Using  yield 
spreads  between  Ti-easmy  and  corporate  issues,  risk  is 
easy  to  measure.  But  increased  uncertainty  is  intangi- 
ble. It  is  more  psychological,  making  it  difficult  for 
the  Fed  to  combat.  This  uncertainty  effect  shows  up  in 
the  shaiply  wider  yield  spread  between  a  new  30-year 
Tr-easury  bond  and  one  that  is  only  six  months  old. 
Both  issues  are  riskless,  but  the  newer  one  is  increas- 
ingly in  demand  and  carries  a  lower  yield,  because  it  is 
the  more  hquid,  or  easier  to  unload. 

As  Greenspan  said,  when 
people  "do  not  understand  the 
nales  or  the  terms  of  a  par- 
ticular type  of  engagement 
they  are  having  in  the  real 
world,  they  disengage."  As  a 
result  of  new  global  uncer- 
tainty, the  flight  to  shorter- 
tenn,  more-liquid  assets  is  not 
just  pushing  up  the  cost  of 
credit,  it  is  causing  some  mar- 
kets, especially  the  very  risky 
high-yield  segment,  to  stop  functioning  altogether. 

THAT'S  A  POTENTIALLY  DANGEROUS  development 

for  the  real  economy.  Without  financing,  large  sec- 
tors— fi;"om  capital  spending  to  housing — will  sink.  The 
good  news:  The  Oct.  15  interest-rate  cut,  and  any  more 
that  may  follow,  vrill  be  insurance  against  a  more  severe 
outcome. 

For  now,  the  expansion  is  simply  slowing.  Based  on 
monthly  data,  the  Commerce  Dept.'s  report  on  third- 
quarter  gross  domestic  product,  due  on  Oct.  30,  is  ex- 
pected to  show  that  the  economy  gi'ew  only  a  bit  bet- 
ter than  the  1.8%  pace  of  the  second  quarter.  Back  in 
the  spring,  though,  a  severe  widening  in  net  exports 
and  a  slowdown  in  inventory  accumulation  shced  gdp 
grovrth.  This  time  around,  the  trade  deficit  remains  a 
big  problem  (chart),  but  domestic  demand  has  slowed 
considerably  from  its  6.7%  pace  of  the  spring. 

Consumer  spending  last  quarter,  for  example,  Kkely 
grew  at  about  half  its  6.1%  pace  in  the  second  quarter 
So  far,  job  and  income  gi'owth  remain  robust  enough  to 
keep  household  spending,  and  the  economy,  moving. 

Sturdy  consumer  fundamentals  also  boosted  resi- 
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dential  construction  last  quarter.  Housing  starts  slipped 
2.5%  in  September  to  an  annual  rate  of  1.58  million.  But 
for  the  quarter,  starts  rose  at  a  17.6%  annual  rate, 
and  the  latest  dip  in  mortgage  rates  will  limit  any 
housing  slowdown.  In  fact,  the  National  Association 
of  Home  Builders'  Housing  Market  Index  rose  to  a 
record  high  in  October. 

THE  FED'S  RATE  CUT  v^iii  bHn  g  some  relief  to  capi- 
tal-hungry businesses  squeezed  the  most  by  higher 
risk  and  liquidity  premiums.  But  the  outlook  for  capital 
spending  is  dim.  Third-quarter  equipment  investment 
likely  grew  in  the  single  digits  after  sui'ging  26%>  in  the 
first  half,  and  outlays  for  structures  appear  to  have 
di'opped  for  the  third  quarter  in  a  row.  Business  spend- 
ing will  slow  further,  weighed  down  by  costher  credit, 
weak  profits,  and  sagging  foreign  demand. 

The  collapse  in  foreign  markets  is  a  big  reason  for- 
eign trade  continued  to  deteriorate  last  quarter.  The 
trade  deficit  in  August  ballooned  to  a  record  $16.8  bil- 
lion, fi-om  a  revised  $14.5  billion.  Exports  fell  for  the 
fifth  straight  month,  slipping  0.3%  to  $74.8  billion.  But 
imports  surged  2.2%,  to  $91.6  billion.  One  ray  of  hope 
might  be  appearing  in  the  data  for  Asia.  The  U.  S. 
merchandise  trade  gap  with  the  Pacific  Rim  countries 
has  held  steady  since  May.  That  may  be  a  sign  that  the 
region  has  hit  bottom  and  is  stabilizing. 

Overall,  the  data  suggest  that  net  exports  deducted 


FACTORY  ACTIVin 
STARTS  TO  SHRINK 
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a  bit  less  than  one  percentage  point  from  real  i 
growth  last  quarter.  That's  an  improvement  from  th'  k 
points  cut  from  fii-st-half  gi'owth.  The  trade  pictr 
however,  isn't  likely  to  brighten  soon.  The  Asian  c 
is  only  now  hitting  economies  in  Latin  America  and  , 
rope,  which  together  buy  a  third  of  U.  S.  goods  expct 

That  deterioration  will  con- 
tinue to  make  manufactming 
the  weakest  sector  of  the 
economy.  Industrial  production 
fell  unexpectedly — and  broad- 
ly— in  September,  slipping 
0.3%.  That  followed  a  1.6% 
jump  in  August  when  motor 
vehicle  production  bounced 
back  after  the  General  Motors 
Corp.  strike.  For  the  quarter, 
manufacturing  output  fell  at  a 
0.6%  annual  rate,  the  first  decline  since  the  199(9 
recession  (chart).  Excluding  vehicles,  output  was  d(¥i 
a  larger  0.8%. 

Given  the  uncertainty  of  global  conditions,  the  ms 
Hkely  outlook  for  the  U.  S.  economy  remains  moc* 
gi'Owth  in  coming  quarters.  The  Fed,  however,  real:e 
that  even  that  scenario  will  depend  on  keeping  hi 
economy's  wheels  moving  smoothly.  That  means  ;i; 
more  squeaks  will  be  met — perhaps  very  quickl  - 
with  more  policy  gi'ease. 
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A  QUARTERLY  PERCENT  CHANGE, 
AT  ANNUAL  RATES 


DATA  FEDERAL  RESERVE 


ITALY3 


NEW  FACES,  SAME  AGENDA 


After  the  ouster  of  Prime  Min- 
ister Romano  Prodi,  Italy's 
56th  government  since  World  War 
II  will  try  to  salvage  some  sem- 
blance of  policy  continuity  as  the 
Jan.  1  dawn  of  the  euro  nears.  To 
complicate  matters, 
economic  growth  will 
be  modest,  at  best,  at 
a  time  when  policy  pri- 
orities are  shifting 
from  euro-related  goals 
to  a  domestic  need  for 
faster  growth  and 
more  jobs. 

New  Prime  Minister 
Massimo  D'Alema, 
head  of  the  ex-commu- 
nist Left  Democrats,  Parliament's 
largest  party,  hopes  to  forge  a 
workable  coalition  mainly  with  the 
centrist  Democratic  Union  for  the 
Republic  (UDR),  along  with  other 
potentially  antagonistic  parties. 


OUTPUT  IS 
SLOWING  DOWN 
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f  INDUSTRIAL  PRODUCTION 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
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The  hope  is  to  move  Prodi's  cen- 
ter-left government  closer  to  the 
center,  and  marginalize  the  Re- 
founded  Communist  party.  The 
RC,  Prodi's  antithetical  ally,  with- 
drew its  support  for  him  over  his 
1999  budget  cuts,  top- 
pling the  government 
on  Oct.  9.  However 
the  new  coalition  may 
be  just  as  unstable  as 
the  last. 

As  part  of  the 
quest  for  continuity, 
D'Alema  will  retain 
several  of  Prodi's  cab- 
inet ministers,  includ- 
ing Treasury  Minister 
Carlo  Azegho  Ciampi,  and  the 
new  government  should  pass  Pi"o- 
di's  previously  rejected  1999  bud- 
get with  Mttle  change.  Also, 
D'Alema  will  create  a  ministry  for 
constitutional  and  electoral  re- 


form.  Reform  efforts  are  part  of 
the  udr's  conditions  for  support. 

D'Alema  inherits  an  economy 
that  is  expected  to  show  slow  bu 
steady  growth  averaging  about 
2%  both  this  year  and  next. 
Weaker  global  growth  will  hit  ex 
ports  and  hurt  domestic  confi- 
dence, spending,  and  hiring.  How 
ever,  domestic  demand  will 
receive  support  ft-om  a  shift  to 
less  restrictive  fiscal  pohcy  and 
lower  rates.  Also,  lower  rates  wi 
cut  government  debt  service,  al- 
lowing more  fiscal  leeway. 

In  fact,  wdth  political  stability 
restored  and  with  inflation  below 
the  Bank  of  Italy's  2%  target,  a 
rate  cut  is  imminent.  The  BOi  is 
under  pressure  to  merge  Italy's 
official  5%  rate  with  the  expecte( 
3.3%  euro-area  level.  However, 
2%  growth  will  do  little  to  reduci 
joblessness,  still  above  12%. 
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You  can't  predict  the  market's 

UPS  AND  DOWNS. 

But  you  can 

prepare  for  them. 

-  Peter  Lynch 


To  help  moderate  your  exposure 
to  risk  in  turbulent  markets, 

consider  these  Fidelity  funds 


>^  Fidelity  Asset  Manager'" 

Seeks  reduced  risk  over  the  long  term.  The  fund's  assets 
fluctuate  around  a  neutral  mix  of  50%  stocks,  40% 
bonds,  and  10%  short-term  /  money  market  mstruments: 

Fidelity  Balanced  Fund 

Invests  in  high-yieldmg  equity  and  debt  securities, 
mcluding  at  least  25%>  of  total  assets  in  fixed-income 
senior  securities. 

Fidelity  Puritan  Fund 

Invests  m  a  broadly  diversijwd  porljoho  of  high- 
yielding  stocks  and  bonds.  The  jund  also  considers 
potential  for  growth. 

Fidelity  Convertible  Securities  Fund 

Normally  invests  at  least  65%  m  converlible  saundfs 
which  are  bonds,  preferred  stocks,  and  other  securities 
which  pay  interest  and  offer  the  fund  the  option  of 
converting  the  security  into  common  stock. 


Each  of  these  funds  invests  m  a  mix  of  securities  that 
cross  asset  classes,  including  stocks,  bonds,  and  short- 
term  instruments.  As  a  result,  these  types  of  funds  can 
have  less  short-term  fluctuations  m  turbulent  markets 
than  pure  stock  funds. 


Fidelity 


Investments 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST 
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For  more  complete  informalion  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  at  fidelity.com 
Please  read  it  carefully  before  you  invest  or  send  money 

TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  heanng-impaired  9  a.m.  -  9  p.m.  ET. 

'This  mix  will  vary  over  short-term  penods  wthin  dehned  ranges  stocks  can  range  30-70%,  bonds  20-60%,  short-term /money  market  instruments  0-50% 
Fidelity  Distributors  Corporation  647 1  1 
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TRUSTBUSTERS 


DOES 
EVERYONE 
DO  IT? 


Sure,  it's  dog-eat- 
dog  in  the  Valley, 
but  Microsoft  is 
the  800-lb.  pit  bull 


As  the  Justice  Dept.  and  Microsoft 
Coi-p.  lay  out  their  ai'guments  in 
a  U.  S.  District  Court  in  Wash- 
ington D.  C,  it  seems  that  the 
outcome  of  this  historic  antitnist 
suit  may  come  down  to  a  fairly  simple 
question:  Is  Microsoft's  behavior,  as  Jus- 
tice litigator  David  Boies  insisted  in  his 
opening  argument  on  Oct.  19,  that  of  a 
predator  who  uses  illegal  means  to  stifle 
competition?  Or  does  Microsoft  merely 
use  the  same  bag  of  tricks  that  othere  do 
in  its  cutthroat,  fast-moving  industiy? 
That's  the  essence  of  the  defense  that 
John  L.  Warden,  Microsoft's  lead  trial 
attorney,  outlined  the  next  day. 

If  Microsoft  convinces  Judge  Thomas 
Penfield  Jackson  that  its  version  of  re- 
ality is  right,  this  antitrust  case  could 
set  a  new  legal  standard  for  the  high- 
tech industry,  one  that  would  allow  its 
bigger  players  more  leeway  than  those 
in  other  industries.  If  the  government 
view  prevails,  Microsoft  could  emerge  as 
a  vastly  different  company. 

To  Justice  and  Microsoft's  critics,  the 
answer  is  clear  This  is  not  an  industry 
problem  but  rather  bullying  by  a  mo- 
nopohst.  With  more  than  90%  of  per- 
sonal computers  carrying  the  Windows 
operating  system,  Microsoft  had  influ- 
ence over  other  comj^anies  and  has  used 
it  to  head  off  competition  ft'om  potential 


JUSTICE  SAYS... 


■  COLLUSION  Attempts  by  Microsoft  to  get  companies  to 
support  its  products — or,  in  the  instance  of  Netscape,  to 
avoid  the  Windows  market — are  anticompetitive. 

■  INTIMIDATION  Microsoft  forces  PC  makers  to  exclude  icons  for 
other  browsers  on  the  Windows'  opening  screen. 

■  PREDATORY  BEHAVIOR  To  undermine  competitors,  Microsoft  gives 
products  away,  often  by  bundling  them  with  Windows  or  Office. 


rivals — most  notably  browser  pioneer 
Netscape  Communications  Corp.  Mi- 
crosoft, Justice  claims,  was  even  able 
to  push  around  giants  such  as  Apple 
Computer,  Compaq,  and  Intel. 
SHARP  ELBOWS.  That  jwitrait  rings  true 
for  many  in  the  industiy  Oracle  Coip. 
CEd  Laui-ence  J.  Ellison  has  accused  Mi- 
crosoft of  pressuring  formei'  Digital 
Eciuipment  Corp.  ceo  Robert  B.  Palmer 
to  stop  producing  a  network  computer 
that  would  have  comjieted  with  Windows- 
based  PCS.  "Anybody  who  can  bully  [Intel 
Corp.  Chairman]  Andy  Grove  or  Bob 
Palmer  has  unusual  power,"  says  Ellison. 

Cleai'ly,  Microsoft  isn't  the  only  player 
with  sharj)  elbows  in  the  computer  in- 
dustry. Indeed,  on  the  first  day  of  cross- 


examination.  Warden  showed  how  nl 
less  Ellison  can  be — at  least  in  term  I 
rhetoric.  He  asked  Netscape  CEO  Jai^ 
L.  Barksdale  where  he  fii'st  encount( 
the  tenn  "cut  off  theii"  ah*  supply,"  w  I 
has  emerged  as  an  ominous-soum 
thi'eat  against  Netscape  in  a  Microsoft 
mail.  The  answer:  From  Oracle,  v.  I 
promised  to  administer  that  treatii 
to  rival  Informix. 

And  you  don't  have  to  look  fai 
find  companies  doing  all  sorts  of 
crosoftian  things.  Bimdling — the  tacti 
for-cing  customers  to  buy  a  new  proi 
along  with  an  older  one?  Look  at  ii. 
Microsystems:  It  recently  added  its 
HotJava  browser  to  its  operating 
tem — and  integrated  it  so  thoroui 
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MICROSOFT  SAYS... 

■  COOPERATION  It  is  standard  industry  procedure 
^       for  high-tech  companies  to  work  together  to  develop  new 
'       markets  efficiently. 

■  PROTECTING  PRODUCTS  A  company  has  every  right  to  ask 
ibutors  to  pass  along  its  products  unaltered. 

>MPETITIVE  Bundling  products  is  common  across  the  industry  and 
:ed  by  customers. 


the  browser  must  be  used  to  install 
)perating  system.  Meanwhile,  IBM 
ally  gives  away  Lotus  Notes  with 
ardware,  says  Rob  Enderle,  an  an- 
with  Giga  Infonnation  Group, 
le  government  also  accuses  Mi- 
)ft  of  pressuring  customers  and  ri- 
into  supporting  a  broad  airay  of 
osoft  technology.  Microsoft  insists 
this  is  simply  a  sensible  way  of  co- 
ating and  helping  create  a  woi"ld  of 
lines  that  can  work  well  together 
ed,  it  notes,  the  industiy  has  actu- 
developed  a  jargony  name  for  it — 
petition."  Furthermore,  Microsoft 
3  that  four  of  its  competitors — Sun, 
le,  Netscape,  and  IBM — are  jointly 
ing  research  on  Sun's  Java  pro- 


gTamming  language,  which  is  a  thi-eat  to 
Windows.  Says  Microsoft  spokesman 
Mark  Muiray:  "That's  the  way  of  the 
world  in  the  computei'  industiy." 

But  it's  not  that  simple.  Justice  will 
argue — and  this  is  where  the  scales 
could  tip — that  what  is  okay  for  most 
competitors  to  do  is  illegal  when  a  mo- 
nopoly does  it.  Ellison  may  threaten  to 
cut  off  somebody's  ail-  supply,  but  only  a 
player  as  powei-ftil  as  a  Microsoft  can 
deliver  on  the  threat.  Justice  argues. 
"Monopolies  have  to  be  held  to  a  differ- 
ent standard  because  they  have  monop- 
oly power,"  antitioist  chief  Joel  I.  Klein 
told  a  gathering  of  computer  industry 
leaders  on  Oct.  20.  The  Supreme  Court 
agi"ees,  iiiLing  that  conduct  that  could  be 


benign  when  engaged  in  by  a  competitor 
even  vnth  lai'ge  market  shai-e  may  be  il- 
legal when  engaged  in  by  a  monopolist. 

Certainly,  Microsoft  rivals  feel  that 
Windows  has  given  the  company  a  com- 
manding monopoly  that  gives  it  awe- 
some power  Sun  ceo  Scott  G.  McNealy 
points  out  how  Compaq  Computer  caved 
in  when  Microsoft  forbade  it  to  remove 
the  Microsoft  Internet  Explorer  icon 
from  opening  screens  on  Windows  com- 
puters. "When  Microsoft  threatens  to 
terminate  a  PC  maker's  Windows  license, 
what  altemative  does  it  have?"  he  asks. 
"As  big  and  resoui-ce-rich  a  company  as 
Compaq  obviously  thought  they  had 
none."  Justice  will  trot  out  such  examples 
to  convince  Jackson  that  Microsoft  is,  in 
fact,  a  monopoly  that  has  abused  its  ex- 
traordinaiy  power  to  thwait  competiton. 

Microsoft  wall  argue  that,  despite  its 
high  shai'e  of  the  PC  mai'ket,  it  is  not  a 
monopolist.  The  industry,  it  insists,  is 
too  fast-changing  and  has  too  few  barri- 
ers to  sustain  a  monopoly.  Mici'osoft  at- 
torney Warden  told  the  couit  that  tradi- 
tional barriers — like  billion-dollar 
buildings — don't  exist,  for  example.  All  a 
potential  challenger  needs  is  bi-ains,  some 
stailup  capital,  and  a  computer,  he  says. 
And  he  noted  that  Microsoft  would  not 
be  spending  $3  biUion  a  year  in  reseai'ch 
if  it  could  sit  back  on  its  monopoUst  lau- 
rels. "This  is  no  comfortable  or  quiet 
monopolist  backwater,"  he  declared. 

Which  view  will  prevail?  Frederick 
R.  Wan-en-Boulton,  an  economist  who 
will  be  a  government  witness,  said  in  a 
document  submitted  to  the  court  that 
baniei-s  ai'e  actually  faii'ly  liigh  and  that 
users  are,  in  effect,  "locked  into"  Win- 
dows because  they  can  only  opt  out  by 
paying  enormous  costs.  For  PC  makers, 
there  are  few,  if  any,  options. 

In  the  coming  weeks,  the  government 
will  try  to  prove  that  the  leverage  of 
the  Windows  monopoly  gave  Micr"osoft 
unpar-alleled  power.  "We  don't  all  do 
business  like  Microsoft  for  the  simple 
reason  that  our*  customers  won't  let  us," 
says  Sun's  McNealy.  But  they  might  if 
they  could. 

By  Steve  Hmmn  in  San  Mateo  and 
Susan  B.  Garland  in  Washington  with 
Andy  Reinhardt  in  Scott sdale,  Ariz., 
arid  biireau  reports 

COURP 

Business  Week  and  Court  TV  are  offering  daily 
updates  on  the  Microsoft  antitrust  trial  on  the 

Web  at  www.businessweek.com  and 
www.courttv.com  or  on  AOt  at  Keyword:  BW 
Daily.  Also,  tune  in  for  a  weekly  recap  of  the 
case  on  "Microsoft  on  Trial,"  every  Thursday  at 
7pm  E.T.  on  Court  TV. 
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WALL  STREET 


THANKS  FOR 

THE  RATE  CUT,  BUT... 

The  stock  market  needs  better  earnings  to  keep  the  bears  at  bay 


Even  in  a  stock  market  that  has 
wowed  investors  for  years,  the  Oc- 
tober surprise  was  a  stunner:  In 
just  five  trading  sessions  between  Oct. 
15  and  21,  a  lightning-like  Dow  Jones  in- 
dustrial average  soared  550  points,  to 
8519,  a  6.9%  gain.  Both  the  Dow  and 
the  Standard  &  Poor's  500-stock  index 
have  now  regained  half  of  what  they 
lost  from  July  17  to 
Aug.  31.  Buoyed  by 
rapidly  rising  prices,  in- 
vestors are  becoming 
cautiously  optimistic 
that  the  vicious  bear 
that  roughed  them  up 
in  August  and  Septem- 
ber has  gone  into  hiber- 
nation. "We've  seen  the 
lows,"  declares  market 
analyst  Laszlo  M. 
Birinyi  of  Birinyi  Asso- 
ciates Inc.  "It  gets  even 
better  from  here." 

Are  the  old  highs  just  around  the 
comer?  Not  likely.  The  market  got  an 
enormous  psychological  boost  from  the 
Federal  Resei-ve  on  Oct.  15,  when  the 
central  bank  cut  both  the  federal  funds 
and  discount  rates  by  a  quarter-point 
each — without  waiting  for  the  next  Fed 
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governors'  meeting.  And  the  Fed  may 
cut  moi"e.  But  what  would  really  give  a 
market  rebound  new  oomph  is  a  combi- 
nation of  falling  interest  rates  with  ris- 
ing corporate  profits. 

We've  got  falling  rates,  but  profit 
growth  is  nowhere  in  sight  (page  36). 
"When  I  heard  of  the  cut,  my  view 
changed  instantly  fi'om  moderately  neg- 
ative to  moderately  pos- 
itive," says  Ti*ent  May, 
who  runs  the  Invesco 
Growth  and  Invesco 
Growth  &  Income 
funds.  "But  you  have  to 
be  nervous  about  earn- 
ings and  quality  of  eara- 
ings.  And  all  the  crises 
haven't  passed  because 
the  Fed  cut  rates." 

At  first  blush,  by 
some  measures,  stocks 
appear  undervalued, 
even  after  the  mighty 
rally.  Edward  E.  Yardeni,  chief  econo- 
mist for  Deutsche  Bank  Secm-ities,  says 
stocks  still  have  a  ways  to  go  if  you 
compare  the  price-earnings  ratios  of  the 
s&p  500  with  the  new  yields  on  10-year 
Treasury  bonds,  which  have  fallen  a  fuU 
percentage  point  in  the  past  10  weeks. 


Moreover,  says  Yardeni,  this  is  apai 
ently  the  way  Fed  Chairman  ,ia 
Greenspan  looks  at  stocks — at  lea,  i 
was  so  reported  in  the  Fed's  Monm 
Policy  Report  to  Congress  last  yeai'B 
that  reckoning,  says  Yai'deni,  stocksjr 
about  9%  undervalued. 

But  that  calculation  is  based 
forecast  of  earnings  for  the  S&P  500 
the  next  12  months  approaching  .$ 
share — a  figure  that  many,  inclu  : 
Yardeni,  think  is  too  high.  The  ti 
is  a  composite  of  analysts'  forecast; 
the  individual  companies  in  the  s&r 
And  "analysts  have  been  cutting  ( 
ings  estimates  for  the  rest  of  199^ 
they've  barely  touched  1999," 
Charles  L.  Hill,  research  director 
First  Call  Corp.  "Those  forecasts  I 
to  come  down."  If  they  shrink  enouu 
could  change  the  stock  valuation  i 
ture  in  a  snap. 

TIPTOEING.  More  rate  cuts  by  the 
won't  solve  the  earnings  problem 
cept  perhaps  in  rate-sensitive  indu^l 
such  as  banking.  Indeed,  if  the  Fed 
tinues  to  make  cut  after  cut,  : 
Richard  Bernstein,  dii'ector  of  qu 
tative  research  at  Menill  Lynch  i.V 
it  will  be  because  of  "lengthening 
deepening  of  the  profits  recession." 

Earnings  are  by  no  means  the  i; 
problem  facing  the  stock  market.  1: 
market  can't  build  a  head  of  steai 
the  capital  markets  are  plagued  by 
uidity.  Ttmling  has  virtually  stopped 
wide  range  of  markets,  from  mort  ^.  i 
backed  securities  to  junk  bondtt 
emerging-market  debt.  While  the  J.'S 
nese  have  finally  passed  a  bankii 
foiTn  progi'am,  there's  no  guai'antei 
it  will  work.  And  while  Congre^ 
0.  K.'d  additional  fimding  for  the  \ 
national  Monetary  Fund,  that's 
one — perhaps  ineffectual — step  to 
ending  the  emerging-markets  cri^ 

Still,  the  sharp  rally  should  hei] 
restore  investor  confidence.  Mutual-lr 
investor  tiptoed  back  into  fiands  in  ; 
tember  after  heavy  redemptions  in 
gust,  but  they  were  timid.  And  in  (i 
first  two  weeks  of  October,  they  pue 
about  $4.8  billion  out  of  domestic  ecjt 
funds,  says  Robert  Adler  of  amc  It 
Services.  But  mutual-fund  flows  ten  ' 
follow  market  peifonnance,  so  the  si} 
back  should  draw  more  money  bac  i 
and  help  offset  some  of  the  inevit;i 
yearend  tax-related  selling. 

Even  troubled  hedge-fimd  inves ; 
are  more  likely  to  hang  in,  given  tin  t 
bound.  George  R  Van,  whose  i 
Hedge  Fund  Advisors  tracks  these  ■ 
vate  partnerships,  says  managers  i 
gearing  up  for  large  redemptions,  i 
says  investors  could  pull  at  least  Wa 
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r  money  out — roughly  $16  billion  in 
ty — at  their  next  redemption  win- 
typically  at  the  end  of  the  quarter-, 
"if  the  market  is  at  today's  level  at 
end  of  the  year,  redemptions  will 
L  nonissue,"  says  Robert  I.  Schul- 
,  president  of  Tremont  Advisers 
a  hedge-fund  consultant, 
ven  if  the  market  hangs  around  the 


mid-8000's,  volatility  will  likely  remain 
high.  One  measure  of  that  condition  is 
the  OEX  Volatility  Index  compiled  by 
the  Chicago  Board  Options  Exchange. 
While  the  current  figiu-e,  31.7,  is  down 
sharply  fi-om  nearly  50  at  the  end  of 
August,  it's  still  almost  50%  higher  than 
it  was  in  the  fii'st  half  of  1998. 

With  the  Fed  firmly  on  the  side  of 


easing,  and  with  rates  coming  down 
abroad,  it's  unlikely  that  the  stock  mar- 
ket will  give  up  much  of  its  recent  gain. 
But  until  investoi-s  see  some  new  spunk 
in  earnings  on  the  horizon,  they're  not 
about  to  take  the  market  back  to  its 
old  highs  and  beyond. 

By  Jejfrey  M.  Laderrnan 
in  New  York 


COMMENTARY 


By  Peter  Coy 

THE  ONLY  THING  WE  HAVE  TO  FEAR  IS  FEARFUL  INVESTORS 


Don't  put  on  those  party  hats  yet. 
The  U.  S.  financial  markets  are 
not  as  healthy  as  you  might 
link  from  the  rebound  in  equities, 
•utside  the  newly  hopeful  stock  mar- 
et,  all  seats  on  the  flight  to  quality 
re  still  booked.  Despite  two  confi- 
ence-building  cuts  in  interest  rates 
y  the  Federal  Reserve,  the  yield 
preads,  or  risk  premiums,  between 
afe  and  risky  assets  have  actually 
otten  wider.  And  risky  assets  aren't 
tie  only  ones  investors  have  aban- 
oned:  They're  even  steering  clear  of 
afe  but  less  liquid  assets,  hke  cer- 
lin  U.  S.  government  bonds  that  are 
jss  traded — and  thus  harder  to  un- 
)ad  at  a  moment's  notice.  In  other 
/ords,  there's  a  flight  to  liquidity  as 
.'ell  as  a  iTight  to  quaUty. 

This  kind  of  near-paralysis  is  bad 
Dr  hedge  funds  such  as  the  benight- 
d  Long-Term  Capital  Management 
liat  are  betting  on  healthy  markets 
nd  narrow  spreads.  But  that's  not 
11:  It  could  be  bad  news  for  the  en- 
ire  U.  S.  economy.  With  conditions 
0  hostile,  junk-bond  issuance  and 
litial  public  offerings  have  nearly 
ome  to  a  standstill.  Markets  aren't 
lerforming  their  core  function  of  fi- 
ancing  companies  that  need  capital 
0  expand.  If  this  goes  on  for  too 
fiany  more  months,  it  will  begin  to 
ake  a  bite  out  of  economic  gr-owth 
nd  job  formation. 

lONFlDENCE  GAP.  Scan  the  indicators 
nd  it  appears  that  away  from  the 
tock  exchanges,  there's  little  more 
onfidence  now  than  there  was  on 
)ct.  7,  when  Fed  Chairman  Alan 
Greenspan  spoke  of  "a  broad  area  of 
incertainty  or  fear"  and  said  that  in- 
'estors  are  "disengaging."  That  dis- 
:ngagement  shows  up  as  high  volatil- 
ty — fluctuations  in  prices — and  in 
vide  gaps  between  the  prices  sellers 
ind  buyers  quote  each  other.  In  the 
ligh-yield  corporate  bond  market,  ac- 
ive  players  such  as  Merrill  Lynch  & 
^0.  usually  are  willing  to  buy  big 


blocks  of  bonds  without  knowing  to 
whom  they'll  sell  them.  That's  known 
as  "open-ending."  But  now,  few  fii'ms 
will  buy  bonds  without  having  a 
place  to  sell  them  already  lined  up. 
Says  Martin  S.  Fridson,  Merrill's 
chief  high-yield  strategist:  "The 
willingness  to  open-end  is  much 
reduced." 

YIELD  SPREADS  ARE 
AT  RECORD  LEVELS 


JULY  31, '98  OCT.  20 
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It  appears,  as  Prudential  Securi- 
ties Inc.  said  in  a  recent  newsletter, 
that  "investors  are  now  motivated 
solely  by  fear  and  not  by  greed." 
Fear  explains  the  distaste  for  junk 
bonds.  Since  July,  as  the  top  chart 
shows,  the  yield  spread — the  differ- 
ence in  effective  inter*est  rates — be- 
tween 10-year  BBl-rated  bonds,  just 
below  investment  gr-ade,  and  10-year 
Tr'easuries  has  grown  fi'om  170  basis 
points  (1.7  percentage  points)  to  270 
basis  points. 

The  bottom  chart  is  scarier,  be- 


cause it  depicts  an  aversion  even  to 
secmities  in  which  safety  is  not  a 
factor.  It  shows  a  tripling  of  the 
yield  spr-ead  between  29-year  Tr-ea- 
suiy  bonds  and  30-year  Treasury 
bonds.  The  29-year  bonds  are  actual- 
ly 30-year  bonds  that  were  issued 
last  year.  Although  these  securities 
are  equally  safe,  they  ar'e  less  heavi- 
ly traded  than  the  new  issues.  Some 
investors  began  shying  away  fi"om 
the  older  bonds,  fearing  that  they 
would  be  harder  to  liquidate  quickly 
for  a  full  price.  Their  fears  about  a 
lack  of  liquidity  became  a  self-fulfill- 
ing prophecy  as  more  and  more  in- 
vestors backed  away  from  the  older 
bonds. 

COLD  FEET.  Markets  that  are  this 
much  out  of  alignment  ar-e  supposed 
to  present  a  golden  opportunity  for 
arbitrageurs,  who  exploit  temporary 
discrepancies  in  prices  of  r-elated  as- 
sets. But  as  demonstrated  by  Long- 
Term  Capital  Management,  arbi- 
trage often  fails  when  it's  most 
needed,  says  David  A.  Hirshleifer,  a 
professor  of  finance  at  University  of 
Michigan  Business  School.  Lenders 
to  the  arbitrageurs  get  cold  feet. 
And  trading  gets  so  thin  that  it's 
difficult  for  arbitrageurs  to  close  out 
their  positions  at  good  prices.  The 
very  fact  that  someone  wants  to  sell 
is  taken  as  bad  news.  Says  Hirsh- 
leifer: "Each  person  is  afraid  that 
the  other  guy  knows  something  he 
doesn't  know." 

There's  a  chance,  of  course,  that 
the  situation  will  right  itself  soon. 
Stock  investors'  optimism  could  start 
to  rub  off  on  other  investors.  But  it's 
also  conceivable  that  it's  the  stock 
buyers  who  have  gotten  a  bit  ahead 
of  themselves  and  that  the  bond  pes- 
simists will  prevail.  If  so,  the  disen- 
gagement that  the  Fed  chair-man  has 
observed  could  settle  in  for  a  long 
engagement. 

Coy  is  associate  econmnics  editor. 
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News:  Analysis  &  Commentary 


TELECOMMUNICATIONS 


WRONG  NUMBERS 

FOR  TELECOM  UPSTARTS 

They're  short  on  capital  as  junk  bonds  dry  up 


In  early  October-,  Richard  P.  Antho- 
ny, chief  executive  of  Advanced  Com- 
munications Group  Inc.,  set  out  on  a 
week-long  fund-raising  trip  in  New 
York.  While  he  felt  he  made  some 
progi-ess  in  his  effort  to  raise  capital 
duiing  visits  to  Wall  Street  bankers,  he 
headed  back  to  St.  Louis  still  in  need  of 
$100  million  to  expand  his  company's 
telecommunications  network. 

Until  recently,  raising  that  kind  of 
money  for  an  upstart  phone  company 
like  Advanced  Communications  came 
easily.  Since  the  Telecommunications  Act 
of  1996  cracked  open  the  door  to  com- 
petition in  local  telephone  markets,  all 
that  was  needed  by  a  company  setting 
out  to  provide  "competitive  access" — 
an  alternative  to  the  local  Baby  Bell 
monopoly — was  a  reputable  management 
team  and  a  credible  business  plan.  That 
unleashed  a  flood  of  money:  Since  the 
beginning  of  1997,  Wall  Street  has 
raised  $15.3  billion  thi'ough  more  than 
100  equity  and  bond  offerings  to  fund 
such  new  phone  upstarts,  according  to 
Bear  Steams  estimates. 

All  that  was  before  the  econoinic  tui'- 
moil  in  Asia  and  other  emerging  mar- 
kets prompted  a  "flight  to  quality"  by 
investors.  That  phenomenon  has  all  but 
shut  down  issuance  of  the  high-yield 
junk  bonds  that  have  been  a  favorite 
investment  vehicle  for  such  companies 
since  the  days  when  MCi  was  a  pup. 
"BUYERS'  STRIKE"  Now,  the  drought  is 
wreaking  havoc  on  business  plans  of 
emerging  telecom  companies.  Iowa- 
based  discount  long-distance  competitor 
Telegi-oup  Inc.  says  it  will  lay  off  15,000 
workers  in  October 
and  will  delay  net- 
work expansion  until 
it  can  raise  $60  mil- 
lion. The  last  high- 
yield  bond  issue  ft'om 
a  telecommunications 
company  was  in  July 
when  COLT  Telecom 
Group  PLC  of  London 
raised  nearly  $1  bil- 
lion. "During  the  past 
two  months,  it's  al- 
most as  if  there's 
been  a  buyers' 
strike,"   says  .Jude 


JUNK-BOND  ISSUANCE 


J'98  F  M  A  M  J  J  A  S  0* 
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Driscoll,  vice-presi- 
dent of  high-yield 
bond  trading  at 
Canseco  Capital 
Management. 

These  risk-averse 
market  conditions 
have  smaller  telecom 
companies  sci"ambling 
for  alternative  fi- 
nancing. Advanced 
Communications  has 
resorted  to  knocking 
on  bank  doors  or 
pitching  private  in- 
vestors who  are  de- 
manding a  lot  more 
for  their  money,  in- 
cluding bigger  equi- 
ty stakes  in  a  com- 
pany and  unusally 
high  rates  of  return 
on  their  investments, 
according  to  Paul 
Salem,  managing  di- 
i-ector  at  Providence 
Equity  Partners,  a 
private  telco  investor. 
"We  have  expensive  capital,"  he  says. 
"That's  no  secret."  Meanwhile,  banks 
tend  to  shy  away  entirely  fi'om  such  a 
risky  and  capital-intensive  investment. 

Because  of  the  crunch,  Advanced 
Communications — which  has  seen  its 
stock  plummet  from  $14  to  about  $4 
since  its  IPO  in  Febmary — is  slashing 
its  capital  expenditures  in  half  next  yeai' 
and  reducing  new  sei-vice  offeiings.  And 
even  companies  with  plenty  of  cash  on 
hand  ai-e  taking  precautions.  Focal  Com- 
munications Coi-p.  of 
Chicago,  with  about 
$125  million  in  cash, 
says  it  still  is  consid- 
ering whether  to  seek 
finance  plans  from 
equipment  vendors, 
such  as  Lucent  Tech- 
nologies Inc.  or  Nor- 
tel, which  make  the 
expensive  switches 
that  direct  calls 
through  a  network. 
Like  venture  capital- 
ists, however,  vendors 
are    charging  high 


STYMIED:  Advanced  Communications  CEO  Anthoiu 


rates,  says  Focal's  chief  financial 
cer,  .Joseph  A.  Beatty. 

CST  Telecommunications  Inc.  in 
couver.  Wash.,  has  stashed  away  -1 
million  in  cash  ft"om  previous  round 
financing — enough  to  last  through  1 
Stifl,  it's  weighing  whether  to  sell 
parts  of  the  company  that  don't  sm 
fit  its  business  model — to  raise  mo 
and  lower  ftmding  needs.  Its  mod( 
primarily  to  sei-ve  business  custom 
so  it  may  scale  back  shai^ply  on  p 
for  residential  sei-vice.  It  might  also 
a  long-distance  subsidiaiy  in  Guam, 
gests  (^EO  Joseph  A.  Basile  Jr.  "We  v 
to  minimize  [oui-  capital]  bum  rate, 
become  more  attractive  in  our  ab: 
to  raise  capital,"  he  says. 

Yet  some  analysts  say  they're  be 
ning  to  see  signs  that  the  liigh-yield  r 
ket  is  opening  up  again.  But  until 
outlook  for  the  rest  of  the  financial  i 
tem  improves,  it  is  unlikely  financing 
approach  1997's  record  levels.  That  c( 
mean  some  startups  won't  survive 
will  wind  up  merging — if  they  lose  ou 
the  competition  for  access  to  capital. 
By  Roger  O.  Crockett  in  Chic 
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Good  guys 

Even  the  bravest,  most  fearless  crusaders  find  they  need  a  dependable  sidekick 

have  always  ridden  with 

to  help  save  the  day.  And  sometimes,  that  means  just  picking  up  a  carton  of  milk  on  the 

a  trusty  companion. 

way  home  from  the  office.  The  Toyota  Camry.  After  all,  even  heroes  need  a  car. 


TOYOTA 


'8  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.     1-800-GO-TOYOTA    ♦  WWW.tOyOta.COm 


News:  Analysis  &  Commentary 


CURRENT  QTR.SALE! 
(MILLIONS: 


CORPORATE  PROFITS 


OUCH. 

IT'S  STARTING  TO  HURT 

U.S.  third-quarter  earnings  are  off  7%  from  last  year's  level 

So,  how  bad  was  it?  Not  apocalyiDtic,  but  Wall  Street's  anxiety  over  thiixl- 
quaiter  results  was  well  founded,  business  week's  flash  eai-nings  report, 
based  on  announced  profits  of  130  companies,  is  a  sign  of  a  slowing  econ- 
omy: Profits  are  down  7%  from  a  year  ago,  on  an  anemic  2%  sales  in- 
crease. Worse,  the  weakness  that  emerged  in  the  second  quarter  has  now 
spread  beyond  manufactming  to  seivice  companies — ^whose  earning"s  had  risen 
20%  in  the  second  quarter,  only  to  drop  23%  in  the  third. 

Much  of  that  pain  was  concentrated  in  financial  sei'vices,  as  companies 
counted  up  losses  fi'om  the  stumbling  stock  mai'ket,  hedge  fimds,  and  emerg- 
ing-market investments.  Among  the  banks,  profits  at  BankAmenca  Corp. 

(that  is,  the  combined  NationsBank 
Corp.  and  the  old  BankAmen- 
ca) were  down  78%',  on  a  $519 
million  charge  for  the  merger. 
Net  income  at  J.P.  Morgan  & 
Co.  fell  61%..  At  the  broker- 
ages, Men-ill  Lynch  &  Co.  had 
a  $164  million  loss,  on  a  $288 
million  charge  for  eliminating 
5%  of  its  staff.  Bear,  Stearns 
&  Co.'s  earnings  were  down 
60%,  while  Donaldson,  Lufkin 
&  Jem-ette  Inc.  was  off  79%-. 
Take  out  the  banks  and  bro- 
kerages, and  quarterly  profits 
would  have  broken  even. 

The  drop  isn't  all  the  fault 
of  financial  services.  A  chunk 
of  the  bad  news  this  quarter 
can  be  attributed  to  General 
Motors  Coi-p.'s  $809  million,  strike-induced  loss.  Take  out  the  cannaker,  and 
earnings  would  have  declined  only  3%. 

And  GM  wasn't  the  only  big  name  on  the  casualty  Ust:  Gillette  was  off  99%', 
Compaq  Computer  fell  78%,  and  DuPont  lost  $564  million.  Fmthennore,  Mo- 
torola Inc.  was  $42  million  in  the  red.  Oil  companies  were  hit  hai'd,  too,  with 
profits  down  at  Exxon  (-23%'),  Amoco  (-54%),  and  Texaco  (-56%). 

On  the  plus  side,  Microsoft  Coip.  paced  technology  companies  with  a 
.stunning  154%  pi'ofit  leap.  Apple  Computer  Inc.  roai-ed  back  fi-om  a  $161  mil- 
lion loss  to  a  $106  million  profit.  Chrysler  Coip.  surged  past  rivals  with  a  55% 
hike  in  earnings.  And  SBC  Communications  Inc.'s  48%  earnings  rise  boosted 
the  utilities-and-telecom  sector  by  11%. 

For  the  fourth  quarter,  analysts  surveyed  by  I/B/E/S  International  Inc.  ex- 
pect profits  for  the  s&p  500  to  be  up  4.7%.  Then  again,  at  the  start  of  the 
year,  they  predicted  a  14.8%'  jump.  Stay  tuned. 

By  Frederick  F.  Jesperseyi  in  New  York 
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TEXACO 

7!707.0 

TRW 

2,836.7 

UNION  CAMP 

1,107.3 

UNITED  TECHNOLOGIES 

6,422.0 

WARNER-LAMBERT 

2,560.2 

WEYERHAEUSER 

2,736.0 

WHIRLPOOL 

2,539.0 

SERVICES 

102,850.9 

ADP  t 

1,210.3 

AMR 

5,046.0 

ASSOCIATES  FIRST  CAPITAL 

2,304.7 

AVIS  RENT  A  CAR 

652.4 

BANK  OF  NEW  YORK 

NA 

BANKAMERICA 

NA 

BEAR  STEARNS  t 

1,723.6 

BOISE  CASCADE  OFFICE  PRODS. 

760.4 
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EST.  EPS  REPORTED 


%  CHS. 
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0.40 
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-6 

0.25 

0.18 
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CURRENT  QTR.  SALES 

OTR.  PROFITS 

EST.  EPS 

REPORTED 

(MILLIONS) 

%  CHG. 

(MILLIONS) 

%  CHG. 

(8/20) 
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t  Second-quarter  results  tt  fourth-quarter  results  NM  =  not  meaningful  NA  =  not  available     'EPS  adjusted  for  special  items 
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REGIONS 


A  CHILL 

IN  THE  VALLEY 

America's  high-tech  mecca  feels  twinges  of  slower  growth 


i 


During  a  recent  discussion  of  the 
world  economy  at  a  gathering  of 
high-tech  insiders  in  San  Jose,  Sih- 
con  Valley  entrepreneur  Harry  Saal 
asked  a  crowd  of  500  of  his  peers  a  sim- 
ple question:  If  the  Valley  were  a  stock, 
would  they  buy,  sell,  or  hold?  What  with 
the  meltdown  in  emerging  markets,  the 
stock  market  tumult,  and  talk  of  a  U.  S. 
recession — not  to  mention  cutbacks  from 
Valley  powerhouses  like  Hewlett-Packard 
Co.  and  Applied  Materials  Inc. — you 
might  expect  some  skittishness.  Not  so. 
"Only  one  or  two  hands  went  up  in  favor 
of  sell,"  says  Saal. 

Had  these  folks  had  too  much 
chardonnay?  Not  likely.  By  almost  any 
measui'e,  Silicon  Valley's  economy  is  still 
on  track  to  remain  the  envy  of  the  world. 
Almost  $13  billion  in  ventui'e  fimds  will 
flow  into  the  area  this  year,  on  a  par 
with  1997's  record  level.  Unemployment 
was  just  3.4%  in  August,  compai'ed  with 
4.5%  nationwide.  Commercial  vacancy 
rates  for  the  most  popular'  areas  ai'e  less 


than  5%,  roughly  half  the  rate  in  other 
major  markets.  And  the  mood  by  and 
large  remains  buoyant.  At  Ferrari  of 
Los  Gatos,  $250,000-plus  models  are  still 
selling — and  the  buyers  include  Joseph 
R.  Kraus,  the  27-year-old  co-foimder  of 
Excite  Inc.,  and  Theodore  W.  Waitt,  CEO 
of  Gateway  Inc.  "I  don't  have  a  sense  of 
looking  over  the  precipice,"  says  hp  econ- 
omist Richard  C.  O'Brien. 

That  floesn't  mean  Silicon  Valley  isn't 
in  for  a  reality  check.  Comj>anies  includ- 
ing Seagate  Teclinology,  ui\  chipmaker 
LSI  Logic,  and  semiconductor-equipment 
maker  Applied  Materials  have  already 
laid  off  more  than  30,000  workei-s.  Big 
players  such  as  Intel  Coip.  and  HP  that 
have  felt  the  cnmch  from  Asia  are  brac- 
ing for  more  volatile  times.  Assuming 
no  more  global  disasters,  hp's  O'Brien 
sees  worldwide  capital  spending  gi'owth 
falling  to  5%,  from  12%-  a  year  ago.  PCs 
are  still  selling  well,  but  ever  lower 
prices  are  crimping  profits. 

And  while  venture  capital  is  still  flow- 


JOBS 


ROOMY:  After  layoffs,  Applied  Mite- 
rials  has  off  ice  space  for  sublease 


ing,  public  stock  offeiings — a  key  fo' 
Valley  wealth  creation — are  off 
seaix-her  Ventiu'eOne  Coip.  says 
have  been  only  68  ipos  so  far  this 
vs.  97  in  the  same  period  of  1997. 
tureOne  says  depressed  stock  prices 
also  slowed  mergers — from  138  in 
to  just  55  so  far  this  year. 

That  has  some  venture  capit;  > 
changing  tactics.  Rather  than  hnin 
more  new  startups,  many  are  sti( 
to  latter-stage  financing  or  even  \n\\ 
in  pubHc  companies.  "People  realizt 
party  is  over,  and  it's  having  a  sob( 
effect,"  says  Jolin  A.  Hawkins,  man; 
genei-al  partner  at  Generation  Pailm 
ventiu'e-capital  finn.  In  fact,  valua 
for  startups  have  come  down  by  as  i 
as  35%'  in  recent  weeks,  says  Haw 
"Like  any  boom,  this  one  ci'eate(  : 
cesses,"  says  Daniel  H.  Case  III,  r 
man  and  CEO  of  Hambr-echt  &  Quis 
1985  REDUX?  Even  the  Bay  AreaV 
zling  r-eal  estate  mar-ket  is  cooling.  1 
recently,  you  could  sell  a  starter  hoii 
a  day  for  as  much  as  $100,000  ovei 
asking  price.  But  now,  the  San  Jose 
Estate  Boar'd  figou'es  housing  prices 
rise  just  5%.  this  year;  down  from  11 
1997.  On  the  commercial  side,  devel 
John  Mozart  expects  prices  for  (1<  , 
oped  pr-operties  to  dr'op  10%  to  209^ , ; 
some  land  prices  to  plummet  as  i 
as  40%.  "Tlrer-e  ar"e  just  not  a  lot  of 
ers  for  big  properties,"  he  says.  "1 
count  them  on  one  hand." 

How  bad  will  it  get?  Few  anal 
think  the  Valley  is  in  for  the  kin 
pain  it  suffered  in  1985,  when  the  i 
dustry  contracted.  Micr'osoft,  Sun. 
Intel  have  all  r-eported  surprisi 
strong  quarterly  results.  And  ther-c 
sign  of  letup  in  Internet  developn 
Ther-e's  even  hope  for  the  battered  ~ 
conductor  industry.  While  rev( 
should  fall  15.7%.  this  year;  "the  gei 
consensus  is  that  we've  liit  bottom," 
G.  Dan  Hutcheson,  pr-esident  of  ni; 
resear'cher'  VLSI  Reseai'ch  Inc.  "Now 
we've  gotten  tlir-ough  the  worst  ot 


STARTUPS 


•  With  capital  markets  volatile, 
venture  capitalists  are  cautious 
They're  demanding  lower  valua 
tions  fr  om  startups  and  focusin 
more  on  existing  investments. 

•  IPOs  have  slowed — 68  in  the 
first  three  quarters  of  1998  vs.  ( 
in  the  same  period  of  1997. 


•  Home  prices  should  rise  just 
5%  this  year — well  off  the  dou- 
ble-digit pace  of  recent  years. 

•  Prices  for  commercial  space 
are  already  falling  as  companies 
sublease  unneeded  space  and 
battered  buyers — including 
REITS— lay  low. 


•  With  Intel,  Hewlett-Packard, 
and  Applied  Materials  cutting 
positions,  new  job  creation  will 
fall  to  25,000  from  50,000  in  1997, 

•  Salaries  should  rise  just  4%  to 
5%,  rather  than  the  6%  to  8%  in 
1997.  The  pace  of  hiring  has 
slowed  dramatically. 


REALilY 
IS 

BITING 


DATA:  SILICON  VALLEY 
JOINT  VENTURE, 
WEKTUHEONE.BW 
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INK/tuh/me 

Our  caching  software  is  designed  to  reduce  redundant  data  on  the  Internet. 
In  regards  to  our  name,  however,  repetition  is  encouraged. 


Inktomi® 

Scaling        the  Internet'" 

www.inktomi.com 
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downtime,  how's  the  time  to  be  aggi'es- 
sive,"  says  James  C.  Morgan,  CEO  of  Ap- 
plied Materials,  the  top  manufacturer  of 
chipmaking  equipment. 

Still,  if  the  world  financial  mai'ket  does 
worsen,  look  for  more  tumult  in  the  Val- 
ley. Ah'eady,  thanks  to  undemater  op- 
tions, headhunters  report  that  it's  easier 
to  liu'e  execs  fi-om  their  longtime  em- 
ployers.    Compensation  consultant 


Matthew  Wai-d  of  WestWai-d  Pay  Strate- 
gies says  many  companies  are  ready  to 
reprice  their  options  in  short  order  if 
the  stock  market  plunges  again.  Ad- 
vanced Micro  Devices  Inc.  and  VLSI  Tech- 
nology Inc.  have  ah'eady  done  so. 

Many  Silicon  Valley  veterans  say  they 
actually  welcome  a  breather.  "As  a  resi- 
dent, there's  a  part  of  me  that's  happy  to 
see  the  frenetic  stuff  calming  down," 


says  Sun  Microsystems  Inc.  ChielF 
nancial  Officer  Michael  E.  Lehman,  -hi 
has  had  tliree  unwanted  visits  from  ^- 
estate  agents  offeinng  to  sell  his  hoii 
the  last  year.  If  the  Valley  outlook  si) 
the  same,  his  doorbell  should  get  awi 
quiet. 

By  Peter  Burrows,  urith  Lhida  Hi 
stein,  in  San  Mateo,  Calif.,  Otis  Po. 
New  York,  and  bureau  reports 


COMMENTARY 


By  Neil  Gross 

TARGET  PIRATES-NOT  TECHNOLOGY 


In  mid-October,  pressed  by  the 
Recording  Industiy  Associ- 
ation of  America  (riaa),  a 
U.  S.  District  Court  judge 
in  Los  Angeles  slapped  a 
temporary  restraining  or- 
der on  a  San  Jose  (Calif.) 
startup  called  Diamond 
Multimedia  Systems  Inc. 
Its  alleged  crime?  Diamond 
wants  to  market  a  sleek, 
$199  Walkman-sized  widget 
called  Rio.  The  gadget 
stores  music  files  down- 
loaded from  sites  on  the 
Internet  and  plays  them 
back  at  near-CD  quality. 

Rio  may  sound  innocent 
enough,  but  riaa  says  the 
device  encourages  piracy 
and  jeopardizes  copyright 
laws.  Naturally,  Diamond 
says  Rio  is  perfectly  legit. 
And  music-loving  digerati — 
who  like  the  idea  of  getting 
portable  versions  of  their  fa- 
vorite music  fi'om  the  Net — 
are  siding  with  Diamond. 
The  court  hopes  to  settle  the  matter 
at  a  hearing  on  Oct.  26. 
MISFIRE.  Good  luck.  For  lots  of  tech- 
nical reasons  Diamond  can  tick  off, 
RIAA  is  on  shaky  legal  ground.  But  in 
any  case,  the  industiy's  approach  is 
bound  to  backfire.  From  the  days  of 
Gutenberg,  people  have  tried  to  stop 
new  technologies  that,  they  fear, 
threaten  theii-  hvelihoods.  And  in  al- 
most eveiy  case,  their  efforts  have 
failed  because  they  misdirect  their 
ire  at  the  technology,  not  the  people 
who  would  use  it  to  harm  them. 

Rio  was  designed  to  piggyback  on 
one  of  the  hottest  trends  in  cyber- 
space: the  compression  and  distribu- 
tion of  audio  fUes  in  a  foiTnat  called 
MPS.  The  technology — essentially  a 


LUDDITE  FOLLY 

Be  it  a  printing  press 
or  a  digital  recorder, 
tech-bashers  waste 
energy  they  could  use 
to  resolve  problems 
the  device  raises 


set  of  mathematical 
formulas — cranches 
music  files  way  down, 
so  they  are  easy  to 
store  and  transmit 
over  the  Internet. 

The  technology  is 
far  from  sinister.  Le- 
gitimate sites  such 
as  MP3.com  and 
goodnoise.com  use  it  to  compress 
music  tracks  they  obtain  as  promo- 
tions or  license  from  record  compa- 
nies, which  they  then  sell  or  give 
away  with  the  companies'  blessing. 
But  hundreds  of  other  sites  stock  il- 
licit MP3  files  that  are  pirated  fi-om 
audio  CDS  and  posted  for  anyone  to 
download  for  free. 

Justifiably,  the  recording  industry 
is  outraged  by  these  sites.  It  shuts 
down  dozens  each  month,  but  they 
pop  right  up  again.  "These  sites  are 
run  from  the  privacy  of  a  college 
dorm,  a  student's  home,  or  a  cubicle 
at  the  office,"  complains  Caiy  Sher- 
man, riaa's  senior  executive  vice- 
president  and  general  counsel.  And 
their  trendy  cHentele,  he  says,  suffer 


from  an  ethical  disconnect:  "These 
are  people  who  would  never  thin 
of  shoplifting  a  CD  ft'om 
Tower  Records." 

All  valid  complaints.  Bu' 
instead  of  finding  new  way 
to  thwart  pirates,  riaa  has 
taken  aim  at  the  technolog 
they  use  corruptly.  "Rio 
doesn't  promote  piracy  anj 
more  than  a  good  pair  of 
audio  speakers  does,"  ar- 
gues Kenneth  R.  Wirt,  Dia 
mond's  vice-president  for 
corporate  marketing.  The 
device,  which  stores  MPS 
files  on  flash-memory  chips 
will  let  users  carry  MPS  file 
around,  just  like  a  portable  CD  play- 
er. But  there's  no  "record"  button.  I 
can  only  accept  downloads  that  are 
already  stored  on  a  PC.  And  it  can't 
upload  those  files  to  the  Internet. 

Legally,  that  makes  all  the  differ- 
ence, riaa  has  invoked  only  one  U.  S 
law  to  block  sales  of  Rio:  The  1992 
Audio  Home  Recording  Act.  It  re- 
quires copy  protection  on  recording 
devices.  But  it  also  exempts  comput- 
ers and  peripherals  such  as  disk 
drives,  which  undercuts  RiAA's  case. 

The  court  fight  could  drag  on  for 
months.  Wliatever  the  outcome,  RlAi 
and  its  fellow  copyright  agencies 
badly  need  a  new  strategy.  Coming 
quickly  tlu-ough  the  gadget  pipeline 
is  a  plethora  of  next-generation  digi- 
tal technology  that  won't  fall  under 
the  1992  law.  It's  only  a  matter  of 
time  before  the  motion-picture  Indus 
try  has  its  own  Rio  to  cope  with. 
That  may  spur  more  lawsuits.  But  ni 
amount  of  litigation  can  put  the  digi- 
tal genie  back  in  the  bottle. 

Oross  covers  technology  for  busi- 
ness WEEK  in  New  York. 
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wwvi/.ittind  com  or  call  i -soo-iin-inkj 


"When  a  child  is  lost  and  it's  dark  on  the  mountain,  your  heart  breaks. 
Last  winter  there  was  a  search  and  rescue  team  following  this 
snowboarder's  tracks — until  new  snow  fell  and  covered  them. 

But  our  Night  Vision  showed  his  tracks  through  the  new  snow — so 
they  could  still  follow  him!  Saved  the  kid's  life.  We're  constantly 
working  to  improve  our  Night  Vision  viewers  and  to  make  them 
sturdy  and  reliable.  We're  not  making  gadgets;  we're  making  the 
difference  between  life  and  death." 

Lisa  L.  Miller, 
Senior  Operations 
Engineer, 
Roanoke,  Virginia 


NIGHT  VISION  TECHNOLOGY  COLLECTS  LIGHT  ENERGY  VIA  A 
PHOTOCATHODE,  WHICH  THEN  RELEASES  ELECTRONS  INTO  A 


MICROCHANNEL  PLATE,  WHERE  THEY  ARE  MULTIPLIED  AND 
ACCELERATED  ONTO  A  PHOSPHOR  SCREEN— WHICH 
DISPLAYS  THE  RESULTING  ENERGY  AS  AN  INTENSIFIED  IMAGE. 


ITT  INDUSTRIES'  PUMPS 
PROVIDE  FLOOD  PROTEC- 
TION TO  NEW  ORLEANS  AND 
OTHER  COASTAL  CITIES  ALL 
OVER  THE  WORLD. 


IN  DESERT  STfi 
ARMY  ADOP^ 
SLOGAN 
NIGHT'  . 

VISION  TEi  H.jv, 


^  ITT  Industries 

Engineered  for  life 
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NEWELL  PUTS  A  MAT 
UNDER  RUBBERMAID 

newp:ll  is  not  exactly  a 
household  name,  even  though 
it  sells  such  consumer  staples 
as  Calphalon  pots  and  Goody 
hairbrushes.  But  the 
Freeport  (111.)  company 
leaped  to  prominence  on  Oct. 
21,  when  it  announced  a  deal 
to  pay  $5.7  billion  in  stock  and 
deht  for  troubled  Paibber- 
maid.  It's  making  us  "more 
important  quickly,"  says 
Newell  CEO  John  McDonough. 
Newell,  the  world's  leading 
seller  of  window  treatments 
and  housewares,  estimates 
the  acquisition  will  hurt  earn- 
ings, but  only  for  one  year. 
And  Newell  Rubbermaid,  as 
the  merged  company  will  be 
known,  will  have  major  clout 
vdth  big  discounters  such  as 


CLOSING  BELL 


FORD  FLOORS  iT 

Ford  Motor's  stock  is  in  overdrive 
these  days.  The  market  price  has 
soared  25.8%  since  Oct.  5,  to 
$50  a  share,  outpacing  the  Dow 
Jones  industrial  average,  the 
Standard  &  Poor's  500-stock 
index,  and  shares  of  its  U.S. 
rivals.  Investors  are  rewarding 
Ford  for  10  consecutive  quar- 
ters of  earnings  growth:  The 
carmaker  announced  on  Oct.  14 
that  It  earned  $1  billion  in  the 
third  quarter,  a  10%  increase. 
The  rise  was  also  in  response 
to  a  parade  of  hot  models.  The 
latest,  introduced  on  Oct.  20:  a 
retro-styled  Jaguar  S-type  se- 
dan that  goes  on  sale  next  year 
for  $48,000-a  relative  pittance 
for  a  Jag. 


OCT  5, '98  OCT.  21 

▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  iVlAilKLTS 


Wal-Mart  Stores,  Kmart,  and 
Target  Stores.  Let  the  battle 
for  shelf  space  begin. 

KAUFMAN  &  BROAD'S 
NEW  ADDITION 

BRUCE  KARATZ  HAS  BEEN  ON 

a  mission  to  become  the 
biggest  homebuilder  in  the 
country,  and  on  Oct.  20,  he 
achieved  his  goal.  The  ceo  of 
builder  Kaufman  &  Broad 
inked  a  friendly  deal  to  pay 
$545  million  in  cash  and  stock 
for  a  California  and  Nevada 
rival,  Lewis  Homes  Manage- 
ment. It's  the  latest  in  a 
string  of  deals  for  k&b,  and  it 
gives  the  company  a  domi- 
nant share  of  the  currently 
robust  California  and  South- 
west markets.  The  move  also 
comes  at  what  many  in  the 
industry  say  is  the  tail  end  of 
a  housing  boom.  But  Karatz 
insists  that  he  isn't  worried. 
"I  just  don't  see  a  recession," 
he  says. 

SUNBEAM  S  PROFITS 
GO  BEHIND  A  CLOUD 

oops:  sunbeam  announced 
on  Oct.  20  that  it  actually 
earned  $52  million  in  1997, 
not  the  $123  million  first 
reported.  Ex-chairman  Al 
Dunlap,  ousted  last  summer, 
had  extolled  the  original 
results  as  evidence  of  his 
turnaround.  Sunbeam  also 
said  the  company  under  Dun- 
lap  had  understated  the  red 
ink  for  1998's  first  quarter. 
Dunlap  says  in  a  statement 
that  he  had  no  involvement 
in  accounting  matters  and 
that  the  results  had  been 
reviewed  by  the  board's 
audit  committee. 

HE  BAGS$1  BILLION 
IN  GROCERY  SALES 

RONALD  BURKLE  STARTED  HIS 

career  as  a  grocery  bagger. 
Now,  he's  carrying  off  big 
bags  of  money  from  back-to- 
back  deals.  Burkle,  chair- 


HEADLINER:  DAVID  COULTER 


whybofA's  president  is  out 


David  Coulter,  51,  stunned 
Wall  Street  when  he 
announced  on  Oct.  20  he 
was  stepping  down  as 
BankAmerica  presi 
dent.  But  some 
insiders  say  the 
departure  was 
no  surprise. 

Sanford 
Robertson,  an 
ex-BankAmerica 
board  member  and 
Coulter's  longtime 
friend,  says  that  ever  since 
NationsBank  announced  its 
merger  vdth  BofA  last 
spring,  it  was  clear  that  the 
Chariotte  (N.C.)  giant 
wanted  more  control.  That 
put  Coulter  in  jeopardy: 
Many  had  seen  him  as  in 
hne  for  the  top  job  when 
ex-NationsBank  chief  Hugh 
McColl  Jr.  retires  as  BofA 


chairman  and  ceo. 

Neither  Coulter  nor  M( 
Coll  would  comment  be- 
yond expressing  sharec 
regi'et.  But  Roberi 
son  says  plungin 
quarterly  earn- 
ings, largely  d 
to  a  $372  milli 
wiite-off  of  a 
$1.4  billion  loa 
backed  by  Bofj^ 
under  Coulter  fo: 
hedge  fund  D.E. 
Shaw,  pi'ovided  the  ammo 
McColl  and  his  board  neec 
ed.  "I  thought  they  would 
look  for  their  opening  to  g 
rid  of  Dave,  and  they  saw 
with  D.E.  Shaw,"  says 
Robertson.  Industry 
sources  say  other  heads 
may  now  roll — especially 
those  close  to  the  old  Bofi 
By  Linda  Himelste 


man  of  Fred  Meyer  Stores, 
sold  the  14%  stake  that  his 
Yucaipa  Management  hold- 
ing company  had  in 
Dominick's  Supermarkets  to 
Safeway  for  $1.85  billion. 
Then,  on  Oct.  20,  Burkle  sold 
Fred  Meyer  to  Kroger  in  a 
$13  billion  deal.  Burkle's 
take:  about  $1  billion  in  stock 
and  cash.  But  the  paper  bil- 
lionaire isn't  about  to  retire. 
He  is  a  major  Democratic 
Party  fund-raiser,  and  he's 
part  of  the  group  assembled 
by  former  agent  Michael 
Ovitz  to  land  a  football  fran- 
chise for  Los  Angeles  at  an 
Oct.  27  NFL  owners'  meeting. 

A  tidal  wave  of 

GOODS  FROM  ASIA 

THE  LONG-FEARED  ASIAN  IM- 

port  surge  may  be  hitting 
the  U.S.  On  Oct.  20,  the 
government  reported  a 
record  $16.8  billion  trade 
deficit  for  goods  and  services 
for  August.  That  put  the 


deficit  on  track  to  hit  i 
billion  this  year,  up  f 
1997's  $110.2  billion, 
deficit  with  the  Pacific 
rose  to  $15.7  billion,  up  f 
$11.7  billion  a  year  i 
Steel  im.ports  were  up 
in  dollar  terms  over  the 
eight  months  of  1998  anc 
estimated  24%  in  volu 
according  to  industry 
mates.  Meanwhile,  U 
exports  dropped  to  $' 
billion,  the  lowest  in 
months. 


ETCETERA... 

B  H  e  a  1 1  h  e  0  n  pulled 
planned  ipo,  raising  .$40 
lion  froin  private  investo 

■  PeopleSoft  shares  fell  i 
after  it  said  strong  comp 
tion  would  hurt  sales  gi'o\ 

■  Dr.  Jane  Henney  was 
firmed  by  the  Senate  as 
new  FDA  Commissioner. 

■  Korea  agreed  on  Oct.  2 
lower  numerous  import  1: 
riers  to  its  auto  market. 
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Your  largest  client  needs  help  fast 
Who  are  your  three  best  Java 
programmers  not  on  assignment? 


Do  you 
knowp 


You  can  spend  millions  ot  dollars  on  application  software  and  still  not  have  the  inturmation  you  need  to  run  your 
business.  That's  because  most  application  software  automates  just  the  back  office — or  just  the  front  office.  Oracle* 
Applications  integrate  your  entire  business — sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human 
resources.  Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view  of  what's  going 
on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date  information  and  impact  on  shareholder  value. 
We  call  It  business  intelligence.  And  it's  from  Oracle.  Now  you  know. 
If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 
1-800-633-0921,  ext.  16349,  or  visit  wtviv.omclexomlinfol  17 today. 

O  1 9yH  ( )rji.lt  C(»rpt)rari{in.  All  ri,t;hts  rfsf rvt-tl  Or.it le  is  a  registered  tr.uleniLirk  ot  Oracle  Corporation, 


ORACLe 

Applications 


i^ashington  Outlook 


TED  BY  OWEN  ULLMANN 


rS  REVENGE  OF  THE  NERDS 
N  CAPITOL  HILL 


,  ■hile  most  of  Corporate  America  waded  thi-ough  the  leg- 

■  islative  swamp  of  the  105th  Congress  and  emerged 

■  empty-handed,  Sihcon  Valley  staggered  under  its  bun- 
af  victories.  In  the  closing  days  of  the  session,  tech  won 
e  visas  for  skilled  foreign  workers,  a  ban  on  new  Internet 
IS,  and  curbs  on  the  class  actions  that  have  been  the 
3  of  many  startups. 

nd  with  the  Valley's  ability  to  exert  pressure  on  both 
s  of  the  aisle,  high-tech 
itives  will  be  on  the  front 
ler  again  next  year.  One 
priority:  ending  the  long 
jmate  over  industiy  at- 
pts  to  lift  export  controls 
lata-scrambling  technolo- 
Computer  makers  will 
push  for  a  relaxation  of 
)s  on  overseas  sales  of 
jrcomputers.  California 
ublican  Representatives 
istopher  Cox  and  David 
ier  want  companies  that 
to  solve  their  Year  2000 
)lems  to  be  sliielded  fi"om 
age  suits  if  glitches  oc- 
And  industry  execs  may 
Congress  to  give  tax 
lits  to  companies  that 
le  their  Y2K  troubles. 
tPOT.  The  tech  industiy, 
■lative  newcomer  to  the 
hington  political  game, 
iloded  onto  the  scene  this 
says  analyst  Jennifer 


SILICON  VALLEY  SWEEP 

The  105th  Congress  has  been  pretty  much  a  bust  for 
business-unless  your  business  is  high  tech 

IMMIGRATION  More  visas  for  skilled  foreign  workers 

INVESTOR  LAWSUITS  Tighter  limits  on  when  share- 
holders can  sue  after  stock  prices  plunge 

INTERNET  TAXES  A  three-year  ban  on  new  taxes 


tech  checks  approach  the  $6  million  in  political  giving  forked 
over  by  Big  Tobacco.  And  in  an  industiy  packed  with  wealthy 
businesspeople  who  have  yet  to  wade  into  the  political  waters, 
the  potential  for  more  tech  donations  is  enormous. 

Ali-eady,  tech  companies  ai'e  among  the  top  50  donors  of  im- 
restricted  cash  to  the  parties.  As  of  June  80,  Microsoft  Coi-p. 
was  No.  44  on  the  (X)P's  soft-money  list,  at  $264,316.  It  gave  De- 
mocrats just  $95,000.  Tlie  Dems  have  bragging  rights  to  Oracle 

Corp.,  their 
EYE  OF  NEWT:  No.  25,  thanks 
The  Speaker  to  donations 
with  SComs  of  $220,463, 
David  Hiirivit  vs.  $20,000  to 
Republicans. 
No  lobbying  group  apj^eai's 
to  be  exploiting  this  conflu- 
ence of  interests  better  than 
Technology  Network,  a  15- 
month-old  political  action 
committee  formed  by  such 
big  shots  as  Cisco  Systems 
CEO  John  Chambers  and 
Netscape  (^eo  James  Barks- 
dale.  The  tyjjical  trade  asso- 
ciation crafts  a  broad  legisla- 
tive agenda  first,  seeks 
supporters  on  the  Hill,  and 
then  rewai'ds  them  financially. 
TechNet  starts  by  forging 
one-on-one  ties  with  influen- 
tial lawmakers  and  then  asks 
for  helj)  on  a  limited  agenda. 

The  more  than  100  brief- 
ings and  fund-raisers  Tech- 


:ter  at  the  nonpartisan    Net  has  held  since  its  incep- 


ONLINE  COPYRIGHTS  Piracy  protection  for  software 
music,  and  literary  works  on  the  Internet 

TAX  CREDIT  Extends  tax  credit  for  research  and 


tion,  often  at  the  homes  and 
offices  of  its  members,  let 
Democratic  and  Republican 
.  ,.              ,   ,             -innn  lawmakers  mingle  with  the 

experimentation  through  June  30,1^^^^^^^   moguls-and  collect  checks. 

YEAR  2000  Protects  companies  from  lawsuits  based  on  Says  a  top  <;()p  Senate 
information  they  share  about  methods  to  solve  the  bug         staffer:  "Who's  going  to  say, 

'I  don't  want  to  meet  with 
Bill  Gates  or  Andy  Grove'?"  TechNet  President  Reed  Hast- 
ings isn't  bragging  when  he  says:  "We  have  a  winning  hand." 

That's  because  techies  play  poker  with  both  parties.  They 
appreciate  the  gop's  mantra  of  smaller  govemment  and  low- 
er taxes.  But  they  also  Uke  the  New  Democrat  message  of  fis- 
cal responsibility  and  federal  support  for  research  and  edu- 
cation. High  tech  is  "a  jump  ball,"  says  Republican  consultant 
Ralph  Reed.  And  therein  lies  its  power  to  influence  legislation. 

It  wasn't  so  long  ago  that  issues  such  as  Internet  taxes,  the 
Year  2000  bug,  and  enciy[3tion  were  dismissed  by  lawmakers 
as  nerdtalk.  But  as  SUicon  Valley's  economic  and  financial  clout 
expands,  it's  getting  hip  to  speak  geek  in  Washington. 

By  Amy  Borrus 


ter  for  Responsive  Poli- 
(CRP).  "It  will  be  a  huge 
er  in  2000."  No  small  rea- 
ls the  fast-building  eco- 
ic  clout  of  the  digital 
d.  "Members  increasingly 
gnize  the  connection  be- 
;n  a  strong  high-tech  sec- 

and  a  strong  economy,"  says  Senator  Spencer  Abraham 
lich.),  chief  sponsor  of  the  bill  that  raises  visas  for  foreign 
kers  from  65,000  to  115,000  in  1999  and  2000. 
ut  Silicon  Valley  has  other  attractions  for  politicians — such 
housands  of  millionaires  and  a  sprinkling  of  billionaires 

can  shower  megabucks  in  campaign  cash.  Duiing  the  18- 
th  period  that  ended  on  June  30,  the  crp  estimates,  the 
stry  ponied  up  $5  million  in  donations  to  candidates  and 
two  parties.  That's  up  ft-om  $2.8  million  during  the  same 
od  in  1993-94,  the  last  midterm  election  season.  Split 
it  evenly  between  Democrats  and  Republicans,  tech's 
ributions  are  still  small  change  compared  with  the  dough 

the  energy  and  financial-sei-vices  industries  kick  in.  But 
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Visio  Standard  5.0 


FOR  THE  IDEAS 

WORDS 

SIMPLY 

CAN'T  SAY 

As  complex  as  business  processes  are  today,  explaining  them  with  mere  words  simply  won't  do. 
Thankfully,  with  Visio* Standard  business  diagrams,  you  can  show  your  team  exactly  what  happens 
when,  who  is  responsible  for  what,  and  precisely  how  work  should  flow.  Better  still,  Visio  Standard 
makes  creating  diagrams  a  snap.  Simply  select  pre-drawn  SmartShapes'  symbols  from  our  extensive 
library  and  drag  them  into  place.  Add  text,  format,  and  route  to  co-workers  in  e-mail,  or  include 
your  diagram  in  a  Microsoft  Word  document,  or  Microsoft  PowerPoint  presentation.  So,  when 
words  just  can't  say  it  all,  show  it  with  Visio  Standard.  Call  us  at  1  - 800-24-VISIO, 
reference  A435.  Or  you  can  see  Visio  Standard  in  action  at  www.visio.com/ideas. 
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tes  and /or  other  countries.  All  other  trademarks,  trade  names  or  company  names  referenced  herein  are  used  for  identification  only  and  are  the  propenry  of  their  respective  owners 
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And  financial  security  from  GI 


Introducing  insurance  and  investments  from  a 
name  you  can  trust.  GE. 

For  even-  step  voii  take  in  life.  \nu  can  tiaist  GE  to  help.  Over  five 
million  people  alreacl\  tuni  to  the  GE  Financial  Assui~ance  famiiv 
of  companies  for  mutual  funcls.  life  insunince,  annuities,  long  temi 
care  insiii-.mce.  supplemental  lie.ilth  insurance  and  auto  insui-ance. 
So  when  you  tliink  ot  insurance  and  invesmients,  tliink  of  GE. 

\'isit  lis  at  wwv.ge.com/financial. 


We  bring  good  things  to  life 
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Insurance  and  Investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokij; 
Corp.,  Member  NASD'SIPC,  and  available  through  select  broker  dealers. 


E  INTERNET 


lUROPES 
PRIVACY  COPS 

le  EU  wants  others  to  protect  electronic  data  as  it  does 


^eiTnany's  data  police,  the  Daten- 
schutz,  considers  itself  a  kind  of 
I  anti-Gestapo.  Whereas  Hitler's  se- 
■  cret  police  used  files  on  German 
ens  as  tools  of  teiTor  and  control, 
Datenschutz  protects  people's  per- 
.1  data.  Inspectors  trek  from  Berlin 
ioux  City,  S.  D.,  to  Citigi-oup's  giant 
-processing  center,  where  computei-s 
e  financial  information  about  mil- 
;  of  GeiTnan  credit-cai'd  holdei-s.  The 
nans,  says  Stefan  Walz,  a  Daten- 
tz  commissioner,  pay  regular  visits 
make  sure  that  the  data  are  being 
lied  according  to  [GeiTnan]  law." 
iti  accepted  the  supervision  four 
■s  ago  in  return  for  pennission  to 
ket  a  credit  card  in  Germany.  But 
U.S.  companies  could  be  dealing 


with  Europe's  privacy  inspectors 
whether  they've  bargained  for  it  or  not. 
On  Oct.  25,  when  the  European  Union 
Directive  on  Data  Protection  goes  into 
effect,  commissioners  in  Brussels  will 
have  the  legal  tools  to  prosecute  com- 
panies and  block  Web  sites  that  fail  to 
live  up  to  Europe's  exacting  standards 
on  data  privacy. 

The  directive,  which  was  negotiated 
among  the  EU  governments  over  six 
years,  guarantees  Eui'opean  citizens  ab- 
solute control  over  data  concerning 
them.  If  a  company  wants  personal  in- 
foiTnation,  it  must  get  that  person's  per- 
mission and  explain  what  the  infonna- 
tion  will  be  used  for.  It  must  also 
promise  not  to  use  it  for  anything  else 
without  the  citizen's  consent.  A  company 


selling  birdseed,  for  example,  can't  use 
its  maihng  list  to  hawk  Audubon  cal- 
endai's.  Citizens  have  the  right  to  know 
where  information  about  them  came 
fi"om,  to  demand  to  see  it,  to  coirect  it  if 
wi'ong,  and  to  delete  it  if  objectionable. 
And  they  have  a  right  to  file  suits 
against  any  person  or  company  they 
feel  is  misusing  their  data. 

One  piece  of  the  law  is  particularly 
stringent.  Article  29  demands  that  for- 
eign governments  provide  data  protec- 
tions eveiy  bit  as  rigorous  as  Europe's, 
under  a  similar  regulatory  structure. 
Those  that  fail,  the  EU  warns,  could  find 
their  data  flows  with  Europe,  the 
world's  largest  economy,  outlawed. 

EU  officials  maintain  that  they  would 
target  certain  companies  or  industries, 
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Nobody  knows  Asia  like  we  do.  Especially  when  it  comes  to  connecting  people  and  businesses  between  nations. 
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Integration  Services  provide  fail-safe  solutions  for  end-to-end  corporate  connections  around  the 
/XncstBT        planet.  Now,  communicating  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 
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iternational  Business 


The  cross-marketing  ban  means  a  birdseed  company 
can't  use  its  mailing  list  to  hawk  Audubon  calendars 


sntii'e  nations.  Yet  the  new  dii'ective 
cs  the  fu-st  concerted  initiative  of 
ited  Europe  to  dictate  its  norms  to 
•est  of  the  world.  It  also  takes  Eu- 
's  regulatory  reach  into  the  vital 
ns  of  the  Information  Economy — 
)uter  databases  and  the  Internet. 
;lobal  system  requires  global  regu- 
ns,"  says  Walz. 

le  question  is  whether  governments 
de  Europe  will  stand  for  the  law. 
he  global  leader  in  online  business, 
J.  S.  is  a  particular  target  of  the  di- 
ve. So  Washington  finds  itself  ne- 
iting  on  behalf  of  the  entire  non- 
)pean  world. 

L  the  root  of  the  battle  is  a  philo- 
ical  chasm  nearly  as  wide  as  the 
ntic.  Europeans  look  to  democratic 
nes  to  protect  their  piivacy.  Amer- 
meanwhile,  tend  at  first  to  leave 
•mation  flows  unregulated.  Later, 
slap  controls  on  objectionable  ar- 
such  as  child  pornogTaphy  on  the 
.  "In  Europe,  people  don't  trust 
)anies,  they  tiTist  government,"  says 
nuel  Kohnstamm,  a  Time  Warner 
vice-president  in  Bi-ussels.  "In  the 
,,  it's  the  opposite  way  around:  Cit- 
;  must  be  protected  fi'om  actions  of 
government." 

.KANIZATION."  Data  exchange,  al- 
y  a  critical  issue  for  business,  is  a 

to  marketers'  global  ambitions, 
r  plan  is  to  pliunb  databases  of  buy- 
jatterns,  develop  thousands  of  de- 
d  customer  profiles,  and  then  hit 
;rs  with  finely  tuned  pitches — 
drably  online.  This  targeting  is  at 
heart  of  E-commerce,  an  industiy 

totals  only  $32  billion  in  annual 
;  now  but  is  expected  to  reach  .$425 
in  within  four  years,  according  to 
rnational  Data  Coip.  Execs  on  both 
;  of  the  Atlantic  fi'et  that  it  could  be 
ttled  in  its  cradle  by  zealous  regn- 
■s.  "This  could  mean  the  Balkaniza- 

of  E-commerce,"  warns  John  E. 
ik,  European  legal  counsel  for  Mi- 
3ft  Coi-p. 

uropeans  I'espond  that  E-commerce 
grow  without  consumer  confidence, 
a  feai'less  or  foolish  consumer,  they 
would  ventui'e  into  uni'egiilated  dig- 
malls.  Europeans  abhor  the  Ameri- 
habit  of  planting  "cooMes,"  the  data 
that  hook  into  a  log-in  name,  track 
Web  sites  it  has  explored,  and  send 
.  consumer  profiles.  They  are  out- 
d  that  U.S.  prosecutors  and  insur- 


ers use  the  Web  to  unearth  facts  that 
people  would  rather  keep  to  themselves. 
Brussels  claims  it  can  protect  Euro- 
peans from  such  intrusions. 

As  Oct.  25  apj^i'oaches,  negotiators  in 
Bmssels  and  Washington  ai'e  working  to 
reach  a  practical  compromise.  The  Eu- 
ropeans have  dropped  demands  for  a 
new  pnvacy  depaitment  in  Washington. 
And  the  U.  S.  team,  led  by  Commerce 
Under  Secretary  David  L.  Aaron,  is 
proposing  a  self-regula- 
tion scheme  that  has  the 
backing  of  blue-chip  com- 
panies from  Procter  & 
Gamble  Co.  to  Microsoft. 
Companies  would  certify 
before  a  nongovernmen- 
tal privacy  group  that 
they  are  meeting  Euro- 
pean standards  on  data 
management,  much  as 
companies  worldwide 
meet  European  industi'i- 
al-quality  standards  with 
the  ISO  !M)()(i  certification. 

The  betting  now  is 
that  Amencans  will  offer 
at  least  enough  to  fore- 
stall a  rash  of  European 
legal  actions  this  fall.  "We 


HOW  THE  NEW 
LAW  WILL  CRAMP 
SALES  STYLES 

►  No  company  will  be 
able  to  transmit  per- 
sonal data  about  Euro- 
pean Union  citizens  to 
countries  whose  privacy 
laws  don't  meet  Euro- 


through  a  series  of  pop-up  menus  and 
mouse  clicks,  about  what  products  or 
services  they  want  and  how  much  data 
they're  willing  to  share.  NCR  Corp.,  a 
major  producer  of  data-storage  soft- 
ware, is  marketing  a  host  of  new  prod- 
ucts to  meet  privacy  needs,  allowing 
companies  to  juggle  digital  warehouses 
of  consumer  data.  For  example,  a  user 
would  have  access  to  personal  informa- 
tion for  benign  pui-poses,  such  as  anony- 
mous market  surveys. 
But  the  same  user  could 
not  access  that  data  to 
launch  a  direct-mail  cam- 
paign for  a  new  prod- 
uct— unless  consumers 
had  given  the  0.  K.  for 
such  pitches. 
PRICEY  RETOOL.  Compa- 
nies that  rely  on  cross- 
selling  are  scrambling  to 
comply  with  the  new 
rules.  Airlines,  for  exam- 


P®_^_^^l^_"^_^/_^A   pie,  pitch  their  first-class 


►  Companies  will  have 
to  show  customers 
their  complete  data 
profiles  on  demand  and 
make  all  changes  that 


passengers  everything 
from  limousine  rentals 
to  bargains  on  luxury 
suites.  Now,  such  cross- 
marketing  is  forbidden 
without  the  customer's 


't  shut  off  the  gener-    consent.  British  Airways 


won 

al  flow  of  data,"  says  one 
Em'opean  Commission  of- 
ficial in  Bnissels.  "We  wOl 
judge  on  a  case-by-case 
basis  and  bring  suit  if 
necessary." 

But  even  as  EU  offi- 
cials promise  restraint, 
privacy  activists  in  Eu- 
rope ai-e  preparing  to  go 
after  U.  S.  companies  that 
violate  the  new  directive. 
Privacy  International,  a 
London-based  advocacy 
gi-oup,  says  it  is  investigating  privacy 
practices  at  25  leading  U.  S.  companies, 
including  Electronic  Data  Systems, 
Ford,  Hilton  International,  Microsoft, 
and  United  Airlines,  and  vows  to  sue  al- 
leged offenders  in  January.  That  would 
force  EU  regulators  to  take  legal  action, 
too.  For  then-  jjait,  the  tai'get  companies 
say  they  are  hun-ying  to  meet  Eiu'ope's 
new  privacy  requirements. 

That  has  created  opportunities  for 
software  makers  and  other  high-tech 
companies.  Microsoft,  for  example,  is 
developing  progTams  to  quiz  consumers, 


►  Web-site  owners  will 
not  be  able  to  use 
data  tags  known  as 
"cookies"  to  track  cus- 
tomers' preferences 
and  movements  with- 
out their  permission 

►  Cross-marketing 
without  customer  per- 
mission will  be  illegal 
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PLC  has  been  revamping 
its  software  to  ask  ques- 
tions the  right  way — ex- 
plaining to  customers 
why  it  wants  birth  dates 
(to  distinguish  one  John 
Smith  from  another)  and 
nationalities  (to  whisk 
people  through  immigi-a- 
tion).  "We  haven't  even 
put  a  cost  on  that  yet," 
says  BA  data-operations 
executive  Tiicia  Ade. 
It  may  seem  ironic 
that  Europe,  which  is  playing  catch-up 
in  the  entire  digital  arena,  from  per- 
sonal computers  to  E-commerce,  has 
taken  the  lead  in  policing  data  on  the 
Internet.  But  privacy  is  a  burning  issue 
of  the  New  Economy  and  one  that  cries 
out  for  regulation.  The  question  is 
whether  together,  Europe's  regulators 
and  America's  free  marketeers  can  de- 
vise a  scheme  to  patrol  the  Net  without 
dragging  it  down. 

By  Stephen  Baker,  ivitli.  Marsha 
Johnston,  in  Paris  and  William  Echik- 
son  in  Brussels 
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COiVllVIENTARY 

By  Thane  Peterson 

BANKERS  TRUST  IS  THE  UST  THING  DEUTSCHE  NEEDS 


For  months  now,  Deutsche  Bank 
chief  Rolf  E.  Breuer  has  been 
teUing  anyone  who  would  listen 
that  his  bank  might  buy  a  major 
U.  S.  investment  bank.  "If  we  see  op- 
portunities, we'll  seize  them,"  he 
says.  And  now  that  the  emerging- 
markets  crisis  has  caused  U.  S.  bank 
stocks  to  plunge,  cash-rich  Deutsche 
Bank  appears  ready  to  start  doing  a 
little  bargain-hunting:  Deutsche  has 
held  preliminary  talks  to  buy  trou- 
bled Bankers  TVust  Coi-p.,  whose 
capitalization  even  now  is  barely 
above  its  $5  billion  net  asset  value. 
On  Oct.  20,  the  shai'e  price  of  both 
banks  jumped  on  speculation  about  a 
possible  deal. 

It's  strange  that  Deutsche  Bank's 
shares  would  rise:  In  Gennan  finan- 
cial circles,  even  the  idea  of  such  a 
bid  is  seen  as  evidence  of  just  how 
badly  Germany's  biggest  bank  is 
floundering.  Its  investment-banking 
strategy  is  in  tatters,  and  there  are 
widespread  mmors,  which  are  denied 
by  the  bank,  that  it  has  suffered 
huge  trading  losses  as  the  financial 
crisis  and  U.  S.  rate  cuts  have  caused 
German  government-bond  spreads  to 
widen  unexpectedly.  Even  with  deal 
nimors  giving  them  a  boost, 
Deutsche's  shares  are  trading  at  not 
much  more  than  their  net  asset  val- 
ue. And  its  top  management  is 
deeply  divided. 

ORDER  AT  HOME.  Indeed,  outsiders 
speculate  that  Deutsche  may  be  con- 
sidering a  troubled  target  because  its 
management  couldn't  sui'vive  the 
takeover  of  a  stronger  bank — say 
J.  P.  Morgan  &  Co.,  which  it  is  also 
said  to  have  considered.  "A  reverse 
takeover  of  Deutsche  by  Morgan 
would  make  a  lot  more  sense  than 
buying  Banker's  Trust,"  snipes  a  con- 
sultant who  has  worked  with 
Deutsche.  In  reality,  the  last  thing 
Deutsche  needs  at  this  point  is  to 
take  over  a  troubled  bank.  Analysts 
estimate  it  has  poured  at  least  $3  bil- 
lion into  its  own  investment  bank 
during  the  past  decade  and  still  has- 
n't gotten  it  right.  Rather  than  mak- 
ing bold  moves  in  the  U.  S., 
Deutsche  Bank  should  be  getting  its 
house  in  order  at  home. 

Deutsche  could  take  a  lesson  or 


two  fi'om  German  behemoth  Daimler 
Benz,  in  which  the  bank  has  a  22% 
stake.  Back  in  the  early  1990s,  Daim- 
ler too  seemed  troubled.  But  a  man- 
agement shake-up  and  concerted  re- 
structuring got  it  back  on  track. 
Now,  it's  vrithin  days  of  completing 
one  of  the  most  daring  deals  in  Ger- 
man histoiy,  the  $88  billion  merger 
with  Cliiysler  Corp.  In  this  case, 


BREUER'S  FOLLY? 
Over  the  past  decade,  Deutsche 
has  poured  $3  billion  into  its 
investment  bank,  to  little  avail 

there's  no  doubt  about  which  compa- 
ny is  mnning  the  show:  It's  Daimler 
CEO  .Jiirgen  Schrempp  and  his  team, 
even  though  Chrysler's  management 
is  also  strong. 

Unlike  Daimler,  however,  Deutsche 
Bank  is  moving  too  slowly  to  shake 
itself  up  inside  Europe.  That's  why 
most  analysts  have  little  hope  that 
Breuer's  plan  to  raise  pretax  return 
on  equity  to  25%  by  2001  will  suc- 
ceed, especially  with  emerging-mar- 
ket losses  now  crimping  returns.  The 
bank  needs  to  cut  deeper,  by  shutter- 
ing several  hundred  of  its  2,288 
branches— a  move  it  has  so  far  re- 
sisted. It  also  needs  to  give  up  on 
the  mergers  and  acquisitions  end  of 


its  investment  bank  for  now.  That's 
field  where  it  has  consistently  failed , 
despite  doling  out  huge  bonuses  to 
lure  talent. 

One  good  sign  is  that  Deutsche 
seems  to  be  quietly  bolstering  its 
management  ranks.  Michael  Endres, 
the  board  member  who  oversees  th( 
bank's  back-office  operations,  is  leav 
ing  at  yearend.  Ex-colleagues  say 
that  Ronaldo  Schmitz,  a  board  mem 
ber  partly  responsible  for  investmei 
banking,  has  had  his  duties  cut  back 
The  bank,  however,  denies  rumors 
that  he,  too,  will  leave.  Endres  is  es 
pected  to  be  replaced  by  Hennann- 
Josef  Lamberti,  42,  an  ex-iBM  execu 
tive.  Deutsche's  investment  bank  is 
now  run  by  Josef  Ackermann, 
brought  in  two  years  ago  fi'om 
Credit  Suisse.  He  is  widely  seen  as 
possible  heir  to  Breuer,  60,  who  is 
expected  to  retire  in  2002.  But  the  , 
bank  badly  needs  more  outsiders  to 
challenge  its  stuffy  consensus  man- 
agement system.  Non-Germans  with 
investment-banking  experience 
should  get  top  priority. 
OPAQUE  BOOKS.  Finally,  Deutsche 
Bank  needs  to  take  a  more  open  ap- 
proach to  shareholders.  In  contrast  t 
Daimler,  which  won  the  confidence  oi 
investors  by  adopting  U.  S.  account- 
ing standards,  Deutsche's  financial  rc 
porting  remains  relatively  opaque. 
Analysts  fear  Deutsche  Bank  would 
have  to  pay  cash  for  a  U.  S.  acquisi- 
tion, while  Daimler  was  able  to  do  a 
share  deal  for  Chrysler,  partly  be- 
cause its  shares  are  listed  in  the  U.  i 
To  raise  money,  Deutsche  Bank  migh 
have  to  sell  some  of  its  $23  bilhon  in 
industrial  holdings.  That  would  re- 
quii'e  the  bank  to  pay  Germany's 
50%-plus  capital-gains  taxes.  Opening 
its  books  wider  and  increasing  profit; 
as  Daimler  has  done,  would  be  a 
cheaper  option  in  the  long  run. 

Of  course,  Breuer  is  right  to  go 
looking  for  oppoitunities.  But  the 
place  he  should  be  looking  first  is  hi; 
home  market.  And  the  best  model  t( 
follow  is  probably  not  flashy  U.  S.  in 
vestment  banks  but  the  maker  of  his 
chauffeur-driven  car. 


Frankfurt  Bureau  Manager  Tfmn 
Peterson  covers  European  faia^ice. 
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But  do  it  right. 


Increase  profitability,  gain 


itive  edge  and  create  new  busines 


niaging  a  growing  number  of  partners  across  a  global 
lue  chain  can  be  an  overwhelming  task.  Extricity " 
siness-to-bnsiness  integration  software  helps  you 
nplify  that  task,  and  do  it  right.  Doing  it  right  means 
<ing  advantage  of  the  Internet  to  integrate  and 
tomate  shared  interactions  across  your 
tended  enterprise.  Quickly  and  easily. 


All  while  each  business  leverages  its  own  existing 
enterprise  applications,  whether  they  be  Baan^  Oracle,® 
PeopleSoft',"  SAP,®  legacy  or  in-house  systems.  Get  ready 
to  realize  dramatic,  immediate  savings  as  you  decrease 
inventories,  reduce  cycle  times  and  bring  new  products  to 
market  faster.  Do  it  right.  Call  us  today  at 
1.800.497.6883,  or  visit  wiozv.extricity.com 


EXTRICITY' 

SOFTW  ARE 


f  xlricily  n  a  irjKiemarfc  of  txlricily  Software,  Inc.  All  other  names  aft  mtdefri<irks  of  Iheir  respoctivf- 
companies.  €il998  txlndty  Software.  Inc.  (Formerlv  CrossRoittf  SoHware).  Alt  rights  rcservfed. 


strategic  partnerships.  And  the  passion  for  usehil  innovation  that  drives  us  to  see 

Better  answers. 


global  enterprise  nenvork.  How?  With  affordable,  industry-standard  products  and  services.  The  deepest 


your  toughest  problems.  For  more  answers,  better  answers,  visit  www.compaq.com/me  or  call  1-800-AT-COMPAQ. 


International  Business 


JAPAN 


NISSAN  IS  BACK 
IN  THE  MUD 

The  carmaker  has  restructured.  Yet  it's  losing  money.  Why? 


First  we  break  even, 
then  we  make  a  prof- 
it. That  was  the  sim- 
ple plan  of  Yoshikazu 
Hanawa,  president  of  Nis- 
san Motor  Co.  In  1997, 
Japan's  No.  2  carmaker 
posted  a  loss  of  $122  mil- 
lion on  woi'ldwide  sales  of 
$57  billion — and  many  in- 
vestors hoped  that  the 
worst  was  over.  He  had 
ambitious  plans  to  cut  ad- 
ministrative staff,  build 
more  models  on  fewer 
chassis,  and  streamline 
research  and  develo]) 
ment.  Good  news  seemed 
in  sight. 

Not  so  fast.  Instead  of 
reaching  breakeven,  Nis- 
san now  risks  a  1998  loss  much  larger 
than  last  year's  figure.  Japan's  stock 
market  slide,  marketing  setbacks,  and 
recessions  in  Japan  and  Asia  are  all 
combining  to  thwart  Hanawa  and  deal 
him  another  setback.  He  says  he's  sat- 
isfied with  Nissan's  progress.  But  Nis- 
san's problems  may  be  so  deep-rooted 
and  Japan's  financial  crisis  so  severe 
that  a  healthy  rebound  may  elude  the 
company. 

Nissan  is  now  in  its  sixth  year  of 
tiying  to  turn  itself  around.  Problems 
started  in  the  mid-1980s.  In  Japan,  Nis- 
san's engineers  simply  lost  touch  with 
what  consumers  wanted,  rolling  out 
dowdy  sedans  that  didn't  sell.  In  the 
all-important  U.  S.  mfu'ket,  Nissan  repa- 
triated profits  while  Toyota  and  Honda 
reinvested  them. 

DEBT  DILEMMA.  Hanawa,  who  has  been 
president  since  1996,  has  done  a  lot.  To 
raise  cash,  he  has  sold  shares  in  sub- 
sidiaiies  um-elated  to  NL'san's  core  busi- 
ness of  making  cars  and  has  even  sold 
off  Nissan's  crown  jewel — a  .-  vank  16- 
story  headquarters  in  the  chi  Ginza 
district  of  Tokyo— for  $12.5  milliuii.  To 
cut  costs,  he  has  slashed  inventories  by 
100,000  vehicles  in  North  America. 

But  that  won't  be  enough.  The  com- 
pany is  saddled  with  $22  billion  in  debt 
and  is  nmning  out  of  banks  to  boiTow 


AUTO  MAKER  BESIEGED 


BIG  LOSSES 


Nissan  may  report  a  loss  this 
year  of  $626  million,  thanks 
to  big  losses  in  its  stock 
portfolio.  That's  five  times  last 
year's  loss. 


FIRE  SALE 


To  raise  badly  needed  cash, 
Nissan  is  selling  its  stake  in  an 
ad  agency,  its  Ginza  headquarters, 
and  its  Australian  finance  firm. 


BIG  DEBT 


Total  debt  is  still  $22  billion. 
Top  priority  is  to  cut  it. 

DATA:  BUSINESS  WEEK,  COMPANY  REPORTS 

from.  Meanwhile,  Nissan  sales  are  ch'op- 
ping.  On  Nov.  10,  the  parent  company  is 
expected  to  announce  a  .$289  million  net 
loss  foi-  the  fii-st  half  of  the  fiscal  year 
ending  next  March.  According  to  some 
analysts,  Nissan's  losses  could  reach 
$626  million  for  the  full  year. 

Ironically,  the  same  cross-sharehold- 
ings that  once  propped  up  Nissan  are 
starting  to  choke  it.  If  not  for  the  stock 


market  crash,  Nissan  would  have  tu 
a  profit  in  the  first  half.  But  the  I 
bling  Nikkei  bhndsided  Nissan  vrith  II 
million  in  securities-valuation  losses  1 
its  holdings,  including  stakes  in  st 
gling  Fuji  Bank  Ltd.  and  Indusij 
Bank  of  Japan  Ltd.  "If  shai-e  prices 
tinue  to  go  down,  it's  a  huge  pro! 
for  Japan,  not  just  Nissan," 
Hanawa. 

Yet  the  root  of  Nissan's  problems* 
mains  unchanged:  marketing.  Nissi; 

SQUEEZED:  failure  li 
Ha7iaiva's  "^^et  cm 
leriders  turner  pi, 
are  leery      erences  a 

 —  the 

a  case  in  point.  Last  jji 
the  U.  S.  operation 
$787  million,  which  pt* 
m  - —  tiie  parent  company  is 
B  ■    ■      ■ '    t^lie  red.  Nissan's  Ih 
-ales  are  down  18%  s 
the  first  nine  monthci 
I  his  year,  to  475,000  ej 
hides,  while  Toyota's  Ki 
up  7%  and  Honda's  hd 
risen  8%.  While  Toji^ 
and  Honda  are  offeilij 
little  by  way  of  rebaK 
Nissan  is  giving  hi 
-.  $2,000  on  all  models. 
Nissan's  greatest  ^ 
opportunity  may  be  at  home,  howesi 
To  do  it,  the  company  has  new  moiis 
on  the  way.  In  October,  Nissan  launcio 
its  $13,565  Sunny  sedan,  outfitted  wi  a 
safer  frame;  buyers  can  also  choose  K 
of  several  fuel-efficient  engine  optls. 
The  company  plans  to  use  the  s;ia 
chassis  to  roll  out  10  other  new  moife 
of  cars  and  minivans  worldwide. 
IMAGE  WOES.  Nissan  is  not  in  immed  ? 
danger  of  collapse,  of  course.  But  - 
Hanawa  may  have  to  make  some  pai 
decisions.  Nissan  closed  one  of  its  pi 
in  1995  and  may  have  to  close  m 
It's  now  operating  below  the  crit 
threshold  of  70%  capacity.  "Unless  t 
shut  down  a  plant,  no  matter  how  m 
debt  they  reduce,  they  can't  make  n 
ey,"  says  Koji  Endo,  auto  analyst 
Schroders  Japan  Ltd. 

For  now,  the  company  suffers  fi 
an  image  problem  so  severe  that  Jaj 
ese  newspapei"s  have  nm  satirical  po( 
from  readers  poking  fim  at  the  oi 
treasui'ed  cannaker.  Investors  ai'e  lo£ 
faith,  too.  Since  Hanawa  unveiled 
latest  restructiuing  plan,  Nissan's  sh 
price  has  tumbled  to  $2.71  from 
Hanawa's  goals  seem  to  grow  more 
sive  every  year. 

Bij  Emily  Thornton  in  Tokyo,  v 
Kathleen  Kerwin  in  Detroit  and  bur 
reports 


56  BUSINESS  WEEK  /  NOVEMBER  2,  1998 


This  is  where  the 
heavy  lifting  begins. 


USG  salutes  those  who  transform  a  blank  sheet  of  paper  into  places  where  people  work,  play,  live. 
That's  why  we're  proud  to  honor  the  Business  Week/Architectural  Record  Design  Awards. 
And  to  provide  the  products,  systems  and  solutions  that  help  turn  architects'  visions  into  reality. 
tFor  more  information  call  1-800-USG-4YOU  or  visit  our  website:  www.usg.com 


USG 


WK*  Brand  Products  •  Eclipse-  CumaPlus"  Ceiling  Panels  •  DuROCK"  Brand  Cement  Board  •  DONN*  Brand  Suspension  Systems  •  Fiberock"  Brand  Gypsum  Fiber  Panels 
*SSO~  Suspension  Trim  •  Exterior  Systems  •  Radar~  ClimaPlus"  Ceiling  Panels  •  Imperial'  and  Diamond*  Brand  Products  •  Sandrift"  ClimaPluS"  Ceiling  Panels 


Intemational  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


IF  BIG  OIL  PUMPS  IN  GASH, 
WILL  IT  SGLVE  SAUDI  WGES? 


Amencan  policymakers  have  long  seen  Crown  Prince  Ab- 
dullah as  a  dark  horse  in  the  solidly  pro- American  ranks 
of  senior  Saudi  princes.  Abdullah  has  tougher  Ai-ab  na- 
tionalist views  and  is  the  point  man  with  hard-line  Arab 
leaders  such  as  Syiian  strongman  Hafiz  al-Assad.  But  his  two- 
week  visit  to  the  U.  S.  thi-ough  Oct.  13  dispelled  any  lingering 
notion  that  he  could  be  a  thi-eat  to  U.  S.  interests  in  the 
Middle  East. 

Abdullah,  a  born  economic 
conservative,  has  good  reasons 
to  pay  court  to  Washington. 
The  Saudi  economy  is  slumpmg 
badly,  and  he  needs  huge  in- 
vestment from  global  oil  giants 
to  get  it  back  on  track.  Abdul- 
lah needs  to  shore  up  public  fi- 
nances, reeling  from  the  60% 
collapse  in  oil  prices  since  1996. 
Recent  government  measures, 
such  as  the  unprecedented  pub- 
lic-sector hiring  freeze  and  the 
across-the-board  budget  cut- 
backs, have  done  little  to  stem 
the  mushrooming  pubhc  deficit, 
which  could  reach  $8  billion 
this  year.  The  economy,  on  the 
other  hand,  says  Jeddah-based 
National  Commercial  Bank, 
could  shrink  by  as  much  as  5%. 

Ever  since  he  started  tak- 
ing over  day-to-day  responsi- 
bility for  government  from  his 
half-brother  King  Fahd,  who 
suffered  a  stroke  in  1995,  the 
buck  stops  with  Abdullah.  So 
far,  Saudi  Ai'abia  has  avoided 
an  Asian-style  panic.  An  Au- 
gust speculative  attack  on  the 
Saudi  riyal,  pegged  for  decades 
to  the  U.  S.  dollar,  was  quashed  thi'ough  the  svrift  intervention 
of  the  Saudi  Arabian  Monetaiy  Agency.  While  the  counter- 
attack worked,  it  cairied  a  hefty  price  tag:  Riyadh  is  awash 
with  rumors  that  the  country  quietly  took  out  an  emergency 
$5  billion  loan  vrith  its  tiny  but  cash-rich  neighbor  Abu  Dhabi. 
POWER  SHIFT.  Saudi  Arabia's  tightening  financial  vise  ex- 
plains why  Abdullah  is  putting  out  the  welcome  mat  to  for- 
eign oil  companies  and  their  vast  investment  budgets.  In  an 
extraordinai-y  Sept.  26  meeting  in  Washington  with  seven 
U.S.  oil  companies — Mobil,  Texaco,  Exxon,  Chevron,  Arco, 
Philips  Petroleum,  and  Conoco — he  unexpectedly  invited 
them  to  propose  how  they  could  help  develop  the  260  billion 
ban-els  oF  cmde  oil  i-esei^ves  under  Saudi  sands,  fully  a  quar- 
ter of  the  world's  total.  Now  the  seven  are  racing  to  meet  a 
Nov.  10  dtadline  to  present  schemes  for  Saudi  hydrocar- 
bons, from  tapping  enonnous  natural  gas  pools  to  enhancing 
oil  recovery  from  aging  giant  oil  fields. 


LOOKING  FOR  HELP:  Abdullah's  government  is  strapped 


The  move  could  herald  an  epochal  shift  of  power  b; 
Big  Oil — even  if  Abdullah  and  the  Saudi  leadership  ; 
only  a  fraction  of  what  the  companies  may  propose, 
since  Saudi  Arabia,  along  with  other  Organization  of  I 
leum  Exporting  Countries  members,  nationalized  its  oil 
ness  in  the  early  1970s,  it  has  jealously  resei-ved  all  rig) 
oil  exploration  and  production  for  its  state-ovraed  oil  ci 

ny,  Saudi  Ai-amco. 

Although  Saudi  Aran 
the  world's  biggest  oil  coi: 
in  reserves  and  product  i 
has  not  escaped  global  eci 
ic  turmoil.  Exploration 
round  to  a  halt,  while  S( 
•  ip  executives  have  re-. 
;uit.  One  problem:  force( 
"Saudization" — replacenn 
foreigners  by  Saudi  natioi 
of  Ai'amco's  workforce  aftt 
Gulf  War  may  have  leti 
company  both  overstaffe 
ill-equipped  to  use  the 
technology. 

Without  fresh  invest  i- 
the  Saudi  oil  industry  cou 
left  out  in  the  cold.  Pohcyiiii 
ers  in  Riyadh  are  alreadyM 
vously  eyeing  production 
being  cut  in  Iraq  by  Frem 
companies  such  as  Total  as 
as  by  Italian  interests.  ' 
will  become  operational  as 
as  international  sanctions 
lifted.  Similarly,  Iran  is  ec 
toward  gi-anting  foreign 
panies  access  to  its  massi\ 
and  gas  reserves.  "Given 
scenario,  what  the  Saudis 
doing  is  decent  forward 
ning,"  says  Peter  Gignoux,  senior  oil  specialist  at  Sak 
Smith  Bamey  in  London. 

Allowing  foreign,  especially  U.  S.,  oil  companies  to 
Saudi  Arabia's  oil  riches  is  political  dynamite.  A  commitb 
senior  princes  and  ministers  has  already  been  formed  b 
view  policy  changes  and  allow  Abdullah  to  take  the  puh 
Saudi  opinion.  U.  S.  Energy  Secretary  Bill  Richardson  iiS 
pected  to  press  Abdullah  further  during  a  trip  to  Riyac, 
December,  the  fii'st  visit  by  such  an  official  since  1992. 
Abdullah  really  wants  is  options  right  now,"  says  a  WesS 
diplomat  in  Riyadh.  .> 
Down  the  r-oad,  that  could  be  good  news  for  the  U.  &i 
industry — and  Saudi  Arabia.  Provided  he  can  steer  thr-(i 
the  present  cr-isis,  a  deter-mined  Abdullah  could  eventd 
push  thr-ough  much  needed  r-efor-ms,  fi'om  cutting  high  s]ji 
ing  on  military  hardware  to  speeding  privatization. 

By  John  Rossant  in  C 
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ii\  within  your  reach. 

only  number  you  need 
low  for  all  colls  when 
re  awoy  from  home. 
DO  CALL  ATT*' 


v\e^nvly  \^00  Uofels  iv\  VUe  M«av/ioH-  •P^ni*\ily.  hdu<Alv\g  ovev^ZO  K^^wioH-  Uof els,  vesovfs  siAiVes  ^ao-oss 
fUe  globe.  C«^ll  ov  visiV  u<vwui.v*\«Aw"i<5H-vev«^Av^s.coi*\  fo  envoll.  QuicVev         you  ccnv\  s^^y 

e>cpense  vepovf,  you'll  be  ovi  <a  Kip  ^nc+'lng  like  insfe^n^A  o-P  <?\  sU<avV.  We  believe: 


Harriott. 
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URAL    RECORD  AWARDS 


Pride 
Of  Place 


%e  second  annual  architecture 
wards  celebrate  the  teams  who 
reated  the  world's  best  new  work 
nvironments 


[t  is  the  perfect  tool  for  an  era  of  austerity.  It  can 
transform  aging  industrial  wai'ehouses  into  spaiMng 
new  offices,  use  mundane  materials  to  showcase 
the  companies  that  sell  them,  build  new  factories 
that  can  produce  just  as  much  as  older  ones  twice 
leir  size,  generate  the  flexibility  and  teamwork  necessaiy 
r  global  competition,  or  create  brand  new  identities  • 
r  traditional  businesses — all  at  a  minimal  cost.  |f  " 
Architecture,  associated  in  the  past  with  gi-andios- 
y  and  richness,  is  showing  a  strong  ability  to  de- 
/er  higher  productivity  and  significant  cost 
ivings  while  still  surprising  with  stnictures 
id  spaces  of  stunning  visual  beauty. 
This  is  why,  for  the  second  year  in  a  row, 
le  BUSINESS  week/ Architectural  Record 
wards,  sponsored  by  the  American  Institute 
'  Architects  (AIA),  celebi'ate  the  problem-solv- 
g  strengths  and  bottom-line  prowess  of  ar- 
litectm-e.  (Both  business  week  and  Architectural 
ecord  are  owned  by  The  McGraw-Hill  Companies;  the 
ctober  issue  of  Archite.ctural  Record  has  its  own  wiite-up 
'  the  awards.)  The  contest  focuses  on  the  successful 
anslation  of  business  goals  into  ai'cliitectui'al  solutions  and 
eludes  businesspeople  on  the  contest  jmy.  Olli  Kallasvuo, 
president  of  Nokia  Inc.  and  cor- 
porate executive  vice-president 
of  Nokia  Americas,  and  Michael 
Basserman,  chairman  and  chief 
executive  of  Mercedes-Benz  of 
North  America,  served  this  yeai*. 


The  trophies  go  to  teams  of  clients 
and  architects  who  together  solved 
business  problems  that  are  at  the 
heart  of  today's  economy:  restinctiu"- 
ing,  teaming,  innovation. 

With  the  global  economy  facing- 
strong  recessionai'y  pressm-es,  the  im- 
perative of  gi'owth,  which  was  domi- 
nant for  so  many  years,  is  quickly 
giving  way  to  restraint.  Many  of  the 
awards  this  year  illustrate  how  ar- 
chitecture can  facilitate  that  new  approach.  "Those  proj- 
ects that  had  budget  constraints  on  them  often  had  the 
more  inventive  solutions,"  says  juror  Charles  Gwath- 
mey,  principal  of  New  York-based  Gwathmey  Siegel  & 
Associates  Architects,  a  firm  known  for  its  high-end, 
modernist  designs. 

To  ensure  impaitiality,  the  aia  chooses  the  judges 
and  establishes  the  criteria,  which  include  a  busi- 
ness plan  as  well  as  arcliitectui-al  renderings.  In 
1998,  there  were  213  entries,  up  ft'om  153  last 
yeai;  with  186  coming  fi'om  the  private  sector  and 
27  from  the  public.  The  largest  categoiy — 89  en- 
tries— was  for  coi-jjorate  headquarters  and  offices; 

EYES  OH  THE  PRIZE  ^"^""^ 

Project  entries  in  1998 
rose  to  21S 


TRIAL  SIMPLEX 

ir's  old  warehouse 
-ipped  and  polished 
jh-tech  gleam 


facturing,  research- 
and-development, 
and  operations  (24); 
entertainment  (18); 
and  education  (14).  There  were  74  new  constniction 
projects,  71  interiors,  and  38  renovations.  Some  45  entries 
had  budgets  under  $1  million  and  69  under  $5  million. 
There  were  many  larger-budget  projects  as  well — 42  over 
$25  million,  and  57  between  $5  million  and  $25  million.  En- 
tries came  fi-om  Eiu'ope,  Asia,  Latin  America,  Canada,  and 
Afiica,  as  well  as  the  U.  S. 

Wliat  were  the  big  trends  in  this  year's  contest?  Tiy 
what  one  juror  called  "minimizing  materiality,"  or  the 
clever  use  of  inexpensive,  eveiyday  materials  to  deliver 
low-budget  but  high-impact  offices  and  factories.  Glass 
and  gi'ass  ai'e  a  major  theme.  Award-vrinners  qmr  Plastics 
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Div.  in  Wisconsin,  the  San  Francisco-based  Gap  Inc.  head- 
quailers,  and  The  New  York  Titms's  new  printing  plant  all 
emphasize  skylights  and  windows,  for  instance.  The  result: 
lots  of  natural  dayhght,  a  better  working  environment 
for  employees,  and  savings  on  energy. 

Grass  is  where  the  Green  Movement  meets  the  gi-een 
eyeshade.  Both  the  Regio  Twente  waste-transfer  center  in 
the  Netherlands  and  the  qmr  Plastics  plant  in  River  Falls, 
Wise,  use  native  grasses  to  landscape  their  buildings, 
please  local  communities,  and  save 
money.  (Indigenous  gi'asses  need 
no  irrigation  and  require  little 
maintenance.)  Gap  has  even  put 
gi'ass  on  the  roof  of  its  headcjuar- 
ters  to  create  a  thermal  barrier, 
saving  on  energy. 
AUSTERITY.  Award-Winner  Praxair 
Inc.,  an  Ankeny  (Iowa)  distributor 
of  bottled  industrial  gases  such  as 
nitrogen  and  oxygen,  actually  cele- 
brates its  minimal  materialism.  By 
taking  an  old  warehouse  and  ex- 
posing and  polishing  its  metal  duct- 
woi'k  and  pipes,  the  architects  cre- 
ated a  workplace  true  to  the 
industrial  heart  of  the  business,  as 
well  as  a  special  place  to  work  in. 

Once  it  was  rai'e  for  architects 
to  be  called  in  to  design  industrial 
facilities;  not  anymore.  "Tliese  build- 
ings make  a  lot  of  sense  from  a 
business   point   of  view,"  says 
Bemardo  Fort-Brescia,  principal  of 
Ai"quitectonica  International  of  Mi- 
ami. "Unlike  the  postmodern  osten- 
tation of  the  '80s,  with  its  expen- 
sive, ornate  marble  and  pi-etension,  these 
wirmers  have  a  style  that  makes  sense  and 
does  not  waste  money."  The  New  York  Times 
saved  $10(J  million  by  using  basic  materials,  a 
simple,  rectangular  building,  and  more  effi- 
cient space  in  its  new  printing  plant. 

Teamwork  is  the  second  major  theme  to 
emerge  from  the  contest.  The  new  QMR  Plastics  building- 
houses  pr-oduction,  engineering,  and  management  under 
one  r"oof.  Company  officials  want  everyone  involved  in 
the  manufacture  and  distribution  of  plastics  to  work  to- 
gether. Glass  walls  separate  blue-  and  white-collar  em- 
ployees while  making  each  visible  to  the  other'.  Large, 
open  spaces  bring  people  together-.  The  Praxair-  building, 
like  QMR  Plastics',  is  multiuse:  It  has  a  warehouse,  of- 
fices, and  tj-aining  ar-eas  under-  one  r-oof. 

Gap's  gr-assed  roof  cover-s  what  some  might  think  of  as 
a  workers'  par-adise — light,  airy  spaces,  windows  that 
open  to  the  fresh  air,  a  gym  with  a  pool,  and  a  cafeteria 
with  good  food.  But  employees  do  pay  a  price:  speed. 
Gap  changes  clothing  lines  many  times  annually,  and  ar- 
chitects built  tremendous  flexibility  into  the  new  head- 


quar-ters.  Teams  assemble,  br-eak  up,  and  reassemble  to  gt 
the  work  out.  i 
Awards  also  went  to  pr-ojects  where  managers  wante 
theu-  offices  to  express  core  company  values.  Ai-chitectuT' 
made  their  buildings  and  work  spaces  tell  a  story  abot 
the  business  within.  At  Osho,  a  publisher  of  media  ded 
cated  to  a  meditative  life,  Daniel  Rowen  Ar-chitects  cr-eatt 
a  serene  yet  dynamic  Manhattan  office  space  using  ligl 
and  long,  unclutter-ed  walls  and  hallways. 


SNOW  JOB 

Architect  Julie  Snow's 
glass  walls  let  QMR 
Plastics  workers  see  the 
light — and  each  other 


BUSINESS  WEEK  /  ARCHITECTURAL  RECORD  AWARDS  1998  JURY:  MICHAEL  BASSERMAN, 
Chairman  and  CEO,  Mercedes-Benz  of  North  America,  BERNARDO  FORT-BRESCIA,  Principal. 
Arquitectonica  International,  SHERRI  GELDIN,  Director,  Wexner  Center  For  The  Arts,  CHARLES 
GWATHMEY,  Principal,  Gwathmey  Siege!  &  Associates,  WENDY  EVANS  JOSEPH.  Principal. 
Wendy  Evans  loseph,  OLLI  KALLASVUO.  President,  Nokia  Inc ,  and  Corporate  Executive  Vice- 
President,  Nokia  Americas;  RODOLFO  MACHADO,  Principal,  Machado  &  Silvetti  Associates; 
JOHN  0  NORQUIST,  Mayor  of  Milwaukee.  WAYNE  M  REHBERGER.  Vice-President  for  Plan- 
ning, Analysis.  &  Administration.  MCI  WorldCom.  CHARLES  B  ROSE,  Principal,  Thompson  & 
Rose  Architects 


But  architecture  also  can  redefine  th' 
way  a  company  oper-ates.  The  award- win 
ning  Futvu-es  By  Temps  project  remade  th 
business  model  of  the  tempor-ar-y-staffiii 
agency  by  r-edefining  its  applicants  as  cus 
tomer-s  r-ather  than  job-seeking  supplicants 
Wlien  the  company  was  unable  to  meet  cor- 
porate demand  for-  computer'-literate  temps,  its  ar-chitect£ 
built  a  jazzy  kiosk  featiuing  Web-site-design  imager-y  that 
attracted  young,  computer--liter-ate  people  in  malls  whc 
might  be  interested  in  temporary  work. 

One  of  the  str-ongest  ar'chitectural  tr-ends  that  showed 
up  in  both  the  1997  and  1998  contests  was  the  reuse  oi 
older-  buildings.  Usually  that  involves  r-etrofrtting  old  ware- 
houses or  factories  to  make  offices.  But  a  Dutch  winner 
this  year  goes  one  step  further.  Ooster'huis  Associates 
designed  an  enor-mous  waste-treatment  shed  that  can  be 
transfor-med  into  something  entir-ely  differ-ent  in  15  years: 
a  sports  stadium.  This  persuaded  the  local  community  to 
accept  a  garbage  landfill  in  their  backyar-ds. 

Two  ar-chitects  won  in  both  the  1997  and  1998  competi- 
tions: Julie  Snow  and  William  McDonough.  Snow  is  build- 
ing a  r-eputation  for-  designing  light,  open  spaces  that  in- 
tegrate blue-collar-  and  white-collar  wor-k.  McDonough  is 
well-known  for  his  envir-onmental  approach.  This  is  just 
one  of  many  tr-ends  appearing  as  the  BUSINESS  WEEK/Ar- 
chitectural  Record  contest  evolves. 

A  more  detailed  look  at  the  winners  and  why  they 
won  begins  on  page  64. 

By  Bruce  Nussbaum  in  New  York 
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Sometimes  you  forget  the  milk. 
Sometimes  you  forget  the  bread. 
Sometimes  you  forget  the  store  altogether. 


ENGINEERED  TO  BE  GREAT  CARS 


With  every  corner  you're  lost  in  the  stability  of  the  Concorde  LXi's  cab-forward 
architecture  and  low-speed  traction  control,  not  to  mention  the  sound  of  its  225 
hp  V6.  For  more  information,  call  1.800.CHRYSLER  or  visit  www.chryslercars.com. 
The  new  1999  Chrysler  Concorde.  LX  starting  at  $22,060.  LXi  as  shown,  $25,785: 


CHRYSLER  CONCORDE 


se  MSRPs  include  destination,  exclude  tax 
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It's  A  Real 
Pleasure 
To  Work  Here 

f     "I   Gap  Inc.'s  new  headquarters 
building  is  an  employee's 
,    dream.  In  order  to  attract 
L^/  top  people  in  San  Francisco, 
one  of  the  most  competitive  job  mar- 
ketplaces in  the  world,  the  giant  re- 
tailer asked  its  architects  to  create  a 
special  space.  The  design  team  of 
William  McDonough  +  Partners  and 
Gensler  created  a  195,000-square-foot 
building  broken  into  three  large  sec- 
tions, each  with  its  own  skylit  atrium. 
No  workstation  is  more  than  30  feet 
from  daylight.  There  is  a  cafeteria 
and  a  full-service  fitness  center,  fea- 
turing a  lap  pool.  The  windows  can 
be  opened,  and  gi'ass  covers  the  roof 
to  provide  a  thermal  buffer  To  maxi- 
mize office  flexibility  (Gap  has  nine 
fashion  lines  a  year,  and  mobility  is 
extremely  critical),  there  is  an  under- 
the-floor  system  of  ducts  and  wires 
for  air,  phones,  computers,  and  elec- 
tricity. Materials  that  the  architects 
used  include  wood  veneer  harvested 
from  managed  forests,  low-toxicity 
paints  and  adhesives,  and  formalde- 
hyde-free particle  board.  A  West 
Coast  design  solution  for  a  West 
Coast  business  problem. 


-, .  i. 


30 


GAP  INC.  901  CHERRY 
OFFICE  BUILDING 

San  Bruno,  Calif. 

CLIENT 

Gap  Inc. 

ARCHITECT 

William  McDonough  + 
Partners;  Gensler 

BUILDING  TYPE 

Corporate  headquarters 

AWARD  CATEGORY 

Private  sector,  over 
$25  million 


Helping  to  attract  top  employees 
in  the  competitive  Bay  Area  job 
market  are  Gap's  skylit  atriums 
(above),  the  fitness  center's  lap 
pool,  and  a  cafeteria 
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AL    RECORD  AWARDS 


Plenty  of  daylight  saves  on 
electricity,  and  work  areas 
grouped  around  courtyards 
give  a  feeling  of  community 
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Double  Dutch  Treatment 


do  its  dirty  job  for  up  to  15 
years — and  will  then  trans- 


It  sits  on  the  fiat  Netherlands  landscape  like  a 
Zeppelin,  a  469-foot-long  softly  sculptured  shed 
i:   that  is,  in  fact,  a  huge  waste-sorting  plant.  No 
one  wants  such  a  facility  in  the  neighborhood, 
so  the  townsfolk  of  Zenderen  turned  to  architect  Kas 
Oosterhuis  for  a  solution.  The  result  is  a  stnicture 
whose  gi-aceful  curves  visually  reduce  its  bulky  size,  al- 
lowing it  to  sit  lightly  on  the  landscape.  The  plant  will 


form  itself  into  a  stadium 
now,  the  shed  is  built  with  one  side  open  to  accommo- 
date a  fleet  of  trucks  bringing  garbage  to  be  sorted  ai 
hauled  off  to  a  nearby  landfUl.  Once  that  landfQl  is 
topped  off,  however,  the  shed  is  designed  to  be  closed 
step  toward  converting  it  into  a  sports  stadium  or  con 
cert  hall.  The  Dutch  architect  managed  to  solve  a  deh 
cate  problem  in  a  cost-efficient  way  that  is  also  easy 
the  eye. 


WASTE-TRANSFER  STATION 

Zenderen,  The  Netherlands 

CLIENT 

Regio  Twente 

ARCHITECT 

Oosterhuis  Associates 

BUILDING  TYPE 

Waste-sorting  facility 

AWARD  CATEGORY 

Public  sector,  under 
$5  million 

To  get  local  citizens  to 
accept  the  waste  facility, 
Zenderen  built  a  plant 
that  will  be  tra.nsformed 
into  a  stadiiim  in  15 
years 


i 
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f  THEM! 
hfe  hold  the 
knowledge 


Another  Deloitte  Consulting  Difference 

 _ 


DELOITTE 
CONSULTING: 

We  hand  over 
the  knowledge. 


Knowledge  is  a  precious  commodity. 
But  the  way  some  consulting  companies  hoard  it, 
you'd  think  it  was  a  non-renewable  resource. 

At  Deloitte  Consulting,  we're  not  afraid  to  share 
everything  we  know  with  our  clients.  In  fact,  we  believe  it's 
one  of  the  main  reasons  why  our  engagements  are  so  successful. 

By  collaborating  with  your  people,  and  making  sure 
your  entire  organization  buys  into  both  the  need  for  and  the 
means  of  change,  we're  able  to  transfer  the  additional  knowledge 
and  skills  they'll  need  to  deliver  the  promised  returns 
of  any  new  strategies  or  technologies. 

And  just  as  importantly,  keep  those  improvements 
from  unraveling  once  we're  gone. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 


Deloitte  &  louche  Consulting 

Group 

J 


itte  &  louche  Consulting  Group  LLC 


www.dtcg.com 


Without  the  right  equipment 
a  big  job  can  seem  even  bigger. 


Whether  it's  high-volume  black  and 

WHITE  OR  FULL-COLOR  SOLUTIONS, 

Canon  has  the  right  tools  for  the  job. 

When  faced  with  an  overwhelming  work- 
load, it  s  good  to  have  office  equipment 
that  s  up  to  the  task.  Like  Canon  s  high- 
volume  systems.  Digital  or  analog,  our 
high-volume  machmes  are  designed  so  you 
can  handle  your  Z**^ 
biggest  jobs  with      \  ^A-vwARE" 
very  little  effort.  And  all  have  finishing 
capabilities  that  can  improve  your  produc- 
tivity right  from  the  start.  Not  to  mention 
the  image  quality  and  reliability  that  have 
become  the  standard  in  the  industry.  So 
choose  the  right  equipment  -  high-volume 
black  and  white  and  full-color  solutions 
from  Canon.  Suddenly,  those  big  ,obs  aren't 
so  big  anymore. 


I 


I 


tl 


Canon 

i-800-OK-cANON,  www.Lisa.canon.com 
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A  Concrete 
Solution 

One  function  of  architecture 
can  be  to  showcase  what  a 
cUent  is  all  about — in  this  case 
concrete.  In  this  low-budget 
headquarters  for  K.J.  McNitt  Con- 
struction in  Oklahoma  City,  the  archi- 
tect embraced  precast  concrete  con- 
struction and  turned  a  building  into  a 
demonstration  of  just  what  the  materi 


mmm 


al  can  do.  By  finishing  floors  and  walls 
to  a  smooth  veneer,  shaping  the  recep- 
tion desk  out  of  the  material,  and 
sculpting  a  distinctive  concrete  wall  in 
the  parking  lot,  Elliot  +  Associates  Ar- 
chitects took  technology  normally  used 
for  infrastructure  to  create  an  intrigu- 
ing workspace.  Exposed,  used  oil-pipe 
bracing  for  the  concrete  panels  rein- 
forces the  idea  that  inexpensive  indus- 
trial materials  can  be  used  creatively. 
For  $400,000,  the  client  received  a  100- 
by-40-ft.  headcjuarters  that  advertises 
the  business  within. 
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SPECIAL   ADVERTISING  SECTION 


Reduce  Gas 
Explosion  Risk 


GAB  ROBINS'  ENGINEERING 

AND  FIRE  INVESTIGATIONS  UNIT 

HELPS  COMPANIES  PREVENT 

GAS  EXPLOSIONS  AND  REINFORCE 

THE  SAFETY  PROCESS. 


Gas  explosions  in  commercial  facilities  are  usually  avoidable,  says 
Dr.  O.  John  Jacobus,  vice-president  and  chief  technical  officer 
of  Engineering  and  Fire  Investigations,  a  subsidiary  of  GAB 
Robins  North  America.  Below,  Dr.  Jacobus  shares  some  insights  about 
the  prevention  of  these  terrible  accidents. 


O:  What  causes  the  majority  of  gas 
explosions? 

A:  In  my  20  years  of  experience,  I  have 
seen  very  few  explosions  caused  by  equip- 
ment failures.  Most  oi  these  disasters  are 
caused  by  simple  human  error.  Let  me 
give  you  an  example.  Almost  10  years  ago, 
during  scheduled  maintenance  in  a  refin- 
ery, some  pipe  was  being  checked  ior 
thinning  of  its  walls  from  usage.  The  man 
who  was  asked  to  check  a  section  ot  pipe 
didn't  want  to  climb  on  some  scaffolding 
to  do  the  job  properly.  Apparently  there 
were  some  inspectors  around  and  he 
didn't  want  to  go  and  get  the  proper  safety 
equipment  required  for  the  climb.  So  he 
wrote  down  the  thickness  of  the  pipe 
walls  from  some  60  feet  away. 

O:  What  happened? 

A:  I'wo  days  later,  when  the  plant  was 
started  up,  the  walls  of  that  piece  ot  pipe 
failcci  and  the  rupture  emitted  a  large 
cloud  of  gas  before  exploding,  hicluding 
business    interruption,    the  disaster 


resulted  in  a  $1.5  billion  loss  for  the 
company,  and  seven  people  were  killed. 

O:  How  often  do  people  make 
those  kinds  of  mistakes? 

A:  This  was  a  case  of  somebody 
cutting  a  corner,  somebody  not 
following  instructions.  Work- 
ers often  cut  corners,  and  gci 
away  with  it.  But  they  arc 
taking  huge  chances  by  ignor- 
ing their  training,  because 
when  there  is  an  accident,  espe- 
cially in  commercial  and  indus- 
trial settings,  the  costs  and 
injury  totals  can  be  enormous. 

Let  me  give  you  another  example  of  an 
accident  my  team  investigated.  A  worker 
was  told  to  clean  out  a  reaction  vessel  at  a 
chemical  plant,  but  he  bypassed  a  number 
of  safety  features  and  procedures.  Instead, 
he  decided  to  open  the  valve  on  the  tank 
with  an  air  pressure  device,  and  he  couldn't 
get  the  valve  closed  again.  Lhe  liquid  inside 
the  tank  turned  into  a  gas  when  it  hit  the 


atmosphere.  When  the  cloud  reachec 
source  of  ignition  some  400  feet  away, 
created  an  explosion  that  killed  27  peop 
including  the  worker.  The  total  cost  to  t 
company  was  more  than  $1  billion. 

O:  What  can  companies  do  to  redu 
the  risk  of  human  error  or  negligence 

A:  Over  the  past  20  years,  my  group  1 
investigated  most  of  t 
major  commercial  explosio 
in  this  country.  Because  mc 
of  these  were  due  to  hum 
failings,  and  not  equipme 
problems,  we  have  counsel 
companies  that  the  best  thi 
they  can  do  to  avoid  aci 
dents  is  to  boost  their  trai 


Dr.  0.  John  Jacobus, 
Vice-President  and 
Chief  Technical  Officer, 
Engineering  and 
Fire  Investigations 


ing  efforts.  We  tell  the 


Step-by-Step  to  Disaster 


THE  HUMAN  FACTOR  (based  on  a  real  series  of  events) 


Inspector  arrives  at  refinery  for  scheduled  maintenance  requiring  certification 
of  pipe  wall  thickness. 

Rather  than  climb  a  scaffolding  to  accurately  measure  pipe  thickness,  he  writes 
positive  report  based  on  "inspection"  conducted  from  a  distance  of  6o  feet. 

Just  days  later,  during  plant  start-up,  this  section  of  pipe  fails,  emitting  a  large 
cloud  of  gas  which  f  inds  a  source  of  ignition. 

Results:  Seven  co-workers  dead  and  more  than  $i  billion  in  losses. 


to  constantly  reinforce  th( 
training,  to  provide  cli 
and  large  warning  labels 
equipment,  and  to  hamm 
home  the  importance  of  followii 
safety  procedures. 

O:  How  can  companies  drive  home  t 
dangers  involved  in  cutting  corners 
employees? 

A:  We  tell  companies  to  highlight  acti 
accidents  in  their  training  sessions.  N 
tell  them  to  point  out  that  these  work( 
have  killed  and  injured  their  fellc 
workers,  and  left  others  without  jol 
We  suggest  that  management  ask  wor 
ers  how  these  kinds  of  disasters  can 
prevented;  to  make  workers  part  of  t 
safety  process.  I  think,  as  awareness 
the  dire  consequences  of  mistak 
becomes  known  at  all  levels  of  the  org 
nization,  the  number  of  accidents  in  tl 
country  will  decline. 

Clara  Van  Hast,  a  New  York-based  writ 
reports  frequently  oti  insurance  and  ri 
management. 
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EMERGENCY  PROCEDURE 


IM  CAS 


OF  F  RE5 


STAY  CALM. 

FIMD  AM  AXDJUSrSR  WITH 
I M  VEST  IG  AT  I  YE  I M  S I GHTS. 


GAB  Robins  has  been  effectively  investigating  and  adjusting 
claims  since  our  foundation  after  the  Chicago  fire  of  1871. 
Adjusters  employ  automated  estimating  tools  and  can 
identify  subrogation  opportunities  for  an  accurate  conclusion 
of  every  file.  And  our  experts  investigate  for  arson  or  fraud... 
so  you  can  be  sure  that  all  your  fires  are  really  put  out. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 


GAB 
Amis 


©1998  GAB  Robins  North  America,  Inc. 
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The  Times  Building: 
It's  Fit  for  Print 

Using  color,  industrial  materials,  and  imagination, 
The  NeiP  York  Times  built  an  efficient  printing 
plant  and  created  a  welcoming  space  for  its  em- 
ployees. Polshek  and  Partners  Ai'chitects 
wrapped  the  Times  logo  around  the  building  and  used  a 
wall  of  glass  to  reveal  the  presses  inside.  The  effect  is  to 
advertise  the  newspaper  to  millions  of  motorists  passing 
on  a  six-lane  liighway  neai*  LaGuai'dia  Airjjort.  Inside, 
lots  of  daylight,  raised  walkways,  and  a  high-tech  look  de- 
fine the  cavernous,  515,000-square-foot  facility.  The  build- 
ing is  half  the  size  of  its  sister  plant  in  New  Jersey,  which 
was  built  eight  years  ago.  At  $350  miUion,  the  new  one 


cost  $100  million  less  but  matches  the  other  in  output  an( 
quality.  The  Times  wanted  to  use  the  process  of  designinj 
the  plant  to  foster  a  less  contentious  relationship  with  it  - 
nine  unions.  Tliree  hundred  employees  contributed  ideas. 
The  jury  agreed  they  had  something  to  say. 


THE  NEW  YORK  TIMES 
PRINTING  PLANT 

College  Point,  N.  Y. 

CLIENT 

The  New  York  Times 
ARCHITECT 

Polshek  and  Partners  Architects 

BUILDING  TYPE 

Printing  plant 

AWARD  CATEGORY 

Private  sector,  over  $25  million 


The  Times's  logo  marks 
the  spot,  while  huge 
windows  give  passing 
motorists  a  view  of  the 
printing  presses 
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OSHO  INTERNATIONAL 
OFFICES 

New  York 

CLIENT 

Osho  International 

ARCHITECT 

Daniel  Rowen  Arctiitects 

BUILDING  TYPE 

Corporate  headquarters 

AWARD  CATEGORY 

Private  sector,  under  $1  mi 


llion 


emple  Of  Commerce 


How  does  an  architect  design  a  space  for  a  busi- 
ness that  produces  books,  tapes,  and  videos  ded- 
icated to  an  Indian  philosopher  who  urges  a 
meditative  approach  to  life?  That  was  the  chal- 
ge  Osho  Intemational  gave  to  Daniel  Rowen  Archi- 
ls. The  solution  is  an  elegant,  serene,  2,500-square- 
t  headquarters,  full  of  light  and  space.  The  company 
nted  to  consolidate  its  offices  around  the  world  in  an 
-'ironment  that  was  contemplative  yet  productive. 


Long,  clean,  vertical  lines  and  modem  materials  work 
toward  that  end.  Cabinets  and  records  are  hidden.  A 

translucent,  acid-etched  glass  wall  visually  qui- 
ets the  main  area.  The  layout  of  offices  was  de- 
signed for  maximum  flexibility,  reflecting  Osho's 
nonhierarchical  organization  and  its  belief  that 
creative  solutions  come  from  a  process  of  "unfoldment." 
Publishing  and  multimedia  clients  like  the  space  so 
much  that  they  prefer  to  hold  meetings  there  rather 
than  in  their  ov^ti  offices.  The  budget,  including  the  fur- 
nitui-e  and  the  fees  for  the  architect,  was  $750,000. 


Elegant,  serene,  full  of  light  and  space — Osho 
International's  New  York  headquarters  are  well- 
suited  to  a  business  devoted  to  the  meditative  life 
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A  tribute  to  the  Industrial 
Age  resulted  when  Praxair 
transformed  an  old  ware- 
house in  Iowa 


PRAXAIR  DISTRIBUTION  CENTER 

Ankeny,  Iowa 

CLIENT 

Praxair  Distribution 
ARCHITECT 

Herbert  Lewis  Kruse  Blunck 
Architecture 

BUILDING  TYPE 

Processing  and  distribution  center 

AWARD  CATEGORY 

Private  sector,  under  $1  million 


Beauty 
And  The 
Basics 

Storing  and  trans- 
porting bottled  gas  i 
heavy  industrial 
work,  pure  and  sim- 
ple. Praxair  Distribution, 
working  with  Herbert  Lewis 
Kruse  Blunck  Architecture, 
decided  to  celebrate  this  fact 
and  transform  a  warehouse 
into  a  polished-iron  tribute  tc 
the  Industrial  Age.  Exposed 
ducts,  gleaming  pipes,  and 
metal  studs  give  the  work- 
place a  distinctive  identity.  A 
long  skylight  slices  through 
the  building.  A  28-foot-high 
cylindrical  conference  room 
dominates  the  space.  The 
room  is  sheathed  in  two  lay- 
ers of  perforated  galvanized 
steel,  which  admits  finely  fil- 1' 
tered  light.  The  58,000- 
square-fcot  warehouse  was 
converted  into  a  combined 
distribution  and  office  space 
for  only  $45  a  square  foot.  A 
great  example  of  using  inex- 
pensive materials  to  build  ai' 
innovative  and  beautiful 
working  space. 
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No  one  ever  said,  "Today's  another 
opportunity  to  be  average." 
But  reaching  that  next  rung  on  the  ladder 
becomes  a  little  more  challenging  when  the 
rung  isn't  there. 

Herman  Miller  congratulates  those  who  build 
the  ladders.  The  innovators.  The  risk  takers. 
The  dreamers.  The  problem  solvers. 


As  an  advocate  for  more  productive  and 
innovative  workplaces  for  over  75  years, 
we  salute  the  winners  of  this  year's 
Business  Week /Architectural  Record  Awards. 

We  stand  in  awe  of  the  heights  you've  climbed. 

Enjoy  the  view. 


U  herrnan  miller 


=  STORY  #7:  — 

JlCeanwJijife^ 


Pretend  you're  an  IS  manager  with  a  mobile  sales  force  of  hundreds  and 
an  endless  trail  of  computers,  components  and  configurations  to  follow.  It's  your  job 
to  (somehow)  control  them  all-much  like  a  modern-day 

herdswoman.  But  keeping  track  of  steer  is  one  thing.  ■'Pk^^fr^ll  ^  '  < 

Wrangling  notebooks  is  quite  another  ^ 

ey  re  roaming  the  range,     -^K=?gf     ^  w 

I'm  here  trying  to  rope  in  our  assets ,  "  ] 

you  say. Which  is  why  you  chose  the  Fujitsu  LifeBook " 
notebook.  Sure,  reliability,  price  and  support  were  key.  But  Asset  Management,  part 
of  the  Lifeline  "  Program  ,  was  the  driving  force.  With  things  like  customized  reports, 
you  can  have  centralized  control  of  your  units,  tracking  what  you  have  and  where  it 
is.  Without  leaving  the  ranch. 

'Asset  Ma  nagement  is  like  branding  our  notebooks . 

That's  why  the  LifeHook  is  the  brand  for  us.  "  J 

1 1-month  Technology  Refresh  and  Asset  Monojesier 


[ 


Lifeline  llfecycle  Management  Optio 


ed  for 

a 

isoft* 
wsNT' 
ws'QS 


,  And  it's  a  decision  everyone  can  appreciate.  From  durable  construction 

Variable  Levels  of  Support  l-cWm?  U-kowTmom'i 

and  Screen  Protecm  to  innovative  features  to  human-friendly  touches,  the  LifeBook 

Project  PlonnmicndVano         ,  jj„,e„r  notebook  can  satisfy  even  the  most  demanding  user  So, 

C„«O.Conf5.ro.oMof:.£«hUser  K    K     .         h  , 

^  while  you  might  not  be  handy  with  a  lasso,  you  can  sure 

become  an  expert  at  corralling  technology.  Call  us  today  and  find  out 
how  to  round  up  some  LifeBook  notebooks  for  your  herd. 

There  are  millions  of  Fujitsu  notebooks  out  there — 
each  with  a  story  of  its  own. 


Fuffrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u 


LifeBook 

£  Series 


mans. 


For  more  info,  visit  www.fujitsu-pc.com/is 
or  call  1-888-4-ON-THE-GO. 


pentium®]! 
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FUTURES  BY  TEMPS 

Reston,  Va. 

CLIENT 

Temps  &  Co. 

ARCHITECT 

Adamstein  &  Demetriou 
Architects 

BUILDING  TYPE 

Retail 

AWARD  CATEGORY 

Private  sector,  under 
$1  million 


A  Recruitment  Store 
That  Pulls  Them  In 

Sometimes,  architecture  can  actually  give  a 
business  a  new  identity.  Take  Futures  By 
Temps.  The  temporary  staffing  and  permanent 
placement  service,  facing  a  shortage  of  comput 
er-literate,  college-educated  people,  decided  to  "shop" 
for  them  in  malls.  For  help,  ceo  Steven  Ettridge  tumei 
to  a  firm  with  experience  in  restaurant  design  to  create 
a  1,500-square-foot  "store"  that  pulled  in  people  as  theji 
strolled  by.  The  idea  was  to  treat  applicants  as  cus- 
tomers and  pursue  them  in  high-volume  retail  areas. 
Adamstein  &  Demetriou  Architects  used  visually  rich 
architecture,  interactive  systems,  and  Web-site  imageiy 
to  create  a  fim  experience.  Inside,  the  application  area 
resembles  a  cafe  more  than  an  office.  Testing  and  train- 
ing spaces  have  a  market  feel,  with  bright  colors  and  | 

  metal  canopies.  It's  the  office  at 

mosphere  replaced  by  a  Star- 
bucks-like environment.  Walk-in  | 
traffic  is  twice  that  of  Futures 
By  Temps's  traditional  offices. 
All  for  $300,000  for  the  proto- 
type, with  futui'e  stoi'es  to  go 
for  half  that. 


Interactive 
systems  (above) 
were  used  to  create 
a  fun  environ- 
ment, while  the 
applications  area 
borrowed  ideas 
from  cafe  design 
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^he  Little 
'lant  On 
'he  Prairie 

Sitting  in  an  11 -acre 
field  of  native  prairie 
gi'asses,  QMR  Plastics 
1^  Div.  combined  produc- 
n,  engineering,  and  manage- 
nt  in  a  single  facility.  Julie 
ow,  an  architect  who  has 
de  a  speciality  of  bringing 
;ether  white-  and  blue-col- 
teams  under  one  roof,  de- 
ned  a  large  open  space. 
Terent  functions  are  sepa- 
ed  only  by  a  glass  wall, 
ylight  pours  into  the  work- 
ice,  and  only  glass  sepa- 
es  the  factory  floor  from 
I  outdoors.  Flexible  spaces 
1  allow  the  company  to  in- 
ase  production:  Instead  of 
ining  12  injection-molding 
!sses  on  two  daily  shifts,  as 
alder  factories,  it  can  ac- 
nmodate  20  presses  on 
ee  shifts.  The  local  River 
lis  (Wis.)  community  is  es- 
;ially  sensitive  to  the  envi- 
iment.  By  suiTounding  the 
Iding  with  indigenous 
isses,  QMR  made  itself  wel- 
ne.  Grass  is  also  a  low- 
intenance  landscaping 
dium,  which  saves  money. 

nng  the  woods  and 
native  grasses  through 
,ss  walls  improves  life 
the  plastics  plant 


QMR  PLASTICS  DIV. 

River  Falls,  Wis. 

CLIENT 

Quadion  Corp. 

ARCHITECT 

James/Snow  Architects 

BUILDING  TYPE 

Manufacturing/office 

AWARD  CATEGORY 

Private  sector, 
under  $25  million 
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SENIOR  TOUR 

S  poNSORti)  By 

YAMAHA  GOLF  CARS 


Tune-in  at  these  times  (Eastern) 

Thursday,  Nov.  5, 

4:00  -  6:00  PM 

Fnday,  Nov.  6, 

SSPil 

3:00  -  5:00  PM 

Saturday,  Nov  7, 

E3Pn 

3:30  -  5:30  PM 

Sunday,  Nov.  8, 

E3Pn 

5:00  -  7:00  PM 

November  2-8 

The  Dunes  Goli  &  Beach  Club, 
Myrtle  Beach,  South  Carolina 


For  Tickets,  Corporate  Hospitality  and 
Sponsorships,  call  (843)  444-4782        These  Guys  Are  Good 


'  Advertising  Seci  ni 

)FiLES  OF  Leading  Architectural,  Engineering  and  Construction  Management  Firms 


Cambridge  Seven  Associates,  Inc. 


Cambridge,  MA  •  617-492-7000  •  www.c7a.com 

;hitecture  •  Planning  •  Exhibit  Design 

laborative  approach  ■  creative  solutions.  Internationally  recognized 
lign  excellence  for  36  years  throughout  the  United  States,  Middle  East, 
;ific  Rim,  and  Europe: 


iommercial  /  Retail 
irport  /  Transit 
:ivic/  Public 
quariunn  /  Museum 
lospitality 

:ollege  /  University 


The  Scientific  Center.  Kuwait 


Rosenbaum  Design  Group 


Lake  Success,  Long  Island,  NY  •  516-616-6111 
www.rosenbaumdesigngroup.com 

Founded  in  1964 

More  than  3,000  projects  in  over  30  states 
A  Planning  and  Design  Firm  catering  to  the  supermarket 
and  retail  sectors 
Full  collaborative  design 
services  from  project 
inception  to  completion 
A  cutting  edge  Architectural  Firm,  prepared 
to  enter  the  next  millenium  mlU  the  latest 
in  computer  and  CADD  technologies. 


osaiam 

TECTS 


Turner  Construction  Company 


iw  York,  NY  •  212-229-6000  •  www.turnerconstruction.com 

ner  is  the  builder  of  choice  from  clients 
!  demand  quality,  value  and  excellence 
jifilling  their  need  for  construction  ser- 
is.  Since  our  first  project,  we  have  been 
lling  the  mission  set  by  our  company's 
ider,  Henry  C.  Turner,  who  said  nearly 
jntury  age,  "We  are  awarded  most  of 
work  based  on  reputation.  Preserva- 
I  of  our  reputation  demands  a  commit- 
nt  to  quality,  service  and  operating  within  approved  budgets  and 
ledu/es.  This  commitment  is  the  foundation  of  our  company. " 


Carlisle  Associates  inc. 


Long  Beach  Acquarium 
of  the  Pacific 


Columbia,  SC  •  803-252-3232 

Carlisle  Associates  is  a 
general  practice  A/E  firm 
providing  a  broad  range 
of  personal,  integrated 
design  solutions.  Since 
1977,  core  markets  have 
included  bottling,  food  pro 
cessing,  machine/vehicle 
assembly,  metal  working, 
plastics,  and  manufactur- 
ing/distribution facilities. 


carlisle@logicsouth.com 


Viracon  Inc  Facility  Statesboro,  GA 

Planning  •  Site  Selection  •  Architecture 
Civil  Engineering  •  Structural  Engineering 
Mechanical  Engineenng  •  Electrical  Engineering 

Industnal  •  Corporate  •  Commercial  •  Government 


lepley  Bulfinch  Richardson  and  Abbott 


Boston,  MA  •  617-423-1700  •  info  @  sbra.com 


hitecture 


planning 


interior  design 


World  Trade  Center  East 

Boston,  Massachusetts 

A  joint  development  between  the  John  Drew  Company 
and  Pembroke  Real  Estate,  a  Fidelity  Investments  company 


Gensler 


www.gensler.com 


Architect  of  Ideas 


Gensler  Architecture,  Design  &  Planning  Worldwide 

Atlanta  Boston  Chicago  Denver  Detroit  Hong  Kong  Houston  London 
Los  Angeles  Newport  Beach  New  York  Parsippany  San  Francisco 
Tokyo  Washington 
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La  Canada  Design  Group 


Architectural  Resources  Cambridge,  \n 


Pasadena,  CA  •  626-795-6474  •  www.lcdg.com 

LCDG  specializes  in  the  design  of  higl^-tech  laboratones  and  cleanrooms, 
education  (K-12  and  college  /  university)  and  the  workplace  environment 
including  reuse  and  renovation  of  existing  buildings  for  corporate,  institu- 
tional and  industrial  clients.  The  firm  offers  architectural,  planning  and 
interior  design  services,  with  well- 
developed  project  management 
skills  resulting  in  on  time /on  bud- 
get construction  delivery.  LCDG 
maintains  a  strong  balance  of  the 
art,  science  and  business  of  archi- 
tecture to  better  serve  its  clients. 


CH2M  HILL 


Denver,  CO  •  303-771-0900  •  www.ch2m.com 

CH2M  HILL  delivers  projects  and  services  to 
help  public  and  private  clients  worldwide  realize  a 
greater  return  on  their  investments  in  environmental 
technology  and  sustainable  infrastructure.  An 

international  firm  of 
W  CH2IVIHILL    7,000  employees, 

CH2M  HILL  provides 
services  to  clients  in  the  area  of  industrial  facilities, 
water,  wastewater,  telecommunications,  energy, 
environment,  transportation,  construction  and 
operations  management  and  design/build. 


Port  of  Los  Angeles 


Cambridge,  MA  •  617-547-2200  •  www.arcusa.com 


ARC 


Planning 

Architecture 

Intenors 


'  Corporate  Office  /  High  Tech 

ADL,  Digital,  Fidelity  GTE, 
Hewlett-Packard,  Lotus,  Polaroid 

'  Laboratory  /  Manufacturing 

Chiron,  Genzyme,  Glaxo,  Harvard 
Medical,  Metpath,  Tufts  Medical 

'  Academic  /  Athletic 

BC,  BU,  Dartmouth,  Duke,  Han/ard, 
MIT  Princeton,  Tufts,  U  Iowa,  U  Mass 


Genzyme  Corporation, 
Biopharmaceutlcal  Plant 


Hammel,  Green  and  Abrahamson,  Inc. 


Minneapolis,  MN  •  612-337-4100  •  www.hga.com 

HGA  specializes  in  the  design  of  corporate, 
industnal,  high-tech,  medical,  educational  (K-12 
and  university),  cultural  (museums,  theaters  and 
churches)  and  retail  facilities.  A  national  leader 
in  innovative  design,  HGA  offers  architectural, 
engineering,  interior  design  and  landscape  archi- 
tectural services  with  a  staff  of  more  than  400, 
The  firm  has  additional  offices  in  Rochester,  MN 
and  Milwaukee,  Wl.  Since  its  founding  in  1953, 
the  firm  has  received  more  than  175  local  and 

national  awards  for  design  excellence. 

Minnesota  History  Cenle' 


Raytheon  Engineers  &  Constructors 


Headquarters,  Cambridge,  MA  •  617-494-7000 
Architecture  •  215-422-3158  •  www.raytheon.com 


Raytheon 


Pharmaceuticals  &  biotechnology,  food  &  consumer  products,  metals, 
infrastructure,  power,  hydrocarbons,  pulp  &  paper,  government  sen/ices 


Graham  Gund  Architects 


Cambridge,  MA  •  617-577-9600  •  www.grahamgund.com 

Our 

buildings 
are  your 
buildings. 
Invest  in 
great 
design. 

Planning  and  Architecture 
Academic,  Community  Cultural  and  Commerical  Buildings 


Daniel,  Mann,  Johnson,  &  Mendenhall 


Los  Angeles  •  213-381-3663  •  www.dmjm.com 

As  one  of  the  largest  architectural  and  engineering 
firms  in  the  world,  DMJM  is  a  leader  in  providing 
professional  consulting  services  to  private  and 
public  clients.  With  40  offices  worldwide  and  1 ,600 
professionals,  DMJM  has  a  reputation  for  quality 
and  excellence,  bringing  a  multidisciplinary 
approach  to  design  and  construction.  Founded  in 
1946,  the  firm  provides  its  clients  with  innovative, 
realistic,  cost-effective  solutions  to  complex  archi- 
tectural, engineering,  and  planning  projects,  large 
and  small,  on  a  worlwide  basis. 


^1 

Houston  Industries  Plaza ' 
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THE  STICHLER  GROUP 


888-STICHLER  •  www.stichler.com 

:hler  Group's  knowledge  and  expertise  help  our  clients  make  great 
is!  We  specialize  in  the  innovative  plan 
d  design  of  health  care,  academic  and 
Dgically  advanced  facilities.  Stichler  com 
jr  design  expertise  with  consulting  and 
:  planning  services  to  further  support  our 
as  they  plan  for  the  future.  We  have  over 
ployees  in  3  offices  in  California,  Texas, 
wna  that  offer  the  full  spectrum  of  ser- 
cluding  architecture,  engineering,  interior 
consulting  and  strategic  planning. 


Burt  Hill  Kosar  Rittelmann  Associates 


Pittsburgh  •  Butler  •  Philadelphia  •  Washington  •  Boston 
412-394-7000  •  www.burthill.com 

^  Architecture,  engineering,  interior  design,  landscape  architecture, 
m  sustainable  design,  energy  and  building  technology  research 

•  Centers  of  Excellence:  commercial  and  corporate, 
healthcare,  science  and  research  laboratones,  higher 
education,  K-12  schools,  institutional  and  government, 
broadcast  and  telecommunications,  historic  renovation 

•  350  employees  in  5  networked  offices,  with  a  60  year 
history  of  award-winning  innovation  and  design 

•  Clients  include  Mellon  Bank,  Deloitte  &  louche,  Buchanan  Ingersoll,  Blue 
Cross,  Univ.  of  Pittsburgh  Medical  Ctr.,  Dept.  of  Justice,  and  PictureTel 


SmIthGroup 


313-983-3600 

oup  Worldwide,  people  who  look  for  solu- 
the  natural  and  built  environment  turn  to 
^oup.  It  uses  its  well-honed  architectural  and 
ring  skills  in  evaluation,  planning,  design  and 
iment  to  solve  the  most  complex  real  estate, 
ir  process  issues  -  simply  and  easily, 

etroit,  313-983-3600  •  SHG/SW,  Phoenix, 
i-2200  •  SMP/SHG,  San  Francisco,  415-227-0100  •  SMP/SHG, 
leles,  310-586-5400  •  SMP  International,  Kuala  Lumpur,  011-603- 
•4  •  KCF/SHG,  Washington,  D.C.,  202-842-2100  •  JJR,  Ann  Arbor, 
1-4457  •  SmithGroup  GEXIS,  Manila,  011-632-633-6963 


HDR  Architecture,  Inc. 


Omaha,  NE  •  800-366-4411  •  www.hdrinc.com 

Distinct  solutions  for  complex  environments  in  health  care,  justice, 
higher  education  and  advanced  technology. 

•  81  years  of  expenence  dedicated 
to  long-term  client  relationships 

•  Integrated  services:  architecture; 
engineehng;  planning;  development 

•  Ranked  9th  in  Engineering  News 
Record's  Top  100  "Pure"  Designers 

•  45  offices  around  the  world 

•  Employee-owned 


NBBJ 


eattle  •  206-223-5555  •  Columbus  •  614-224-7145 
ew  York  •  Los  Angeles  •  San  Francisco  •  Raleigh 
Tokyo  •  Taipei  •  Oslo  •  www.nbbj.com 


BBJ 


Reebok 
idor  Associates 
Starbucks 
rthur  Andersen 
Telenor 
ink  Russell  Co. 

Microsoft 
untington  Bank 
Merhll  Lynch 
ICO  Properties 
Burger  King 
\dobe  Systems 
Banc  One 
iJardinal  Health 
AT&T 
IcKinsey  &  Co. 


Corporate  Design 
Commercial  Architecture 


Starbucks  Corporate  Headquarters 


Davis  ■  Carter  ■  Scott 


McLean,  VA  •  703-556-9275  •  Washington,  DC  •  202-682-2300 
www.dcsdesign.com 

Davis,  Carter,  Scott  Ltd  is  a  full-service  architecture  and  interior  archi- 
tecture firm.  Its  mission  is  to  provide  innovative  and  cost-effective  design 
solutions  that  meet  each  client's  diverse  needs  and  budget. 

The  firm's  involvement  includes 
many  services  in  addition  to  design. 
It  assists  clients  in  choosing  their 
site,  recommends  the  appropnate 
consultants  for  the  team,  manages 
the  bidding  and  negotiation,  and 
provides  the  oversight  during  con- 
struction. Davis,  Carter,  Scott  works 
as  a  team  with  each  client  to  under- 
stand their  strategic  plan  for  the  fu- 
ture and  help  them  solve  problems. 

For  30  years,  Davis,  Carter,  Scott 
has  served  its  corporate,  hospitality, 
health  care  and  government  clients, 
and  has  proudly  been  the  recip- 
ient of  more  than  50  international, 
national  and  local  design  awards. 

Davis,  Carter,  Scott's  clients  include 
The  U.S.  Mint,  BDM  International, 
Oracle  Systems  Corporation,  Computer 
Associates,  KPMG  Peat  Manwick,  The  Amencan  Medical  Association,  Acacia 
Federal  Savings  Bank,  and  The  Washington  Hospital  Center. 


Urdcit;  S/'jIhii'.s  Ccirpi'irdlion 


Acacia  Federal  Savings  Bank 
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STV  Architects 


Douglassville,  PA  •  610-385-8200 
New  York,  NY  •  212-477-1900  ♦  www.stvinc.com 

Progressive  professionals  committed  to  attentive  and  responsive 
service,  applying  relevant  technologies  to  design-solution  delivery. 


•  Multidisciplined  approacli  -  engineering,  environ- 
mental and  construction  management  services. 

•  Problem-solving  expertise  -  award-winning, 
technology-focused  R&D  /  production  facilities 

•  Serving  industrial,  institutional  and  government 
clients  for  more  than  50  years. 


Lockheed  Martin's 
Communication  &  Power  Ctr 


ANSHEN 
-h  ALLEN 


Anshen+Allen,  Architects 


www.anshen.com 

Anshen+Allen  is  a  diversified,  multi-disciplinary  interna- 
tional architectural  practice  with  a  reputation  for  award 
winning  design  excellence  and  client  service.  Founded 
in  1940,  the  firm  has  a 


50+  year  history  as  a 
"~~   recognized,  worldwide 
leader  in  the  design  and  planning  of  large- 
scale  healthcare,  academic,  advanced 
technology,  commercial,  civic,  and  institu- 
tional facility  types  throughout  North  Am- 
erica, Europe,  Asia  and  the  Middle  East, 


SHAREHOLDER  VALUE 


BSW  International 


Tulsa,  OK  •  Washington,  DC  •  Atlanta,  GA 
Salt  Lake  City,  UT  •  Irvine,  CA  •  Mexico  City,  Mexico 
918-582-8771  •  www.bswintl.com 

BSW  International's  Business  Statement: 

^    BSW  IS  committed  to  utilizing  our  expertise  in  multiple  facility 
development  to  improve  our  customers'  financial  success, 

BSW  provides  services  to  companies 
that  depend  on  developing  multiple  facil- 
ities to  deliver  products  and  services  to 
an  ever  growing  customer  base.  These 
companies  rely  on  a  consistent  brand 
identity  predictable  openings,  and  qual- 
ity service  in  order  to  achieve  their  finan- 
cial objectives,  increasing  shareholder  value. 

BSW  provides  a  full  spectrum  of  real  estate  development  services  that 
includes  Real  Estate,  Site  Development,  Multidiscipline  Design,  and 
Construction.  With  a  staff  of  more  than  300  professionals,  it  has  developed 
over  4,500  projects  across  the  United  States,  Puerto  Rico,  Canada, 
Mexico,  Brazil,  Argentina  and  Bolivia. 

In  the  marl^etplace,  companies  are  searching  for  development  solutions 
that  allow  them  to  improve  quality  while  reducing  time  and  cost  which 
impact  their  bottom  line.  BSW  believes  that  several  options  should  be 
evaluated  in  order  to  reach  the  optimum  solution  in  its  customers'  develop- 
ment goals.  BSW  has  designed  a  business  approach  that  continues 
to  deliver  optimum  solutions. 

For  further  information,  please  visit  our  Web  site  or  call  Jeff  Stephens 
at  918-295-4336 


JPRA  Architects 


Farmington  Hills,  Ml  •  248-737-0180  •  www.jpra.co 

 ,    JPRA  integrates  planning,  architecture,  interior  desigr^ 

|i  i>  R  Ai    environmental  graphics  into  award  winning,  cost  effe: 
destinations  that  enhance  ownership  value. 

■  Strategic  services  in  commercial  real  estate,  asset 
management,  and  entertainment  sectors 

■  Phmary  projects  encompass  urban  mixed  use  and 
regional  shopping  centers,  family  entertainment,  and 
value  centers.  Specialty  projects  include  restaurant, 
hospitality,  and  residential  resort  developments 

•  Completed  projects  throughout  the  U.S.,  South 
America,  U.K.  and  Australia 


RTKL  Associates,  Inc. 


Baltimore,  MD  •  410-528-8600  •  www.rtkl.com  i 

KTRL 


Founded  in  1946.  RTKL 
Associates,  Inc.  is  one  of  the 
world's  leading  design  firms,  with  distinct  specialties 
in  retail,  entertainment,  hospitality  corporate  /  office 
mixed-use  developments,  health,  government  and 
residential  facility  projects  The  staff  of  600  archi- 
tects; planners  and  urban  designers;  structural, 
mechanical  and  electncal  engineers;  interior  archi- 
tects and  designers;  environmental  graphic  design 
ers;  and  landscape  architects  is  located  in  eight 
offices  around  the  globe. 
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Brad  Adams  Wallcer  Architecture,  P 


Denver,  CO  •  303-388-9500  •  vww.bawarch.com  9 
"Developing  total  integration  between  people  and  their  environri 

•  Architecture,  interior  design,  computer  animation 

•  Leader  in  designing  spaces  that  enhance  the 
man-machine  interface 

•  Developing  Best  Practices  and  Design  Stand- 
ards for  the  petrochemical  industry.  Associate 
Member,  Honeywell  ASM  Consortium 

•  Petrochemical,  government,  and  corporate 
institutional  clients  in  Australia,  the  Middle 
East  and  North  America 


Brennan  Beer  Gorman  /  Architect 


New  York,  NY  •  212-888-7663  •  Washington,  DC  • 
Hong  Kong  •  www.bbg-bbgm.com 

Founded  in  1984,  BBG  provides  comprehensive  planning, 
architecture,  and  interior  design  services  for  hotels,  resorts, 
commercial  office  buildings,  corporate  interiors,  retail, 
gaming,  entertainment,  conference  centers,  urban  mixed- 
use,  government  design/build,  and  transportation  projects. 
Along  with  Brennan  Beer  Gorman  Monk  /  Interiors, 
BBG/BBGM  designs  and  builds  thoughtful,  high  quality 
innovative  projects  that  meet  its  clients'  goals  while  exceed- 
ing their  expectations,  and  its  own  -  making  each  project 
an  enjoyable  and  profitable  experience  for  all. 


202-452 


special  Ar 


■iLES  OF  Leading  Architectural,  Engineering  and  Construction  Management  Firms 


HNTB  Corporation 


Kansas  City,  MO  •  816-472-1201  •  www.hntb.com 

HNTB  Corporation  is  one  of  the 
largest  and  most  diverse  arctiitec- 
irms  in  ttie  United  States^  HNTB  architects,  land- 
5  architects,  interior  designers  and  urban  plan- 
offer  extensive  experience  in  all  facets  of  the 
:ecture  industry.  Work  includes  sports  and  public 
nbly,  hospitality,  convention  centers,  airports, 
1  design  and  planning  as  well  as  office  buildings, 
portation  and  institutional  facilities.  Cur-rent  pro- 
include  the  new  Salt  Lake  City  Airport  and 
roposed  stadium  for  the  Denver  Broncos. 


Bartle  Hall 
Convention  Center 


Bergmeyer  Associates,  Inc. 


Boston,  MA  •  617-542-1025  •  www.bergmeyer.com 


Bergmeyer 


Founded  in  1973,  Bergmeyer 


interior  design  firm  specializing  in  retail  and  food 
service  design,  commercial  buildings,  corporate 
interiors  and  housing.  Services  include  strategic 
team  building  and  leadership;  programming;  archi- 
tectural and  interior  design;  project  oversight  and 
implementation;  with  projects  in  the  U.S.,  Canada,  the 
U.K.  and  the  Far  East.  Clients  include  Phillips  Van  Heu- 
sen  Corp.,  John  Hancock  Real  Estate  Investments,  Fidel- 
ity Investments,  Levi  Strauss  &  Co.  and  Sara  Lee  Corp. 


Museum  of  Fine  Arts, 
Boston 


CAS  Architects 


ountain  View,  CA  •  650-967-6600  •  www.casarch.com 

Architects  has  developed  comprehensive 
:ectural  solutions  for  projects  such  as  the 
lational  headquarters  of  Canon  and  the 
irate  campus  for  Komag.  Pictured  is  the 
al  light  filled  interior  area  created  to  link 
;isting  and  a  new  building  designed  for 
tec.  As  one  of  the  largest  and  well 
Wished  architectural  firms  in  the  Silicon 
/,  CAS  Architects  supports  its  commitment 
5t  effective,  quality  design  and  client 
;e  with  state-of-the-art  technology. 


Splllis  Candela  &  Partners 


Coral  Gables,  FL  •  305-444-4691  •  www.scpmlami.com 

Founded  in  1926,  Spillis  Candela  &  Partners,  Inc.  is  an  award-winning 
architectural,  engineenng.  planning  and  interior  design  firm  with  offices 
in  Miami,  Orlando,  Detroit  Washington  DC, 
Argentina,  Brazil  and  Mexico. 

SC&P  provides  strategic  design  solutions  for 
projects  of  varying  scope  and  complexity  for 
Corporate,  Commercial,  Hospitality/  Retail,  Ed- 
ucation, Justice  and  Public/Institution  sectors. 

•  consulting  services 

•  pre-construction  services 

•  international  talent  and  resources 


URS  Greiner 


Mancini*Duffy 


ian  Francisco,  CA  •  415-774-2700  •  www.greiner.com 

Command  Performance 

er  of  the  AIA  Design  Honor  Award  and  featured  in  the 
tectural  Record,  Architecture,  and  Progressive  Architecture,  the 
'-seat  Honeywell  Performing  Arts  Center  in  Wabash,  Indiana  is  just 
sample  of  the  kind  of  innovative  design  excellence  URS  Greiner  has 
providing  its  clients 
1941.  As  the 
Vs  largest  architec- 
engineering  and 
design  firm,  URS 
er  has  over  6,600 
jyees  in  140  offices 
,ationally.  URS 
er  offers  a  full  range 
louse  professionals 
are  some  of  the  best 
ir  respective  fields, 
her  the  project  is  a 

••ming  arts  facility  in  Indiana,  a  corporate  headquarters  for  Firestone 
ind  Rubber  Company,  or  a  command  and  control  center  for  the 
d  States  Pentagon,  URS  Greiner  has  the  resources  to  deliver  a  per- 
ince  worthy  of  a  standing  ovation  every  time. 

From  Innovation  to  Standing  Ovation 


URS  Greiner 


Architectural,  Engineering,  and  Planning  "Pure  Design"  Firm 


New  York  •  New  Jersey  •  Connecticut  •  California 
Architecture  •  Planning  •  Interior  Design  •  212-938-1260 

Mancini'Duffy,  one  of  the  nation  s  leading  architectural  firms  specializing 
in  the  planning  and  design  of  commercial  facilities,  has  been  in  business 
for  over  70  years.  The  firm  maintains 
a  professional  staff  of  185  employees. 

Mancini'Duffy  views  the  workplace 
as  a  solution  and  a  tool  for  its  clients. 
The  firms  guiding  pnnciple  is:  "Design 
first  begins  when  we  understand  our 
client's  business  as  well  as  we  under- 
stand our  own." 


To  receive  information  on  the 
1999  Directory  of  Leading  Firms,  contact 
Chase  Associates  at  800-891-8455. 

To  receive  information  on  the 
1999  Business  Week/Architectural  Record  Awards 
when  it  becomes  available, 
call  888-242-4240. 


Valuable  Information  on  America's  Leading  Architectural, 
Engineering  and  Construction  Management  Firms  is 
Available  to  BusinessWeek  Readers 


For  more  information  on  the  following  firms,  select  from  the  three  options  listed  below. 
When  using  the  phone  or  internet  options,  all  firms  are  listed  in  the  November  2,  1998  issue. 


PHONEi 


Call  800-848-6708 
24  hours  per  day, 
7  days  per  week. 


INTERNET 


Log  onto  www. 
businessweek.com/BizLink 
for  info  and  hyperlinks. 


MAIL 


Fill  out  the  postage-paid 
reader  service  card  attached 
in  the  back  of  this  issue. 
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Discovering  a  way  to  deliver  plans  and  specs 
faster  than  Fed  Ex  was  an  inspi red  idea: 


^^Beam  me  up, 
Scotty„" 


VERY  VIA  SATELLITE 


ESS 


ELEVISION 


ROMANCING  THE 
RUGRATSCROm 

lacom  is  fighting  hard  to  hold  on  to  its  lead  in  youth  TV 


11  ■  Mhen  it  comes  to  reeling  in 
U^KV  young  TV  watchers,  it  has  been 
HbvB  hai'd  to  beat  Viacom  Inc.  Need 

'W  V  to  reach  grade  schoolers  with 
our  ads?  Ti-y  the  Nickelodeon  cable 
(lannel,  which  has  a  near-stranglehold 
n  the  2-  to  11-year-old  viewer.  High 
;hool  and  college  age?  Go  to  mtv.  Gen- 
!  through  boomers?  VHi. 
Trouble  is,  these  days  Viacom  has 
lenty  of  company  chasing  those  mar- 
ets.  Sports  channel  espn  has  been  air- 
ig  everything  from  spelling  bees  to 
aowboai-ding  competitions.  Time  Warn- 
r  Inc.  is  lacing  teen  hits  Dawson's 
■reek  and  Felicity  on  its  WB  Television 
letwork  with  full-length  songs  by  acts 
ke  Hootie  &  the  Blowfish  and  Savage 
rarden.  At  the  lucrative  children's  end 
f  the  market,  a  crop  of  competitors, 
icluding  Ted  TUmer's  Caitoon  Network 
nd  a  revitalized  Disney  Channel,  has 
een  luring  viewers  away  from  Nick, 
Wacom's  most-watched  channel.  "It's  al- 
ways a  gi'eat  thing  to  be  the  ftrst  in  a 
larket,"  says  Anne  M.  Sweeney,  presi- 
ent  of  Disney/ABC  Cable  Networks  and 
former  Nickelodeon  executive.  "What 
;  more  difficult  is  staying  there." 


To  do  just  that,  Viacom  has  been 
mounting  an  aggressive  counter-offen- 
sive. Since  1994,  when  the  alaiTn  bells 
were  sounded  during  a  strategic  I'eview, 
Viacom  has  spent  more  than  $500  mil- 
lion— serious  money  in  the  renm  world 
of  cable  TV — to  fight  off  its  suddenly  ro- 
bust competition.  And  the  music  channels 
are  staging  a  comeback.  The  average 
numbei'  of  people  watching  mtv  was  up 
15%  in  the  12  months  ending  in  Sep- 
tember, i-eversing  two  straight  yeai"s  of 
decline.  And  the  much  smaller  VHl  saw 
its  audience  gTow  by  more  than  twice 
that  rate.  Things  ai'en't  nearly  as  cheeiy 
at  Nick,  however.  After  almost  doubling- 
its  viewing  audience  between  1993  and 
1997,  viewersliip  is  slipping,  as  more  kids 
click  away  to  the  Caitoon  Network,  Fox 
Family  Channel,  or  broadcast  networks' 
kiddie  fare  (chart,  page  91). 
CASH  OUTFLOW.  In  this  crowded  cable 
world.  Wall  Street  is  looking  anxiously 
at  the  amounts  Viacom  needs  to  spend 
on  new  programming  for  its  channels 
to  stand  out.  In  mid-September,  two 
prominent  analysts,  citing  added  spend- 
ing on  cable  and  Viacom's  Blockbuster 
Enteitainment  unit,  cut  their  earnings 


i\>  A^rriOtt  R  E  WA  R  D 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  l»\zom:  Scottsdale  California: 
Beverly  Hills,  Indian  Wells,  Long  Beach, 
Los  Angeles,  San  Francisco  (2)  ^  Colorado:  Denver 

Washington,  D.C.  (2)  Florida:  Orlando  (2), 
St.  Petersburg  Georgia:  Atlanta  (3), 
Lake  Lanier  Hawaii:  Maui  Illinois:  Chicago, 
Oak  Brook,  Springfield     Maryland:  Baltimore 

Massachusetts:  Boston     Missouri:  St.  Louis 

New  York:  New  York,  White  Plains  Ohio: 
Cleveland  ■  Tennessee:  Nashville  Texas:  Austin, 
Dallas  (2),  Houston  Washington:  Seattle  » 
Canada:  British  Columbia:  Vancouver  Ontario: 
Niagara  Falls    South  America:  %xzi\\:  Sao  Paulo 

Car/bbea/):  Dominican  Republic:  Santo  Domingo 

Grenada:  St.  George's  Jamaica:  Ocho  Rios  » 
U.S.  Virgin  Islands:  St.  Thomas  furope:  Austria: 
Vienna  (2),  Salzburg    Czech  Republic:  Prague 

France:  Pans  Germany:  Chemnitz,  Cologne, 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig, 
Munich    Russia:  Moscow    Switzerland:  Zurich 

The  Netherlands:  Amsterdam  United  Kingdom: 
L  jndon  Heathrow     Turkey:  Antalya,  Istanbul 

Asia-Pacific:  China:  Hong  Kong  (3)  India: 
Goa  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo, 
Tokyo  Korea:  Seoul  Malaysia:  Kuala  Lumpur 
(2),  Melaka,  Sandakan  Myanmar:  Yangon 
Philippines:  Manila  Australia:  Sydney  ' 
Middle  East:  Egypt:  Alexandria  Israel: 
Jerusalem    United  Arab  Emirates:  Dubai 

Look  for  these  new  locations  opening  soon: 
United  Kingdom:  Gatwick,  Manchester,  Reading 
-  Israel:  Tel  Aviv 

Call  1-800-HOTELS-1 
or  visit  us  at  renaissancehotels.conn 


It's  time  for  a  Renaissance. 


A  Renaissance 
>^ers0n  seeks 
lotels  where 
oospitality  yj 
IS  kins. 


(No  matter  what  your  title. I 


1 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
IS  the  essence  of  Renaissance  Hospitality.   It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  80  Renaissance  Hotels 
and  Resorts  in  25  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com.  ^^V^^ 

It's  time  tor  a  Renaissance.  ^^lOf^ 

RENAISSANCE 

HOTELS  AND  RESORTS 

'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study"  Study  conducted  amon 
firqiic'i'  bjsiness  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study  ©1998  Renaissance  Hotels  International 


Media 


Rivals  like  the  WB  network  are 
poaching  young  viewers.  Viacom's 
answer:  A  slew  of  new  shows 


stimate  for  the  company.  NationsBanc 
lontgomery  Securities  Inc.  analyst  John 
inker  expects  cash  flow  from  the  cable- 
nannel  unit  to  grow  by  17%  for  the 
ear,  down  from  a  20%  rise  last  year, 
nd  to  slow  to  13%  growth  next  year. 
Reversing  that  trend  is  critical  to  Via- 
)m.  MTV  Networks  this  year  will  con- 
ibute  13%  of  the  company's  anticipated 
14.3  bUlion  in  revenue  but  30%  of  its  op- 
rating  cash  flow  of  $2.5  bOhon.  More- 
/er,  notes  Tinker,  the  cable  unit  and  its 
1%  profit  margins  will  represent  even 
lore  of  the  company's  fortunes  as  it 
)mpletes  the  $4.6  billion  sale  of  its  edu- 
itional  publishing  unit  to  Pearson  PLC 
id  the  planned  spin- 
if  of  Blockbuster  to 
public.  "They 


-MTV 


VH1 


0  1- 


■93-'94  -9^-'% 
A  MILLIONS  OF  VIEWERS 

DATA:  NIELSEN  MEDIA  RESEARCH 


le 

3ep  asking  me  to 
)end  money,"  Via- 
)m  Chainnan  Sum- 
3r  M.  Redstone  says 
'  his  MTV  Networks 
-ogrammers.  "I  hate 
jing  it,  but  look  at 
le  results  they're 
itting." 

Central  to  that 
)ending  strategy  is 
ore  original  pro- 
camming,  particu- 
rly  in  the  chilch'en's 
5ld.  Nickelodeon 
)ent  $350  million  to  build  a  72,000- 
[uai'e-foot  animation  studio  in  Biirbank, 
alif.,  doubled  the  channel's  animation 
aff,  and  will  churn  out  up  to  10  new 
lows  this  year  to  back  up  Nick  hits 
ich  as  Blue's  Clues  and  Rugrats.  In 
ctober,  Nickelodeon  also  launched  a 
!2  miUion  ad  blitz,  including  an  esti- 
ated  $10  million,  one-month  run  of 
itwork  spots  on  big  draws  like  ER  and 
he  Today  Show. 

XJES  CUT.  The  channel  is  also  tapping 
udio  expertise  at  Viacom's  Pai'amount 
ictures  unit  to  bring  The  Rugrats 
'ovie  to  theaters  on  Nov.  20.  "Nick- 
odeon  is  clearly  feeling  the  pressure, 
it  they're  reacting  appropriately,"  says 
<n  Mandel,  co-managing  dicector  at  Me- 
aCom,  the  media-buying  aiTn  of  Grey 
dvertising  Inc.  One  tactic:  In  an  ef- 
rt  to  stop  defections  among  its  adver- 
3ers,  media  buyers  say  Nickelodeon 
is  offered  to  ti-im  pre-aiTanged  1999 
ite  hikes  in  exchange  for  extending 
intracts  with  advertisers.  Meanwhile, 


VIACOM'S  MIXED  PICTURE 


MTV  and  VHl  are  picking  up 
as  Nickelodeon  slips 


the  programming  overhaul  seems  to  be 
working.  Boosted  by  new  shows  such 
as  The  Wild  Thornberrys,  ratings  of 
Nickelodeon's  8  p.m.  to  9  p.m.  "Nickel-0- 
Zone"  block  is  up  11%  since  September. 
"Even  with  all  the  competition  out  there, 
we're  still  getting  more  than  57%  of  the 
ad  market,"  says  Tom  Freston,  chair- 
man of  MTV  Networks. 

Viacom  knows  well  the  power  of  pro- 
gramming. Moribund  VHi  was  over- 
hauled in  1995  by  adding  such  new  fare 
as  documentary-style  profiles  of  rock 
stars  called  Behind  the  Music  and  Pop- 
Up  Video,  which  features  hreverent  cap- 
tions in  cartoonish  balloons  super- 
imposed on  music 
videos.  A  ratings  re- 
vival at  MTV  began 
last  year,  after  Via- 
com execs  realized 
the  channel  had 
strayed  too  far  from 
its  music  roots  with 
a  schedule  heavy  on 
game  shows  and  dra- 
mas. The  key  to 
MTV's  turnaround 
was  the  hiring  last 
year  of  Brian  Grad- 
den,  a  35-year-old 
former  Fox  program- 
ming exec  who 
helped  discover  the 
ureverent  cartoon  South  Park  for  Com- 
edy Central  (jointly  owned  by  Viacom 
and  Time  Warner).  Gradden  has  refo- 
cused  the  channel  on  music  with  new 
shows  like  Artist  Cut,  where  an  artist 
describes  the  making  of  a  song  or  video. 

And  the  channels  continue  to  go  be- 
yond straight  video  as  they  look  for 
ways  to  attract  viewer's.  For  the  fii'st 
time,  both  mtv  and  VHi  intend  to  fashion 
their  own  made-for-television  movies,  in- 
cluding biogi-aphical  features  on  fomier 
Beatles  John  Lennon  and  Paul  McCart- 
ney and  Latina  singer  Gloria  Estefan. 
As  long  as  such  new  fai-e  can  keep  view- 
ers tuning  in  at  home,  Viacom  can  also 
seek  growth  abroad — mtv  is  ah-eady  in 
85  countries  and  Nickelodeon  in  more 
than  100.  "These  ai-e  brands  our  compa- 
ny intends  to  nurture,"  says  Redstone. 
That  means  spending  more  money,  of 
couise.  Because  in  the  TV  business,  stay- 
ing young  doesn't  come  cheap  or  easy. 

By  Ronald  Grover  in  Los  A7igeles, 
with  Richard  Siklos  in  New  York 
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Renaissarl 
Person 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  know  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 


Are  You  A  Renaissance  Person? 


SHOULD  I  GET 


BLACK  AND  WHITE 


COLOR  PRINTER? 


Presenting  the  $1,495*  Tektronix  Phaser®  740L,  the  first  color-upgradable 
laset  printer.  Can  one  printer  really  go  from  producing  crisp  1200dpi  black 
and  white  documents  to  vibrant,  full-color  output?'Yes.  And  all  it  takes  is 
sliding  in  a  few  color  cartridges?  Yes.  .. 
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INVESTIGATIONS 


THE  cm 

THAT  SLEPT? 


The  new  Citigroup  inherits  a  tangle 
of  money-laundering  accusations 


It  was  a  major  step  in  one  of  the 
most  important  and  prominent  mon- 
ey-laundering cases  on  record.  On 
Oct.  20,  the  Swiss  government  in 
Beni  announced  it  had  compiled  suf- 
ficient evidence  to  prove  that  some  $95 
million  in  Svdss  bank  accounts  belong- 
ing to  Raiil  SaKnas  de  Gortaii,  the  jailed 
brother  of  the  foniier  Mexican  President, 
were  protection  payoffs  fi'om  drug  traf- 
fickei-s.  The  Swiss  fedei-al  prosecutor  pro- 
ceeded to  file  legal  papers  to  officially 
seize  most  of  the  funds,  which  had  lain 
doi-mant  since  shortly  after  Salinas'  1995 
arrest. 

All  of  this  had  been  expected.  But  it 
was  still  bad  news  to  two  vei-y  inter- 
ested parties  in  the  case:  John  S.  Reed 
and  Sanford  I.  ^iin 
Weill,  the  co-chair- 
men of  Citigroup 
Inc.,  the  product  of 
an  Oct.  8  merger  of 
Citicoq)  and  Travel- 
ers Group.  After  all, 
it  was  the  private 
bank  at  Citibank,  a 
unit  of  the  former 
Citicorp,  that  had 
transferred  most  of 
the  Salinas  money 
to  Switzerland. 
Now,  more  bad 
news  is  on  the  way. 
The  General  Ac- 
counting Office,  the 
congressional  watch- 
dog, soon  is  expect- 
ed to  issue  a  hard- 
hitting report  of 
Citibank's  involve- 
ment in  the  Salinas 
affair.  That  report 
may  lead  to  over- 


"CREATIVE  DESTRUCTION' 

Critics  say  CEO  Reed's  managing 


sight  hearings  next  style  leads  to  high  exec  turnover 


year    into     Citibank's  operations. 

Together,  the  Svdss  moves  and  the 
GAO  investigation  are  likely  to  revive  a 
long-stalled  Justice  Dept.  probe  of 
Citibank.  And  if  the  evidence  gathered 
by  the  dogged  Swiss  investigators  holds 
up,  even  Citibank  lawyers  concede  the 
lilteUhood  increases  that  the  bank  could 
be  indicted  for  money  laundering.  At 
CiticoiiD's  1997  annual  meeting.  Reed  ac- 
knowledged that  Citibank  "would  be  sub- 
ject to  criminal  indictment  and  convic- 
tion" if  the  government  were  able  to 
prove  Citi  transfen-ed  illicit  funds  over- 
seas. But  Reed  added  he  doesn't  believe 
the  government  will  be  able  to  make 
such  a  case,  and  said  that  the  bank  has 
done  nothing  wi'ong. 

As  serious  as 
Citi's  legal  problems 
seem  to  be,  the  wor- 
ries about  the  ven- 
erable bank  are 
more  fundamental. 
The  Salinas  case  is 
just  one  in  a  series 
of  blunders  by  Citi, 
the  third-largest 
commercial  bank  in 
the  U.S.  with  $331 
billion  in  assets.  A 
BUSINESS  WEEK  in- 
vestigation shows 
that  wliile  the  Sali- 
nas case  was  unfold- 
ing in  1995-96,  Citi's 
top  managers  either 
could  not  or  did  not 
move  .svriflly  enough 
to  prevent  similar 
episodes  from  occui-- 
ring,  and  thus  failed 
to  protect  the  bank's 
most  important  as- 
set— its  bi-and  name. 


CITI'S  LITANY  OF 
SLIP-UPS 

^  RAUL  SALINAS  Citibank 
private  bankers  transferred 
more  than  $80  million  for  the 
brother  of  former  Mexican 
President  Carlos  Salinas  to 
Swiss  accounts.  Swiss  prose- 
cutors on  Oct.  20  said  $95 
million  in  Swiss  accounts 
belonging  to  Raul  came  from 
drug  trafficking,  and  moved  to 
seize  the  funds.  This  could 
reinvigorate  a  stalled  grand  jury 
investigation  of  Citi  for  money 
laundering.  Salinas  says  the 
funds  are  legitimate  and 
denies  wrongdoing. 


Indeed,  just  as  the  Salinas  case  was 
breaking,  Citi  jjrivate  bankers  allowed 
the  spouse  of  another  head  of  state  to 
open  a  Swiss  bank  account,  wliich,  ac- 
cording to  Swiss  and  Pakistani  authori- 
ties, also  was  used  to  launder  ill-gotten 
gains.  Citi  farther  failed  to  detect  a  six- 
yeai;  multimillion-dollar  fi-aud  against  it 
by  one  of  its  own  private  bankers.  And 
earlier  this  year,  Citi  closed  a  deal  to 
buy  a  troubled  Mexican  bank  only  to  dis- 
cover a  week  later  that  while  it  had  been 
doing  due  diligence,  the  U.  S.  govern- 
ment was  conducting  a  sting  ojjeration — 
and  had  laundered  drag  money  tlirough 
the  Mexican  bank's  branches — right  un- 
der Citi's  nose. 

HIGHLY  DECENTRALIZED.  Wonies  about 
the  bank  come  at  a  critical  moment  in  its 
histoiy.  The  newly  minted  Citigi'oup,  with 
total  assets  of  .$751  billion,  hopes  to  suc- 
ceed as  a  global  financial  supermarket. 
But  the  sheer  size  and  bi-eadth  of  the 
new  gToup  gives  regulator  pause.  It  will 
be  lai'gely  self-regiilating,  even  more  than 
other  lai'ge  financial  institutions,  because 
it  offers  more  sei-vices  and  has  more  op- 
erations overseas.  Federal  overseei's  are 
left  monitoiing  the  risk-management  sys- 
tems CitigToup  puts  in  place.  The  com- 
pany thus  is  reliant  more  than  ever  on  its 
internal  cultui'e  and  controls  to  prevent 
disasters.  But  Citi's  recent  histoiy  indi- 
cates that  these  systems  may  need 
rethinking. 

Citi  has  always  been  highly  aggi'es- 
sive  in  going  after  mai'ket  shai'e  and  is  a 
recogTiized  innovator.  But  the  bank  pits 
managers  against  one  another  in  a 
process  that  Citi  execs  call  "creative  de- 
struction." Managers  who  meet  their 
goals  ai'e  kept  on,  wliile  those  who  don't 
are  quickly  pushed  out.  Regulators  and 
fomier  executives  are  concerned  about 
the  liigh  tiuiiover  among  senior  manage- 
ment, wMch  may  leave  the  bank  short  of 
seasoned  execs  and  perhaps  adequate 
checks  and  balances.  Piior  to  the  merger, 
in  fact.  Reed  had  no  heir  apparent.  The 
bank  also  is  higlily  decentralized,  making 
it  difficult  for  marcliing  oi'ders  to  trickle 
down  to  the  operating  level,  or-  to  be  en- 
forced once  they  do.  Wliile  these  attrib- 
utes alone  didn't  cause  Citi's  recent 
mishaps,  regulators,  law-enforcement  of- 
ficials, and  former  managers  all  agTee 
that  they  played  a  role.  Citi  spokesman 
Richard  J.  Howe  says  management 
turnover  and  internal  competition  are 
not  unusual  for  a  bank  of  Citi's  size,  and 
that  while  Citi  is  decentralized,  tighter 
risk  management  and  other  controls  put 
in  place  by  Reed  have  greatly  improved 
the  ability  of  senior  managers  to  oversee 
operating  luiits. 

Despite  the  alhance  with  Tr'avelers, 


^  BENAZIR  BHUTTO  AND 
ASIF  ALI  ZARDARI  Citi  s  pri 
vate  bankers  opened  Swiss  bank 


Prime  Minister  and  her  husband, 
which  the  Pakistan  government 
alleges  were  used  to  transfer  some 
$40  million  in  bribes  and  kick- 
*M       backs  out  of  country.  While  Bhutto 
and  Zardari  await  trial  on  charges 
by  Pakistan  and  Swiss  officials, 
they  claim  the  case  is  a  political 
vendetta.  Citi  denies  wrongdoing. 


^  BANCA  CONFIA  A  week  after 
Citicorp  closed  the  deal  to  buy 
this  small  Mexican  bank,  it  was 
indicted  by  the  U.S.  Justice 
Dept.  for  money  laundering. 
While  Citi  was  conducting  due 
diligence,  a  U.S.  Customs  sting 
operation  was  carried  out  under 
Its  nose.  Citi  says  it  wasn't 
responsible  for  Confia's  actions. 

^  CARLOS  GOMEZ  A  former 
New  York-based  private  bank 
employee,  Gomez  for  six  years 
carried  out  a  multimillion-dollar 
fraud  by  forging  signatures  of 
Mexican  clients.  Gomez  pleaded 
guilty  in  April. 

DATA:  BUSINESS  WEEK,  COURT  DOCUMENTS 
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which  has  a  risk-averse  culture, 
Citi's  cultiu'e  is  hkely  to  prevail, 
especially  overseas  where  Citi  al- 
ready is  in  100  countries.  Many  of 
these  countries  are  emerging  mar- 
kets without  strong  hanking  cus- 
toms or  an  established  rule  of  law 
to  enforce  standards  of  conduct, 
while  Citi  has  profited  fi'om  its  access  to 
the  loiling  elite,  that  enti'ee  also  exposes 
it  to  the  abuses  of  crony  capitalism,  or 
even  outiight  corruption. 

Reed  acbiiitted  the  inherent  dangere  of 
the  bank's  global  strategy  at  an  April, 
1998,  Seciu'ities  &  Exchange  Commis- 
sion conference.  "Money  laundering  is  a 
major  problem  for  us  because  of  the  mai- 
kets  we  operate  in,"  said  Reed.  "We've 
been  forced  to  institute  some  new  proce- 
dures to  protect  oiu'selves."  One  such 
new  procedui'e,  put  in  place  only  last  fall, 
requires  all  Citibank's  private-bank 
branches  to  comply  with  a  luiifonn  pobcy 
to  fight  money  laundering,  including  ob- 
taining numerous  details  about  the  ori- 
gins of  a  customer's  fimds.  Previously, 
each  Citibanl<  region  had  its  own  compli- 
ance inle  book. 

"WINDOWS  ON  RISK."  Despite  the 
mishaps,  Reed  wins  kudos  foi-  refocusing 
the  bank  away  from  corporate  lending 
and  toward  global  consumer  banking. 
And  he  restored  its  profitability  after 
the  debacle  of  the  1980s  and  eaiiy  1990s, 
when  Citi  was  brought  to  the  brink  of 
insolvency  due  to  heavy  losses  in  its 
real  estate  portfolio  and  by  overlending 
to  Latin  America.  Now  Citi  is  riding 
high:  In  the  fii'st  nine  months  of  this 
year,  net  income  is  up  6%  to  .$2.7  billion 
on  revenues  of  .$18.9  billion,  up  9%  from 


"MR.  TEN  PERCENT" 

Citibank  sent  millions 
offshore  for  Raul  Salinas, 
brother  of  the  former 
Mexican  President 


the      1997  period. 

Since  its  loan  trou- 
bles. Reed  also  has 
sought  to  prevent  more 
meltdowns  by  estab- 
lishing the  "Windows  on 
Risk"  committee,  which 
consists  of  top  man- 
agers who  meet  often 
to  evaluate  lending,  un- 
dei-wiiting,  ti-ading,  and 
other  risks  around  the 
world.  The  committee, 
for  example,  tries  to 
spot — and  connect — ex- 
cessive lending  to  any 
single  industry,  coimtiy, 
or  client.  Reed  also 
touted  a  new  state-of- 
the-ait  anti-money-laim- 
deiing  progi"ain,  wliich  oflen  was  cited  by 
regulators  as  the  best  in  the  mdustiy. 
Now  they  wonder  what  went  wrong. 
Says  Ronald  K.  Noble,  a  New  York  Uni- 
versity professor  and  former  Ti'easuiy 
Under  Secretary  for  Enforcement:  "Be- 
fore Salinas,  I'd  have  said  Citi  had  the 
right  culture.  But  now,  I  just  don't 
know." 

One  theory:  Citi's  str-ategy  of  expand- 
ing into  new  mar'kets  by  comting  political 
elites  and  wealthy  business  leaders 
means  that  the  bank  knows  its  customer's 
too  well  and  can't  afforxl  to  alienate  them 


by  rejecting  their  business.  Not  on 
would  that  delay  ambitious  revenue  goa 
but  it  also  might  hiut  Citi's  reputation 
the  very  echelons  of  society  it's  trying 
attr-act.  "Citi  had  the  reputation  for  beii 
both  aggr'essive  and  clean,"  adds  Nobl 
"But  over-night,  Citi  went  from  being  tl 
standar'd-bear-er  of  loiow-your-custom 
to  the  pr'oblem  child  of  what  could 
wr'ong  if  you  have  the  wr-ong  customers 

This  is  appar-ent  in  the  Salinas  case 
the  one  that  most  thr-eatens  Citi.  Ra 
Salinas  has  been  in  jail  since  Febrniar 
1995,  on  charges  of  illicit  enrichme 
and  conspir'acy  to  commit  murder, 
the  highly  publicized  case.  New  Yor 
based  Citibank  r-elationship  manag 
Amy  C.  Elliott,  who  specializes  in  ha 
dling  wealthy  Mexicans'  money,  open 
accounts  for  Salinas  in  New  York,  Lc 
don,  and  Zurich  in  the  spring  of  195 
Pr-eviously  he  had  been  using  false  ide 
titles  and  passports  to  transfer  mon 
on  his  own  to  Swiss  banks  witho 
alerting  Mexican  authorities.  Accordi 
to  law-enfor'cement  officials,  Elliott 
stead  used  a  web  of  concealed  mon 
flows,  dubbed  the  "Confidas  system," 
move  mor-e  than  $80  million  offsho: 
Elliott  is  still  at  Citi  and  an  employee 
good  standing.  Thr-ough  her-  lawye 
she  declined  comment. 

Tlie  system  consisted  of  a  trnist,  wk 

BUILDING  A  CASE 

Swiss  prosecutor  del  Ponte  (cen- 
ter) and  police  chief  Roschacher 
(right)  seized  Salinas'  accounts 


fJobody  ever  said  running  a  business  was  going  to  be  easy.  Of  course,  there  are  ways  to  mai<e  yours  more 
lapable.  More  competitive.  More  connected.  Tal<e  3Com  networking  solutions  for  growing  companies.  They'll  help 
>ou  make  the  most  of  everything  from  e-mail  to  e-commerce.  Visit  www.3com.com/moreconnectedbusiness  for  the 
acts.  And  discover  why  3Com  has  connected  more  people,  to  more  networks,  in  more  ways  than  any  other  company. 
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PAKISTANI  PARALLEL 

Asif  Zardari,  husband  of  ousted  Pakistan  leader 
Benazir  Bhutto,  deposited  $40  million  into  a  private 
Swiss  account  as  the  ovmer  of  Capricorn  Ti-ading 

■me  CITIBANK  PIVVATB  BANK 
SVWTZERMND 


Form  A 

Connecting  (unnei: 


VeriUcaUon  of  (he  Beneficial  Owner's  Identity 

ifcim  h  as  DC'  An  3  a/xJ  ■!  COBJ 
rne  i;nde/s<giecf  ne'co)'  oec/a'-es. 


assets  aeposiieO  with  tna-  Mnk  is. 


was  called  Ti'occa  Ltd.,  that  held  Sali- 
nas' funds.  Ti'occa's  du-ectors  were  Cay- 
man Islands  shell  coiporations.  Ti'occa  it- 
self was  ran  by  a  Swiss  tmst  company 
and  a  Citi  subsidiary  that  was  called 
Confidas.  In  a  statement  to  Swiss  police, 
Salinas  said  that  if  he'd  knowii  about  the 
Confidas  system  earlier,  he  never  would 
have  resorted  to  using  the  false  pass- 
ports. 

The  bank  appears  to  have  violated 
several  of  its  ovm  internal  rales.  P"'ii'st, 
Elliott  did  not  ask  Salinas  for  two  bank 
references,  as  Citi  guidelines  dictate.  As 
a  vice-president,  Elliott  had  the  authori- 
ty to  waive  that  I'equii'ement  and  substi- 
tute other  refei'ences,  but  Citi  won't  say 
whether  she  did  so  with  Salinas.  Second, 
as  the  brother  of  Me.xico's  then-Presi- 
dent, Raiil  could  have  been  turned  down 
altogether  because  of  what  one  former 
Citi  e.xec  says  is  another  i-ule:  that  pri- 
vate bankei-s  should  be  waiy  of  accepting 
heads  of  state  and  their  families  as  cus- 
tomers. A  Citi  spokesman  says  the  bank 
does  not  forbid  pubhc  officials  from  open- 
ing accounts,  even  though  other  West- 
ern banks  inci'easingly  are  refusing  to 
do  so  because  of  the  risks  involved. 
KNOW  YOUR  CUSTOMER.  Citibank  may 
have  fuither  stumbled  when  it  took  Sali- 
nas on  as  a  customer  without  knowing 
the  source  of  his  funds.  Like  all  banks, 
Citi  has  strict  know-youi-customer  rales 
that  are  meant  to  protect  it  ft'om  prose- 


cution under 
federal  money- 
laundering 
laws,  which  re- 
quii'e  banks  to 
make  sure 
their  clients' 
llinds  ai'e  legal.  A  Citi 
spokesman  declines  to  comment  on 
whether  Elliott  ever  asked  SaUnas  for 
such  veiification.  Says  a  foimer  top  Fed- 
eral Reserve  official:  "If  it  wasn't  money 
laundering,  it  was  reckless  disregai'd  for 
the  fi'ancliise  name." 

Soon,  the  money  flow  into  the  account 
became  a  toiTent,  readiing  an  astoimding 
.$50  million  in  mid-1993.  Raiil  Sahnas  pre- 
viously had  been  collecting  only  a 
$192,000  government  salary.  Two  gov- 
ernment soui'ces  say  Citi  never  filed  a  re- 
port to  alert  the  Ti-easmy  Dept.  to  the 
lai'ge  amounts  of  money  Salinas  was  fun- 
nelling overseas.  Citi  declined  comment. 
A  soiu'ce  with  knowledge  of  Citibank's 
actions  says  that,  even  if  the  bank  didn't 
know  where  Raul  Salinas'  money  came 
fi'om,  it  had  reasons  not  to  cjuestion  him: 
First,  Carlos  Salinas  de  Gortari,  his 
brother,  was  then  the  highly  respected 
President  of  Mexico;  and  second,  it  was 
plausible  for  the  Fu'st  Brother  to  have 
had  access  to  a  lot  of  money  because  he 
had  mamed  into  wealthy  families  two 
times.  Besides,  the  soiux-e  argues,  there 
simply  was  no  reason  to  suspect  Raiil 
Salinas  then. 

But  even  on  that  point,  Citi's  case  may 
be  weak.  Law  enforcement  agents  as- 
signed to  Mexico  at  the  time  say  street 
talk  about  Raul  Salinas  centered  on  liis 
reputation  as  "Mi:  Ten  Percent,"  meaning 
that  government  deals  awarding  him  a 
10%'  cut  often  got  priority.  "The  ramors 


of  corraption,  kickbacks,  antl  influent 
peddling  all  were  being  talked  about  ba< 
in  li:t92,"  says  Jorge  G.  Castaneda,  a  we 
Ivnown  Mexican  political  scientist.  "[Cit 
should  have  asked  questions,  obviousl 
about  where  the  money  they  were  mo 
ing  was  coming  fi'om." 

With  investigators  bearing  down  c 
Salinas'  alleged  involvement  with  dii 
lords,  Citi's  legal  situation  could  get  pr 
caiious.  Swiss  Federal  Prosecutor  Cai- 
del  Ponte  now  claims  she  has  amass( 
evidence  that  Salinas  used  his  positi( 
as  Fu'st  Brother  to  protect  Colombif 
drag  cailels'  shipments  tlu'ough  Mexic 
to  the  LT.  S.  "Raul  Salinas  was  makir 
enormous  sums  of  money  from  tl 
Medellin  and  Call  cartels  and  shippii 
it  to  Switzerland,"  mostly  via  Citiban 
says  Valentin  Roschacher,  chief  of  tl 
Swiss  federal  police  unit  handhng  tl 
case.  He  says  there  is  no  indication  th 
Carlos  Salinas,  Mexico's  President  fro 
1988-94,  was  uwolved. 

If  the  Swiss  evidence,  which  so  f; 
consists  of  statements  fi"om  78  most 
unnamed  witnesses,  holds  up  in  coui 
and  if  the  U.  S.  can  show  that  Citibar 
turned  a  blind  eye  to  warnings  aboi 
Raiil  Salinas,  the  bank  could  be  subje 
to  money-laundeiing  chai'ges  in  the  U. 
Legal  experts,  however,  caution  that  tl 
Swiss  are  bringing  a  civil  forfeitui'e  ar 
not  a  criminal  case,  and  so  their  sta: 
dai'd  of  proof  is  lower  than  what  a  U. 
prosecutor  would  require.  While  tl 
Swiss  have  moved  to  confiscate  Raiil  Sa 
nas'  funds,  they  simultaneously  droppt 
their  own  case  against  him,  and  instei 
deferred  any  criminal  prosecution 
Mexican  authorities.  Meanwhile,  SaUna 
lawyers  say  that  the  case  rests  heavi 
on  um-ehable  witnesses,  such  as  convic 
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ed  dnig  smugglers,  and  insist  that  the 
money  came  not  fi-om  ding  traffickers 
but  from  wealthy  friends  who  wanted 
Salinas  to  invest  it. 

Still,  trouble  with  the  Salinas  accoimts 
didn't  detej-  Citibank  from  performing 
many  of  the  same  seivices  for  other  pub- 
lic figures.  Citi,  for  example,  opened  pri- 
vate bank  accounts  in  Geneva  for  Asif  Ali 
Zardiui,  husband  of  then-Piime  Minister 
of  Pakistan  Benazu-  Bhutto,  in  199-5.  The 
application  was  for  a  British  Virgin  Is- 
lands company  called 
Capricorn  Trailing,  but 
documents  obtained  by 
BUSINESS  WEEK  cleaiiy 
show  that  Citibank  un- 
derstood Zai'daii  to  be 
the  owner  (see  gi-aphir, 
page  98).  Zardari,  fni 
example,  gave  liis  ad- 
dress as  BDawal  House 
in  Karachi — the  Pak- 
istani ecjuivalent  to  the 
White  House  or  10 
Downing  Street. 

Within  months, 
Zai-daii  deposited  some 
.$40  million  into  the  ac- 
counts. The  ftrnds,  the 
Pakistani  government 
chai'ges,  ai-e  just  a  por- 
tion of  some  .$1  billion 
Zardaii  and  Bhutto  re- 
ceived in  bribes  and 
payoffs  from  govern- 
ment contractors.  Both 
are  awaiting  trial  now  that  criminal 
charges  have  been  brought  against  them 
by  Pakistani  and  Swiss  officials.  Tlie  cou- 
ple claims  the  chai-ges  ai-e  pait  of  a  po- 
litical vendetta  by  incimibent  Prime  Min- 
ister and  Bhutto  ar'chenemy  Nawaz 
Sharif. 

The  par-allels  between  Zar-daii  and 
Salinas  ar-e  almost  eerie.  Zar-dari,  too,  is 
known  as  Mr.  Ten  Percent  in  his  home 
country.  He  is  cmrently  in  jail  in  Pak- 
istan on  char-ges  of  miu'der  in  connec- 
tion vrith  the  1996  death  of  Bhutto's  es- 
tranged br-other-.  Zardari  already  had 
spent  two  years  in  jail  on  corruption 
charges. 

"COLD  FEET."  A  Citibank  soiu'ce  says  the 
bank  uncovered  Zardari's  alleged  mon- 
ey laundering  in  mid-'96.  And  less  than 
18  months  after  opening  his  accounts, 
Citi  private  bankers  closed  them  and  be- 
gan cooper-ating  with  investigators  in  Is- 
lamabad. But  Bhutto  allies  suggest  they 
acted  only  when  the  political  winds  shift- 
ed in  Pakistan  and  it  appeared  Bhutto 
would  be  ousted.  Citi  spokesman  Howe 
says  "that  allegation  is  nonsense." 

Most  observer's  doubt  Citibank  will 
get  ch'agged  into  the  legal  case  now  that 


two  top  Citi  execs  who  ar-e  Pakistani  na- 
tives ar'e  pla\ing  leading  roles  in  advising 
the  governiment.  One  is  Shaukat  Taiin, 
who  is  on  leave  as  Citi's  most  senior-  of- 
ficer in  Pakistan  while  pr-eparing  the 
country's  lar-gest  bank,  Habib  Bank  Ltd., 
for  privatization.  Citibank,  the  largest 
for-eign  bank  in  Pakistan,  is  advising  the 
govei-nment  on  the  deal.  The  other, 
Shaukat  Aziz,  heads  up  the  Citibank  pri- 
vate bank  and  is  rumored  to  be  in  line 
for-  Finance  Minister  A  Citi  spokesman 


DUE  DILIGENCE? 

Mexicans  protest  money  laundering  outside  Banca 
bought  the  bank  one  week  before  it  was  nailed  in  a 


says  Aziz  has  consistently  turned  down 
such  offers  in  the  past. 

Despite  the  near-  miss  in  Pakistan  and 
the  scr-utiny  of  the  Salinas  account. 
Citibank  officials  earlier  tliis  year-  fomid 
themselves  enmeshed  in  another  enibai-- 
r-assment — the  pending  acquisition  of 
Banca  Confia,  a  small,  tr-oubled  Monter- 
rey (Me.xico)  bank. 

In  1996,  the  U.  S.  Customs  Ser-vice  be- 
gan planning  an  elaborate  sting  oper-ation 
to  snare  Mexican  banks  suspected  of 
laimdering  chug  money.  Contra  had  been 
the  subject  of  rnmor-s  about  shady  deal- 
ings involving  offshore  accounts  and 
fr-audulent  investment  schemes.  Indeed, 
when  first  approached  by  under-cover 
agents  in  1997,  bankers  in  one  Confia 
branch  wer-e  so  eager  to  help  disgause 
what  they  were  told  were  Colombian 
di-ug  proceeds  that  they  suggested  ways 
to  impr-ove  Customs'  money-laundering 
sham. 

Within  weeks,  Confia  began  accepting 
money  confiscated  fi-om  dr-ug  dealer-s  off 
the  streets  of  Chicago  and  New  Yor-k. 
In  the  eight  months  prior  to  Febr-uar-y, 
1998,  Customs  agents  moved  .$24  million 
in  22  separate  transactions  tht-ough  Con- 


fia accounts  in  New  York,  Mexico,  ar 
the  Cayman  Islands.  For  its  labors,  Co 
fia  received  neariy  $1  million  in  commi 
sions — and  an  indictment  on  May  18.  C 
had  announced  its  interest  in  Confia  tl 
previous  summer-  and  closed  the  deal 
May  11,  just  one  week  before 
indictment. 

Accoi-ding  to  infor-med  soiu-ces,  C 
now  claims  that  its  auditors  did  uncov 
the  money  laimdering,  but  were  not 
lowed  by  the  Mexican  gover-nment  to 
vestigate  it.  kpmg  Pe 
Mar-wick,  which  w 
liir-ed  to  examine  Co 
fia's  books,  declines 
comment.  A  Citibai 
spokesman  also  refus 
to  comment  but  poir 
out  that  Citi  was  n 
r-esponsible  for  Con 
imtil  after  the  sale. 

Citibank  didn't  < 
tect  for  six  year's  t 
unauthorized  trans; 
tions  of  its  own 
vate  banker,  Carl 
Gomez,  who  was  e 
ployed  in  New  York 
an  assistant  to  privj 
banker  Elliott.  Fr( 
1990  until  his  i-esigi 
tion  in  1997,  Gom 
obtained  fr-audulc 
loans  by  forging  sigi 
tures  of  two  ba 
clients  and  by  usi 
the  names  of  fictitious  clients.  Altoge 
er,  Gomez  pleaded  guilty  to  defr-audi 
Citi  of  $18  million,  which  he  used  to 
nance  a  glamor-ous  lifestyle.  Citi  a 
takes  cr-edit  for  eventually  uncoveri 
Gomez'  deceptions,  but  it  didn't  do 
until  a  r'outine  audit  was  done  or 
Gomez  left  the  bank. 

Citi  spokesman  Howe  says  that  ar 
time  the  bank  has  a  problem,  "we  dr; 
lessons  from  it.  We  reemphasize  t 
importance  of  know-your-customer  a 
other  compliance  policies.  We  do  tl 
globally  and  I'outinely."  Because  of  t 
Gomez  case,  for  example,  Citi  requii 
mor'e  senior  officer's'  signatur-es  on  lo 
documents  and  more  face-to-lace  me 
ings  with  clients. 

There  is  a  br-oader  lesson  in  all  tl 
Most  attention  these  days  focuses 
the  financial  stability  of  ban! 
Citibank's  experience  shows  that  t 
franchise  of  even  the  most  profita 
bank  can  be  tarTiished  by  a  single  qu 
tionable  customer-. 

By  Paula  Dwyer  and  Stet 
Solomon  in  Washingtori,  with  G 
Smith  in  Mexico  City  and  John  Pai 
in  Bern,  Switzerla'ud 


Confia.  Citi 
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BY  GENE  G.  MARCIAL 

IS  A  PROWLER 
CASING  PinWAY? 

Bottom-fishing,  says  value  investor 
Scott  Black,  president  of  Delphi 
Management  in  Boston,  is  the  way  to 
go  right  now.  So  fai;  his  catch  has  been 
handsome:  He  snapped  up  150,000 
shares  of  Tommy  Hilfiger  when  it 
dropped  to  34  in  mid-October,  down 
from  70  in  late  June;  it  has  since  risen 
to  40.  And  when  Ross  Stores,  which 
hit  50  in  July,  fell  to  24  in  October, 
Black  bought  225,000  shares.  It's  now 
34.  Wliat's  Black's  latest  find?  Pittway 
(pry),  a  maker  of  burglar-  and  fire- 
alarm  equipment. 

Now  at  22,  the  stock  hit  32  in  June, 
and  Black  feels  that,  at  worst,  it's 
worth  31 — about  the  company's  esti- 
mated breakup  value.  "That's  a  very 
conservative  estimate,"  according  to 
Black,  "of  Pittwa/s  assets" — which  in- 
clude 30%  of  Cylink,  a  supplier  of  net- 
work-infoiTiiation-security  products,  and 
4.2%  of  U.  S.  Satellite  Broadcasting,  a 
provider  of  subscription  TV  progi'am- 
ming.  Mario  Gabelli,  who  holds  13% 
of  Pittway,  says: 
"It's  a  good 
grovv^th  company 
and  a  good  cash 
generator — and 
it's  very  share- 
holder-oriented." 

Black  is  defi- 
nitely gung  ho 
about  Pittway's 
fundamentals,  but 
he's  also  awai'e  of 
the  consohdation 
in  the  security 
industiy.  "I  see  it 
~  as  a  well-man- 

aged, undervalued,  asset-rich  compa- 
ny," says  Black.  He  notes,  however, 
that  Tyco  International,  a  leader  in 
alarm  services,  has  been  buying  com- 
panies and  might  find  Pittway  attrac- 
tive. "I  wouldn't  be  suiprised,"  he  adds, 
if  Tyco  made  a  move.  Last  year,  it 
bought  ADT  Holdings,  a  major  provider 
of  monitoring  services  in  ilif  U.  S.  and 
Britain. 

Any  deal,  however,  wouk-  liave  to 
be  friendly:  The  Hams  family,  i  eaded 
by  Pittway  Chairman  Neison  l';!rris 
and  his  son.  President  and  ceo  K:i:g 
Harris,  owns  some  40%>  of  the  stock. 

Black  figures  that  Pittway,  which  in 


BLACK:  It's  time  to 
go  hottoyn-fishing 


December  spun  off  its  Penton  Publish- 
ing unit  to  shareholders,  will  earn  a 
spHt-adjusted  $1.80  a  share,  fully  di- 
luted, next  year,  up  fi'om  an  estimated 
operating  earnings  of  $1.55  in  1998. 

ALL  SET  FOR 

A  HOT  BLAST  AT  USX 

*  I  nvestors  must  keep  liquid  to  stay  in 
I  the  game,"  says  Vince  Carino,  who 
until  recently  did  just  that.  In  late 
July,  Carino,  president  of  Greenhaven 
Capital  in  Palo  Alto,  Calif.,  switched 
to  the  defensive  by  upping  his  cash 
position  from  5%  to  50%.  In  early 


HAMMERED  DOWN 
PRETH  HARD 
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October,  he  start- 
ed buying  again, 
picking  companies 
that  he  felt  had 
been  severely 
punished  by  the 
market.  One  of 
his  top  choices: 
U.SX-U.  S.  Steel 
Group  (x),  which 
has  been  in  the 
doghouse  all  yeai". 

From  42  in  late 
April,  the  stock 
slumped  to  20  in 
September,  before 
inching  up  to  23 
on  Oct.  20.  Cari- 
no says  USX  is  due  for  a  snapback.  The 
catalyst,  he  says,  is  the  dollar's  recent 
weakness  against  the  yen.  usx's  prod- 
ucts, he  says,  will  now  have  a  chance 
to  compete  with  the  low-priced  steel 
produced  by  the  Japanese,  because  of 
the  less  expensive  dollar. 

"USX  is  among  the  stocks  we're  bet- 
ting on  to  produce  surprise  earnings 
on  the  upside,"  says  Carino.  And  when 
the  fear  factor  dissipates  and  is  re- 
placed by  greed,  "the  big  investors 
looking  for  cheap,  undei-valued  stocks 
will  rediscover  the  cyclicals — among 
them  USX,"  he  argues. 

Analysts  have  been  cutting  their 
earnings  estimates  on  steelmakers, 
partly  because  the  General  Motors 
strike  depressed  demand  and  partly 
because  of  lower  steel  contract  prices. 
Prudential  Securities  analyst  Kenneth 
Hoffman  was  among  those  who  cut  es- 
timates, but  his  rating  on  the  stock  re- 
mains a  "strong  buy,"  with  a  12-month 
price  target  of  54.  "We  are  in  the  be- 
ginning stages  of  a  three-to-five-ye. 
global  steel  bull  market,"  says  Hoff- 
man, and  he  thinks  usx  is  one  of  the 
"vastly  undervalued"  steel  stocks. 


WIDER  HORIZONS 
AT  MASTEGH 

Like  the  shai-es  of  most  other  tech- 
nology companies,  Mastech  (mast) 
has  been  on  a  roller-coaster  ride.  After 
slumping  fi'om  30  in  Api-il  to  16  in  mid- 
October,  Mastech  is  rising,  hitting  20  on 
Oct.  20.  Indeed,  some  think  this  infor- 
mation technology  outfit  is  on  its  way 
to  the  mid-30s.  What's  the  scoop? 

For  one  thing,  Mastech,  which  pro- 
vides supplemental  staffing  and  soft- 
ware services  to  600  clients  worldwide, 
just  signed  a  contract  with  General 
Electric,  according  to  ceo  Sunil  Wad- 
hwani.  "This  ge  contract  could  sub- 
stantially add  to  our  top  and  bottom 
lines,"  he  adds.  The  company  has  been 
beating  analysts'  forecasts  in  the  past 
five  quarters  and  is  expected  to  do  so 
again  in  1998  and  1999.  On  Oct.  29, 
Mastech  will  report  third-quarter  earn- 
ings, which  will  probably  beat  analysts' 
consensus  estimate  of  18c  a  share,  says 
a  New  York  money  manager. 

John  Mahoney,  an  analyst  at  Ray- 
mond James  &  Associates  in  St,  Pe- 
tersburg, Fla.,  expects  Mastech  to  earn 
68(2  a  share  this  year  and  910  in  1999, 
up  from  36^  in  1997.  Revenues  will 
jump,  he  predicts,  to  $472  million  in 
1999  from  an  estimated  $368  million  in 
1998,  vs.  1997's  $240  million. 

Analyst  Thomas  Neuhaus  of  Scott 
&  Stiingfellow  Financial  says  the  stock 
is  a  "compelling 
value,  with  its  LATELY, 
strong  potential  A  ROUGH  RIDE 
revenue  and  earn- 
ings growth."  He 
notes  that  Mas- 
tech's  broad  client 
list — in  manufac- 
turing, communi- 
cations, and  tech- 
nology— wiU  allow 
the  company  "to 
grow  through  any 
downturn  in  any 
one  technology 
area."  Mastech 
provides  such  ser- 
vices as  client- 
server  design,  Year  2000  solutions,  and 
Internet-Intranet  pi-ograms.  "Mastech 
has  the  infrastincture  to  become  a  $1 
billion  company  by  2002,"  he  says 
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Sports  Business 


BASEBALL 


A  GRAND-SLAM 


SEASON 


On-field  glory  has  burnished  baseball's  business  prospects 


This  baseball  season  will  forever  be 
remembered  for  the  September 
home-inn  heroics  of  Mai*k  McGwire 
and  Sammy  Sosa,  but  it  was  ap- 
pai'ent  as  early  as  May  17  that  the  gods 
were  smOing  on  the  game  again.  On  that 
day,  the  New  York  Yankees'  David  Wells 
pitched  the  fifteenth  perfect  game  in  ma- 
jor-league histoiy.  Nonnally,  the  Yanks 
would  have  been  lucky  to  draw  20,000 
to  a  spring  tilt  against  the  Minnesota 
Twins.  But  because  Wells  staked  his 
claim  to  immortality  on  Beanie  Baby 
Day,  a  packed  house  of  49,820  cheered 
him  on.  The  Yankees  beat  the  Twins  4-0, 
and  thousands  of  Idds  left  Yankee  Stadi- 
um with  a  stuffed  animal  and  a  memoiy 
to  last  a  lifetime. 

That  was  the  season  in  a  nutshell: 
extraordinary  athletic  performance  en- 
hanced, for  a  change,  by  spot-on  mar- 
keting. But  now  that  baseball  has  Amer- 
ica's attention  again  and  the  1998  World 
Series  is  drawing  to  a  close,  can  the 
sport  maintain  its  momentum?  It  is 
highly  unlikely  that  the  new  single-sea- 
son home-nm  record  of  70  will  fall  next 
year,  or  that  anyone  will  pitch  another 
perfect  game,  or  that  any  team  will 
top  the  Yankees'  new  American  League 
record  of  114  wins.  So  the  real  issue  is 
how  does  Major  League  Baseball  (MLB) 
transform  the  excitement  generated  by 
this  quasi-mu-aculous  conflation  of  events 
into  enduring  enthusiasm  for  the  na- 
tional pastime. 

Certainly,  the  business  of  baseball 
has  already  gotten  plenty  of  bounce 
from  this  season.  For 
stailers,  the  on-field  bril- 
liance finally  got  fans  to 
stop  fixating  on  the 
players'  strike  that 
caused  the  1994  World 
Series  to  be  canceled. 
"The  memory  of  1994 
will  never  go  away,  but 
we're  as  over  it  as  we'll 
evei-  be,"  says  Paul  Beeston,  mlb's  pi-es- 
ident  and  chief  operating  officer.  "People 
don't  talk  about  it  any  more  when  they 
v^alk  baseball." 


Beeston  himself  is  an  integral  factor 
in  the  case  for  optimism.  A  longtime 
Toronto  Blue  Jays  executive,  Beeston 
was  installed  in  the  newly  created  posi- 
tion of  MLB  president  in  August,  1997. 
He  filled  a  management  void  that  had 
bedeviled  the  sport  ever  since  Commis- 
sioner Francis  "Fay"  Vincent  was 
ousted  in  1992.  An  unpreten- 
tious, high-spirited  man  with 
a  reputation  for  straight 
dealing,  Beeston,  53,  is  the 
rai'e  baseball  executive  who 
is  as  well-regarded  among 
players  as  among  team  owners.  F 
"Paul  was  the  equal  of  any  club  ex- 
ecutive over  the  last  two  decades,  if 
not  the  best,"  says  Donald  M  * 
Felii;  the  executive  dii'ectoi 
and  general  counsel  of  the 
Players  Assn. 

You  also  have  to  admire 
Beeston's  timing.  In  1998,  his 


fii'st  full  season  on  the  job,  a  record  7 
million  people  attended  a  major  lea 
game.  True,  the  gate  was  inflated  by  t 
addition  of  new  franchises  in  Tampa  a 
Phoenix.  But  Sosa's  Chicago  Cubs 
McGwire's  St.  Louis  Cardinals  led  t 
National  League  in  road-game  att 
dance — clear  evidence  that  their  hon 
run  race  sold  tickets  from  coast  to  coa 
STAR  POWER.  And  there's  no  reason  w 
attendance  should  decline  much  in  19! 
Having  been  transfoirned  from  stai's  ii 
household  names,  Sosa  and  McGwire 
continue  drawing  fans  no  matter  wl 
their  home-iun  totals.  More  importa 
over  the  next  few  years,  new  stadiu 
are  expected  to  open  in  a  half-do2 
cities,  including  San  Francisco,  Detn 
and  Pittsbiu'gh.  The  baseball  marketi 
revelation  of  the  1990s  was  that  an  a 
fully  designed  and  well-located  new  s 
diiuu  can  enable  even  a  mediocre  team 
draw  huge  crowds 

Baseball's  thi 
national  broj 
casters  —  N 
ESPN,  and  F 
Sports — all  po 
ed  solid  ratir 
increases  this  s^ 
son.  In  fact,  Fo 
ratings  for  its  S 
lu'day  game  broi 
casts  topped 
season's 
15% 


MLB  Prez  Beeston  may 
be  the  luckiest 
executive  in  big- 
league  sports 


Creating  the  right 
Internet  solution 
FOR  Epic  Records  meant 

TOTALLY  IMMERSING 

OURSELVES 
IN  THEIR  AUDIENCE. 


How  du  you  keep  biDidreds 
of  recording  artists  in  touch 
ith  their  fans  from  aiiywhere 
t  ariv  timer'  With  an  Internet 
solutio)!  built  by  USWeb. 


^Delling  records  goes  a  lol  tiirllier  lhan  pressing 
CDs.  It's  keeping  your  ailists"  tans  totally  tuned  in 
— to  new  music,  tour  dates,  contests,  promotional 
appearances  and  more. 

With  so  many  artists"  Web  sites  to  manage. 
Epic  Records  needed  a  more  efficient  and  cost- 
effective  way  to  do  this.  So  they  turned  to  the 
experts  at  USWeb.  We  worked  side-by-side  with 
Epic  to  create  a  site  with  continually  fresh,  inter- 
active content  and  innovative  design  for  an  on-line 
experience  that  leally  resonates  with  their  audience. 

The  result?  EpicCenter.  a  dynamic  Internet 
Supei-site  tJiat  mn  only  gives  f;uis  access  to  their  Web 
site,  but  also  sound  libraries,  news  and  schedules. 
Now  Epic  artists  and  staff  can  instantly  publish 
hot  news,  up-to-the-minute  touring  information 
and  new  photos  directly  to  EpicCenter.  at  any  time, 
from  anywhere.  And  the  real-time  publishing  not 


only  keeps  the  site  fresh,  it  requires  a  fraction  of 
the  time  to  manitain  it. 

Toshiba.  NBC  and  REI — just  a  few  of  the 
many  different  types  of  clients  who've  turned  to 
USWeb  to  gain  a  competitive  edge.  Not  to  mention 
27  of  the  Foilune  100.  We're  a  full-service  Internet 
consulting  firm  with  a  biDad  range  of  expertise 
in  everything  from  strategic  planning  to  network 
operations  and  sectirity.  to  brand  development 
and  award-winning  design.  A  single  source  tor  all 
your  Intranet,  Internet  or  Extranet  solutions. 

To  learn  how  USWeb  can  be  yoLir  strategic 
partner  for  the  information  age.  visit  our  Web 
site  today.  Then  check  out  your  favorite  Epic 
artists  at  www.epicrecords.com. 

Read  our  white  paper  Success  in  the  Internet  Economy: 
www.usweb.com  i  888- u s w E B-4  1 1 ,  ext  84 


USWEB 
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Sports  Business 


the  lai'gest  jump  in  national  game-of-the- 
week  ratings  since  1966.  "I  don't  think 
thei'e  is  any  question  that  tliis  has  been  a 
breakthrough  year  for  baseball,"  says 
Ed  Goren,  executive  producer  of  Fox 
Sports.  In  its  eagerness  to  help  boost 
ratings,  mlb  allowed  Fox  unpi-ecedented 
input  into  the  complex  process  of  creat- 
ing the  1998  season  schedule.  "Broad- 
casting has  always  been  a  pnority,"  says 
MLB  Vice-President  Leslie  Sullivan.  "But 
only  this  season  did  it  become  oiu'  No.  1 
scheduling  prioiity." 

EARLY  INNINGS.  The  current  netwoi-k 
contracts  extend  through  the  2000  sea- 
son, denying  mlb  an  immediate  oppor- 
tunity to  cash  in  on  baseball's  surging 
popularity.  But  after  years  of  desultory 
efforts  to  establish  a  foothold  outside 
the  sports-progTamming  ghetto,  Sulli- 
van and  her  colleagues  were  able  to 
parlay  the  home-iiin  race  into  a  regular 
gig  on  Nickelodeon.  The  kids'  network 
assigned  its  own  10-year-old  reporter 
to  cover  the  home-ran  contest  (sample 
question  to  McGwire:  "How  far  can  you 
spit?")  and  aired  nightly  updates  that 
segued  into  World  Series  coverage  after 
the  season  ended.  "I  think  we  are  in 
the  infant  stage  of  what  will  be  a  great 
relationship,"  says  Cyma  Zarghami,  ex- 


ecutive vice-president  and  general  man- 
ager of  Nickelodeon. 

MLB  also  used  the  race  to  best  Roger 
Maris'  record  to  open  doors  outside  the 
U.  S.  For  nearly  a  decade  now,  base- 
ball's central  office  has  been  trying  to 
build  overseas  markets  by  promoting 
foreign-born  major  leaguers  to  their 
home  countries.  The  result  has  been  an 
intense  but  naiTow  interest  in  American 
baseball  in  the  19  countries  with  playei-s 
currently  on  big-league  rosters.  "The 
home-mn  contest  enabled  us  to  expose 
the  game  broadly  in  many  countries  for 
the  first  time  tliis  season,"  says  Timothy 
J.  Brosnan,  chief  executive  of  mlb  In- 
ternational. In  Japan,  for  example,  TV 
carried  every  single  Cai'dinals  and  Cubs 
game  during  the  last  two  months  of  the 
season — while  continuing  to  show  all 
games  pitched  by  Hideki  Ir-abu  of  the 
Yankees,  Hideo  Nomo  of  the  Mets,  and 
other  Japanese  hurler-s. 

Dentsu  Inc.,  mlk's  main  br-oadcast  H- 
censee  in  Japan,  is  betting  that  all  that 
game  cover'age  whetted  the  national  ap- 
petite for  American  baseball.  In  mid- 
October,  Dentsu  signed  a  five-year  con- 
tract extension  with  mlb  under  which 
the  amiual  rights  fee  it  pays  will  double, 
says  Brosnan. 
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At  the  same  time,  home-nm  hysteria 
induced  more  of  baseball's  U.  S.  coi"{do- 
rate  sponsors  to  work  the  game  into 
their  promotions  at  home  and  abroad. 
PepsiCo  Inc.  featured  Sosa  in  all  of  its 
Latin  American  ads.  In  the  U.  S.,  sales 
of  MLB-licensed  apparel  were  strong  all 
season  but  soared  with  the  McGwire- 
Sosa  contest  and  the  resurgent  popu- 
larity of  the  Yankees.  "Wlien  you  put 
it  all  together,  the 


CROWD  PLEASER: 

Yankee  Chuck 
Knoblauch  shows 
Iiis  Series  stuff 


only  way  the  sea- 
son  could  have 
been  better  is  if 
McGwire  played 
for  the  Yankees," 
says  Robert  Williams,  president  of  Biu-ns 
Sports  Celebrity  Service  Inc.,  which 
pail's  athletes  and  coiporate  sponsors. 

MLB  is  planning  to  step  up  its  mar- 
keting across  the  board  in  1999  in  what 
has  become  an  increasingly  close  and 
productive  partnership  with  the  mlb 
Players  Assn.  The  cuirent  era  of  good 
feeling  between  management  and  labor 
will  not  soon  be  imperiled  by  contract 
negotiations.  The  existing  agreement 
inns  through  the  2000  season,  with  the 
union  holding  an  option  on  2001. 

Until  then,  the  direst  thi-eat  to  base- 
ball's long-term  health  is  the  growing 


gap  between  an  elite  minority  of  rev- 
enue-rich teams  that  can  afford  to  pay 
for  star  players  and  their  revenue-defi- 
cient doormats.  "The  disparity  in  pay- 
rolls between  the  highest  and  lowest 
teams  is  not  just  100%  or  150%.  It's 
500%,  and  that's  untenable,"  says  Paul  J. 
Much,  senior  managing  director  of 
Houlihan,  Lokey,  Howard  &  Zukin,  a 
Chicago  investment  bank.  The  correla- 
tion between  winning  and  player 
salaries  has  come  to  seem  inexorable, 
demoralizing  the  fans  and  players  of 
also-ran  teams. 

In  1996,  MLB  imposed  a  revenue-shai"- 
ing  scheme  that  will  be  not  be  fully  im- 
plemented until  the  2000  season.  "Rev- 
enue-sharing has  worked  to  a  certain 
degi'ee,  but  not  to  the  extent  eveiyone 
thought  it  would,"  Beeston  says,  "main- 
ly because  the  big-revenue  clubs  have 
gi'own  faster  than  expected.  We  may 
have  to  go  another  step."  But  with  team 
owners  shaiply  divided  on  the  cjuestion 
of  how  to  restore  competitive  balance, 
Beeston  is  in  no  hurry  to  suggest  what 
that  step  should  be.  Like  the  owners 
and  players,  he  intends  to  bask  for  as 
long  as  he  can  in  the  glow  of  a  tmly 
memorable  season. 

By  Anthony  Bianco  in  New  York 
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The  World's  Best-Performing 


If  you  had  to  pick  the  world's  hard- 
est-charging technology  company, 
which  one  would  it  be?  For  most  of 
us,  the  initial  choice  would  be  Mi- 
crosoft Corp.  Bill  Gates  &  Co.  have 
honed  aggi'essiveness  into  a  near-art — 
with  amazing  results.  The  company  has 
a  stranglehold  on  desktop  software.  It 
has  gained  the  upper  hand  in  Intemet 
browsers.  It  boasts  $17.2  billion  in  cash, 
the  most  of  any  U.  S.  company.  And 
now  it's  shoehoming  its  software  into 
everything  from  TV  set-top  boxes  to 
burglar  alaiTns. 

But  this  year,  take  nothing  for 
granted.  The  tech  industry  is  under- 
going sweeping  change  brought  on  by 
the  Internet,  the  rise  of  wireless  com- 
munications, the  fast-approaching  Mil- 
lennium Bug,  and  the  economic  tur- 
moil spreading  around  the  globe.  And 
while  Microsoft  remains  a  daunting 
powerhouse,  all  is 


not  what  it  used  to  be. 
We  took  a  careful  statistical  look 
at  performance  in  the  high-tech  in- 
dustry and  unearthed  a  batch  of  sm-- 
prises.  For  one,  mighty  Microsoft  is 
playing  second  fiddle  to  sap,  the  Ger- 
man software  maker  of  progi-ams  that 
automate  all  the  big  jobs  in  a  compa- 
ny—finance, manufacturing,  and  inven- 
tory control.  Intel  Coi-p.,  the  computer- 
chip  maker  on  its  way  just  a  year  ago 
to  becoming  the  most  profitable  compa- 
ny in  the  world,  has  stumbled.  Instead, 
Britain's  Vodafone  Group  PLC  and  Fin- 
land's Nokia  CoiT>.  have  rocketed  to  the 
top  bv  riding  demand  for  wireless  com- 
munications. And  tiny  MindSpring  En- 
terprises Inc.  has  elbowed  its  way  into 
the  circle  of  Internet  elite. 

These  are  some  of  the  findings  in 
BUSINESS  week's  fii'st  annual  Informa- 
tion Technology  100.  The  purpose  of 
the  ranking  is  to  take  a  quantitative 
look  at  which  companies  are  the  top 
performers  in  what  is  fast  becoming 
the  world's  most  important  industiy.  In 
'.he  U.  S.,  technology  contributes  rough- 
!-,•  80%  of  the  grovi^h  in  gross  domestic 


Technology  Companies 

product,  adding  over  $1.1  trillion  to  na- 
tional output  in  the  past  three  years. 
"Technological  change  is  the  ultimate 
driver  of  increases  in  standards  of  liv- 
ing," says  Paul  M.  Romer,  professor  of 
economics  at  Stanford  University's 
Graduate  School  of  Business.  "Without 
it,  gi-owth  stops." 

How  did  we  come  by  our  ranking? 
We  started  with  high-tech  companies 
culled  from  the  database  of  Standard 
&  Poor's  Compustat  and  then  added 
non-U.  S.  companies.  We  divided  the 
tech  companies  into  eight  categories,  in- 
cluding software,  networking,  and  the 
Internet.  Since  revenue  gi-owth  is  the 
touchstone  of  technology,  we  eliminated 
the  companies  that  didn't  gi-ow  as  fast 
as  their  industiy. 

Then,  all  the  remaining  companies 
were  judged  on  foui-  key  criteria  that 
were  given  equal  weight.  Again,  rev- 
enue growth  was  used.  Total  revenues 
were  factored  in  as  recognition  that  ab- 
solute size  is  important.  Shai-eholder  re- 
turn is  included  because  it's  the  free 


Cover  Story 


market's  objective  measure  of  how  a 
company  is  performing.  And  we  counted 
return  on  equity  because — call  us  old- 
fasliioned — we  think  profits  matter.  Hats 
off  to  Dell,  Vodafone,  and  sap.  They  top 
the  inaugural  Info  Tech  100. 

The  ranking,  however,  is  about  more 
than  bragging  rights.  It's  also  a  weath- 
er vane  that  shows  where  information 
technology  is  headed.  Look  closely,  and 
you  can  see  the  broad  cmrents  and  sec- 
ondary eddies  washing  through  the 
teclmology  field.  Even  where  trends  are 
obvious,  such  as  the  rise  of  the  Internet, 
the  Info  Tech  100  spotlights  the  compa- 
nies that  are  leading  the  way. 
BIG  IRON,  TOO.  Ultimately,  the  list 
forces  a  reexamination  of  what  we  think 
we  know  about  technology.  You've 
heard  that  nobody  uses  mainframe  com- 
puters   anymore?  Tell  that  to  No.  7- 
ranked  Compuware  Coip.  or  No.  17  bmc 
Software  Inc.,  which  are  practically 
printing  money  by  selling  softwai'e  tools 
for  the  industry's  big  iron.  "People  an- 
nounced that  the  mainframe  was  dead  | 
five  or  six  years  ago — that's  just  not  g 
how  it  worked  out,"  says  Peter  Kar-  5 
manos  Jr.,  ceo  of  Compuware.  Kar-  | 
manos  is  doing  so  well  that  he  bought  2 
the  National  Hockey  League's  Caroli-  g 
na  Hurricanes.  | 

The  Asia  turmoil  must  be  dragging  § 


THE  TOP  TEN 

1 

DELL 

2 

VODAFONE 
3 

SAP 

4 

NOKIA 


INGRAM  MICRO 
6 

AMERICA  ONLINE 
7 

COMPUWARE 
8 

MICROSOFT 


EMC 

10 

LEXMARK 
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COMPANY  NAME 

REVENUES 
(MIUIONS) 

COMPANY  NAME 

REVENUE  GROWTH 

IBM 

78,769.0 

M  HOME 

722.0 

HEWLEH-PACKARD 

46,624.0 

l\MAZON.COM 

443.8 

LUCENT  TECHNOLOGIES 

29,042.0  VERIO 

384.2 

BRITISH  TELECOMMUNICATIONS 

26,932.7 

EXCITE 

216.4 

SBC  COMMUNICATIONS 

25,944.0 

DOUBLECLICK 

197.8 

COMPAQ  COMPUTER 

25,316.0  YAHOO! 

196.0 

INTEL 

24,590.0 

NTERMEDIA  COMMUNICATIONS 

187.7 

GTE 

24,449.0 

MICROMUSE 

183.6 

L.  M.  ERICSSON 

22,189.6 

NEXTEL  COMMUNICATIONS 

177.5 

BELLSOUTH 

21,883.0 

RSL  COMMUNICATIONS 

117.8 

down  all  the  tech  companies  in  tlie  Far 
East,  right?  Wrong.  Check  out  Tai- 
wanese motherboard  maker  Asustek 
Computer'  Inc.,  which  ranks  18th,  thanks 
to  an  85%  sui'ge  in  sales.  Or  25th-placetl 
Hon  Hai  Precision  Co.,  a  Taiwanese 
computer  manufacturer  with  65%  rev- 
enue growth. 

And  then  there's  the  Big  Encliilada  of 
techdom — the  Inteniet.  It's  not  just  that 
more  people  are  signing  up  with  Amer- 
ica Online  Inc.  and  looking  at  Yahoo! 
Inc.'s  Web  site.  The  Net  is  ushering  in 
profound  change.  Its  vast,  speedy  reach 
is  prompting  companies  to  retliink  every 
millimeter  of  their  business — how  to 
Hnk  up  instantly  with  suppliers,  con- 
tractors, manufacturers,  and  especially 
customers.  To  get  the  most  out  of  the 
new  Net  economics,  companies  are  au- 
tomating internal  functions  right  down 
into  tlie  bowels  of  their  businesses.  "Tlie 
Internet  really  is  the  biggest  change  of 
the  last  100  years  in  the  technology 
world,"  says  John  W.  Sidgmore,  vice- 
chaiiTOan  of  MCl  WorldCom  Inc.,  a  major 
can'ier  of  phone  and  Net  traffic. 

The  ranldng  is  chock-full  of  companies 
that  have  figured  out  how  to  build  the 
networks  for  the  new  era.  Top-ranked 
Dell  Computer  Corp.,  which  almost 
tripled  shareholdei's'  money  in  the  year 
ended  Sept.  .'-JO,  is  the  supplier  of  choice 
for  corporate  pes,  the  gateways  to  the 
networked  world  (page  112).  No.  11- 
ranked  Cisco  Systems  Inc.  provides  the 
routers  and  switches  to  carry  the  digital 
lifeblood  of  companies  across  far-flung 
networks.  And  sap  and  No.  34-ranked 
Oracle  Corp.  sell  the  enterprise  and 
database  software  that  tie  it  all  togeth- 
er. When  a  salesman  secures  a  big  or- 
der, for  example,  manufacturing  is  au- 
tomatically notified. 

The  top  100  also  is  a  reminder  of  just 
how  brutal  tech  competition  can  be. 
Former  powerhouses  like  Motorola  Inc., 
Apple  Computer  Inc.,  and  at&t  Corp. 
fhdn't  make  the  cut.  Noticeably  low  on 


the  list  is  Compaci  Computer  Corp.,  the 
largest  PC  maker  in  the  world,  limping 
in  at  No.  97.  The  company  suffered  a 
loss  of  $2.4  billion  for  the  12  months 
ended  June  30,  and  shareholders  took  a 
15%  hit  during  the  year  ended  Sept. 
30.  The  reasons  for  the  subpar  perfor- 
mance? Compaq  took  a  huge  charge  be- 
cause of  its  acquisition  of  Digi- 
tal Equipment  Corp.,  and  the 
siu'ging  popularity  of  sub-$  1,000 
PCS  crunched  mar-gins. 

Count  Intel  as  another'  vic- 
tim of  cheap  P('s.  The  company 
is  half  of  the  "Wintel"  juggei'- 
naut  with  Microsoft.  Now,  witli 
sales  growth  slowing  to  a  mer-e 
2.5%,  it  i-anks  a  mediocre 
No.  47  on  the  Info  Tech  100.  Still,  Intel 
may  not  be  down  for-  long.  Tliir'd-quaiter 
pr-ofits — not  counted  in  this  ranking — 
outdistanced  analysts'  expectations. 

Intel  aside,  less  expensive  PCs  have 
benefited  other*  technology  companies  by 
getting  computer's  into  the  hands  of  mor-e 
people.  Some  46%  of  U.  S.  homes  have 
Pt^s  now,  compared  with  39%  in  1996, 
according  to  International  Data  Corp. 


Most  r-ewarded  ar'e  the  players  in  tJ 
booming  Inter-net  field — aol,  Networ 
Solutions,  and  Amazon.com,  to  name  ju 
a  few.  Even  companies  pr-oviding  accei 
to  the  Web,  a  business  written  off  just 
year  ago  as  hopelessly  unprofitable,  a 
flomishing — witness  No.  35-r-anked  Min 
Sprirrg  Enter-prises  (page  114). 
MOBILE  MANIA.  Perliaps  the  only  tec 
nology  boom  that  can  give  the  Net 
run  for  its  money  is  wireless  commur 
cations.  In  developed  countries,  mobi 
phones  ar-e  popping  up  on  beaches, 
car-s,  on  hiking  tr-ails — you  get  tlie  pi 
tiu'e.  In  parts  of  countries  such  as  Bra; 
and  China,  they're  being  adopted  as  tl 
only  means  of  communication.  That  h 
driven  the  number  of  users  woridwi( 
to  213.7  million  at  the  end  of  1997,  i 
fr-om  144.2  milhon  a  year  earlier,  a 
cor-ding  to  the  Inter-national  Telecoi 
munication  Union.  The  prime  benefici 
r-y  is  Vodafone  Group,  which  provid 
wir-eless  ser-vice  in  Britain  and  a  doz( 
other  countries  (page  114). 

There  are  even  a  few  new  twists 
the  basic  phone  business.  Consider  Ce 
tur-y  Telephone  Enterprises  Inc.  T 
Mom-oe  (La.)  company  has  ta 
en  the  r-oad  less  tr'aveled — m; 
keting  phone  and  high-tech  s( 
vices  in  rural  and  suburb 
mar-kets.  These  ar-e  the  r-egio 
tirat  most  experts  say  are  I 
ing  left  behind  in  the  Inforrr 
tion  Age.  Shows  how  little  th 
know.  Centur-y  sells  servicf 
such  as  Net  access  or  call' 
I.  D.,  to  18.6%'  of  its  customer-s. 

Such  ar-e  the  surprises  in  busin 
week's  r-anking  of  tech  supersta: 
Plunge  on  for-  mor-e. 

By  Peter  Elstm)n  in  New  York, 
Catherine  Yang  in  Washington,  a 
bureau  reports 

For  custom  reprints  of  this  Special  Report,  cl 
609  426-5494  (minimum  order  of  1,C 
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WHAT  DOES  NO.  1 
DO  FOR  AN  ENCORE? 


Dell  Computer  has  ridden 
the  direct  sales  of  PCs  into 
the  stratosphere.  Here's 
how  it  plans  to  stay  there 

Dell  Computer  Corp.  defies  gi-avity. 
Whether  you  ineasm-e  its  gi'owth 
in  sales,  profits,  market  share,  or 
stock  price,  the  company  is  simply 
weightless.  Last  year,  sales  climbed 
from  $7.7  billion  to  $12.3  billion.  Profits 
rose  from  $518  million  to  $944  million. 
And  then  there's  Dell  stock,  which  has 
split  six  times  in  the  past  six  years  and 
continues  to  soar,  up  120%  this  year,  to 
$53.  To  top  it  off,  Dell  is  now  the'  largest 
merchant  on  the  Internet,  selling  $6 
million  worth  of  geai-  daily.  And  all  of 
this  after  tlu'ee  pi'evious  yeai's  of  similar 
pyrotechnics.  That's  why  Dell  ranks 


No.  1  on  the  business  week  Info  Tech 
100  list  of  top  performers. 

So  what  does  the  company  do  for  an 
encore?  Ask  ('Eo  Michael  S.  Dell,  and 
he'll  tell  you  with  his  typical  straight 
face:  more  of  the  same.  Well,  sui'e,  that's 
what  you'd  expect  him  to  say.  Except 
Dell — whose  dii'ect-manufacturing  mod- 
el shook  up  the  industry  by  redefining 
customer  service  as  the  speedy  delivery 
of  custom-built  PCs — now  wants  to  get 
even  more  up  close  and  personal  with 
buyers.  "Our  industry  has  gen- 
erally neglected  the  customer'. 
I  want  to  take  the  customer-  ex- 
perience to  a  whole  new  level," 
Dell  says. 

That's  not  just  marketing 
mumbo  jumbo.  For  Dell,  it's  a 
new  battle  cry.  The  33-year-ol(l 
CEO  sees  customer  ser'vice  as 
the  "next  battlegr-ound  for-  mar- 


DELL:  "The  Net  allows  7is  to  take 
personalization  to  the  next  level" 

ket  shar-e."  And  nowhere  will  that 
more  tr"ue,  say  analysts,  than  in  i 
consumer  and  home-office  PC  marke . 
which  Dell  is  just  beginning  to  targ-. 
"The  consumer-  and  home-office  mar-kt: 
ar-e  going  to  be  wher-e  the  gr-owth  . 
and  that's  where  I  want  us  to  go  net 
to  keep  gTowing,"  Dell  declares. 

The  message  isn't  lost  on  the  tr-oi 
at  Dell's  suburban  Austin,  Tex.,  he; 
quarter-s.  Pinned  to  a  wall  amid  a  sea 
cluttered  cubicles  is  a  photograph 
Dell.  Someone  has  dr-awn  a  hat  on  hi 
the  kind  worn  by  Uncle  Sam.  A  slot' 
scr'awled  below  r-eads:  "Michael  wai. 
YOU  to  OWN  your  r-elationship  w 
the  customer"  Just  in  case  ther-e's  a 
doubt,  Dell  has  tied  bonuses  and  pro 
sharing  to  ser'vice  impr-ovements  of 
least  15%  this  year*.  Success  wiU  be  mi 
sur'ed  by  shipping  deadlin 
fixing  machines  on  the  fir'st 
and  getting  r-epair  people 
customer's  within  24  hours. 

Dell's  new  customer-serv 
l)lan:  Use  the  Inter-net  to 
tomate  and  customize  servi 
in  much  the  same  way  tl 
Dell  str-eamlined  and  ct 
tomized  PC  pr-oduction.  The 


;he-customer's-way  mantra  has  cre- 
d  for  Dell  the  tightest — and  most 
ned — relationship  with  buyers  in  the 
business.  By  using  communications 
cs  over  speedy  private  networks  and 
vast  Internet,  Dell  plans  not  only  to 
ivide  personalized  Web  pages  for 
i-coi"porate  customers  but  also  to  an- 
jr  knotty  service  questions  with  the 
itning  speed  that  only  the  Net  can 
iver.  "All  our  customers  have  indi- 
ual  files  with  us  online,"  says  Scott 
iert,  director  of  Dell  Online.  "Why 
expand  those  files  for  a  new  kind  of 
;ct-service  model,  one  that  will  en- 
;  conversations  with  customers  about 
vice,  industry  trends,  and  new  pi'od- 
3 — or  even,  say,  weather  and  news 
leday?" 

Veather  and  news  from  yom-  PC  com- 
y?  It  couldn't  hurt.  Research  results 
n  PC  users  show  consumers  are  not 
satisfied  with  the  industiy's  track 
)rd  on  service.  In  the  November  is- 
of  San  Francisco-based  PC  World 
^azine,  a  reader  survey  found  that 
1  and  Micron  Electronics  Inc.  were 
only  two  manufacturers  (out  of  17) 
;  ranked  "good"  for  "reasonably  reli- 
i  systems  and  serviceable  support." 
18  of  the  companies,  though,  earned 
"outstanding"  rating  on  its  work, 
le,  or  notebook  PCs. 
)ell  scored  high  mostly  for  having  a 
/  low  rate  of  out-of-box  quality  prob- 
3.  But  its  ranking  was  dragged  down 
complaints  of  long  waits  on  the 
ne  and  a  relatively  high  percentage 
ni'esolved  problems.  "Ci'eating  a  new 
)ct-service  model  is  extremely  im- 
tant,"  says  Dell  strategist  Kevin 
[ins.  "The  first  company  to  crack 
— or  who  can  do  quality  and  sei-vice 
lonstrably  better — will  have  a  new, 
;ainable  advantage  over  everyone 
."  Today,  only  a  third  of  Dell's  cus- 
ei-service  force  is  dedicated  to  han- 
g  queries  online. 

0  far,  Dell  has  been  better  than 
•t  rivals  at  customer  hand-holding, 
ne  and  off.  Last  fall,  Dell  delivered 
It  customized  PowerEdge  servers 
iASDAQ  in  New  York  in  36  hours  so 
exchange  could  handle  higher  trad- 
volume  during  the  first  whiffs  of 
Asian  crisis.  "We  didn't  have  to 
extra,"  says  John  Delta,  dii-ector  of 
daq's  interactive  services.  "Origi- 

;  y.  Dell  got  in  with  us  on  price,  but 
,  ;'s  not  the  issue  now.  Their  cus- 

er  support  and  service  is  what's 

ing  our  relationship." 

1  hat's  what  Dell  wants  to  keep  hear- 

from  a  whole  new  crowd  of  less 
i-savvy  buyers — the  small-business 

3iers  and  the  work-at-home  crowd, 
e  Net  allows  us  to  take  personal- 
on  to  the  next  level,"  says  Dell. 

I  "ting  this  fall,  the  company  will  ex- 
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pand  its  online  forums  with  Dell  execu- 
tives, called  "Bi-eakfast  with  Dell,"  be- 
yond big  coqjorate  buyers  to  small  busi- 
nesses. The  live  chats  will  cover  topics 
ranging  from  the  Yeai'  2000  problem  to 
trends  in  the  server  market.  Further 
down  the  road,  there  will  be  a  way  for 
customers  to  ask  hundreds  of  service 
questions,  all  of  which,  says  Dell's  senior 
Web  manager  Manish  Mehta,  will  be 
answered  automatically  from  Dell's  on- 
Une  knowledge  bank  with  the  help  of  ai*- 
tificial-intelligence  software. 
"CUDDLY  TOUCHES."  And  coming  in  the 
next  few  inonths:  more  wai-m  and  fuzzy 
Web-service  features,  including  "My 
Dell"  Web  pages — customized  pages  for 
small-business  and  home-office  con- 
sumers. Such  additions  will  enable 
these  users  to  trade  sei'vice  tips,  an- 
swer queries,  and  get 
weather,  business  in- 
formation, and  tech- 
nical support  papers 
over  the  Web.  Also 
in  the  works  is  the 
"virtual  account  ex- 
ecutive." Interested 
in  a  notebook  but 
can't  fly  to  Austin 
for  a  demonstration? 
"That's  fine,"  says 
Rollins.  "Go  to  our 
Web  site,  and  get 
a  full-motion  video 
of  someone  explain- 
ing it." 

To  Dell,  the  bene- 
fits of  dispensing 
more  sei'vice  over  the 
Net  are  twofold:  "It 
can  be  a  great  relief 
valve  for  disgi'untled 
customers,"  says 
Mehta — and  a  relief 
for  shareholders,  too. 
Doug  Chandler,  a 
customer-service  an- 
alyst at  Internation- 
al Data  Corp.,  esti- 
mates that  phone 
calls  to  give  service 
and  support  can  cost 
PC  companies  $25 
apiece.  Dell's  online 
service  operation,  he 
says,  saves  a  bun- 
dle— thousands  of 
calls  per  week  and 
potentially  milhons  of 
dollars.  If  that's  ex- 
tended to  include  a 
greater  percentage  of 
Dell's  customers,  it 
could  save  millions 
more. 

Can  Dell  pull  it 
off?  The  dii-ect-sei-vice 
approach  works  well 
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with  corporate  buyers — the  bulk  of 
Dell's  business.  Consumers  and  small 
businesses,  though,  expect  far  more 
hand-holding,  and  are  more  inclined  to 
hunt  for  bargains.  They're  also  often 
enamored  of  the  marketing  ploys  and 
gee-whiz  gizmos  that  make  coiporate-ac- 
count  managers  cringe.  "For  all  its  suc- 
cess, Dell  has  had  little  experience  with 
these  cuddly  touches,"  says  Kevin  Knox, 
senior  analyst  at  Gartner  Group. 

And  even  if  Dell  persuades  the  mass- 
es it's  tip-top  in  customer  service,  there 
ai'e  other  challenges  facing  the  company. 
At  a  Sept.  25  meeting  for  analysts, 
there  were  questions  about  price.  While 
Dell's  machines  are  still  cheaper  than 
comparable  ones  fi'om  Compaq  and  ibm, 
Dell  hasn't  been  lowering  prices  as  fast. 
"Non-nally,  Dell  had  a  $100  to  $200  price 
advantage  because  of 
its  direct  model,  but 
that  advantage  is 
nearly  gone,"  says 
James  Poyner,  a  PC 
analyst  at  CIBC 
Oppenheimer.  "Isn't 
price  supposed  to  be 
Dell's  advantage?" 

Not  necessarily. 
Now  that  customer 
service  is  the  new 
battleground,  price 
may  not  be  the  main 
event.  Says  Dell: 
"IBM  and  Compaq 
are  assuming  that 
price  is  the  problem. 
The  problem  is  that 
the  dealer  channel 
they're  using  has 
fundamentally  failed 
customers." 

And  what  about 
continuing  efforts  by 
rivals  to  mimic  Dell's 
direct  model?  Copy- 
cats such  as  Gateway 
and  Micron  still  don't 
have  the  heft  and 
market  clout  of  Dell. 
As  for  rivals  such  as 
Compaq  who  use 
middlemen,  Dell  vnns 
on  cost.  "Anyone  who 
tries  to  go  direct  now 
will  find  it  very  diffi- 
cult— like  trying  to 
jump  over  the  Grand 
Canyon,"  says  Dell. 
And  now,  with  his  ef- 
forts to  get  even 
more  personal  with 
customers  over  the 
Web,  Dell's  hoping 
that  gap  just  got  a 
lot  wider. 

By  Marcia  Stepanek 
in  Ronald  Rock,  Tex. 
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CELL-PHONE 
SENSATION 

Vodafone's  scrappy  attitude 
makes  it  a  wireless  leader 

When  Clms  Gent  took  over  the  top 
job  at  Vodafone  Group  PLC  a  yeai' 
and  a  half  ago,  Britain's  No.  1  cel- 
lular-phone company  was  on  a  roll.  It 
was  gaining  share  in  Britain's  fast-gi"ow- 
ing  market  and  pushing  into  new  ven- 
tui'es  abroad.  Gent,  not  one  to  shy  from 
tinkering  with  success,  overhauled  the 
company's  marketing.  He  fired  the  ad 
agency,  launched  a  promotional  cam- 
paign, and  revamped  distribution, 
putting  2.50  Vodafone  stores  on  "High 
Streets" — the  British  term  for  main 
thorouglifares — throughout  the  country. 

The  result?  Vodafone  is  on  a  gi-owth 
and  earnings  tear.  The  $4.1  billion  com- 
pany, which  earned  $702.2  million  last 
year,  is  on  track  to  top  that  by  30%  in 
1998,  according  to  analysts.  And  its 
stock,  withstanding  the  tremors  in  world 
markets,  has  maintained  its  50%  gain 
so  far  this  year.  These  numbers  have 
made  Vodafone  the  surprise  top  per- 
former among  non-U.  S.  companies  in 
the  BUSINESS  WEEK  Info  Tech  100. 
"LIKE  ROCKETS."  Raging  cellular-phone 
gi-owth  worldwide  is  certainly  a  key  to 
Vodafone's  heady  numbers.  In  Britain, 
where  the  company  gets  60%>  of  its  rev- 
enues, the  wireless  market  is  gi'owing 
by  30%'  a  year.  Outside  its  homeland, 
the  company  runs  six  cellular  opera- 
tions, from  the  Netherlands  to  South 
Africa,  holds  minority  stakes  in  six  oth- 


ers, and  plans  to  offer  service  in  Egypt 
in  December  The  international  opera- 
tions ai-en't  ten-ibly  lucrative — they  gen- 
erate only  20%f'  of  the  company's  profits. 
But  Gent  sees  long-teiTO  value  abroad: 
"Some  of  these  countries  are  going  like 
rockets,"  says  Gent. 

And  don't  count  out  a  British  cell- 
phone invasion  of  the  U.  S.  With  its 
global  success  and  a  market  cap  top- 
ping .$35  billion,  industry  executives 
think  Vodafone  may  try  to  gain  a 
foothold  in  the  world's  largest  cellular 
market.  Gent  doesn't  dispel  the  notion. 
"We  could  acquire  someone  with  a  U.  S. 
business,"  he  says.  AirTouch 
Communications  is  one  of  the 
possible  targets,  say  analysts. 

If  Gent  ever  makes  that 
move,  Americans  will  get  a 


USER-FRIENDLY 
WINS  THE  RACE 

Providing  easy  Net  access 
pays  big  for  MindSpring 

When  MindSpring  Entei-prises  Inc. 
launched  its  Internet  access  ser- 
vice with  eight  modems  and  two 
computers  four  years  ago,  no  one  would 
have  pegged  it  as  most  likely  to  suc- 
ceed. After  all,  most  of  the  sei-vices  for 
getting  onto  the  Net  were  notoriously 
difficult  to  use  and  far  from  profitable. 

But  MindSpring  has  beaten  the  odds. 
The  company  was  created  because  these 
sei^vices  were  so  tricky.  In  1994,  Charles 
Brewer,  MindSpring's  founder,  spent 
thi'ee  frustrating  months  trying  to  sigTi 
up  and  use  the  Net.  That  convinced  him 


of  the  need  for  a  stress-free 
service.  "Computers  aren't  per- 
fect," says  Brewer. 

MindSpring's  efforts  at 
smoothing  over  the  imperfections  are 
paying  off.  It  turned  a  $498,000  profit  in 
the  Ibiuth  quarter  last  year  and  has  be- 
come the  fifth-largest  isp  by  signing  up 
455,000  customei's.  Its  stock  has  zoomed 
476%'  for  the  year  ended  Sept.  30,  mak- 
ing it  No.  1  in  shareholder  return  on 
BUSINESS  week's  Info  Tech  100. 

Credit  the  Atlanta-based  company's 
laser  focus  on  customers.  Of  its  700  em- 
ployees, 60%'  are  dedicated  to  taking- 
care  of  customers'  needs.  Rather  than 
emphasize  the  number  of  calls  its  sup- 
port staff  handles  each  week,  the  com- 
I^any  sends  surveys  out  to  assess  sei^vice 
quality.  And  those  who  call  in  for  help 
wait  less  than  five  minutes,  vs.  six  to 
eight  minutes  with  some  rivals.  The  re- 
sult: Less  than  3%  of  its  subscribers 
ditch  the  service,  well  below  the  aver- 


GENT:  The  CEO 

isn't  ruling  out  a 
U.S.  acquisition 

taste  of  the  aggrc- 
sive    salesmansl ) 
that  has  put  Vo(  - 
fone    on    top  i 
Britain.  Althou  • 
the  company  boa 
a  35%)  British  in; 
ket     share,  (ii 
fights  like  a  scraji 
underdog.  The  <  i 
who  was  trained 
a  marketer,  tend^ 
lead  rivals  such 
British  Telecom n 
nication  PLC's  Celh 
in  price  cuts — he  I 
dropped  rates  sn 
20%.  this  year.  Ti 
has  helped  him  a 
778,000    custom. : 
this  year,  or  34%  of  the  total. 

Gent  will  need  to  keep  innovatini: 
meet  the  challenges  ahead.  Tiny  telei 
startups  across  Europe,  including  nn 
than  100  in  Germany  alone,  are  prolil 
ating.  And  in  as  little  as  two  years, 
cellulai-  industiy  will  begin  a  major  b 
nological  sliift  to  so-called  Tliird  Geii' 
tion  wii'eless  systems  that  will  offer  lui- 
speed  data  transmission.  Says  Kenn), 
Walters,  managing  du-ector  of  Globu 
consultancy  in  Munich:  "Right  now 
Vodafone's  turn  to  crow,  but  they  ha\  i 
keep  looking  over  their  shoulder." 
Gent  vows  to  do  just  that.  To  1 
his  place  at  the  head  of 
pack,  he's  ready  to  tinker  \\ 
Vodafone  again. 

By  Stephen  Baker,  with  h 
Resch,  in  Paris 

age  industry  rate  of  7%-  to 
says  analyst  Jeff  Sadler 
Robinson-Humphrey  Co. 
about  50%.  of  MindSpring's  i 
customers  sign  up  based  on  woril 
mouth,  keeping  marketing  costs  do^ 
Still,  as  of  Oct.  21,  MindSpri. 
shares  lost  18%.  of  their  value  since 
beginning  of  the  month.  Blame  thai 
general  concern  about  tech  stocks 
on  the  company's  Oct.  6  announce)  i 
that  Chief  Financial  Officer  Mic' 
Misikoff  is  leaving.  Misikoff  say.- 
wants  a  post  with  a  startup — sometl 
MindSpring  no  longer  is.  "I'm  lea\i 
the  company  on  solid  footing,"  he  s; 
So  it's  full  customer  service  ahead. 
Bi/  Heather  Green  in  New  1 
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and  the  Right  Decisions. 


SAS®  Software  is  the  Real  Breal(through. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  connpetitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
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from  every  corner  of  your  enterprise? 
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support— lets  you  get  down  to  business  with 
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To  compile  the  Information 
Technology  100,  BUSINESS  WEEK 
began  with  financial  data  from 
Standard  &  Poor's  Compustat,  a 
division  of  The  McGraw-Hill 
Companies  that  has  computerized 
information  on  10,000  publicly 
traded  corporations.  We  trimmed 
this  universe  to  information  tech- 
nology companies  and  then  added 
non-U. S.  tech  companies  recom- 
mended by  our  network  of  foreign 
bureaus.  To  qualify,  companies  had 
to  have  revenues  of  at  least  $300 
million  with  one  exception.  Internet 
companies  of  all  sizes  were  includ- 
ed because  their  impact  is  often 


more  significant  than  their  revenues. 

We  divided  this  collection  of 
about  400  companies  into  eight  in- 
dustry categories,  such  as  software 
and  networking.  Companies  that  did 
not  increase  revenues  as  fast  as 
their  industry  were  eliminated  from 
contention.  The  remaining  group  of 
companies  was  ranked  on  four  cri- 
teria that  were  given  equal  weight: 
shareholder  return,  return  on  equity, 
revenue  growth,  snd  total  revenues. 
Companies  with  sharp  declines  in 
current  financial  results  were  ex- 
cluded as  were  companies  where 
other  developments  raised  questions 
about  future  performance.  Finally, 


the    top    125    companies  were 
reranked  as  a  group. 
REVENUES  Latest  available  revenues 
for  the  12-month  period  ended  May 
31,  June  30,  or  July  31.  For  com- 
panies that  do  not  report  quarterly, 
the  most  recent  annual  data  was 
used.  Includes  all  sales  and  other 
operating  revenues. 
REVENUE    GROWTH  Percentage 
change  in  revenues  compared  to  the 
previous  12-month  period. 
RETURN  ON  EQUITY  Net  income 
available  for  shareholders  divided  by 
common  equity. 

TOTAL  RETURN  The  total  return  to 
shareholders  including  reinvested 


dividends  for  the  12  months  enti 
Sept.  30,  1998. 

PROFITS  Latest  available  profits; 
the  12-month  period  ending  N< 
31,  June  30,  or  July  31.  Net  V 
come  from  continuing  operatif 
before  extraordinary  items.  j; 

Note:  Data  compiled  by  Standarl 
Poor's  Compustat  from  sources 
as  statistical  services,  registrat* 
statements,  and  company  repcj 
that  SPC  believes  to  be  reliable  ir 
are  not  guaranteed  by  SPC  or  Bi| 
NESS  WEEK  as  to  correctness' 
completeness.  This  material  i 
an  offer  to  buy  or  sell  any  sec  , 
Additional  data:  BUSINESS  weeh 


COMPANY  (STOCK  SYMBOL)                        SECTOR      COUNTRY          REVENUES                 REVENUE  RETURN 

GROWTH                 ON  EQUITY 

SHAREHOLDER 
RETURN 

PROFT 

$MIL         RANK                       RANK  RANK 

RANK 

1  DELL  COMPUTER  (DELL)                         Comp     U.S.              15176.0     15         54.3     35          73.9  3 
Internet  sales  helped  fuel  th-i  .'^C  maker's  phenomenal  grovrth. 

171.5 

8 

1182 

2  VOOAFONEGROUP  (VOD)                       TelS       Britain           4142.5     32        44.0     44        148.2  2 
British  cellular  superstar  has  global  ambitions — which  could  lead  it  to  shop  in  the  U.S. 

113.6 

13 

702 

3SAP{SAPHF)                                      Soft       Germany          4131.1     33         64.9     29          30.0     16         65.5     35  516 
Its  big-ticket  software  programs  run  everything  from  manufacturing  to  accounting — making  it  more  strategic  to  customers  than  even  Microsoft. 

4  NOKIA  (NOK.A)                                    TelE       Finland          11960.0     19         31.4     67          33.6  9 
This  Finn  is  beating  all  comers  In  mobile  phones. 

68.9 

30 

156C 

5  INGRAM  MICRO  (IM)                            Svcs      U.S.             19320.9     11         39.5     54          18.8     47  97.9 
The  secret  backroom  of  the  computer  industry,  this  giant  distributor  sells  everything  from  cables  and  computers  to  customer  service. 

19 

22£ 

6  AMERICA  ONLINE  (AOL)                          INet       U.S.               2599.5     41         54.3     36           15.4  57 
The  Big  Kahuna  of  online  services,  this  company  has  12.5  million  consumers  hooked  on  interactivity. 

195.9 

5 

91 

7  COMPUWARE  (CPWR)                            Soft       U.S.               1253.5     59         43.2     45          28.1  20 
This  software  industry  veteran's  products  help  companies  build  software  applications  and  keep  them  humming. 

94.6 

21 

22^ 

8  MICROSOFT  (MSFT)                              Soft       U.S.              14484.0     16         27.5     81          28.5  18 
Office  upgrades  and  Windows  software  keep  the  engine  running  hot.  Only  legal  entanglements  will  slow  down  this  train. 

66.4 

33 

449C 

9  EMC  (EMC)                                        Comp     U.S.               3386.3     36         33.4     64          23.0  30 
As  the  amount  of  computer  data  stored  by  corporations  grows,  so  does  the  leader  in  enterprise  storage. 

96.6 

20 

63^ 

10  LEXMARK  INTERNATIONAL  GROUP  (LXK)        Comp     U.S.               2723.2     40         14.7     99          40.5  6 
When  IBM  owned  this  printer  business,  who  cared?  After  a  venture-capital  group  bought  the  operation,  Lexmark  became  a  bi 

110.0      14  20] 
g  brand  in  the  business. 

11  CISCO  SYSTEMS  (CSCO)                          Netw      U.S.               8458.8     24         31.3     68          19.0  46 
The  king  of  networking  dominates  nearly  every  corner  of  the  business — some  85%  of  the  Internet's  routers  come  from  Cisco. 

90.4 

23 

135( 

12  SBC  COMMUNICATIONS  (SBC)                   TelS       U.S.             25977.0       5           8.0   113          30.2  15 
The  Baby  Bell  has  gobbled  up  Pacific  Telesis  and  wants  Ameritech  next.  Regulators  may  nix  the  deal. 

48.0 

42 

3282 

13  CENTURY  TELEPHONE  ENTERPRISES  (CTL)     TelS       U.S.               1252.1     60         57.1     33          18.5  49 
Operating  in  21  states,  the  phone  company  concentrates  on  selling  high-tech  services  such  as  Internet  access  and  Caller  ID 

61.9 

36 

26: 

14  PEOPLESOFT  (PSFT)                              Soft       U.S.               1075.8     65         78.4     24          26.3  24 
Wall  Street  worries  tanked  its  stock,  but  PeopleSoft  is  starting  to  look  like  SAP's  main  rival  in  enterprise  software. 

9.2 

67 

14: 

15  BELLSOUTH  (BLS)                                TelS       U.S.             21883.0     10         11.0   108          22.9  31 
Thanks  to  high-growth  markets  and  expansion  in  Latin  America,  the  Baby  Bell  has  retained  its  independence.  So  far. 

66.7 

32 

363: 

16  AMERITECH  (AIT)t                                TelS       U.S.              16575.0     12           7.3    116          34.0  8 
A  diverse  Midwestern  telecom  company,  this  Baby  Bell  sells  security  systems  and  cable  TV,  not  to  mention  phone  service. 

45.8 

45 

342; 

17  BMC  SOFTWARE  (BMCS)                         Soft       U.S.                 797.8     77         34.0     62          28.1  21 
BMC's  mainframe  software  products  may  not  be  glitzy,  but  they  sure  generate  profits. 

85.5 

24 

23! 

18  ASUSTEK  COMPUTER                              Semi      Taiwan              819.9     76         85.3     23          40.0  7 
Top  engineering  keeps  this  computer  motherboard  maker  in  the  lead. 

-1.1 

79 

27! 

KEY  TO  INDUSTRIES  Comp  =  Computers  and  peripherals,  INet  =  Internet  companies,  Netw  =  Networking.  Semi  =  Semiconductors,  Svcs  = 
resellers    nd  distributors,  Soft  =  Software,  TelE  =  Telecom  equipment,  TelS  =  Telecom  services 

FOOTNOTES  'Has  agreed  to  be  acquired.  ttRevenue,  revenue  growth  and  net  Income  are  annual  data.  tTotal  return  is  based  on  less  than 

Service 
one  yec 

data  because  IPO  occurred  since  Sept.  30,  1997.  *Sony  is  ranked  only  on  its  information-technology  revenues  of  $12.6  billion. 


(FORMATION  TECHNOLOGY  100 


COMPANY  (STOCK  SYMBOL)  SECTOR      COUNTRY  REVENUES  REVENUE  RETURN  SHAREHOLDER  PROFITS 

GROWTH  ON  EQUITY  RETURN 

SMIL         RANK  RANK  RANK  RANK 

I  GTE  (GTE)                                         Teis       [jl.             24449.0       8         10.8   109          29^     17         25^6      56  2273.0 
The  local  phone  company  with  operations  scattered  throughout  the  U.S.  wants  to  merge  with  Bell  Atlantic.  Regulators  are  concerned.  

I  CABLE  &  WIRELESS  (CWP)  Ifeli       Britain  11737.9     20         laO     92  4h6       5  6J      73  2159.5 

A  remnant  of  the  British  empire,  C&W  operates  phone  networks  in  Hong  Kong  and  50  other  countries  around  the  world.   1 

TECH  DATA  (TECD)  Svcs  U.S.  8532.3  23  55.9  34  12.7  67  8.8  69  108.2  i'L 
A  leading  distributor  of  more  than  75,000  computer  products  and  business  services.   1 

.  IBM  (IBM)                                         Comp     LKS^              78769.0       1           1.8   122          323     12         22I      59         5940.0  I 
Still  your  father's  computer  company,  they  do  everything  from  tiny  slivers  of  silicon  to  huge  mainframe  computers.   ii  ' 

,  SOLECTRON  (SLR)  Svcs      iTs^  5288.3     28         ASA     45  16^8     53  8A      70  198.8  p 

This  contract  manufacturer  makes  many  products,  from  PCs  to  networking  gear,  for  brand  name  companies.  

BRITISH  TELECOMMUNICATIONS  (BTY)         TelS       Britain  26648.1       4  5.6   119  14.0     60       107.4     15  2677.1 

After  losing  MCI  to  WorldCom,  Britain's  biggest  phone  company  is  now  hitched  to  its  former  arch-rival— AT&T. 

.  HON  HAI  PRECISION                             Comp     Taiwan             891.7     71         63.5     31          33.0     10       -17.1      94           135.0  !j 
From  connectors  to  bare-bones  PC  boxes,  this  manufacturer  has  a  winning  strategy  for  the  build-to-order  market.  

I  MCI  WORLDCOM  (WCOM)                       TelS       U.S.              8864.5     22         51.0     38           1.2     97         38.2     52          202.5  jj 
Second  only  to  AT&T  In  long-distance,  this  newly  merged  company  is  ready  to  attack  local  exchange  and  international  markets.   ''U 

COMPAL  ELECTRONICS  Comp     Taiwan  939.0     70         40.2     53  24.0     25         17.6      61  147.0 

Contract  notebook  PC  maker  has  lured  big  orders  from  Dell  and  others  with  fast  delivery  times.   i ; 

KEANE(KEA)  Svcs  U.S.  835.3  75  50.4  39  22.5  32  13.4  64  56.6  jj 
Who  you  gonna  call  to  fix  that  Year  2000  problem?  Keane's  phone  keeps  ringing.   j;| 

HBO&CO.  (HBOC)t  Svcs  U.S.  1368.0  55  27.8  79  21.2  38  53.2  40  233.6  [l 
The  largest  provider  of  healthcare-information  systems — thanks  in  part  to  17  acquisitions  since  1993 — and  the  prognosis  is  strong  grovrth  ahead.   fj!;,  , 

AIRTOUCH  COMMUNICATIONS  (ATI)  TelS       U.S.  4163.0     31         36.1     58  6.6     88        60,8     37  599.0 

Few  believed  a  cellular  company  could  succeed  on  its  own,  but  CEO  Sam  Ginn  has  proved  them  wrong.   jil  jl 

COMPEQ  MANUFACTURING  Semi      Taiwan  335.4   104         61.9     32  32.0     13         12.5     65  88.0  I  { 

Printed  circuit-board  manufacturer  leads  the  pack  with  superior  technology.  m 

GATEWAY  (GTW)                                 Comp     U.S.              6828.5     26         22.5     83          11.1     73         66.1     34          122.4  j  : 

The  direct  marketer  of  PCs  has  a  loyal  following  in  the  home  market.  Now  its  sights  are  set  on  small  businesses — and  Dell.  

>  NETWORK  SOLUTIONS  (NSOL)  INet       U.S.  53.6    114        106.7     16  12.8     65         91.4      22  7.5  | 

It  won  a  coup  when  the  government  extended  for  two  more  years  its  monopoly  on  doling  out  the  .com,  .org,  and  other  domain  names  on  the  Internet.  ;| 

ORACLE  (ORCL)  Soft       U.S.  7524.1     25         25.4     82  32.5     11        -20.1      99         1000.2  I 

They  survived  a  slowdown  scare  early  this  year.  Look  to  a  Web-ized  version  of  the  database  to  fuel  future  growth.   j  ij 

MINDSPRING  ENTERPRISES  (MSPG)  INet      U.S.  77.6   112       120.5     13  3.7     94       475.7       1  2.8  H 

Its  400,000  subscribers  make  MindSpring  one  of  the  top  Internet  service  providers.   i  j 

YAHOOKYHOO)  INet       U.S.  114.7    109        196.0       7         -22.0    105       416.7       2  -16.3  i| 

With  more  than  40  million  users  a  month,  it's  the  Internet's  most  popular  source  of  news,  stock  quotes,  weather,  and  E-mail.   1  i 

AMAZON.COM  (AMZN)  INet       U.S.  307.3    105       443.8       2       -122.6    114       328.8       4  -48.3  : 

This  one  wrote  the  book  on  selling  music  and  books  online.   : 

.  ORANGE  (ORNGY)                                TelS       Britain            1500.9     51         41.6     48            HM    122        161.5      10  -228.5 
The  most  recent  entrant  into  Britain's  mobile-phone  market,  this  innovative  operator  has  grabbed  a  juicy  share.  

I  LUCENT  TECHNOLOGIES  (LU)  TelE  U.S.  29042.0  3  14.6  100  -0.3  99  70.7  29  -15.0  ' 
After  splitting  from  AT&T,  the  telecom-equipment  maker  has  seen  soaring  demand.   ]  !| 

i  SUN  MICROSYSTEMS  (SUNW)  Comp     U.S.  9790.8     21         13.9   101  21.7     36  6.4     74  762.9 

The  king  of  Unix  and  creator  of  Java,  Sun  will  have  to  hold  off  Microsoft's  assault  on  its  computer  workstation  and  server  markets.   |j 

EARTHLINK  NETWORK  (ELNK)  INet       U.S.  111.5    110         95.9     20         -14.1    102       340.0       3  -32.2 

Watch  out  MCI  WorldCom.  Biggest  standalone  Internet  service  provider  offers  Net  access  and  long-distance  discounts,  too.   ! 

:  STERLING  SOFTWARE  (SSW)                     Soft       U.S.                 640.6     85         44.2     42           12.0     70         54.7      38  100.2 
Its  software  for  helping  companies  do  business  with  one  another  has  made  it  a  favorite  on  Wall  Street.  

1  ANALYSTS  INTERNATIONAL  (ANLY)               Svcs      U.S.                 587.4     88         33.6     63  27.2     22         17.5      62  22.6 

Computer  systems  and  consulting  firm  rides  the  Year  2000  boom.  

:■  EXCITE  (XCIT)  INet       U.S.  89.1    111        216.4       5       -144.2    115       186.7       6  -100.6 

Need  a  quick  sports  update  or  want  to  know  who  invented  the  French  Dip?  Surf  over  to  Excite,  which  delivers  a  grab-bag  of  info  on  the  Web.  

TELLABS  (TLAB)                                  TelE       U.S.               1378.9     54         31.7     65          30.7     14       -22.7    104  329.1 
Telecom  convergence  reigns.  So  this  maker  of  equipment  connecting  digital  and  analog  networks  is  sitting  pretty.  

i  J.O.EDWARDS  (JDEC)  Soft  U.S.  843.5  74  44.1  43  11.3  72  43.3  49  59.6  j,, 
I   This  Denver-based  maker  of  enterprise  software  is  giving  SAP  a  run  for  its  money.   ii 

'INTEL  (INTO  Semi  U.S.  24590.0  7  2.5  121  26.5  23  -7.0  87  5762.0  j: 
The  world's  largest  chip  company  sets  standards  for  the  PC  industry  with  its  microprocessors.   1: 

i  HONG  KONG  TELECOMMUNICATIONS  (HKT)tt  TelS       Hong  Kong       4523.8     29  7.4   115  46.1       4         -9.5      90         2198.3  f. 

Partly  owned  by  Cable  and  Wireless,  Hong  Kong  Telecom  is  a  cash  cow. 
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CONPANY  STOCK  SYMBOL)  SECTOR      COUKTRY  REVENUES  REVENUE  RETURN  SHAREHOLDER  PROFTTS 

GROWTH  ON  EQUITY  RETURN 

SMIL         RAM  iVtf  rJm.  RiJ,-; 

49  ALLTEL  (AT)  TelS       U.S.  3443.8     35  7.1    118  22.0     35         39.3      51  552  ^ 
The  local  phone  and  wireless  business  has  been  very  good  to  the  Little  Rock-based  company. 

50  INFOSEEK  (SEEK)                               INet      U.S.                 52.3   116       116.9     14'       -16.9   103       168.0       9  -11.7 
This  portal's  search,  news,  and  information  Web  service  seeks  to  catch  America  Online  and  Yahoo!  with  help  from  new  partner  Disney.  

51  SYMBOL  TECHNOLOGIES  (SBL)  Comp     U.S.  860.7     73         20.5     87  16.6     55        75.3     28  81.7 
Premier  maker  of  scanners  and  handheld  computers,  its  products  are  used  everywhere — in  retailing,  transportation,  and  healthcare. 

52  QWEST  COMMUNICATIONS  (QWST)  TelS       U.S.  966.1     68       116.2     15         -23.8   108         35.8      53  -858.2 
Boasts  a  state-of-the-art  long-distance  network  and,  after  its  acquisition  of  LCI  International,  it  has  customers  to  boot. 

53  NIDEC^t  Comp     Japan  876.2     72         27.7     80  10.7     76       102.9      17  48.C 
!f  you  '-e  in  the  market  for  spindle  motors  for  hard-disk  drives,  you  need  Nidec  with  its  70%  global  market  share. 

54  VANGUARD  CELLULAR  SYSTEMS  (VCEU)t     TelS       U.S.  410.2   101         22.5     84        228.1       1         20.6     60  36.> 
This  hot  wireless-telecom  operator  has  preliminary  deal  to  tie  acquired  by  AT&T. 

55  CHINA  TELECOM  (HONG  KONG)  (CHDtti       TelS       Hong  Kong       1863.2     47        49.6     40  9.1     81         -1.5     81  596.1 
A  subsidiary  of  Beijing's  telecom  giant,  this  "red  chip"  controls  mobile  operators  in  several  Chinese  provinces — and  a  chunk  of  Hong  Kong  Telecom,  too 

56  SOFTBANK--  Svcs      Japan  3889.0     34         42.7     47  4.2     92  1.0      77  78.( 
It  s  Japan's  top  software  distributor,  the  owner  of  Ziff  Davis,  and  an  Intemet  investor  with  stakes  in  Yahoo!  and  E'Trade. 

57  CADENCE  DESIGN  SYSTEMS  (CDN)  Soft       U.S.  1079.9     64        35.2     61  19.9     43         -4.4     82  157. 
The  Grana  Poobah  of  the  electronic-design  software  business. 

58  L.M.  ERICSSON  (ERICY)  TelE       Sweden         22189.6       9         10.4   110  23.7     28       -22.5    103  1617.1 
A  new  boss  is  starting  to  shake  things  up  at  this  Swedish  maker  of  mobile  phones  and  infrastnjcture. 

.59  REALNETWORKS  (RNWK)i  INet       U.S.  46.9    118       102.8     17         -37.6   112       177.5       7  -27.( 

The  Microsoft  marriage  is  over  for  this  Intemet  video  pioneer.  But  Intel  and  America  Online  want  to  be  pals. 

60  SPRINT  (FON)  TelS       U.S.  15506.0     14  8.2    112  9.1     82         45.7      46  836.f 
A?  competitors  merge,  the  perennial  No.  3  long-distance  can'ier  seems  determined  to  go  it  alone. 

61  ELECTRONIC  ARTS  (ERTS)  Soft       U.S.  963.4     69        36.1     59  13.5     53         13.6     63  77. 
Their  studio  system  mimics  Hollywood  and  keeps  churning  out  the  game  software  hits. 

62  MITEL  (MLT)                                       TelE       Canada             704.1     84         35.3     60          20.1     42           9.0     68  61.' 
Canadian  master  of  telecom-chip  design  and  manufacturing.  

63  HEWLEn-PACKARD  (HWP)  Comp     U.S.  46624.0       2         13.0   103  19.9     44       -23.4    105  3041.1 
Silicon  Valley's  biggest  and  oldest  company,  it's  struggling  to  maintain  its  amazing  growth  and  profits  record  amid  the  turbulent  world  market. 

64  QUALCOMM  (QCOM)                              TelE       U.S.               3023.3     37         70.0     27            8.7     83       -24.7    107  98. 
Develops  and  markets  one  of  the  most  promising  digital-wireless  technologies.  

65  CINCINNATI  BELL  (CSN)  TelS       U.S.  1969.5     44         16.0     96  23.7     27         -7.1      88  147.! 
The  telecom  player  wins  kudos  for  Internet  access  and  high-speed  voice-data. 

66  LEASING  SOLUTIONS  (LSN)                      Svcs      U.S.                 259.5    107         41.4     50          18.0     51         44.6     48  15. 
Lessor  of  desktops,  laptops,  PCs  and  other  equipment  to  big  corporations.  

67  AT  HOME  (ATHM)                                  INet       U.S.                  20.6    122       722.0       1       -298.1    118       107.0      16  -302. 
By  teaming  up  v/ith  cable  companies,  the  company  provides  high-sp>eed  Net  access  to  consumers.  

68  SUNGARO  DATA  SYSTEMS  (SDS)                Svcs      U.S.              1014.0     66        28.5     75          14.0     61         29.9     55  94. 
Started  by  developing  disaster-recovery  services.  Now  also  creating  software  for  financial  services  and  healthcare.  

69  LYCOS  (LCDS)                                     INet       U.S.                  56.1    115       151.7     12         -57.5   113         98.9      18  -96. 
A  contender  to  be  one  of  the  leading  Intemet  portals — and  still  independent.  

70  PACIFIC  GATEWAY  EXCHANGE  (PGEX)  TelS       U.S.  399.0   102         91.7     22  18.4     50         -5.4     84  16. 
The  international  telecom  carrier  primarily  provides  wholesale  services  to  other  telecom  companies. 

71  RACAL  ELECTRONICS  (RCALY)tt  TelE       Britain  1949.1     45         20.5     86  7.1     87         46.7     43  52. 
This  defense-eiectronlcs  firm  runs  private  phone  networks  for  big  companies  and  the  British  government. 

72  TELE  DANMARK  (TLD)  TelS       Denmark         4322.5     30  7.3   117  5.4     90         85.5     25  224. 
The  Scandinavian  phone  company  has  seen  its  stock  soar. 

73  NETCOM  (NECSY)  TelS       Sweden  629.6     86         30.6     71  3.6  95       119.2      11  14. 
Sweden's  No.  2  telecom  provider  is  taking  on  dominant  Telia  with  long-distance,  cellulai,  and  Net  offerings. 

74  SINGAPORE  TELECOMMUNICATIONS^  TelS       Singapore        3000.0     38         11.1    105  21.0  39         -1.1      80  1100. 
The  longtime  monopoly  is  facing  new  competition  in  the  island  republic. 

75  TELEGLOBE  (TGO)                                TelS       Canada            1494.2     52         19.4     90            9.3     79         46.6     44  99. 
It's  cashing  in  on  deregulation  to  rush  low-cost  international  long-distance  services  across  North  America,  Europe,  and  Asia.  

76  NATIONAL  COMPUTER  SYSTEMS  (NLCS)        Svcs      U.S.                 457.1     99         28.9     74          13.8     62         67.9     31  29. 
America's  single-largest  provider  of  education  software  and  services  to  the  K-12  crowd.   

77  CIBER  (CBR)                                      Svcs      U.S.                 550.4     92         40.8     51          22.4     33       -14.4     91  33. 
Consulting  firm  cashes  in  on  the  Millenium  Bug  boom  and  expands  its  'Year  2000  and  enterprise  business.  

7?  FLE)(TRONICS  INTERNATIONAL  (FLEXF)         Svcs      U.S.  1253.6     58         72.7     26  10.9     74       -25.5    109  25. 

i^ast-growing  contract  manufacturer  has  acquired  its  way  to  the  upper  rung  of  job-shops-for-hire.  , 


One  of  our 
most  important 
developments 
is  turning 

100  years  old. 


©1998  Robert  Bosch  Corporation, 
r  more  information:  l-aoO-TOP-PLUG^, 


One  hundred  years  ago,  we  built  the  first  rehable 
Ignition  system  for  automobiles.  And  we've  been  the 
spark  behind  many  other  automotive  innovations 
ever  smce.   For  example,   Bosch   built  the  first 
platinum  spark  plug  in  1985,  revolutionizing  the 
industry  and  inspiring  hundreds  of  imitations.  So  it's 
no  coincidence  that  even  after  100  years,  we're  once 
again  re-defining  the  industry  with  the  revolutionary 
Bosch  Platinum+4.  It's  the  most  powerful  spark  plug 
you  can  buy.  Four  ground  electrodes  and  a  pure 
platinum   center  electrode  combine  to  deliver 
miproved  engine  performance.  It's  the  latest  devel- 
opment from  a  company  that  has  a  long  history  of 
bringing  innovation  to  many  aspects  of  your  life. 

We  bring  innovation 


BOSCH 


Sometimes  all  it  takes  is  a  little  imagination,  sometimes  simpl 
horizon  of  possibilities.  The  secret  is  not  to  ask  yourself  what 
the  obvious,  perhaps  you  should  talk  to  us.  You'll  discover  that  wei 


nge  of  perspective;  and  suddenly  you  can  see  a  whole  new 
)ut  what  it  could  be.  If  you  expect  your  banker  to  look  beyond 
just  any  bank,  but  the  right  bank  for  you.  (^UBS 


In  the  U  S  Warburg  Dillon  Read  LLC,  a  subsidiary  of  UBS  AG,  is  a  registered  broker-dealer  and  member  of  SIPC,  the  New  York  Stock  Exchange  and  other  leading  exchanges. 
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79  STORAGE  TECHNOLOGY  (STK)  Comp     U.S.  2216.2  43 

Booming  demand  tor  computer  storage  and  an  alliance  with  IBM  has  lifted  StorageTek. 


7.5  114 


20.9  40 


.0  75 


AFFILIATED  COMPUTER  SERVICES  (AFA)  Svcs  U.S.  1189.1 
The  firm  manages  computer  systems  for  state  and  local  governments. 


63 


28.0  77 


10.8  75 


23.2  58 


MICROMUSE  (IVIUSE)t  INet       U.S.  22.3    120       183.6       9         -17.4  104 

This  San  Francisco-based  company's  software  helps  customers  such  as  America  Online  manage  their  networks. 


L-3  COMMUNICATIONS  HOLDINGS  (LLL)t       TelE       U.S.  795.5  78 

Need  secure  communications?  This  is  where  the  military  and  major  airlines  go. 


19.9  88 


7.7  86 


49.0  41 


80.4  26 


BROADVISION  (BVSN)  INet       U.S.  37.3 

Supplies  software  and  services  for  Internet  publishing  and  E-commerce. 


119 


101.4  19 


-3.6  101 


53.6  39 


AMERITRADE  HOLDING  (AMTD)  INet       U.S.  138.3 

By  spending  heavily  on  marketing,  the  online  brokerage  is  growing  fast. 


108 


75.0  25 


0.4  98 


45.5  47 


DOUBLECLICK  (DCLK)t  INet       U.S.  49.4    117  197.8 

The  service  brings  together  advertisers  and  Web  site  operators  by  placing  ads  on  930  Web  sites. 


-23.7  107 


^0.4  50 


RSL  COMMUNICATIONS  (RSLCF)  TelS       Bermuda  489.6     94        167.8     11       -433.1    119         23.3  57 

Poised  to  capitalize  on  the  globe's  newly  deregulated  markets,  this  telecom  upstart  offers  long-distance  service  in  20  countries. 


87  MAXIM  INTEGRATED  PRODUCTS  (MXIM)        Semi      U.S.  560.2     90  29.2 

A  leader  in  chips  that  translate  sound,  light,  pressure,  and  temperature  into  digital  form. 


72 


28.2  19 


-22.0  101 


CTS(CTS)  Semi      U.S.  467.0  98 

Elkhart  (Ind.)-components  maker  riding  high  on  the  growth  of  automotive  electronics. 


31.2  70 


23.1  29 


-6.3  86 


MISYS  Soft       Britain  759.0     79  37.5 

The  beneficiary  of  the  Millenium  bug  is  now  pushing  into  the  market  for  healthcare  software. 


56 


NM  122 


75.6  27 


EXCEL  COMMUNICATIONS  (ECI)t  TelS       U.S.  1776.6  48 

A  telecom  stud  from  the  Lone  Star  state.  Provides  long-distance  and  paging  services. 


28.1  76 


9.5  78 


-5.7  85 


PANAMSAT  (SPOT)  TelS       U.S.  752.3     80         52.9  37 

This  commercial-satellite  service  shook  the  world  when  one  of  its  birds  went  on  the  blink  this  year 


5.4  91 


-4.8  83 


1A2 


WANG  LABORATORIES  (WANG)  Svcs  U.S. 

Up  from  the  ashes,  Wang's  coming  on  strong  in  IT  services. 


1887.0  46 


48.8  41 


-170.7  116 


-8.0  89 


LORAL  SPACE  &  COMMUNICATIONS  (LOR)      TelE       U.S.  1224.6     62         92.8     21  -3.2  100 

The  former  defense  contractor  wants  to  use  its  satellite  expertise  to  provide  high-tech  voice  and  data  services. 


POLICY  MANAGEMENT  SYSTEMS  (PMS)         Soft       U.S.  596.3     87         18.5  91 

Applications  software  and  support  firm  for  insurance  companies  cashes  in  on  the  automation  wave. 


13.2  64 


-28.5  112 


30.3  54 


-2- 


VERIO  (VRiO)t  INet       U.S.  72.8   113       384.2       3         -29.1    110  7.6 

The  company  has  scooped  up  40  Internet  service  providers  to  build  a  service  catering  to  small-  and  medium-size  businesses. 


71 


COMPAQ  COMPUTER  (CPQ)  Comp     U.S.  25316.0       6         16.7     95         -23.5  106 

The  world's  largest  personal-computer  maker  took  a  hit  this  year  because  of  its  Digital  Equipment  acquisition. 


SONY(SNE)tt*  Comp     Japan  51178.0  18 

Forget  Walkmans.  Sony  is  betting  its  future  on  entertainment  PCs  and  digital  TV. 


13.7  102 


12.2  69 


-15.2  92 


-25.6  110 


-243: 


168: 


ROHMtt 

For  specialized  chips  in  Japan,  al 


Semi  Japan 
roads  lead  to  Rohm. 


2545.0  42 


12.8  104 


15.2  58 


-18.6  96 
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-183 
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NEXTEL  COMMUNICATIONS  (NXTL)  TelS       U.S.  1230.8     61        177.5  10 

The  wireless-service  provider  is  growing  rapidly  by  targeting  businesses  and  expanding  overseas. 


-250.7  117 


-30.1  113 


INTERMEDIA  COMMUNICATIONS  (ICIX)  TelS  U.S.  ^80.8 
The  telecom  newcomer  is  equally  adept  at  providing  voice  and  data  serv  ces. 


96 


187.7 


NM  122 


4.7 


76 
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ALPHABETICAL  INDEX 
OF  COMPANIES 

The  number  that  follows 
each  company  name 
indicates  its  ranking 
in  the  table 


Affiliated  Computer  Svcs  80 
AijTouch  Communications  30 
Alltel  49 
Amazon  com  37 
America  Online  6 
Ameritect)  16 
AmeriTrade  Holding  84 
Analysts  International  43 
Asustek  Computer  18 
At  Home  67 
BellSouth  15 
BMC  Software  17 
British  Telecommunications  24 
BtoadVision  83 
Cable  &  Wireless  20 
Cadence  Design  Systems  57 
Cenitiiy  Telephone  Ents.  13 
Chiina  Telecom  (Hong  Kong)  55 
CIBti*  77 
Cincinnati  Bell  65 


Cisco  Systems  1 1 

Hon  Hai  Precision  Industry  25 

Mitel  62 

SBC  Communications  12 

Compal  Electronics  27 

Hong  Kong  Telecommunications  48 

National  Computer  Sys  76 

Singapore  Telecommunicati 

Compaq  Computer  96 

IBM  22 

NetCom  Systems  73 

Softbank  56 

Compeq  Mfg  31 

Infoseek  50 

Network  Solutions  33 

Solectron  23 

Compuware  7 

Ingram  ti/licro  5 

Nextei  Communications  99 

Sony  97 

CTS88 

Intel  47 

Nidec  53 

Sprint  60 

Dell  Computer  1 

intermedia  Communications  100 

Nokia  4 

Sterling  Software  42 

Doubleclick  85 

Keane  28 

Oracle  34 

Storage  Technology  79 

Earthlink  Network  41 

L-3  Communications  Holdings  82 

Orange  38 

Sun  Microsystems  40 

Edwards  (J  D )  46 

Leasing  Solutions  66 

Pacific  Gateway  Exchange  70 

SiinCard  Data  Systems  68 

Electronic  Arts  61 

Lexmark  International  Group  10 

PanAmSat  91 

Symbol  Technologies  51 

E^fC9 

Loral  Space  &  Communications  93 

PeopieSott  14 

Tech  Data  21 

Ericsson  (LM  )  58 

Lucent  Technologies  39 

Policy  Mgmt  Systems  94 

Tele  Danmark  72 

Excel  Communications  90 

Lycos  69 

Qualcomm  64 

Teleglobe  75 

Excite  44 

Maxim  Integrated  Prods.  87 

Qwest  Communications  52 

Tellabs  45 

Flextronics  International  78 

MCI  WorldCom  26 

Racal  Electronics  71 

Vanguard  Cellular  System 

Gateway  32 

Micromuse  81 

RealNetv.'orks  59 

Verio  95 

GTE  19 

Microsoft  8 

Rohm  98 

Vodafone  Group  2 

HBO  &  Co  29 

MindSpring  Enterprises  35 

RSL  Communications  86 

Wang  Laboratories  92 

Hewlett-Packard  63 

Misys  89 

SAP  3 

Yahoo!  36 
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Saipan 


Over  90 


nonstop  flights 

from  8  U.S 


.  cities. 

WeVe  got 


Asia  covered. 


With  over  90  nonstop  flights 
weekly  from  S  sirategn.ally 
placed  gateways,  i^lus 
convenient  service  to 
important  Asian  business 
centers,  you're  certain 
to  find  a  schedule  to 
tit  yoLir  needs. 

Detriiil 

Hininlulii  Vegas 
hn  An^ile^ 
MniHcalmlnlSl  I'aiil 
NtiiYorl 
San  Francisco 
SeattlelTaconia 

What's  more,  thanks  to  our 
carefully  orchestrated  network 
of  connections,  yon  can  save 
up  to  7  hoLirs  when  you  fly 
from  the  Eastern  U.S. 

So  next  time  business  calls 
for  travel  to  Asia,  consider  the 
unparalleled  convenience  of 
Northwest. 

Call  Northwest  Airlines  at 
l-80()"i47-4747,  book  online 
at  wwwnwa.cxjm,  or  call  your 
travel  agent. 


©1998  Northwest  Airlines,  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  save  16,000  trees 


NORTHWEST 

AIRLINES 


1-800-447-4747  /  www.nwu.com 


IS  YOUR  28.8  MODEM 
COMING  BETWEEN  YOU 
AND  YOUR  ENJOYMENT 


OF  THE  INTERNET? 


If  your  modem's  not  in  a 
hurry,  it's  just  in  the  way. 
That's  why  it's  time  to  move 
to  V.90  U.S.  Robotics-'  56K' 
desl<top  modems  from  3Com. 
They  deliver  significantly 
greater  overall  performance^ 
than  other  V.90  56K  modems 
for  high  speed  downloads 
and  real-time  online  games. 


U.S.  Robotics 


So  get  over  to  your  nearest 
3Com  retailer  or  find  us  at 
www.3com.com/56k 
for  additional  information. 
Because,  when  it  comes  to 
getting  the  most  out  of  the 
Internet,  the  modem  makes 
the  difference. 


More  connected. 


The  Workplace 


BETTER  CONDITIONS?  A  cloti 
ing  manufacturer  in  Jakart 


WORK  STANDARDS 


A  FLOOR  UNDER 
FOREIGN  FACTORIES? 

But  company  plans  to  self-regulate  are  still  rough 


The  global  economic  crisis  has 
turned  up  the  heat  on  companies 
that  use  cheap  overseas  labor. 
Nike  Inc.  announced  in  mid-Oc- 
tober that  it  would  lift  wages  for  its 
entry-level  factory  workers  in  Indo- 
nesia by  22%  to  offset  that  country's 
devalued  currency.  Other  companies 
have  been  thrashing  out  ways  to  ad- 
dress such  problems  without  being 
undercut  by  rivals. 

Now,  neai'ly  a  yeai"  behind  schedule,  a 
long-divided  Presidential  task  force  on 
sweatshops  is  finally  poised  to  agree  on 
a  factory  monitoring  system.  The  task 
force  was  spurred  into  action  by  a  rival 


effort  by  the  American  Apparel  Manu- 
factui'ers  Assn.  (aama).  Both  programs 
set  guidelines  for  companies  to  police 
then'  factories  and  suppliers. 

Neither  plan  addresses  the  central 
issue  of  what  wage  levels  should  be  in 
poor  countries.  And  participants  say 
only  the  code  that  can  attract  the  most 
companies  will  smndve.  So  the  .mama's 
less  stringent  version  may  prevail  if  the 
task  force  falters  at  the  last  moment. 

Still,  the  efforts,  plus  another 
launched  earlier  this  year  by  the  Coun- 
cil on  Economic  Priorities,  a  New  York 
pubhc-interest  group,  represent  a  po- 
tentially major  step  toward  global  la- 


bor standards.  The  Intern 
tional  Labor  Organization  h 
had  workplace  standards  on  tl 
books  for  decades.  But  thi 
have  done  little,  since  gover 
ments  don't  enforce  them.  T 
new  efforts,  by  contrast,  a 
attempts  by  companies  to  se 
regulate  in  the  face  of  negati 
publicity  about  sweatshops, 
they  succeed,  a  floor  of  ba; 
working  conditions  could  be^ 
to  evolve  around  the  globe. 

The  new  progi'ams  are  off 
a  shaky  start,  however.  Back 
1996,  'the   Presidential  ta 
for'ce — with  18  garment  mak( 
and  labor  and  human-rigl 
gr-oups — set  out  a  new  code 
conduct  for  factories  that  woi| 
set  minimum  working  hours 
health  and  safety  conditions.  Ever  sir 
the  gr'oup  has  been  battKng  over  a  mJ 
itoring  system  to  ensure  compliance.! 
NO  GUARANTEE.  This  summer,  the  ta 
force  deadlocked  over  minimum  wa 
levels  and  unionization  rights,  bu 
r"ump  of  four'  humarr-rights  groups 
Nike,   Liz   Claiborne,   Phillips  \ 
Heusen,  and  Reebok  continued  to  m( 
The  gr'oup,  with  Wliite  House  proddi 
held  an  11 -hour  meeting  on  Oct.  19 
planned  to  wTap  up  a  final  agreemen 
principle  on  Oct.  23. 

The  plan  is  to  establish  the  Fair 
bor  Assn.  (fla),  a  private  entity  to 
controlled  50-50  by  cor-porate  and 
man-rights  or  labor  repr-esentatives. ' 
FLA  would  accredit  auditors,  such  as 
counting  fiiTns,  to  certify  companies 
complying  with  the  code  of  conduct 
would  inspect  about  a  fifth  of  a  coir 
ny's  factories  for  certification,  and 
haps  5%  a  year  after  it's  certified, 
dits  would  be  confidential,  thoi 
auditors  must  work  with  local  hur 
rights  or  labor  gr'oups. 

Critics,  though,  say  the  plan 
achieve  little  unless  it  addresses  wj 
and  unionization  rights.  The  1996  code 
quires  companies  to  pay  the  local  nj| 
mum  wage  or  the  prevailing  indu{ 


WHITE  HOUSE  In  a  project 
brokered  by  Clinton  Adminis- 
tration officials,  Nike,  Liz 
Claiborne,  and  other  compa- 
nies plus  some  human-rights 
groups  plan  to  set  up  an 
independent  association  to 
monitor  a  sample  of  a  com- 
pany's global  factories. 


APPAREL  MAKERS  Their 
trade  group,  with  members 
such  as  Jockey,  Sara  Lee, 
and  VF,  has  devised  a  less 
stringent  code  and  will 
monitor  factories  one  by  one, 
instead  of  companywide. 
They  hope  to  get  human- 
rights  groups  on  board. 


COUNCIL  ON  ECONOMIC 
PRIORITIES  Set  up  early 
this  year  with  Avon,  Toys  'R 
Us,  and  the  New  York-base 
council,  this  system  also 
monitors  individual  factorie 
Code  calls  for  paying  a 
'living  wage" — yet  to  be 
defined. 


RIVAL  IDEAS 
ON  FACTORY 
MONITORING 

Three  groups  have 
issued  workplace 
guidelines  for 
overseas  plants 


s  t  a 


s  p  o  r  t  s 


Win  a  FREE  Trip 
for  two  to  the 
championship 
game*  of  your 
choice! 


Grand  Prize 

All-expense-paid  trip  for  two  to  the 
championship  game  of  your  choice** 
in  the  U.S.  or  Canada,  including  lodging, 
car  rental,  two  tickets  to  a  single 
event  and  $300  in  spending  money. 


10  Great  First  Prizes 

Two  free  tickets  to  a  regular  season 
professional  or  college  sports  event 
and  a  two-night  Bed  &  Breakfast 
package  at  a  Four  Points  Hotel  by 
Sheraton. 


How  to  play 

Simply  join  Sheraton  Club  International 
(SCI)  by  filling  out  an  application  at 
any  Four  Points'"  Hotel  or  call 
1-800-247-CLUB  (2582)  to  instantly 
enter  the  STAY-4-SPORTS  sweepstakes. 
If  you're  already  enrolled  in  SCI,  each 
time  you  stay  at  a  Four  Points  Hotel 
counts  as  an  additional  entry  in  the 
STAY-4-SP0RTS  sweepstakes. 


Everybody  Wins  with  SCI 

ffs?  -  member, 

stay  4  times  at 

 "  Four  Points  Hotel  by 

December  30,  1998,  and  you'll  auto- 
matically receive  a  certificate  good  for 
a  free  night  at  any  Four  Points  Hotel. 
You  can  earn  up  to  5  free  nights  with 
our  Stay-4-Freet  promotion. 

With  the  SCI  frequent  guest  program 
you  will  earn  ClubMiles  which  can  be 
used  for  free  nights  and  free  flights! 

To  make  reservations  call 
1-800-325-3535,  your  travel 
professional,  or  click  to 
www.fourpoints.corn. 


^ry.  Some  restrictions  apply.  Open  to  resKlents  to  U  S  and  Canada.  See  any  Kour  ftsnts  Holi 
i  rules  and  regulations  Offer  void  wtiere  pfohtoHed  by  law.  Promotion  dates:  10/1-11/30/98 
se  a  t^iampionsf^p  game  from  Ifie  following  sports:  football,  basketball,  Daseb^l,  tennts,  goH  or  fiockey. 
jtion  runs  through  December  31, 1998. 


What's  InqersoU-Rgnd 


doing  Ibday  for  the  2 


Bobcat  loaders  are  versdt 
enough  to  handle  digging\ 
even  small  backyards 


®  1998  Inyersoll-Rrind 


Inyersoll-Rand  is  helping  to  create 
pools  where  today's  toddlers  can  learn 
to  become  tomorrow's  Olympic  winners. 
Our  Bobcat'  skid-steer  loader's  versatility 
makes  it  a  top  performer  on  any 
construction  project. 

The  Bobcat  loader  is  just  one  example 
of  the  new  Ingersoll-Rand.  You  will  find 
us  a  different  company  today — highly 
diversified  and  increasingly  global. 
Acquisitions  of  leading  world  brands 
such  as  Thermo  King  and  Club  Car" 
have  redefined  the  company. 

These  acquisitions  complement 
existing  Ingersoll-Rand  businesses 
and  offer  excellent  financial  results 
with  opportunities  for  growth. 


Combined  with  existing  brands — 
such  as  Schlage",  Torrington'  and,  of 
course,  Ingersoll-Rand' — they  make 
a  powerful  portfolio  of  industrial  and 
commercial  brands  recognized  as  market 
leaders  around  the  world. 

Such  changes  led  to  record  earnings 
in  1997,  the  fourth  year  in  a  row.  And 
the  trend  continues. 

Ingersoll-Rand  is  now  a 
fundamentally  different  company. 
Better.  Stronger.  And  more  dynamic. 

For  more  information,  write: 
Ingersoll-Rand,  200  Chestnut  Ridge  Road, 
Woodcliff  Lake,  Nj  07675.  Or  visit  us  at 
www.ingersoll-rand.com.  Our  NYSE  symbol 
is  IR.  See  how  we'll  help  you  go  for  the  gold. 


INGERSOLL-RAND 


Sponsored  by 

LINCOLN 


1-800-446-8888 


The  fastest  ivav  to  get  free  information  from  advertisers  in  Business  \f  eek 


Your  one-click 
option  to  connect  with 
our  advertisers. 


fizLink 

www.businessweek.com/bizlink 
see  page  142 


Yom  PDA  lives 


Fry's 

Staples 

MicroCenter 

UnPlugIt 

CompuTown 

MultiMicro  (Canada) 

Electronics  Boutique 

1-800-Batteries 

PC  Connection 

Mobile  Planet 

INCA 

ComputerWare 
Cyberian  Outpost 
DataVision 
RCS 

New  World  Technologies 


The  briefcase  jungle  of  laptops,  keys,  and 
cell  phones  can  be  hazardous  to  the  health 
of  your  hand-held  computer.  Give  it  the  best 
care  possible.  Protect  it  with  the  new  PDA 
Survival  Kit,  containing  four  essentials  to 
make  it  last  longer  and  work  better. 

The  PDA  Survival  Kit  has  all  the  accessories 
you  need  to  help  make  the  most  of  your 
powerful  little  computer: 
Brain  Wash  two-step  cleaning  system 
restores  luster  to  your  screen. 
WriteRight  clear  textured  screen 
overlay  prevents  scratches,  improves 
handwriting  recognition,  and 
reduces  glare. 
Karma  Cloth  removes  fingerprints,  j 
dust  and  debris. 
The  sterling  silver  Fingertip 
Stylus  improves  writing 
accuracy  and  makes  using 


youl 


hand-held  a  lot  more  fun 


With  the  PDA  Survival  Kit,  that  hostile 
environment  just  got  a  whole  lot  friendlier 


Compatible  with: 
PalmPilot" 
Palm  in™ 
Windows  CE™ 
Psion " 


www.conceptkitchen.com 


★ 

HOLIDAY 
APPROVED 


CONCEPT 

KITCHEN 


so  MY  SALESPEOPLE  CAN  GET  E-MAIL  ON  THE  MOON. 
HOW  DOES  THAT  MAKE  ME  MORE  PROFITABLE  HERE  ON  EARTH?'' 


-v^pf^   It's  true;  with  wireless  technology  today 
you  can  do  all  sorts  of  fancy  tricks.  You 
\SP  can  access  the  web  from  the  top  of  a 

mountain  or  send  a  fax  from  a  moving  taxi  halfway 
across  the  Golden  Gate  Bridge.  But  that 
raises  an  important  question:  So  what? 
Luckily,  there's  a  simple  answer: 


INCREASED  PRODUCTIVITY 
When  you  can  send  a  fax  directly  to 
your  salesman  in  his  rental  car  instead  of 
to  the  hotel  he'll  be  at  that 
ftPPrOUed  night,  it's  not  just  a  stunt;  it's 

"  more  productive.  When  you 

can  reach  one  of  your  people  in  an  airport  2,000 
miles  away  while  you're  on  a  train  home,  it's  not 
just  more  convenient;  it's  more  efficient. 

YOUR  PEOPLE  CAN  DO  MORE 
At  GTE  Wireless,  we  can  provide  a  wire- 
less solution  for  your  company  that  will 
let  all  your  people  do  more  now.  With 


advanced  features  like  wireless  internet  access, 
paging,  three-way  calling  and  mobile  fax  capabilities, 
just  to  name  a  few.  And  GTE's  business 
packages  can  link  your  employees 
together  wherever  they  are,  so  they 
can  talk  to  each  other,  and  the  main 
office,  as  often  as  they  need  to  - 
at  special  reduced  rates. 

ONE  SIZE  doesn't  FIT  ALL 

But  most  important,  we  won't  try  to 
shoehorn  you  into  some  pre-configured 
plan.  We'll  design  a  wireless  system 
specifically  to  fit  your  company's 
needs  -  at  a  price  that  fits  your  company's 
budget.  To  let  your  people  do  more  and  be 

more  productive.  That's  how  we  can  help 
*^V!^    you  be  more  profitable.  And  no,  we  can't 
really  get  e-mail  to  the  moon.  Yet. 
To  find  out  about  GTE  Wireless, 
just  call  1-800-587-2877. 


Li 
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PEOPLE 
MOVING 
I      D     E     A  S'- 


Students  start  business. 
Business  makes  profit. 
Students  use  profits  to  teach  children 
about  the  free  market  system. 

Its  enough  to  give  a  capitalist  goose  bumps. 


The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfully  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
members.  SIFE  (Students  Li  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  can't 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breathing  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  they  make  a  real  ' 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  future  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  it's  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed- 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE  ® 


"Helping  people  achieve  their  dreams  through  free  enterprise  education"  Call  I"800"677-SIFE. 

Active  Sponsors:  Black  &  Decker,  GNB,  GE.  Pt-  G,  ReyiioLh  Mclnis,  Dirt  Dc\nl.  Chr\-sL-r  Fiiiui,  The  McCnnv-Hill  Cos..  phis  400  more  of  America  's  leading  companies. 


You've  chosen  your  employees 
for  their  talent  and  expertise. 


Choose  their  health  plan 
for  the  same  reason. 


When  choosing  the  right  health  plan,  it  helps  to  know  all  the  facts.  That's  why 
we'd  like  you  to  know  that  a  board  of  experts,  the  California  Cooperative 
Healthcare  Reporting  Initiative,  recently  reported  that  it  gave  Kaiser  Permanente 
high  marks  on  eight  out  of  nine  clinical  measures,  from  cervical  cancer  and  breast 
cancer  screening  to  beta  blocker  treatments  after  heart  attacks. 

Setting  the  benchmark  in  California  for  quality  care  is  nothing  new  to  Kaiser 
Permanente.  In  fact,  we're  continually  recognized  for  practicing  great  medicine. 

So  give  your  employees  a  health  plan  that  works  as  hard  as  they  do.  After  all,  they 
are  one  of  your  company's  most  valuable  assets. 
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KAISER  PERMANEJVTE 
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www.ca.kaiserpermanente.org 


evelopments  to  Watch 


FED  BY  NEIL  GROSS 


K-GODE  PATENTS 
r  GO  BEFORE 
■  BAR.  AGAIN 

THE    TIME  INVENTOR 

me  H.  Lemelson  died  in 
,  he  and  his  foundation 
collected  more  than  half 
ion  dollars  in  license  fees 
.  bundle  of  patents  cov- 
f  bar-code  readers  and 
•  inspection  gear  used  on 
nated  production  lines. 
y,  the  Lemelson  patents 
nue  to  raise  cash — and 
les  (BW^uly  20).  On 
14,  a  company  with  its 
vision  technology  filed 
to  have  Lemelson's 
its  declared  invalid, 
e  lawsuit,  by  Cognex 
.  of  Natick,  Mass.,  seems 
t  first  blush.  The  Lemel- 
Foundation  has  never 
it  royalties  Irom  Cognex, 
1  makes  sophisticated 
ry-inspection  systems. 


But  the  foundation  has 
fought  pitched  court 
battles   to  collect 
fees  from  some  of 
Cognex'  premier 
users,  which  in- 
clude Ford  Motor, 
Procter  &  Gam- 
ble, Kimberly- 
Clark,  and  Intel. 
"Since  Lemelson 
died,  we've  been 
getting  more  and 
more  com- 
plaints from  ^, 
oui"  custom- 
el's,"  growls  Rob- 
ert J.  Shillman,  president 
and  founder  of  Cognex. 

Shillman  says  his  compa- 
ny's 150  engineer's  have  put  in 
more  than  1,000  cumulative 
years  perfecting  then-  own  vi- 
sion technology — earning  30 
patents  of  their  own  along  the 
way.  He  wants  his  customers 
to  be  able  to  buy  his  prod- 
ucts without  having  to  fight 


Lemelson's 
foundation  over  the  right  to 
use  them. 

Lemelson  Foundation  law- 
yer Louis  J.  Hoffman  says 
Cognex'  customers  are  in- 
fringing on  its  patents  "by 
practicing  the  patented  meth- 
ods to  manufacture  products." 
The  Massachusetts  courts  will 
have  to  make  the  call.  □ 


U  SAY  TOMATO, 
AY  ANESTHESIA 
IMPLICATION 

:micals  that  act  as 
oral  insecticides  in 
its  are  turning  into  a 
dache  for  anesthesiolo- 
s.  Potatoes,  tomatoes, 
eggplants  all  produce 
ipounds  called  sgas,  or 
naceous  glycoalkaloids. 
«e  ward  off  bugs  and 
generally  harmless  to 
lans.  But  now,  a  Uni- 
iity  of  Chicago  study 

gests  even  small  amounts  of  these  chemicals — ingested  several  days  before  an  opera- 
— can  delay  the  speed  at  which  patients  break  down  common  anesthetics.  That  can 
ede  patients'  abiUty  to  quickly  shake  off  drugs  after  surgery,  thus  delaying  recovery. 
)r.  Jonathan  Moss,  professor  of  anesthesia  and  critical  care  at  Chicago  and  lead  au- 
"  of  the  study,  thinks  sgas  and  other  chemicals  in  food  may  account  for  a  lingering 
'.tery.  Patients  of  about  the  same  age  and  body  weight  often  respond  differently  to 
jnon  anesthetics  and  muscle  relaxants,  sgas  could  account  for  the  variation,  he  says, 
iuse  they  inhibit  two  separate  enzymes  responsible  for  breaking  down  common 
ithetics.  The  evidence?  When  minuscule  amounts  of  sgas  were  mixed  with  human 
rmes  in  a  test  tube,  they  blocked  the  enzymes'  ability  to  break  down  the  drugs, 
lespite  these  findings,  presented  on  Oct.  20  in  Orlando,  Fla.,  Moss  warns  against 
presurgery  diets  until  the  effects  are  better  understood.  "Careful  anesthesiologists 
cipate  variability  and  monitor  patients  throughout  an  operation,"  he  says.  □ 


CAN  BART  SIMPSON 
HELP  TRACK 
ENEMY  AIRCRAFT? 

military  radar  has  one 
great  drawback:  Enemy  mis- 
siles can  "backtrack"  the 
signals  to  their  soui'ces.  The 
allies  used  so-called  anti- 
radiation  missiles  supplied  by 
the  U.  S.  to  destroy  Iraq's 
air'-defense  radars  during  the 
Persian  Gulf  war.  But  U.  S. 
forces  are  also  vulnerable. 

After  15  years  of  quiet  de- 
velopment, Locklieed  Martin 
Corp.'s  Mission  Systems  unit 
has  a  safer  alternative.  Called 
Silent  Sentry,  it  exploits  the 
fact  that  the  skies  ai-e  ah-eady 
chock-full  of  commercial  radio 
waves.  Silent  Sentry  uses 
those  waves  as  its  "radar." 
Some  of  them  inevitably 
bounce  off  jets,  helicopters, 
and  missiles  plowing  through 
the  airwaves,  and  Silent  Sen- 
try can  detect  that.  It's  just 
as  if  the  flying  objects  wer-e 
being  "illuminated"  by  radar 
signals  at  commercial  fre- 
quencies. Tune  in  those  re- 
flections with  a  sensitive  an- 
tenna, then  use  a  computer 
to  sort  out  the  echoes  fi-om 
individual  sources,  and  it's 
possible  to  keep  tabs  on 
planes  or  missiles  without 
sending  out  a  telltale  radar 
signal.  The  system  also  can 
update  its  display  faster  than 
radai'  .systems  because  there's 
no  delay  as  a  radar  signal 
travels  out  and  back. 

Using  a  powerful  Silicon 
Gi'aphics  Inc.  computer.  Silent 
Sentry  can  follow  some  200 
targets  at  distances  of  up  to 
140  miles.  The  $5  milHon  sys- 
tem works  best  by  triangu- 
lating on  targets  using  thr-ee 
differ'ent  br'oadcast  signals. 
But  it  can  scrape  by  with 
one:  From  its  Gaithersbur'g 
(Md.)  headquaiter-s,  Locklieed 
Martin  Mission  Systems  has 
no  tr'ouble  plotting  the  tr'affic 
over  Baltimore's  airpor-t  us- 
ing signals  from  a  near'by  fm 
radio  station.  Otis  Port 
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e  third. 


The  AMD-K6-2  Processor 
with  3DNow!  Technology 


Presenting  the  i 
next  dimension  in 
PC  technology. 


Pictures  leap  off  thie  screen.  Historical  moments  come 
alive.  Term  papers  talk.  Never  before  has  learning  been 
so  inspiring.  It  all  begins  with  the  AMD-K6*-2  Processor 
with  SDNow!.'"  You  get  sharp  3D  imaging,  smooth 
video  playback  and  incredibly  fast  multimedia.  Even 
sound  is  more  lifelike.  With  BDNow!  technology, 
you'll  see  new  3D  applications  the  way  they  were 
meant  to  be  seen.  Plus,  you'll  get  great  Internet 
performance.  And  of  course,  your  current  Windows® 
applications  run  at  lightning  speed.  The  fact  is,  the 
AMD-K6-2  Processor  with  3DNow!  outperforms 
Pentium'  II.*  More  importantly,  it  has  the  power  to 
inspire  your  child  to  study  And  actually  enjoy  it. 
Get  more  information.  Visit  us  at  www.amd.com/flight. 

AMDii:! 

www.amd.com 


Personal  Business! 
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IT'S  TIME  TO 
REFINANCE-AGAIN 


Less  than  a  year  after 
refinancing  his  Encino 
(CaHf.)  home,  Larry 
Levine  went  shopping  for  a 
better  deal.  With  mortgage 
rates  at  their  lowest  point 
since  flower  children  and  the 
original  Volkswagen  Beetles 

roamed  the   

earth,  the 
restaurateur 

snapped  up  a  30-year,  fixed- 
rate  mortgage  in  September 
at  6.625%,  shaving  1  percent- 
age point  from  the  interest 
rate  on  his  $300,000  loan.  He 
rolled  several  thousand  dol- 
lars of  closing  costs  into  his 
new  mortgage,  wmmmmmmmm 
so  he  only  had 
to  spend  a  cou- 
ple hunch'ed  up- 
front for  an  ap- 
praisal. His 
monthly  sav- 
ings? More  than 
$200. 

As  moitgage 
rates  decline — 
reaching  a  30- 
year    low  of 
6.49%  in  early 
October  before 
edging  back  u]) 
within  a  week 
to  around  1% — 
they  are  trig- 
gering the 
decade's  second 
major  refinancing  wave.  Run- 
ning at  about  twice  their  nor- 
mal pace,  refinancings  are  ex- 
pected to  account  for  about 
half  of  this  year's  $1.4  trillion 
market  for  mortgages,  says 
the  Mortgage  Bankers  Assn. 
SEESAW.    Should   you  join 
Levine  and  the  crowd  of  oth- 
er Americans  now  refinanc- 
ing? With  financial  market 
volatility  high  and  mortgage 
rates  seesawing  off  record 
lows,  it's  tempting  to  tiy  to 
snag  the  cheapest  deal  possi- 
ble. Indeed,  the  Federal  Re- 
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serve's  smprise  interest  rate 
cut  on  Oct.  15  has  already 
sent  30-yeai'  mortgage  rates 
back  down  slightly.  Even 
with  their  cun-ent  volatility, 
however,  mortgage  rates  re- 
main cheap — and  their  short- 
term  swings  hard  to  predict. 

"I  would  lock 
in  and  not 
gamble,"  ad- 
vises David  Lereah,  the  mba's 
chief  economist.  Adds  Keith 
Gumbinger,  vice-president  at 
HSH  Associates  in  Butler, 
N.J.:  "Anyone  with  a  mort- 
gage rate  above  8%  should 
at  least  be  running  the 
wmmmmmmmm  numbers." 

The  windfall 
for  U.  S.  home- 
owners comes 
courtesy  of  fi- 
nancial turmoil 

  in  Tokyo, 

Moscow,  and 
www.homepath.com        Sao  Paulo  that 

"HSHASSOCIAis "T^^^^J^. 
www.hsh.com  i^g  for  the  safe- 

\  NEiWORK       ^  ,  U.  S. 

Treasui-y  bonds. 

  Interest  rates, 

which    dip  as 
bond  piices  rise, 
have  hit  recor'd 
lows.  But  mort- 
gage I'ates  have 
not  fallen  as  far 
as  the  10-yeai'  Tj-easuiy  notes 
they  track  because  investors 
who  buy  the  loans  in  the  sec- 
ondaiy  market  are  demand- 
ing gTeater  compensation  to 
pass  up  the  safety  of  Trea- 
suries. 

The  decision  to  refinance 
often  comes  down  to  know- 
ing you  will  keep  a  loan  long 
enough  to  recoup  upfront  re- 
financing costs.  To  calculate 
a  break-even  point,  divide 
closing  and  other  refinancing 
costs  by  the  aftertax  savings 
on  monthly  payments.  Say 


ANKERS  ASSN 
www.mbaa.org 

QUiCKEN  MORTGAGE 
mortgage.quicken.com 


you're    in  the 
28%  tax  brack 
et.  If  a  new 
loan  saves 
$140 

montlily  be- 
fore taxes, 
it  will  net  you 
$100  after  taxes 
per  month.  If  your 
refinancing  costs 
$4,000,  it  will 
take  40  months 
before  any  real 
savings  begins. 

If  you  plan 
to  sell  or  refi- 
nance again  be- 
fore the  break- 
even date,  try 
for  a  no-cost 
loan  with  no 
out-of-pock- 
et expens- 
es, closing 
costs,  or 

points — the  fees  paid  upfront 
in  return  for  a  lower  rate. 
Typically,  no-cost  mortgage 
rates  are  a  half  percentage 
point  above  those  on  stan- 
dai"d  mortgages.  Another  way 
to  avoid  upfront  costs  is  to 
roll  the  closing  costs  into  the 
loan  balance.  If  your  costs 
are  $5,000,  you  would  be  bor- 
rowing that  much  extra  and 
paying  interest  on  it.  But  you 
get  to  hold  onto  your  cash, 
and  the  extra  amount  you  fi- 
nance will  add  little  to  your 
monthly  payment. 

A  less  obvious  way  you 
can  save  on  refinancing  is 
with  an  adjustable-rate  mort- 
gage (ARM).  Favored  when  in- 
terest rates  are  high,  they 
are  not  in  fashion  in  this  era 
of  low  inflation,  arms  come 
in  a  variety  of  shapes  and 
sizes,  but  most  guarantee  a 
set  rate  for  up  to  10  years 
at  a  slight  discount  to  the 
fixed,  30-yeai'  rate.  Aftei-  that, 
rates  fluctuate  with  an  index. 


exposing  borrowers  to  h 
risk  of  higher  payments.  ' 
hard  to  get  excited  a 
anything  but  fixed-rate  n 
gages      these  da; 
Gumbinger  says.  But  if 
think  you're  going  to  sel 
fore  youi'  rate  starts  floa 
an  ARM  might  be  worth 
sidering.  In  mid-October, 
could  find  a  one-year  AB 
5.56%  and  a  10-year  at  ( 
If  you're  determined  t 
a  fixed-rate  loan,  don' 
fooled  by  low  adver 
rates.  When  you  take 
into  account,  a  7.5% 
fi-om  one  bank  might  act 
be  cheaper  than  a  7. 
loan  from  another.  R( 
Heady,  author  of  Tlte. 
plete  Idiot's  Guide  to  Mi 
ing  Your  Money  (Macl\ 
General  Reference,  $li 
recommends  requesting 
ten  estimates  of  such  fe 
closing  charges  and  int 
expenses  over  five  yets, 


Illililllllllllllil 


"I  would  lock  in  and  not 
gamble/'  says  one  mar- 
ket watcher 


non  length  of 
jrship.  "Add  those  to- 
er,  and  your  best  deal 
^how  itself,"  he  says. 
lU  can  also  tilm  fees  with 
-reamlined"  refinancing, 
offered  by  many  lenders, 
■lorwest,  current  mort- 

clients  can  save  an  av- 
i  of  $350  and  30  to  40 

by  skipping  steps  such 
he  credit  check  and 
lisal. 


Lower 
fees  are  not  the  only 
way  to  save.  Like  Levine,  a 
grovdng  number  of  home- 
owners are  enrolling  in  pre- 
payment penalty  plans. 
Le\ine  gave  up  the  right  to 
refinance  over  the  next  five 
years,  saving  about  20  basis 
points  on  his  loan.  If  he 
changes  his  mind,  he  will 
have  to  pay  his  lender,  Head- 


lands Mortgage,  six 
months  of  interest  as  a 
penalty.  But  with  rates  so 
low,  Levine  figures  he  is 
unlikely  to  refinance  again. 
"I'm  done  for  life,"  he  says. 

Low   mortgage  rates 
have  also  breathed  new  life 
into  "cash-out"  refinancings, 
in  which  homeowners 
trade  in  old  mortgages 
for  new  ones  with  larg- 
er balances.  You  can  use 
the  cash  to  pay  off  high-in- 
terest debt,  fix  youi-  house, 
or  pay  for  college,  but  there 
are  risks.  If  paid  back  over 
•  iO  yeai's,  the  extra  boirow- 
ings  nm  up  a  much  higher 
interest  tab  than  a  shorter- 
term  debt.  And  spending 
liome  equity  jeopardizes  a 
ciaicial  retirement  and  emer- 
gency resource. 

Even  riskier  is  an  inter- 
est-only mortgage.  Under 
a  plan  offered  by  Mellon 
Bank's  Boston  Co.,  clients 
pay  nothing  but  interest 
for  the  fii-st  decade  of  a  30- 
year  loan.  The  rates  ai'e  fixed 
at  fii-st  and  then  vaiiable,  but 
the  initial  savings  can  be  sub- 
stantial. At  a  fixed  rate  of 
6.5%  for  five  years,  the 
monthly  payment  on  a 
$600,000  interest-only  loan  is 
$3,250,  vs.  $4,093  for  a  30- 
yeai'  loan  at  7.25%^ — a  differ- 
ence of  $10,117  a  yeai-  for  five 


Two  Refi  Strategies 

30-YEAR  LOAN       15-YEAR  LOAN 

mple  has  a  $200, 000,  30-year   

rtgage  taken  out  10  years  ago  at   

Wo.  The  monthly  payments  are      INTEREST  RATE  6.92%  6.59% 

m  and  the  total  interest  due  MONTHLY  PAYMENT $1,208  $1,604 

r  the  loan 's  term  is  $454, 847.Th.e   

iple  has  already  paid  $201,341  in  INTEREST  ON  NEW  LOAN  $251,848  $105,609 

erest,  and  $16,941  in  principal.  TOTAL  iNTERESr  $453,189  $306,950 

'^e  are  two  scenarios  for  refinanc-  ■  ■  ..  . 

.1    ,    J  *lncluding  interest  already  paid  on  old  loan 

•  lUe  Oalance:  ^^^^^  ^^^^^  associates 


years.  Once  the  interest-only 
option  turns  vaiiable,  you  risk 
having  to  pay  a  much  higher 
rate. 

Typically,  the  interest-only 
option  is  restricted  to  hold- 
ers of  jumbo  mortgages  over 
$227,150,  who  use  the  savings 
to  offset  the  extra  half  point 
they  ai'e  often  chai'ged.  In  re- 
cent years,  many  borrowei's 
have  funneled  these  savings 
into  stocks.  As  the  market's 
travails  illustrate,  the  tactic 
can  backfire.  "It's  a  gi"eat  idea 
if  you're  a  great  investor," 
says  Roger  Harrington,  a 
mortgage  adviser  in  White 
Beai-  Township,  Minn.  He  also 
counsels  against  taking  out 
shorter  mortgages  in  favor  of 
a  30-year  loan.  With  the  low- 
est monthly  payments,  a  30- 
year  mortgage  leaves  more 
cash  for  investing. 

But  if  you're  the  type  to 
fritter  away  extra  cash, 
you're  a  candidate  for  the  dis- 
cipline a  15-yeai'  loan  imposes. 
These  shorter  loans  save 
thousands  in  interest  costs 
(table).  While  monthly  pay- 
ments run  about  20%  above 
those  on  comparable  30-year 
loans,  today's  low  rates  make 
them  more  affordable. 

If  yom-  goal  is  to  prepay 
your  loan,  avoid  programs 
that  chai-ge  you  to  do  so.  "Ac- 
celerator accounts"  impose 
fees  in  return  for  accepting 
the  equivalent  of  13  monthly 
payments.  "It's  nothing  that 
an  inchvidual  can't  do  foi-  him- 
self," said  David  Walz,  a  fee- 
only  planner  in  Oak  Park,  111. 

Whether  you  prepay  or 
stick  with  yoiu-  loan  for  years, 
today's  low  I'ates  offer  lots  of 
savings  opportunities.  "This 
historically  low  mortgage  rate 
comes  once  eveiy  two  gener- 
ations," says  the  mba's 
Lereah.  So  gTab  yoiu*  calcula- 
tor and  start  cnmching  num- 
bers. Anne  Terge.sen 
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INCORPORATING  YOUR 
COMMUNITY  SPIRIT 


In  1996,  a  group  of 
civic  leaders  in  Mid- 
dletown,  Conn.,  sat 
down  to  assess  their 

town's  future.  Middletown, 
with  a  population  of  46,000, 
had  several  problems,  from  an 
ailing  downtown  to  poor 
school  performance  by  kids 
from  low-income  families.  So 
they  decided  to  start  a  com- 
munity foundation.  A  foimda- 
tion,  they  reasoned,  would  be 
a  good  way  to  channel  chaii- 
table  donations  dii'ectly  to  lo- 
cal nonprofit  organizations  that 
could  address  the  town's 
needs. 

The  bet  has  paid  off. 
Launched  last  year  with  a 
$125,000  matching  grant  from 
Middletown's  Liberty  Bank, 
the  Middlesex  Coimty  Com- 
munity Foundation  now  has 
close  to  $500,000  for  operat- 
ing expenses  and  endowment 
pledges  of  $125,000.  Tlie  foim- 
dation,  whose  focus  now  in- 
cludes all  of  Middlesex  County, 
has  made  grants  to  an  after- 
school  progi'am  in  Middletown 
and  the  public  librai-y  in  neai-- 
by  Portland. 
FLUSH  CLIMATE. 
Community  founda- 
tions date  back  to  the  eai-ly 
part  of  the  centuiy,  and  in  the 
flush  climate  of"  the  1990s, 
many  smaller  communities, 
from  rural  Oceana  County, 
Mich.,  to  Dalton,  Ga.,  have  set 
up  their  own.  They  ai'e  ideally 


safer,  more  secui-e,  and  pro- 
ductive way  to  collect  money 
in  the  community,"  says 
Michael  Bui'ns,  a  partner  at 
Brody  &  Weisei',  a  Branford 
(Conn.)  consulting'  firm  that 
works  with  nonprofits. 

If  you  want  to  stait  a  com- 


GIVING 


positioned  for  local  donoi-s  who 
may  not  have  the  expertise  to 
select  the  best  recipients  and 
manage  their  gifts.  For  exam- 
ple, if  a  donor  wants 
to  give  $10,000  for 
early  childhood  education,  a 
community  foundation  will 
manage  the  gift  in  pei-petuity 
and  channel  gi'ants  derived 
from  the  endowment's  invest- 
ments to  nonprofits  that  fit 
the  donor's  wishes.  "It's  a 


Foundation  Facts 


ORfiANlZATION  

COUNCIL 

ON  FOUNDATIONS 


PHONE/WEB  SITE 

202  466-6512 
www.cof.org 


COMMENTS 


Provides  information  on 
all  types  of  foundations 


THE  FOUNDATION 
CENTER 

THECOLUMBUS 
FOUNDATION 


212  620-4230  Prefers  to  receive  reference 
www.fdncenter.org  questions  by  E-mail 


614  251-4000 
www.columbus 
foundation.com 


Conducts  annual  survey 
of  community  foundations 


munity  foundation,  seek  out 
advice  fi'om  similar  organiza- 
tions in  other  towns.  A  good 
place  to  get  a  handle  on  such 
organizations  is  the  Council  on 
Foundations  in  Washington. 
Next,  you'll  need  to  reciiiit  a 
core  gi'oup  with  ties  to  local 
business  and  nonprofit  com- 
munities. Chances  ai"e  they'll 
become  the  foundation's  first 
board. 

You'll  need  to  analyze  the 
community's  fimd-raising  base 
to  gauge  who  may  be  able  to 
provide  seed  money.  In  Dai- 
ton,  Ga.,  where  the  Conuniuii- 
ty  Foundation  of  Northwest 
Georgia  v^as  started  in  Sep- 
tember, local  businesses  do- 
nated $200,000.  The  founda- 
tion's goal  is  to  have  a  $100 
million  endowment  in  10 
years.  It  plans  to  tap  other 
companies  such  as  Shaw  In- 
dustries, a  major  caipet  mak- 
er, and  it  hopes  to  encoiu-age 


individuals  to  make  gifts 
their  wills. 

You  wUl,  of  course,  have 
incoiporate  the  foundation 
filing  with  the  Secretary 
State  for  your  state,  which  ( 
taUs  a  $100  to  $500  fee.  In  ( 
ing  so,  organizers  should  dr 
a  mission  sta 
ment  that  outlii 
gi'ant  priorit 
and  ways  to 
volve  the  comn 
nity.  The  foun^ 
tion    also  mi 
secm-e  a  50Uc] 
letter  from  1 
Internal  Revei 
Service,    a  1 
step  that  conf 
tax-exempt  sta 
and  allows  tax 
ductions 
donors.  Includ 
$500  for  the 
filing,  the  tab 
the  entire  pro( 
can  mn  to  $i 
and  that's  as  1 
as   you  find 
lawyer,  perha{ 
board  mem 
willing  to 
for  free,  says 
len  Monroe, 
nonprofit  con 
tant  in  San  Di 
It  may  take 
a  day  to  inco 
rate,  but  securing  tax-exe 
status  can  take  up  to  a  y( 
Once  it's  up  and  iTinniii 
cominunity  foundation  ui 
ly  reaches  a  crossroads 
solo  or  affiliate  with  a 
established  community  fi 
dation.  With  affiliation,  a  s 
up's  endowment  goes  into 
same  pot  as  the  parent  f 
dation's  gi'ants.  It  also  pa 
monthly  fee  to  the  pai 
which  takes  over  the  b 
room  operations.  Still, 
foimdation  may  need  a 
Many  in  Indiana  secui 
matching  gi'ant  from 
foundations  as  Lilly  Encj^ 
ment  in  Indianapolis  (31755 
5471)  to  pay  for  staffers. 

Setting  up  a  foimdatiorv 
fine  way  of  turning 
neighbors'  civic  impulses 
concrete  results.  The  pn; 
is  not  easy,  but  the  payi. 
easy  to  see — right  in  I 
backyard.   Lawrence  ^^^^^jj^ 


1  re  wondering  what's  going  on  in  the  energy  industry. 


sre  are  rumors,  speculation  and  more  articles  than  you  want  to  read. 


his  time  of  indecision  and  change,  how  do  you  know 

As  one  of  the  most  widely  held  stocksjj 

f  energy  company  has  the  financial  stability  to  go  the  distance'. 

Southern  Company  is  ahead  of  tt^  pac 


vww.southernco. 


SOUTHERN  i& 
COMPANY 

oServeYourWorld" 


Personal  Business 


HEAVENLY  GUIDANCE 
GETS  EASIER 


I'm  too  proud  to  ask 
strangers  for  direc- 
tions. But  I'm  per- 
fectly willing  to  find 

my  way  with  help  from 
above — not  the  religious  sort, 
but  rather  an  electronic  giz- 
mo that  relies  on  satellites 
to  keep  me  on  course. 

Wireless  Global  Position- 
ing System  (gps)  receivers 
that  can  help  you  plan  routes 
and  calculate  your  where- 
abouts have  been  around  for 
a  while,  but  the  latest  ver- 
sions are  of  better  quality 
and  more  affordable  than 
their  predecessoi-s.  They  can 
be  godsends  if  you're  diiving 
on  unfamiliar  roads,  want  to 
return  to  the  area  on  the 
lake  where  the  bass  were 
biting,  or  are  stuck  hiking  in 
the  middle  of  nowhei-e. 
GLOBAL  REACH.  The  devices 
tap  into  two  dozen  satellites, 
the  first  of  which  was 
launched  by  the  Defense 
Dept.  20  years  ago.  The  or- 
biting bu'ds  can  help  you  find 
your  navigational  bearings 
and  determine  where  you're 
going.  En  route,  the  devices 
let  you  mark  key  places — 


called  "wa\']3oints" — to  make 
it  easy  to  locate  them  later. 
With  some  GPS  models,  for 
example,  you  can  assign  tiny 
icons  to  plot  whether  you've 
passed  a  restaurant,  rest 
room,  or  a  landmark. 

Only  five  years  ago,  hand- 
held GPS  models  cost  $750  or 
more,  with  dealer-installed 
in-vehicle  navigation  systems 
commanding  well  above  that. 


STREETPILOT: 

Directs  you  to 
city  sights 

held  gadgets 
with  simple 
built-in  maps 
cost  around  $300 
and  up.  The 
Magellan  GSC 
100,  which  sends 
and  receives  E- 
mail.  costs  S999. 
Some  receivers 
work  with  your 
laptop.  For  ex- 
ample, the  $300 
Magellan  Map 
'N  Ti'acker  lets 
you  hook  up  a 
GPS  receiver  to 
a  laptop's  com- 
munications port.  You  can 
then  check  out  your  location 
in  real  time,  using  maps  on 
your  hard  drive. 

Lugging  ai'ound  a  laptop  in 
the  woods  is  hai-dly  ideal,  of 
course,  which  is  why  many 
handheld  gps 
units  come  with 
slots  for  tiny  map  caitridges. 
Lowrance  Electronics'  new 
$449  handheld  GlobalMap  100 
includes  a  cd-rom  that  con- 
tains a  vaiiety  of  global  maps 
and  databases,  including 
major  and  iiiral  roads  for 
the  entii'e  U.  S.  You  can 
download  up  to  two 
megabytes  of  data  from 
the  CD  to  the  receiver  bv 


ELECTRONICS 


Keeping  You  on  Course 


MODEL 


PRICE 


COMMENTS 


GARMINGPSIIi  $299 
PERSONAL  NAVIGATOR 


Displays  major  highways, 
rivers,  landmarks  on 
small  backlit  screen 


LOWRANCE  $449     Handheld  unit  with 

GLOBALMAP  100  detailed  maps  you  can 

download  from  a  CD-ROM 


MAGELLAN  GPS 
BLAZER  12 


$120 


Today,  a  basic  handheld  unit 
such  as  Magellan  Systems' 
(;ps  Blazer  12  costs  $120.  It 
won't  display  maps,  just  lat- 
itude and  longitude,  but  it 
can  guide  you  in  the  direc- 
tion you  need  to  go,  any- 
where on  the  globe.  Hand- 


Lightweight  unit  displays 
longitude,  latitude,  trip 
odometer,  but  no  maps 

connecting  the  (;ps  unit  to 
yom'  PC.  Then  you  can  take 
off  without  the  computer. 

Don't  expect  pinpoint  pre- 
cision, no  matter  which  mod- 
el you  buy.  As  a  security 
measure,  the  government  in- 
tentionally   degrades  gps 


satellite  signals  for  civi 
use  so  that  the  accuracy 
gps  receivers  is  within 
meters  (328  feet)  of  your 
tual  position  95%  of  the  t 
And  some  of  the  techn 
gj^s  other  limitations  bee 
apparent  when  I  sam] 
models      from  Gari 
LowTance,  and  Magellai 
Manhattan.  Although  Gi 
supposed  to  operate  ui 
all  types  of  weather  co 
tions,  youi"  receivei-'s  ant( 
should  have  an  unobsti 
ed  view  of  the  sky,  whi( 
a  problem  in  the  Big  Aj 
The  first  time  I  tried 
device,  it  took  5  to  10  : 
utes  for  the  unit  to  lock 
the  satellites  and  deteri 
my   position.   Then,  £ 
walked  or  drove  past 
buildings,  I  temporarily 
reception.  Fortunate! 
didn't  take  that  long  foi 
units  to  mesh  with  the  s 
lites  again. 

Aided  by  Garmin's 
StreetPilot 
set  out  to 
bagel  shop  a  few  miles 
from    my    starting  ] 
StreetPilot  was  loaded 
a  small  data  cartridge 
New  York.  Gannin's  opt 
city-specific  cartridges, 
cost  $99  to  $200,  let 
seai'ch  for  museums,  re 
rants,  autom 
teller  machine 
tions,  and  so 
You  can 
display 
driving 
speed,  and 
parameter> 
aiTow  point 
which  w; 
go.  As 
proache 
bagel  si 
GSC  100:  check 
E-mail  too       flag  ap) 
on 

StreetPilot  screen.  I  li 
laugh,  however,  a  fev 
utes  later,  when  Stree 
accurately  indicated  l 
was  driving  north  on 
End  Avenue,  but  added 
was  "near  Weehawkfii 
problem  is  that  ^  lu 
is  in  New  Jersey — 
the  Hudson  River,  anr. 
awav.  Edward  ('Bi 
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Flexilntemational  Software 

vww.Hexi.com 

Ford 

www.ford.com/ 
France  Telecom 
www.francetelecom.fr 
Fujitsu 

www.fuiitsu.com 
Fujitsu  PC  Corporation 

www.fujitsu-pc.com 
General  Motors 

www.gin.com 


GTE 

www.gte.com 

GTE  Internetworking 

www.internetworking.gte.com 

Hewlett-Packard 

www.hp.com 

Honda 

www.honda.com 

Hyatt  Hotels  Corporation 

www.hyatt.com 
IBM 

www.ibm.com 
Infiniti 

www.infiniti-usa.com 
International  Paper 
www.ipaper.com 
Iomega 

www.iomega.com 

JBA  International 

www.jbaintl.com 

J.D.  Edwards  &  Company 

vww.jdedwards.com 

Lawson  Software 

wvw.Lawson.com 

Lexus 

vww.lexus.com 
Lincoln 

www.lincolnvehicles.com 
Lotus 

wvw.lotus.com 
Lucent  Technologies 
wvw.lucent.com 
MCI 

www.mci.com 
Mercedes-Benz 
www.MBUSA.com 
Mercury 

www.mercuryvehicles.com 
Merrill  Lynch 
www.ml.com/ 
Microsoft 

www.microsoft.com/ 
MITA 

wvw.mita.com 
Mitsubishi  Electronics 
America,  Inc/Elertronic 
Device  Group 

www.mitsubishichips.com 

MOVADO 

The  Museum  Watch 

www.nidvado.com 


National  Business  Aviation 

Siemens  Microelectronics 

Association,  Inc. 

www.smi.siemens.com 

www.nbaa.org/why 

Sprint 

Netscape 

www.sprint.com 

wvw.netscape.com 

Sun  Microsystems 

Nortel 

www.sun.com 

www.nortel.com 

Symbios  Logic 

Northwest  Airlines 

www.symbios.coni/bw.htm 

www.nwa.com 

TIBCO 

NTT  Corp. 

vvww.tibco.com 

www.info.ntt.co.jp/global 

Toshiba  America 

Novartis 

Information  Systems 

www.novartis.com 

www.computers.toshiba.com 

Novell 

Toyota  in  America 

wvw.novell.com 

www.toyota.com/usa 

Okidata 

Toyota  Motor  Corporate 

www.oiddata.com 

Services 

OPEL 

wvw.  toyota.com/ usa 

vww.opel.com 

Toyota  Motors 

The  Panasonic  Personal 

www.toyota.com 

Computer  Company 

T.  Rowe  Price 

www.panasonic.com/toughbook 

www.troweprice.com 

PeopleSoft 

United  Technologies 

www.peoplesoft.com 

vww.utc.com 

Praxair 

Unisys 

www.praxair.com 

wvw.unisys.com 

The  Principal  Financial 

UBS 

Group 

www.ubs.com 

www.principaJ.com 

UPS 

QADInc. 

www.ups.com 

www.QAD.corn 

USPS 

Republic  National  Bank 

www.usps.com 

www.rnb.com 

UUNET  Technologies 

Ricoh  Corporation 

www.uu.net 

www.ricoh.com 

Visio 

Roberts  Express,  Inc. 

www.visio.com/addvisuals 

www.roberts.com 

Vivendi 

Royal  &  SunAlliance 

www.vivendi.com 

www.royalsunalliance.com 

Vizio 

SAS  Institute 

www.vizio.com 

www.sas.com/ 

Williams  Communications 

Savin 

Group 

wvw.sales@savin.com 

www.wiiltales.com 

Charles  Schwab 

Xerox 

www.schwab.com 

www.xerox.com 

Seagate 

Zurich  Financial  Services 

www.seagate.com 

www.zurich.com 

Siemens  Corporation 

www.siemens.com 

_      -..m  .     .        .     -w      -T-  -m. 

BusinessWeek 
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Flexilntemational  Software 

800-353-9492    http://www.  flexi.  com 
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THE  THIRD  ANNUAL 
BUSINESSWEEK  CONFERENCE  ON 

the  digital 


ECONOMY 


The  Innovation  Corporation. 
The  Power  of  New  Ideas 


December  2-3,  1998 
The  Fairmont  Hotel,  San  Francisco,  California 


Today's  engine  of  innovation  and  progress  is 
information  technology.  But  it  is  up  to  you,  the 
executive,  to  generate  the  ideas  that  drive  revenue. 
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Lewis  E.  Platt 

Chairman,  President  &  CEC 
Hewlett-Packard  Company 


Bob  Metcalfe 

Founder,  3Com; 
Inventor,  Ethernet 


Innovative  executives  know  how  to  exploit  data  to  help  create  cutting-edge  product 
implement  new  services,  and  mine  customer  information  to  target  and  grow  the  co- 
sumer  base.  They  know  that  succeeding  in  the  digital  economy  means  understandiig 
and  harnessing  the  power  of  new  technologies  to  create  value  for  their  customers. 

Join  us  this  December,  as  the  digital  economy's  thought  leaders,  most  accomplish 
executives,  and  industry  players  share  the  knowledge,  vision,  and  skills  needed  to  expl 
technology  for  competitive  advantage.  Hear  top-line  growth  ideas  and  bottom-li] 
solutions  to  enhance  the  future  of  your  business.  Only  at  The  Third  Annual  Business  We 
Conference  on  the  Digital  Economy. 


BusinessWeek 


EXECUTIVE  PROGRAMS 


HAT  YOU   NEED  TO  KNOW 


ERT  LESSIN 

van, 
xipital 


iAEL  Roth 

nan  &  CEO,  The  Mutual  Life 
nee  Co.  ofNewYork  (MONY) 


)N  Tapscott,  Author,  Blueprint  to 
James  F.  Mo 


Jeff  Hawkins 

Creator,  PalmPilot; 

Founder,  Palm  Computing,  Inc. 


Eric  Schmidt 

Chairman  &  CEO, 
Novell,  Inc. 


DISCUSSION  LEADERS: 

HE  Digital  Economy;  Creating  Wealth  in  the 
)RE,  Founder  &  Chairman.  GeoPartners  Re, 


John  W.  Sidgmore 

Vice  Chairman, 
MCI  WorldCom,  Inc. 


Alan  Citron 

President,  USA  Networks  Interactive; 
President  &  COO, 
Ticketmaster  Multimedia 


OF  E-Business  (McGraw-Hill  1 998) 
:h.  Inc. 


Presented  in  partnership  with 


HEWLETT® 
PACKARD 


and  sponsored  by 

I  MG  Peat  Marwick  LLP  •  Lawson  Software  •  Lucent  Technologies,  Inc.  •  MCI  Systemhouse 
j  Netscape  Connnnunications  Corporation  •  Novell  •  StorageTek  •  USWeb  Corporation 

with  support  from 
Fairfax  County  Virginia  Economic  Development  Authority 
Wharton  Executive  Education 

TO  REGISTER  OR  FOR  MORE  INFORMATION  ON: 

The  Third  Annual  Business  Week  Conference  on  the  Digital  Economy,  please  contact 
Julie  Terranova,  Registration  Manager  •  PHONE:  888-239-6878  •  FAX:  212-512-6281 
\MAIL:  julie_terranova@businessweek.com  •  FAX  ON  DEMAND:  888-239-6878,  Document  #60 

The  McGraw-Hill  Companies 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-click 
option  to  connect  with 
our  advertisers? 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  the 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1  -800-848-6708. 


BizLmk 
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Most  Read    Best  Read  Worldwide 


BusinessWeek  Index 


PRODUCTION  INDEX 


Change  from  last  week:  -0.4% 
Change  from  last  year:  4.5% 


PRODUCTION  INDEX 

5  Oct.  10=135,5 

1992=100 


Oct  Feb 
1997  1998 
The  index  is  a  4-week  moving  average 


June 
1998 


Oct. 
1998 


le  production  index  fell  for  the  fourth  consecutive  week.  The  unaveraged  index 
2S  also  down,  to  134.9  from  135,3.  After  seasonal  adjustment,  steel  production 
■opped  2.5%,  and  the  capacity  utilization  rate  was  only  78.3% — the  lowest  it  has 
:en  all  year.  Electricity  was  down  5%,  with  major  weekly  decreases  m  available 
lergy  in  eight  out  of  the  nine  geographic  regions  tabulated.  Coal  output  was  also 
)wn.  On  the  upside,  autos,  trucks,  oil,  lumber,  and  rail  posted  increases. 

V  production  index  copyright  1998  by  The  f^cGraw-Hill  Companies 


EADING  INDICATORS 


UTEST 

WEEK 

YEARLY 

WEEK 

AGO 

7.  CHG 

rOCK  PRICES  (10/16)  s&p  500 

1056.42 

984.39 

11.9 

IRPORATE  BOND  YIELD,  Aaa  (lo  16) 

6.40% 

6.55% 

-9.2 

JHEY  SUPPLY,  M2(l0/5)  b  ii  ons 

$4,316.3  $4,303.6r 

8.3 

ITIAL  CLAIMS,  UNEMPLOYMENT  (10/9)  thous 

303 

301r 

-1.9 

IRTGAGE  APPLICATIONS,  PURCHASE  (10/16) 

296.9 

343.1 

42.9 

IRTGAGE  APPLICATIONS,  REFINANCE  10/16) 

2,507.0 

4,389.1 

256.6 

urces:  Standard  &  Poor's.  Moody's.  Federal  Reserve,  Labor  Dept.,  Mortgage 
ikars  Assn.  (Index:  March  15,  1990=100) 


TERESTRATES 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

UfCCV 
WCtK 

AGO 

VCADI V 

itAnLi 

%CHG 

STEEL  (10/17)  thous.  of  net  tons 

2.011 

1,893# 

-7.2 

AUTOS  (10/17)  units 

125.816 

126,646r# 

-0.4 

TRUCKS  (10/17)  units 

140,452 

145,974r# 

-2.5 

ELECTRIC  POWER  (10/17)  milhons  of  kilowatt-hrs.  61,583 

63.058# 

1.7 

CRUDE-OIL  REFINING  (10/17)  thous.  of  bbl./day 

13,454 

13,558# 

-9.4 

COAL  (10/10)  thous.  of  net  tons 

21,395# 

22,305 

2.1 

LUMBER  (10/10)  millions  of  ft. 

500. 3# 

489.9 

6.3 

RAIL  FREIGHT  (10/10)  billions  of  ton-miles 

28. 2# 

27.7 

2.2 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 

American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
7.  CHG 

GOLD  (10/21)  $/troy  oz. 

295.250 

295.300 

-8.4 

STEEL  SCRAP  (10/20)  #1  heavy,  $/ton 

85.50 

85.50 

-38.7 

COPPER  (10/15)  e/ib. 

76.5 

75.5 

-21.9 

ALUMINUM  (10/16)  (z/ib. 

64.3 

63.5 

-17,6 

COTTON  (10/16)  strict  low  middling  1-1/16  in.,  e/lb.  67.58 

70.85 

-2.7 

OIL  (10/20)  $/bbl. 

13.18 

14.02 

-35,9 

ORB  FOODSTUFFS  (10/20)  1967=100 

223.60 

224.10 

-9,7 

ORB  RAW  INDUSTRIALS  (10/20)  1967=100 

275.20 

275.10 

-17,4 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals  Week,  Memphis 
market.  NYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


JAPANESE  YEN  (10/21) 


LATEST      WEEK  YEAR 
WEEK        AGO  AGO 

116.95     119.34  120.72 


LATEST 
WEEK 

4.80% 

WEEK 
AGO 

5.40% 

YEAR 
AGO 

5.53% 

GERMAN  MARK  (10/21) 

1.64 

1.64 

1.78 

iERAL  FUNDS  10/20) 

BRITISH  POUND  (10/21) 

1.70 

1.71 

1.63 

HMERCIAL  PAPER  (10/20)  3  month 

5.01 

5.11 

5.59 

FRENCH  FRANC  (10/21) 

5.51 

5.50 

5.98 

ITIFICATES  OF  DEPOSIT  (10/21)  3  month 

5.13 

5.30 

5.69 

ITALIAN  LIRA  (10/21) 

1626.0 

1623.5 

1740.5 

ED  MORTGAGE  (10/16)  30-year 

7.02 

6.70 

7.48 

CANADIAN  DOLLAR  (10/21) 

1.55 

1.55 

1.39 

lUSTABLE  MORTGAGE  (IO/I6)  one  year 

5.56 

5.53 

5.67 

MEXICAN  PESO  (10/21)^ 

10.035 

10.185 

7.716 

ME  (10/16) 

8.00 

8.25 

8,50 

TRADE-WEIGHTED  DOLLAR  INDEX  (10/21) 

106.0 

106.3 

106.3 

rces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P  Morgan. 


I  :jata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
iTient    l=W/estern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


lUMER  CONFIDENCE 

lay,  Oct.  27,  10  a.m.  est^  The  Confer- 
- :  ard's  index  of  consumer  confidence 

y  slipped  to  a  reading  of  124  for 
;r,  from  126  in  September,  says  tfie 
n  forecast  of  economists  surveyed  by 
-rd  &  Poor's  mms,  a  unit  of  Tfie 
'/-Hill  Companies.  If  so,  then  confi- 
'    has  slipped  for  four  months  in  a  row. 

uncertainty,  the  stock  market's  gyra- 
ind  political  scandal  are  making 

-Ids  uneasy  about  the  economy. 

I  BLE  GOODS  ORDERS 

'Sday,  Oct.  28,  8:30  a.m. est  >■  New 
for  durable  goods  likely  fell  0.5%  in 
nber.  That  would  follow  strong  gains  of 


2%  in  July  and  1.7%  in  August,  as  vehicle 
orders  rebounded  following  the  General 
Motors  Corp.  strike. 

EMPLOYMENT  COST  INDEX 

Thursday,  Oct.  29,  8:30  a.m. est  >  The  s&p 
MMS  forecast  calls  for  a  0.8%  gain  in  third- 
quarter  employment  costs  for  civilian  workers. 
That's  a  shade  less  than  the  0.9%  advance  in 
the  second  quarter.  For  the  year,  the  cost  of 
wages  and  benefits  would  be  up  3.4%  in  the 
third  quarter,  the  same  increase  as  in  the 
second  quarter. 

GROSS  DOMESTIC  PRODUCT 

Friday,  Oct.  30,  8:30  a.m.EST^  Real  gross 
domestic  product  probably  grew  at  an  annual 


rate  of  2.2%  in  the  third  quarter,  says  the 
s&p  MMS  survey,  slightly  better  than  the  1.8% 
pace  in  the  second.  However,  final  demand 
likely  slowed  sharply  last  quarter,  as  the  con- 
sumer, business,  and  government  sectors  all 
eased  up  on  purchases.  Foreign  trade  sub- 
tracted from  GDP  growth  again.  Inflation,  as 
measured  by  the  gdp  price  deflator,  likely 
stood  at  an  annual  rate  of  1.2%  last  quarter. 
Prices  rose  at  a  0.9%  pace  in  the  second 
quarter. 

NEW-HOME  SALES 

Friday,  Oct.  30,  10  a.m.EST>-  New  single- 
family  homes  probably  sold  at  an  annual  rate 
of  845,000  in  September,  a  gain  from 
838,000  in  August. 


RIISINFSS  WFFK  /  MnVFMPrP  o    mno  1^0 


This 
Week, 
Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  <- 

Where  ya  gonna  get  the  cash 
to  run  your  company'  Find 
out  in  a  BW  Enterprise 
chat  with  David  R.  Evanson, 
author  of  Where  to  Go  When 
the  Bank  Says  No. 
Oct.  25,  9  p.m.  EST 

Tuesday 

Small  caps;  Back  in  style? 
Standard  &  Poor's  investment 
officer  and  equity 
analyst  Mark  S.  Basham 
provides  some  answers  in  an 
investing  conference 
co-hosted  by  BUSINESS  WEEK 
and  S&P  Personal  Wealth. 
Oct.  27,  4:30  p.m.  EST 

Thursday 

Join  guest  Brian  J.  McMahon, 
president  and  CIO  of 
Thornburgh  Funds,  to  get 
the  lowdown  on  where  muni 
bonds  fit  in  your  portfolio 
now. 

Oct.  29,  9  p.m.  EST 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 

..........  ..A 

including  50  free  hours  on         *      ^  ^ 

AOL.  call  1-800-641-4848  /f^/^fHf^ 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included.  . 


ABC  (DIS)  8 

Adamstein  &  Demetriou  80 
ADT  Holdings  102 
Advanced  Communications 
(ADG)  34 

Advanced  Micro  Devices  (AMD)  38 
AirTouch  Communications 
(ATI)  114 

Amazon.com  (AMZN)  108 
Amenca  Online  (AOL)  108 
AMG  Data  32 
Amoco  (AN)  36 

Apple  Computer  (AAPL)  36.108 
Applied  Matenals  (AMAT)  38 
Arco(ARC)  58 

Arquitectonica  International  60 
Asustek  Computer  108 
AT&T(D  108 
Avon(AVP)  126 


B 


Banca  Confia  94 
Bani^America  (BAC)  36,42 
Bankers  Trust  (BT)  52 
Bank  of  Italy  28 
Bear  Stearns  (BSC)  36 
Binnyi  Associates  32 
Blockbuster  Entertainment 
(VIA.B)  89 

BMC  Software  (BMCS)  108 
Bntisti  Airways  (BAB)  49 
Bntish  Telecommunications 
(BTY)  114 
Brody&Weiser  136 
Bums  Sports  Celebrity  Service  104 


Canseco  Capital  34. 
Capricorn  Trading  34 
Cendant  (CD)  12 
Century  Telephone  Enterprises 

(CTL)  108 
Chevron  (CHV)  58 
Chicago  Cubs  104 
Chrysler  (C)  36,52 
Cisco  Systems  (CSCO)  45,108 
Citigroup  (CCD  49, 94, 146 
Coca-Cola  (KG)  36 
Cognex(CGNX)  12,131 
COLT  Telecom  34 
Compaq  Computer  (CPQ)  36. 108, 

112,146 

Compuware  (CPWR)  108 
Conoco (DD)  58 
Credit  Suisse  52 
Cylink(CYLK)  102 


Digital  Equipment  (CPQ)  30. 108 
DiMassimo  Brand  Advertising  8 
Dominick's  Supermart^ets  42 
Donaldson  Lufkin  &  Jenrette  36 
DuPont(DD)  36 


Daimler  Benz  (DAI)  52 
Dell  Computer  (OEU.)  12.108,112. 
146 

Deloitte  &  Touche  6 
Delphi  Management  102 
Dentsu  104 
Deutsche  Bank  32.52 
Diamond  Multimedia  Systems 
40 


Electronic  Data  Systems  (EDS)  49, 
102 

Elliot -I- Associates  70 
ESPN  (DIS)  104 
Excite  (XCIT)  38,146 
Executive  Communications  6 
Exxon  (XON)  36,58 


First  Call  32 
Focal  34 

Ford(F)  42,49.131 
Fox  (NWS)  89,104 
Fred  Meyer  StorBS  42 
Fuji  Bank  56 
G 


Gap  (GPS)  60,64 
Garmin  138 
Gartner  Gnjup  112 
Gateway  (GTW  38 
General  Electnc  (GE)  102 
General  Motors  (GM)  27,36,102, 
143 

Generation  Partners  38 
Gensler  (Arthus)  64 
Giga  Information  30 
Gillette  (G)  36 
Globus  114 
Goodnoise.com  40 
Greenhaven  Capital  102 
Grey  Advertising  89 
GST  Telecommunications 
(GST)()  34 

Gwathmey  Siegel  &  Associates  60 


Habib  Bank  94 
Hambrecht  &  Quist  38 
Headlands  Mortgage  134 
Healtheon  42 

Herbert  Lewis  Kruse  Blunck  76 
Hewlett-Packard  (HWP)  12,38 
Hilton  (HLT)  49 
Honda  (HMO  56 
Hon  Hai  Precision  108 
Houlihan  Lokey  Howard  & 
Zukin  104 
HSH  Associates  134 
I 


Kaufman  &  Broad  Home  (KBH)  42 
Kimberly-Clark  (KMB)  131 
Kmart  (KM)  42 
KPMG  Peat  Marwick  94 
Kroger  (KR)  42 


Lewis  Homes  Management  42 
UbertyBank  136 
Liz  Claiborne  (LIZ)  126 
Lockheed  Martin  (LMT)  131 
Long-Term  Capital 
Management  12,33 
Los  Angeles  Dodgers  104 
Lovfl-ance  Electronics  138 
Lucent  Technologies  (LU)  34 


l/B/E/S/ International  36 
IBM  (IBM)  12,16,30 
Industnal  Bank  of  Japan  56 
Ingram  Micro  (IM)  12 
Intel  (IIVTC)  30.38.108,131 
International  Data  49.108.112 
Invesco  Gravrth  &  Income  Fund  32 


James  (Raymond)  102 
James/Snow  Architects  81 
Jockey  International  126 


Magellan  Systems  138 
Mastech  (MAST)  102 
McDonough  (William)  60. 64 
McGraw-Hill  (MHP)  60. 143 
MCI  WorldCom  (WCOM)  108 
McNitt(KJ,)  70 
MediaCom  89 
Mellon  Bank  (MEL)  134 
Mercedes-Benz  (DAI)  60 
Memll  Lynch  (MER)  32, 33, 36 
Micron  Electronics  (MUEI)  112 
Microsoft  (MSFT)  12,16,30,36,45. 

49,108,146 
MindSpnng  Enterpnses 

(MSPG)  12,108,114 
Minnesota  Twins  104 
Mobil  (MOB)  58 
Morgan  (J.R)  (JPM)  36, 52 
Morgan  Stanley  Dean  Witter 

(fMD)  22 

Motorola  (MOT)  36,108 
MP3.com  40 
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NationsBanc  Montgomery 

Secunties  (NB)  89 
NationsBank  (NB)  36,42 
NBC(GE)  104 
Netscape  Communications 

(NSCP)  16.30,45 
Network  Associates  (NETA)  30 
Network  Solutions  (NSOL)  108 
Newell  (NWL)  42 
New  Yorf(  Times  (NYT)  60,74 
New  Yor1(  Yankees  104 
Nickelodeon  (VIA.B)  89 
Nike(NK£)  126 
Nissan  56 
Nokia  60. 108 
Nortel  (NT)  34 
Norwest(NOB)  134 
NuovoMedia  19 


Oosterhuis  Associates  60. 66 
Oracle  (ORCL)  30.45.108 
Osho  International  60. 75 


Paramount  Pictures  (VIA.B)  89 
Penton  Publishing  (PRY)  102 
PeopleSoft  (PSFT)  42 
PepsiCo  (PEP)  104 
Phillips  Petroleum  (P)  58 
Phillips  Van  Heusen(PVH)  126 
Pittway(PRY)  102 
Polshek  &  Partners  74 


Praxair  (PX)  60.76 
Procter  8.  Gamble  (PG)  49,131 
Providence  Equity  Partners  34 
Prudential  Securities  33,102 

Q.R 


OMR  60,81 
Random  House  19 
Reebok (RBK)  126 
Regional  Financial  Associates  2 
RegioTwente  60.66 
Revlon(REV)  6 
Robinson-Humphrey  114 
Ross  Stones  (POST)  102 
Rowen  (Daniel)  60, 75 
Rubbermaid  (RBD)  42 

S 


Safeway  (SWY)  42 
SAP  108 

Sara  Lee  (SLE)  126 
Saudi  Aramco  58 
SBC  Communications  (SBC) 
Schraders  Japan  56 
Scott  &  Stnngfellow  Financial 
Shaw  (D  E  )  42 
Shaw  Industnes  (SHX)  136 
Silicon  Graphics  (SGI)  131 
Snow  (Julie)  60 
SoftBook  Press  19 
Standard  &  Poor's  (MHP)  108, 
St.  Louis  Cardinals  104 
St.  Martin's  Press  19 
Sunbeam  (SOC)  42 
Sun  Microsystems  (SUNW) 
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Symantec  (SYMC)  30 


Target  Stores  (DH)  42 
Telegroup  (TGRP)  34 
Temps  80 
Texaco  (TX)  36.58 
Time  Warner  (TWX)  49,89 
Tommy  Hilliger  aOM)  102 
Toronto  Blue  Jays  104 
Toyota  aOYOY)  56 
Toys  R' Us  (TOY)  126 
Tremont  Advisers  32 
Trocca  94 
Tyco  International  (TfC)  IB 
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United  Airlines  (UAL)  49 
U.S.  Satellite  Broadcasting 
(USSB)  102 
USX(X)  102 
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Viacom  (VIA.B)  89 
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Wal-Mart  stores  (WMT)  4 
Walt  Disney  (DIS)  89 
Westward  Pay  Strategies 
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Yahoo'  (YHOO)  108. 146 
Yucaipa  Management  4 
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nvestment  Figures  of  the  Week 


rocKS 


S&P  500 

Oct.    Apr.    Oct.  Oct.  15-21 


__  1090 
^  1069.92 


1  -week  change 
■^6.4% 


DMMENTARY 

le  U.S.  markets  staged  a 
imeback,  with  six  straight 
iys  of  gains.  The  big  activity 
as  on  Oct.  15,  when  the  Ped- 
al Reserve's  quarter-point  cut 
overnight  lending  rates  sent 
ocks  climbing.  The  Dow 
nes  industrial  average 
rged  331  points  on  that  day, 
d  the  S&P  500  and  nasoaq 
imposite  were  also  strong 
iners.  The  dollar  fell  to  114 
1  on  Oct.  19,  but  rose  on 
t.  20  and  21  because  of 
ipticism  over  whether  Japan 
I  bail  out  its  ailing  banks. 
;  dollar  gained  against  the 
rk  as  well. 


REASURY  BOND  INDEX 

t.    Apr.    Oct.  Oct. ;  5-21 


:  1724.04 

-  1705 


veek  change       1  -week  change 
1.8%  -0.7% 

Bloomberg  Financial  Markets 

500"  a@  U  S  Diwrsitied  K  All  Equity 
total  return        52-week  total  return 

 5 


lorningstar,  Inc. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8519.2 

6.9 

6.0 

NASDAQ  Combined  Composite 

1674.8 

8.7 

-2.0 

S&P  MidCap  400 

316.8 

8.0 

-6.3 

S&P  SmallCap  600 

151.9 

12.4 

-19.8 

S&P  SuperComposite  1500 

224.8 

6.7 

7.5 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

361.5 

6.7 

19.8 

S&P  Financials 

116.7 

11.1 

0.5 

S&P  Utilities 

250.8 

-3.2 

18.8 

P^F  Tprhnntnov 

331  2 

8.8 

-0.5 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5206.8 

3.3 

1.1 

Frankfurt  (DAX) 

4523.2 

4.7 

8.4 

Tokyo  (NIKKEI  225) 

14,216.3 

8.8 

-19.6 

Hong  Kong  (Hang  Seng) 

9662.1 

9.3 

-17.0 

Toronto (TSE  300) 

5848.4 

4.5 

-18.4 

Mexico  City  (IPC) 

3850.5 

7.1 

-27.3 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.49% 

1 .60  % 

1.56% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

26.7 

24.0 

24.3 

S&P  500  P/E  Ratio  (Next  12  mos. 

*  20.7 

19.3 

19.2 

First  Call  Earnings  Surprise* 

1.36% 

5.04  % 

2.42% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

BEST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Household  Products 
Machine  Tools 
Paper  Containers 
Cosmetics 
Steel 


22.8  Drug  Chains  68.9 

22.3  Genl.  Merchandise  Chains  59.2 
21.5  Specialty  Appar  Retailers  47.5 

21.4  Broadcasting  40.8 

19.9  Drugs  38.6 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Health-Care  Services 
Photography/Imaging 
Hospital  Management 
HMOs 

Personal  Loans 


-12.2 
-10.3 
-9.0 
-8.5 
-6.7 


Oil  &  Gas  Drilling 
Metals 

Dil-Well  Equip.  &  Svcs. 
Leisure  Time 
Machine  Tools 


-60.7 
-44.8 
-40.3 
-39.6 
-36.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1069.6  1067.6 
23.0%  17.0% 
0.54  0.80 
0.46  0.47 


Positive 
Positive 
Negative 
Positive 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  wealtness 

Price 

1-month 
change 

Intel 

84^16 

-Vl6 

Merck 

130^/8 

-5 

Citicorp 

79 '^16 

-16'Vl6 

Pfizer 

96  "/i  6 

-1  V8 

Ell  Lilly 

75^8 

-'5/16 

Amgen 

74Vi6 

-1^16 

Decline  ahead?  Stocks  with  most 
signiticant  selling  on  price  strength 

Price 

1-month 
change 

MCI  WorldCom 

50 '5/1 6 

3=/l6 

Tellabs 

46^8 

29/16 

Washington  Mutual 

41 'A 

5V2 

Ciena 

12'Vl6 

1'^t6 

CMC  Information  Services 

47 

2V4 

LM.  ErIcsson-ADR 

21^8 

1^16 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.93 

4.97 

5.13 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

3.96 

4.02 

5.16 

assummg  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.57 

4.64 

5.19 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.03 

4.19 

5.58 

GENERAL  OBLIGATIONS 

4.04% 

4.02% 

4.73% 

4.71% 

10-YEAR  TREASURY  NOTES 

4.57 

4.58 

6.12 

PERCENT  OF  TREASURIES 

88.43 

87.26 

93.29 

93.64 

30-YEAR  TREASURY  BONDS 

5.07 

5.00 

6.41 

TAXABLE  EQUIVALENT 

5.86 

5.83 

6.86 

6.83 

LONG-TERM  AA  INDUSTRIALS 

6.28 

6.27 

6.89 

INSURED  REVENUE  BONDS 

4.18 

4.17 

4.96 

4.94 

LONG-TERM  BBB  INDUSTRIALS  7.05 

6.94 

7.26 

PERCENT  OF  TREASURIES 

91.50 

90.52 

97.82 

98.22 

LONG-TERM  AA  TELEPHONES 

6.67 

6.75 

7.22 

TAXABLE  EQUIVALENT 

6.06 

6.04 

7.19 

7.16 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Matthews  Korea  A 
Newport  Tiger  T 
Wright  EqulFd.-Hong  Kong 
Newport  Tiger  Cub  B 
Newport  Greater  China  A 

Leaders 

52-week  total  return 


37.8  American  Heritage  -22.0 

33.7  PBHG  Select  Equity  -14.8 

32.7  OVB  Emerging  Growth  A  -13.2 
31.6  ProFunds  UltraOTCInvestor  -ll.O 

29.8  PBHG  Tech.  &  Communs.  -10.8 


Laggards 

S2-week  total  return 


% 


Pacific/Asia  ex-lapan 
Diversified  Pacific/Asia 
Precious  Metals 
Japan 

Latin  America 
Leaders 

52-week  total  return 


18.0  Small-cap  Growth 
12.4  Real  Estate 

10.1  Small-cap  Blend 

8.7  Health 

7.8  Technology 


% 


Laggards 

52-week  total  return 


^.0 
-3.8 
-2.9 
-2.9 
-2.9 

% 


Smith  Barney  Telecomm.  Inc.  42.3  Lexington  Troika  Russia  -88.2 

Berger  Balanced  41.6  Frontier  Equity  -68.4 

Sequoia  33.6  American  Heritage  -64.2 

Icon  Telecomm.  &  Utilities  30.3  Vontobel  Eastern  Europ.  Eq. -62.1 

Wright  EqulFd.-Belg./Lux.  29.2  Dreyfus  Aggressive  Growth  -60.9 


Utilities  15.8  Latin  America  ^8.1 

Large-cap  Grovrth  6.4  Diversified  Emerging  Mkts.  -43.7 

Large-cap  Blend  6.0  Pacific/Asia  ex-lapan  -36.7 

Communications  5.7  Precious  Metals  -33.5 

Domestic  Hybrid  4.0  Natural  Resources  -32.1 


re  as  of  market  close  Wednesday,  Oct.  21.  1998,  unless  othenwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Oct.  20.  For  a  more  detailed  explanation,  write 
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Editorials 


COMING  TO  GRIPS  WITH  MICROSOFT 


The  opening  session  of  the  antitrust  trial  against 
Microsoft  looked  more  like  a  street  fight  than  a  legal  pro- 
ceeding to  determine  the  fate  of  the  most  successful  high-tech 
company  in  the  world.  Tlie  government  called  Bill  Gates  a  liai; 
and  Microsoft  responded  by  ridiculing  the  Justice  Dept. 
lawyers  as  ignorant  'luddites."  There  may,  of  course,  be  rea- 
sons for  this  public  vitriol,  but  it  is  important  to  take  a  mo- 
ment to  understand  that  few  things  matter  more  to  the 
long-term  economic  health  of  the  U.  S.  than  the  correct  out- 
come of  this  trial.  Microsoft  is  at  the  veiy  heart  of  the  high- 
tech economy  that  is  chixong  gi-owth  and  prosperity  in  Amer- 
ica. The  legitimate  issues  raised  by  this  power  must  be 
resolved  in  ways  that  do  not  destroy  the  country's  entrepre- 
neurial cultui'e. 

Indeed,  the  initial  battle  appears  to  be  over  the  natui'e  of 
that  high-tech  cultui'e.  The  government  is  painting  a  picture 
of  Microsoft  as  a  monopolistic  bully  that  leverages  its  domi- 
nance of  computer  operating  systems  into  control  of  other  dig- 
ital markets.  Justice  argues  that  Microsoft  kills  competition, 
hurts  innovation,  and  is  a  thi-eat  to  the  free  market. 

Huh?  That's  Microsoft's  reply.  Who  are  you  talking  about? 
Microsoft  says  its  abrasive,  in-your-face,  cuttliroat  beha\ior  is 
just  Silicon  Valley  cultiu'e.  Eveiyone  kicks  butt,  works  20-hour 
days,  and  tears  the  eyeballs  out  of  the  competition.  Microsoft 
accuses  Washington  of  putting  Sihcon  Valley's  way  of  hfe  on 
trial.  Its  defense,  the  company  says,  is  the  similai"  beha\ior  of 
other  hot-shot  high-tech  companies  such  as  Oracle.  On  the  In- 
ternet, all  the  players  are  going  95  miles  per  hour. 

But  not  everyone  is  big  enough  to  own  the  road.  Even  if 
Microsoft  is  doing  nothing  more  than  other  high-tech  compa- 
nies, power  changes  everything.  Microsoft  does,  after  all, 
have  more  than  a  90%  mai'ket  shai'e  in  operating  systems,  the 
heart  of  personal  computers.  Monopoly  is  the  issue,  not  cul- 
ture and  the  beha\ior  that  goes  with  it. 

But  that  is  what  Microsoft  refuses  to  accept,  and  why 
this  antitrust  case  has  elements  of  a  classic  tragedy.  Our 
guess  is  that  Bill  Gates,  who  built  an  empii-e  ft-om  scratch. 


can't  conceive  of  being  punished  for  his  success,  and  neitl 
can  the  thousands  of  people  working  for  him.  They  undou 
edly  see  themselves  as  quintessential  capitahsts. 

So  did  John  D.  Rockefeller  and  the  people  who  ran  St; 
dard  Oil  in  the  antiti-ust  trial  that  opened  this  century.  Af 
all.  Rockefeller  standardized  a  chaotic  industry,  stabilis 
prices,  and  dehvered  an  essential  good  to  the  masses.  1 
parallel  with  Gates  and  Microsoft  is  telling.  And  so,  p 
haps,  might  be  the  irony  associated  with  the  government's  a 
toiy  over  Standai'd  OH.  Even  as  the  government  was  bre; 
ing  up  the  energy  giant  in  1911,  the  market  was  aires 
moving  to  take  away  its  monopoly.  Had  there  been  no  lei 
action,  Standard  OO  would  have  lost  its  dominance  anyw 

The  high-tech  market  is  moving  fai*  faster  than  the 
market  of  that  era.  In  just  one  yeai-'s  time,  what  appearec 
be  Microsoft's  dominance  in  a  whole  aiTay  of  niches 
markets  is  ah'eady  eroding.  Washington  complained  then 
Microsoft  controlled  the  first  screen  that  popped  up  when 
pie  opened  then*  personal  computers  fi'om  Dell,  Compaq, 
other  manufactui'ers.  It  could  channel  consumers  to  Net  s 
and  companies  owned  by  and  allied  to  the  software  gian 

Not  anymore.  Today,  the  same  computer  companies 
linking  directly  to  portals  on  the  Net  in  alliance  with  Yal 
Excite,  and  others,  ciixumventing  Microsoft.  In  addition, 
cable  industiy,  led  by  John  C.  Malone,  is  boosting  rival 
Microsystems'  Java  software.  And  Microsoft's  direct 
tm-es  into  electronic  commerce  ai'e  ha\ing  a  mixed  rece{ 
fi-om  consumers.  It  may  be  that  competitors  ai*e  more 
boldened  by  the  government's  pressui'e  on  Microsoft.  EveJ 
technology  and  markets  are  moving  at  lightning  speed. 

It's  too  soon  to  tell  if  the  last  major  antitmst  trial  o\ 
centuiy  will  end  like  the  fii'st — or  w'hether  it  should, 
best  to  promote  competition  and  innovation  in  a  fast-cha 
high-tech  economy  is  a  question  with  no  simple  answer.] 
porate  behavior  that  limits  competition  and  choice  has 
checked.  But  in  the  end,  Miciosoft's  fate  will  largely  b| 
termined  by  the  markets. 


NETIZENS  DESERVE  THEIR  PRIVACY 


Europe,  with  a  mere  15%  of  Web  traffic,  is  settii.  t  out  to 
protect  privacy  in  cyberspace.  On  Oct.  25,  the  Euro- 
pean Union  Data  Protection  Directive  goes  into  effect,  .  iid  un- 
less the  U.S.  and  Europe  quickly  agi'ee  on  how  it  is  imple- 
mented, electronic  commerce  on  the  Net  could  grind  to  a  halt 
and  the  first  digital  trade  war  ensue. 

The  European  approach  relies  heavily  on  government  in- 
tei-vention.  Gennany's  data  police,  the  Datenschutz,  regi.ilarly 
travel  ft'om  Beriin  to  Citibank's  giant  data-processing  center 
in  Sioux  Falls,  S.  D.,  to  check  that  the  information  on  four 
m.illion  German  credit-card  holders  is  being  handled  acdjrd- 


ing  to  Eui-opean  law.  After  Oct.  25,  commissioners  in 
sels  will  have  the  legal  tools  to  prosecute  companiel 
block  Web  sites  that  don't  live  up  to  strict  standarl 
data  privacy  (page  49). 

Washington  is  negotiating  for  a  more  voluntary  ss; 
on  the  U.  S.  side.  It  calls  for  self-regulation  and  foil 
software  to  let  customers  decide  if  they're  willing  toll 
theii-  personal  data,  to  what  end,  and  with  whom. 

It  is  essential  for  the  U.  S.  and  Europe  to  reach  an  v. 
ment  that  guarantees  privacy  in  cyberspace.  Without  i  i 
pie  will  never  feel  comfortable  conducting  business  or^e 


JEEP  GRAND  CHEROKEE 


Jlt! 


Before  you  buy  a  vehicle  that  says  it  can  take  you 
e  ends  of  the  earth,  do  yourself  a  favor,  check  the 
es.  What  you'll  find  is  that  no  sport  utility  in  its 
has  a  shorter  stopping  distance  from  70-0  mph 
the  all-new  1999  Jeep  Grand  Cherokee. 
Our  new  four-wheel  disc  anti-lock  braking  system 
electronic  brake  distribution  gives  you  the  kind 
fe  and  secure  feel  that  would  make  a  mounuiin 
envious.  Which  is  a  very,  very  good  thing,  consid- 
the  extreme  places  the  new  Grand  Cherokee  was 
tied  to  take  you.  Like  the  Arctic  Circle.  The  Moja\'e 


Desert.  The  Mall  of  America  during  Christmas. 

No  matter  where  your  new  Jeep  vehicle  leads 
you — on-road,  off-road,  or  off  the  beaten  path — itJl 
also  ensure  you  get  back  safely,  hiformation?  Call 
1-800-925-JEEP  or  visit  us  online  at  www.  jeep. com. 
Because,  when  it  comes  to  best-in-class  stopping 
ability,    the  competition  still  has  a  long  way  to  go. 


Jeep 


THERE'S    ONLY  ONE 


THE     ALL-NEW     JEEP    GRAND  CHEROKEE 

HE   MOST  CAPABLE   SPORT   UTILITY  EVER' 


*Based  on  AMCl  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  with  available  Quadra-Dnve^^'  and  V8  engine. 
■'*70-0  mph  braking  on  dry  pavement.  Class:  Ward's  Lu.xury  Middle  Sport  Utility.  Jeep  is  a  registered  trademark  of  Chrs'sler  Corporation, 
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Information 
technology  and  comnnuni 
cations  technology  have  converged. 
cO  Multimedia  (voice,  data,  video,  voice 
mail,  e-mail,  Internet,  Intranets)  can  all  move 
through  the  same  networks.  If  you  can  keep  it  all 
oving  quickly  and  reliably,  it  can  make  your  company 
ot  miore  productive,  and  more  profitable.  cO  Which  is 
^re  Fujitsu  comes  in.  cPOur  ATM  switching  systems 
'er  multimedia  content  at  warp  speed  across  public 
\/orks  and  enterprise  networks.  Our  Computer 
phony  Integration  systems  put  information  in  your 
ds,  whenever  and  wherever  it's  needed.  Our  high- 
ed  SONET  transmission  systems  are  used  by  more 
:al  exchange  networks  than  any  other.  And  no  one 
as  more  experience  integrating  all  these  technolo- 
gies into  networking  solutions  that  reduce  costs 
and  increase  revenues.  cPSo  when  you're 
ready  to  move  into  the  network  age, 
just  remember,  Fujitsu  is  ready 
to  take  you  there. 


! 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Fireman's  License  to  get  on  with  it. 
Fund 


AT  OF  STORM 


OU    CAN    HUDDLE    INSIDE,    OR    STROLL    OUT    THE    FRONT  DOOR. 


JUST    YOU    AND    AN    EIGHTH-INCH    OF    COTTON  SHIRT 


THAT  SAYS 


DO 


YOUR  WORST, 

AND  SEE  IF   YOU  CAN  MAKE  ME   GO   BACK  FOR   A  WINDBREAKER 


SPECIAL  REPORT 

It's  time  to  reassess  risk  and  come  up 
with  a  new  strategy  for  a  slowing  economy. 
But  what's  the  right  mix  for  you? 
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EDITED  BY  JOAN  OLECK 
HONCHOS 

BUDDIES  TWICE 
REMOVED 

you've  heard  the 
six-degrees-of-sepa- 
ration  theory:  We're 
all  connected  by  a 
chain  of  acquain- 
tance— of  six  links  or 
less.  In  the  Microsoft 
trial,  it  turns  out,  foes 
Bill  Gates  and  Justice 
Dept.  antitrust  chief 
•Joel  Klein  have  just 
two  degrees.  The 
critical  link?  Robert 
Denham,  former 
Salomon  Inc.  chairman. 

Denham  and  Klein  have 
stayed  pals  since  Harvard 
Law  School  days  in  the  '70s: 
After  Denham  left  Salomon 
in  1997,  Klein  reque.sted  help 
on  the  Microsoft  suit.  Den- 
ham, who  Klein  says  "has  a 
real-world  businessman's  per- 
spective" on  the  trial  issues. 


DENHAM:  The 

Miorjsoft  li}ik 


quietly  signed  on  as  a  con- 
sultant last  February.  He 
won't  discuss  what  he  did 
for  .Justice,  but  he 
seems  to  have  been 
a  close  adviser  to 
Klein.  The  evi- 
dence? Netscape 
CEO  James  Barks- 
dale's  Oct.  20  testi- 
mony that  Klein 
and  Denham  ques- 
tioned him  at  home 
in  Palo  Alto  earlier 
this  yeai'  about  how 
to  rein  in  Microsoft. 

Now,  guess  who 
installed  Denham  as 
Salomon  chairman: 
It  was  financier  Warren  Buf- 
fett,  a  bridge  buddy  of  Gates. 
With  Denham  practicing  law 
again,  Buffett's  Berkshire 
Hathaway  figures  again  to  be 
a  cliief  client.  Will  that  cause 
tension?  No  way,  Denham 
vows,  insisting  there's  no  link. 
He  had  better  hope  Buffett 
agi'ees.  Mike  France 


POLITICAL  HAY 

FLYING  IN  THE  FACE 
OF  COMMON  SENSE? 

EVEN  AS  THEY  TAKE  A 
beating  from  the  flying  pub- 
lic over  high  ticket  prices, 
the  Big  Seven  airlines  plan  to 
make  a  Presidential  cam- 
paign issue  out  of  govern- 
ment efforts  to  inject  more 
competition  into  the  industiT. 

How  do  you  persuade  peo- 
ple to  vote  for  the  candidate 
who  will  give  the  airlines 
their  way?  Listen  closely: 
The  Ti'ansportation  Dept.  has 


MONOPOLY:  Airliues  love  it 

proposed  rules  that  would 
ban  predatory  pricing — say, 
a  big  airline  cutting  prices  to 
lock  a  small  rival  out  of  a 
route.  Airlines  say  the  nile 
would  deny  })assengei's  lower 
prices.  Congress  has  ordered 
the  DOT  not  to  impose  the 
I'ule  before  late  '99,  as  the 
campaign  begins.  "By  inject- 
ing Presidential  politics  into 
the  debate,  we  hope  to 
change  the  political  dynamic 
and  make  it  difficult  or  im- 
possible for  DOT  to  act,"  Air 
Ti-ansport  Assn.  (ATA)  Presi- 
dent Carol  Hallett  WTote  in  a 
recent  memo. 

Expect  a  consumer  coun- 
terattack. Kevin  Mitchell  of 
the  Business  Ti'avel  Coalition, 
says  fliers  won't  buy  the  ATA 
logic,  which  he  calls  a 
"kamikazehke  mis.sion."  But 
the  ATA  won't  be  alone.  Pilot 
unions  and  the  U.  S.  Cham- 
ber of  Commerce  are  in  its 
camp.        Lorraine  Woellert 


TALK  SHOW  UHe  wanted  me  to  be  Joseph  Stalin.  I  told 
him  I  resented  that.  I  wanted  to  be  Winston  Churchill, 
but  he  didn't  want  me  to  be  that?' 

— Netscape  CEO  Jim  Barksdale,  at  the  Microsoft  trial,  on  how  hi 
and  AOL  exec  Steve  Case  styled  themselves  as  "the  Allies. " 

PRODUCT  PEEK 

SCHMEAR  CAMPAIGN:  IT'S  J&J  VS.  UNILEVEI 


LET  THE  MARGARINE  WARS 
begin.  Johnson  &  Johnson  is 
poised  to  launch  Benecol,  a 
margarine  with  the  key 
ingredient  plant  stanol  ester. 
Studies  show  it  cuts  "bad" 
cholesterol  by  up  to  14%  if 
you  eat  it  regularly.  The 
product  debut,  set  for  the 
week  of  Nov.  2,  in  Portland, 
Ore.,  kicks  off  a  marketing 
campaign  that  industry 


sources  estimate 
could  run  to  $80 
million. 

Could  be 
that  .J&J  is  feel- 
ing some  com-  ; 
petitive  heat: 
Early  next  year, 
Unilever  plans 
launch  a  similar  margarine. 
Take  Control.  Unilever  fur- 
ther plans  to  expand  its  cho- 
lesterol franchise  to  other 
products;  J&.J  already  has  a 


related  salad-dressing  h 
the  works. 

First  out  of  the  box. 
will  mount  a  consumei 
print,  and  radio  ad  camp; 
and  appeal  directly  tn 
tors,  dieticians,  and  drug;.;. 
Also  in  the  mix:  real-life 
ries  of  consumers  who 
cessfully  cut  theu"  cholest 
using  Benecol.  The  pa 
could   be   sweet:  Salo: 
Smith  Barney  ana 
's-    Anne  Malone  prec 

".Ir3  takes  off,  it  c 

j^^ft  YUWMY:  An 

'^^^Z^^l^^h .  does  less  he 


to 


generate  m 
than  .$100  million  in  si 
"This  could  be  a  sleeper,' 
says  of  .J&j's  Benecol 
Unilever,  put  that  on 
muffin.  Amy  Ba 


THE  LIST  PRIVATE  SCHOOLS' TOP  EARNERS 


The  heads  of  three  universities  earned  $500,000- 
plus  in  1996-97,  while  10  others  exceeded 
$400,000.  Some  46  in  all— almost  10%  of  presi- 
dents surveyed — earned  more  than  $300,000. 

1.  TORSTEN  WIESEL,  Rockefeller  $546,966 

2.  JOE  WYAH,  Vanderbilt  525,496 

3.  JUDITH  RODIN,  Pennsylvania  5 147878 
"  ,^f'  4.  GEORGE  RUPP,  Columbia  _  458,480 
^'  ■       5.  JAY  OLIVA,  NYU  45 1,643 


447,265 
438, 5  54 
436,164 


6.  RICHARD  LEVIN,  Yale 

7.  JAMES  SHUART.  Hofstra 

8.  ROBERT  MEHRABIAN, 
Carnegie  Mellon 

9.  WILLIAM  BRODY,  Johns  Hopkins 

10.  STEPHEN  TRACHTENBERG, 
George  Washington 

'Survey  of  475  presidents,  based  on  tax  forms.  Earnings  reflect 
total  compensation  (pay,  benefits,  extras  like  deferred  compensa- 
tion and  bonuses),  DATA  THE  CHRONICLE  OF  HIGHER  eOUCATION 


435,592 
425,b41 


iere  are 
Dse  who 
ake  smart 
oices 
the 

mpany. 


And  those  who  wish  they  did. 


k, 


For  all  the  tcuigh  decisions  yon  make,  here's  one  that'll  let  you  rest  easy  for  years  to  come. 
Cahletron's  Smart  Network  Guarantee  means  you'll  have  a  network  that  will  support  your  most 
important  applications  at  the  lowest  possible  cost.  Y;)u'll  enjoy... 

1.  More  than  twice  the  life  expectancy  of  all  competitive  products 

2.  Less  than  half  the  cost  of  ownership  of  all  competitive  products 

3.  Three  times  the  system  bandwidth  availability  of  all  competitively  priced  products 

4.  Less  than  half  the  cost  of  implementing  and  operating  all  competitive  networks 

5.  Less  than  half  the  cost  of  managing  all  competitive  networks 

If  you  can  find  a  network  vendi)r  whose  prodticts  beat  all  hve  Cabletron  guarantees,  we'll  service 
that  solution  for  a  full  year.. .absolutely  free!  The  choice  has  never  been  easier. 

Call  toll  free  877-606-5976  for  more  mformation  or  to  find  out  the  name  of  your 
nearest  Cabletron  Synergy  Plus  reseller.  Also,  visit  us  on  the  web  at  www.cabletron.com. 
With  the  industry  's  only  gnaraiUeed  network,  xvhat  do  you  have  to  lose? 


(lNIEI»niIHI\ 


BESTi 


'97 


V^e  Smart Netivorkui^  Choke.  Guaranteed."' 
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l-WAY  PATROL 

GALLING  ALL 
CORPORATE  SPIES 

THE   INTERNET  IS  TEEMING 

with  clues  offering  investors  a 
competitive  advantage.  The 
trick  is  knowing  how  to  sniff 
them  out.  However,  a  free, 
new  Web  service.  Company 


Company 
Sleutii 


^P^k  ^l^'-'tli.  aimed  at 

m  ^  individual  inves- 
1  tors  pumping 

up  their 
401(k)s,  may 
prove  more 
useful  to  companies  looking  to 
out-maneuver  rivals. 

Select  up  to  10  publicly 
traded  companies  to  track, 
and  wrww'.companysleuth.com 
starts  scorning  the  Internet 


for  clues  about  their  activi- 
ties. Each  morning  it  reports 
to  your  E-mail  box  about  the 
most  recent  insider  trades, 
trademark  registrations,  and 
patent  applications. 

"People  resonate  with  this 
new  service  because  it  puts 
everyone  on  equal  footing," 
boasts  Joshua  Kopelman  of 
Infonautics,  the  service's  cre- 
ator. He  says  the  site  means 
investors  no  longer  must  rely 
on  analysts,  joui'nalists,  and 
companies  for  information. 
But  FoiTester  Research  ana- 
lyst Bill  Bass  counters,  say- 
ing, "The  average  Joe  sitting 
at  his  computer  isn't  going  to 
get  veiy  excited  about  finding 
a  new  trademark  registra- 
tion." Adds  Bass:  "It's  the 
people  working  in  competi- 
tive intelligence  for  big  com- 
panies that  are  going  to  be 
slobbering  all  over  them- 
selves. Their  jobs  just  got  a 
lot  easier."    Jeanette  Brown 


TASTE  SENSATIONS 

SUSHI  BARS:  WHAT 
COMES  AROUND... 

WITH   RECESSION  HITTING 

their  island  nation  hard,  the 
Japanese  are  economizing — 
even  in  their  sushi  bars.  The 
rice-and-fish  nigiri  have 
always  been 
popular,  but 
what  has  really 
taken  off  is 
kaiten  zushi — 
sushi  via  con- 
veyor belt. 

That's  right. 
A  moving  belt, 
not  a  cook,  de- 
livers sushi 
made  with  tuna, 
salmon  roe,  and 
other  delicacies. 
Cooks  fill  the  meny-go-round, 
instead  of  patron  orders,  and 
customers  pay  according  to 
the  number  of  plates  they've 
collected. 

Those  plates  are  stacking 
up:  The  rotating  sushi  busi- 
ness gi'ew  by  4%  last  year, 
to  $2.9  billion,  and  it  will  in- 
crease an  additional  3%  to  4% 


this  year,  predicts  Li  Xin  of 
Tokyo  market  research  fti'm 
Fuji  Keizai.  But  kaiten  zushi 
is  a  decades-old  concept,  so 
what's  going  on?  Possibly  be- 
cause 'ftukiji  Honten  and  oth- 
er hot  conveyor  belt  shops 
ai'e  offeiing  customei^s  quahty 
sushi  at  economy  prices — two 
pieces  for  $1,  vs.  $3  to  $4 


FAST  FOOD:  Siisli  i  on  <i  roit  retjor  belt 


at    standard    sushi  shops. 

Customers  are  so  wowed 
by  the  deal  that  they're  brav- 
ing waits  of  up  to  an  hour. 
OwTiers  are  benefiting,  too, 
because  diners  get  their  fill 
and  move  on  faster.  Hmm  . . . 
maybe  there's  a  lesson  here 
for  other  stniggling  Japanese 
industries.     Miki  Tanikawa 


"SURE.,  ™!!?  PCMBS  ARE  5MftRT ,  BUT  miR  LEflPERS  ARE  STUPlP...  " 


CHARITY  CASES 

FROM  LOOKING  GOOD 
TO  DOING  GOOD 

"TOTALLY  NATURAL  AND  AN 

obligation"  is  how  fashion 
designer  Oscar  de  la  Renta 
describes  his  deci- 
sion to  spearhead  a 
$175,000  aid  cam- 
paign for  the  hurri- 
cane-ravaged Do- 
minican Republic. 
Says  the  designer: 
"I  am  a  Dominican." 

When  Hurricane 
Georges  devastated 
the  island  de  la 
Renta  called  home 
until  age  17,  he  was 
quick  to  act.  First  he 
turned  to  his  friend  Julio 
Iglesias,  the  recording  artist, 
for  fimds.  Next  on  his  list: 
Gustavo  Cisneros,  ceo  of  Cis- 
neros  Group,  whose  holdings 
include  the  Puerto  Rican  su- 


C 


DESIGNER  AID: 

De  la  Renta 


permarket  chain  Pueblo, 
la  Renta  hoped  the  food  co 
be  purchased  at  cost, 
neros  made  it  happen. 

Financier  Henry  Rra 
came  on  board;  so  did  Wa 
ington  Post's  executive  cc 
mittee  chair  Katharine  G 
ham,  who  didn't  e 
wait  to  be  asked, 
gether,  the  grc 
raised  the  $175,C 
which  purchai 
350,000  pounds 
rice,  beans,  hi 
food,  tuna,  and  m 
The  sliipments  w 
transported 
AmeriCARES,  a  dis 
ter-relief  group, 
port,  the  food  ^ 
distributed  by 
Catholic  Church. 

Is  de  la  Renta  plea 
with  his  effort?  Pleased,  } 
but  not  yet  satisfied.  " 
need  to  do  plenty  moi 
he  says.        Jeanette  Brc 


THE  BIG  PICTURE 


II 


THE  VIEW  FROM  THE  CORNER  OFFICE:  BLEAK 

Chief  execs'  confidence  in  the  national  economy  durinj 
the  third  quarter  of  1998  plummeted  to  its  lowest  point 
more  than  seven  years.  Their  outlook  for  the 
next  six  months  is  particularly  somber. 


CEO 
CONFIDENCE 


I  CURRENT  ECONOMIC 
CONDITIONS  VS. 
6  MONTHS  AGO 

■  EXPECTATIONS 
FOR  ECONOMY. 
6  MONTHS  AHEAD 

OCOMPOSITE  MEASURE 
OF  GENERAL  AND 
INDUSTRY  CONDITIONS 

STUDY  Of  150  CEOs 
SCORES  RANGE  FROM 
1-100 


FOOTNOTES  Online  investors  who  place  most  of  their  trades  from  work  rather  than  home:  35  or  younger,  31%;  36-45,  21%;  46-55, 
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PUSHING  THE  ARTFORM 


Inlroducinfj  the 
Movado  Kingmatic". 
Automatic  movement. 

Solid  stainless  steel. 
Sapphire  crystal.  $895. 


Wynton  Mdrsalis,  the  most  acclaimed  jazz 
musician  and  composer  of  his  generation, 
as.well  as  distingi-iished  classical  performer. 
Recipient  of  the  Grand  Prix  du  Disque  of 
France,  Edison  Award-Netherlands,  23 
Honorary  Doctorates,  and  1997  Pulitzer 
Prize  for  Music:  The  first  ever  for  jazz. 

Movado,  maker  of  some  of  the  most 
acclaimed  timepieces  in  histtjry,  holds 
99  patents,  over  200  international  awards 
for  design,  and  has  watches  in  museums 
on  five  continents:  A  leader  in  innovation. 


MACY'S 


'VADO  WATCHES  ARE  EXHIBITED  IN  THE  PERMANENT  COLLECTIONS  OF  MUSEUMS  WORLDWIDE 


The  Museum. Watch. 

SWISS 
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Pinstripes  ix  d^^^^^^ 

cam  player  or  maverickr 
Sky^craffer  or  lofy 

:h  des^Dp  do  you  see? 


Self-employed  or  employee?  Corporation  or  entrepreneur?  Do  you  see  a  desktop  for  an  enterprise  that  remains  consistent  for  t. 
That's  our  Deskpro  EP  Series.  Both  now  have  the  latest  Intel  Celeron  and  Pentium  II  processors,  performance  graphics 
whether  yours  is  fairly  buttoned-up  ^^^J fj^^^^l^^^^  ^^'^  business  equivalent  ot  a  sweatshirt  and 

Deskpro  EN' 


I 


Better  answers: 


1 


Readers  Report 


EDITOR-IN-CHIEF:  Stephen  B  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Sarah  Bartlett,  Robert  J  Dowling,  G  David  Wallace 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media).  Frank  J.  Comes,  William 
Glasgall,  Geoff  Lewis.  Paul  Raeburn,  Kathy  Rebeilo.  Jane  A,  Sasseen. 
Giro  Scotti,  Lee  Walczak  (Washington).  Elizabeth  Weiner,  Chris  Welles. 
Seymour  Zucker 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS:  Robert  Barker,  Anthony  Bianco.  John  A.  Byrne,  Jeffrey 
M  Laderman,  Gene  G.  Marcial,  Karen  Pennar.  Otis  Port.  Gary  Weiss 
ECONOMICS:  James  C  Cooper  (Sr  Economist/Bus.  Outlook  ed  ), 
Kathleen  Madigan.  Michael  J.  Mandel  (Economics  ed  ),  Peter  Coy, 
Gene  Koretz  (Trends  edj.  Christopher  Farrell  (Contributing  ed.) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  ed  ).  Rose  Brady 
(European  Edition  ed  );  Duane  E  Anderson.  Pete  Engardio.  Joan 
Warner  (Sr,  news  eds,);  John  Templeman  (Political  affairs);  Shen  Prasso 
(Asia);  John  Pearson  (Latin  America);  Kerry  Capell  (Finance) 
ASSOCIATE  EDITORS:  Catherine  Arnst.  Aaron  Bernstein,  Dan  Beucke, 
Amy  Dunkin,  Rick  Green.  Neil  Gross.  Keith  H  Hammonds.  Kelley 
Holland,  Larry  Light,  Ira  Sager,  Leah  Nathans  Spiro.  Fred  Strasser.  Pat 
Wechsler 

PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Corporate  Finance:  Debra 
Spdrks  Corporations:  Nanette  Byrnes  Enterprise:  Robin  D  Schatz. 
Legal  Affairs:  Mike  France  Management:  Jennifei  Reingold  Marketing: 
Ellen  Neuborne  Media:  Richard  Siklos  Money  &  Banking:  Gary 
Silverman  People:  Eiic  Schine  Personal  Business:  Edward  C  Baig 
Personal  Finance:  Toddi  Gutner  Scoreboards;  Frederick  F  Jespersen 
Software:  Amy  Cortese  Technology  Strategies:  Marcia  Stepanek 
Telecommunications:  Peter  Elstrom  Up  Front;  Robert  McNatt 
STAFF  EDITORS:  Heather  Green,  Joan  Oleck.  Edith  Updike 
COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer  (Deputy  chiefs);  Marc 
Miller,  Jim  Taibi  (Asst  chiefs);  Tim  Belknap,  Aleta  Davies,  Jack  Robbins, 
Doug  Royalty  (Sr ),  Giles  Blunt.  Joseph  Mandel.  Anne  Newman.  David 
Pengilly,  Malka  Percal.  Lourdes  Valenano  Researchers:  Maria  Chapin.  Gail 
Fowler,  Aidd  Rosario,  Oluwabunmi  Shabi 

PRODUCTION  COPY  EDITORS:  Lavurence  Dark  (Chief),  Hallberg  Hallmundsson, 
Celine  Keating,  B.  Kite,  Robert  S  Norman,  Robert  J,  Rosenberg,  Victoria 
Rubin 

ART:  Jay  Petrow,  Steven  Taylor  (Deputy  dirs ),  Don  Besom,  Alice  Cheung. 
Andree  Kahlmorgan,  Christine  Silver  (Assoc.);  Peter  Marshutz  (Asst  ) 
Graphics  8.  New  Media:  Arthur  Eves  (Creative  dir  );  Joan  Danaher 
IGraptiics  dir );  Rob  Doyle  (Assoc.);  Jaime  Beauchamp,  Alan  Baseden,  Lisa 
Knouse  Braiman,  Alberto  Mena,  Ray  Vella  (Illustrators).  Eric  Hoffmann 
Imaging:  Annette  Farrell  (Mgr.),  Alan  Bomzer  (Asst  ).  Leo  Nieter.  Joseph 
Rhames 

PHOTO  EDITORS:  Scott  Mlyn  (Deputy);  Ronnie  Weil  (Sr );  Michael  Hirsch, 
Anne  Murray,  Andrew  Popper,  (Assoc  );  Bettina  Baudoin.  Kathleen  Moore 
(Asst ),  M  Margarita  Eiroa;  Sarah  Greenberg  Morse  (Researcher) 
EDITORIAL  OPERATIONS:  Yvonne  F  Rodriguez  (Director),  Wally  Baudin, 
Nicholas  M  White  (Mgrs )  Karen  Butcher.  Francisco  Cardoza,  Thomas  R 
Dowd,  Nancy  Gores,  Stephen  R  Lebron.  Jody  A  LoGrasso.  Jose  L 
Martin,  Peter  K  Niceberg,  Jane  M  Perkinson.  Laura  Reissman.  Karen 
Turok,  Use  V  Walton,  Barbara  Wilhelm,  Donald  C  Pearson;  Guillermo  Ortiz 
EDITORIAL  TECHNOLOGY:  Thomas  L  Morgan  (Director);  Chnstopher  Amado, 
Richard  Balestnno,  David  Bandler,  Lawrence  Crowe,  Beth  Higgins.  James 
Kutz,  Neil  MacLeod,  John  Navarro,  Juan  Rodnguez,  Marta  Skrelja,  Mauro 
Vaisman 

BUSINESS  WEEK  ONLINE:  Michael  Mercurio  (Managing  ed  );  A  Peter 
Clem,  John  A  Dierdorff,  John  Johnsrud.  Dennis  K.  Berinan.  Nadav 
Enbar.  Paul  Eng,  Patrick  Lambert,  Diane  Young, 
CORRESPONDENTS:  Boston;  William  C  Symonds  (Mgr.),  Paul  C  Judge. 
Geoffrey  Smith  Chicago:  Richard  A  Melcher  (Mgr ).  Roger  0  Crockett. 
David  Leonhardt.  Andrew  Osterland.  De'Ann  Weimer  Cleveland:  Peter 
Galuszka  (Mgr )  Dallas;  Wendy  Zellner  (Mgr ).  Stephanie  Anderson  Forest 
Detroit  Kathleen  Kenwin  (Mgr.).  Keith  Naughton  Houston:  Gary  McWilliams 
(Mgr  )  Los  Angeles:  Ronald  Grover  (Mgr  ).  Larry  Armstrong  (Sr 
correspondent).  Steven  V  Brull.  Kathleen  Mon-is  F>hiladelphia:  Amy  Barrett 
(Mgr )  San  Francisco:  Linda  Himelstein  (Mgr ).  Peter  Burrows.  Steve 
Hamm.  Robert  D  Hot.  Andy  Reinhardt  Washington:  Owen  Ullmann  (Sr 
nev^s  ed  ).  Douglas  Harbrecht  (Nev^rs  ed  ).  John  Carey.  Paula  Dwyer. 
Howard  Gleckman  (Sr  correspondents);  Amy  Borrus.  Stan  Crock;  Richard 
S  Dunham;  Dean  Foust.  Susan  B  Garland.  Paul  Magnusson.  Mike 
McNamee,  Stephen  H  Wildstrom  (Tech  &  You);  Lorraine  Woellert. 
Catherine  Yang  Beijing;  Dexter  Rotjerts  (Mgr )  Bombay:  Manjeet  Kripalani 
(Mgr  i  Frankfurt:  Thane  Peterson  (Mgr  ),  Karen  Lowry  Miller,  David 
Waxlruff  Hong  Kong:  Joyce  Barnathan  (Mgr ),  Mark  L  Clifford,  Bruce 
Einhorn  London:  Stanley  Reed  (Mgr ).  Julia  Flynn  Mexico  City;  Gen 
Smith  IMgr)  Moscow:  Patricia  Kranz  (Mgr.)  Paris:  Gail  Edmondson 
(Mgr ).  Stephen  Baker  Rome:  John  Rossant  (Mgr  ]  Sao  Paulo:  Ian  Katz 
(Mgr )  Singapore:  Michael  Stian  (Mgr )  To*<yo;  Bnan  Bremner  (Mgr ).  Robert 
Neff  (Contributing  ed  ).  Irene  M  Kunii.  Emily  Thornton  Toronto;  Joseph 
Weber  (Mgr ) 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman   Business  Manager; 

Barbara  Boynton  Information  Services:  Jamie  B  Russell  (Director) 
Karen  Stevens  (Mgr ).  Judi  Crowe,  Susan  Cusner,  Debra  Oreskin.  Fred 
Katzent)erg.  Rotiert  Roeker,  Susann  Rutledge,  Barbara  Silverbush  Office 
Manager:  Roselyn  Kopil  Communications;  Hubert  Pondiscio  (Director), 
Christine  Summerson,  Amy  Zelvin  Readers  Report;  Yvette  Hernandez 
Repnnt  Permission:  Janet  Gonzalez 


PUBLISHER  L-  ..:  J  G  Ferm 

SR,  VP,  ASSOCIATE  PUBLISHER:  William  P  Kupper  Jr 
SR,  VP,  OPERATIONS.  Gary  B  Hopkins 

SR  VP,  MARKETING  «.  BRAND  DEVELOPMENT:  Harold  K  Somerdyk 

VP.  CONSUMER  MARKETING/CIRCUWTION:  Thomas  Masterson 

VP.  STRATEGIC  PUNNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

VPs.  SALES:  Constani.M  I-    Bennett  (Inlernational).  Joanne  K  Bradford 

(Western  Region).  Dan  Dunn  (Midwestern  Region).  Robert  H  Kelly 

(Northeast  Region),  Louis  R  Mohn  (Southeast  Region) 

VP.  STRATEGIC  PROGRAMS;  James  H  McGraw  IV 

VP.  SALES  DEVELOPMENT;  Mark  A  Flinn 

VP.  MANAGING  DIRECTOR/ASIA;  Stephen  B  Moss 

VP.  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP.  TECHNOLOGY:  Thomas  J  Reed 

VP.  CONTROLLER:  Bernard  J  Drackwicz 

DIRECTOR.  ADVERTISING  BUSINESS:  Linda  F.  Can/alho 

DIRECTOR,  PRODUCTION  &  SALES  SERVICES;  Mario  J  Talluto 


THE  BEST  B-SCHOOLS: 
REHASHING  THE  RANKINGS 

I  appreciate  the  effort  that  went  into 
"The  best  B-schools"  (Special  Report, 
Oct.  19).  The  problem  I  have  with  the 
survey  results  is  that  the  rankings  fail 
the  important  "common  sense"  litmus 
test.  Not  to  take  anything  away  fi-om 
the  quality  of  the  schools  on  the  hst, 
but  to  rank  foiu'  schools  ahead  of  Har- 
vard University  and  eight  schools  ahead 
of  Stanford  University  seems  to  com- 
promise the  value  of  the  survey.  Do  you 
really  believe  that  reci-uiters  would  give 
the  highest  post-MBA  median  pay  and 
the  highest  average  number  of  job  of- 
fers to  the  two  schools  they  feel  are 
only  sixth  and  ninth  best? 
Do  you  really  think  the  two 
schools  that  can  afford  to 
be  the  most  selective  are 
viewed  as  only  No.  8  and 
No.  13  by  students? 

Rick  MacDonald 
San  Francisco 


Valley  startups  and  the  like,  you  igni  i 
one  of  the  most  important  and  faste  - 
growing  segments  of  oui*  economy.  W/ 
not  try  interviewing  more  entrejii- 
neurial  ventui'es  and  ask  them  \\  l 
they  think  of  various  mba  gradual 
You  might  discover  a  veiy  different 
of  rankings. 

Adam  L.  Fawi 
New  Yc 

(and  46  co-signatories  from  t 
Stanford  B-school  classes  of  19 
1999,  and  20i 

Having  gone  through  the  Whart 
School's  job-search  process  as  an  M 
student,  I  am  proud  that  I  was  succe 
M  in  landing  a  job  I  wanted.  Howevei 


BusinessWeek 


You  overlooked  what  we 
believe  to  be  the  most  im- 
portant factor  affecting  the 
quality  of  a  business  educa- 
tion: the  student  body.  We  cannot  un- 
derstand how  one  can  measui'e  the  cal- 
iber of  a  B-school  without  analyzing 
objective  measures  of  the  students  at 
those  schools  (i.e.,  gmat  scores,  gi'ade- 
point  averages,  and  overall  selectivity). 

Relative  to  Stanford,  you  stated  that 
recruiters  were  "frustrated"  because 
many  of  our  gi-ads  chose  to  join  smaller, 
entrepreneurial  ventures  rather  than 
traveling  down  more  traditional  coipo- 
rate  paths.  As  a  result,  Stanford's  rank 
was  "affected." 

So  you're  saying  that  because  Stan- 
ford students  are  so  sought  after,  Stan- 
ford is  not  as  "good"  as  other  schools 
that  generate  less  competition  for  their 
graduates.  That  seems  counterintuitive. 
Students  ty]jically  go  to  business  school 
to  have  as  many  options  as  possible 
upon  graduation,  not  to  be  popular 
among  coiporate  recruiters. 

Finally,  by  failing  to  survey  Silicon 
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"We  cannot  understand 
how  one  can  measure 
the  caliber  of  a  B-schoo 
without  analyzing 
objective  measures  of 
the  students." 


had  many  peers  who  were  not  so  luc 
In  large  part,  they  were  hurt  by  Wh 
ton's  own  reciniting  procedures.  Wh 
ton  has  one  glaring  flaw  in  the  recruit 
process  that  puts  both  its  students 
recruiters  at  a  disadvantage:  It  does 
afford  students  the  opportunity  to 
tei^view  their  top-choice  firms  throi 
an  open  bidding  process.  Students 
for  intei-views  (with  points  that  Whar 
has  allocated  to  them)  in  case  they  w 
not  selected  for  reci-uiting  through 
fii'm's  invitation-only  schedules. 

Wliile  Wharton  allows  firms  to  m 
students  through  an  open-bid  proc( 
it  does  not  require  that  they  do  so, 
like  most  top  schools.  For  the  top 
most-sought-after  consulting  and  inv( 
ment-  banking  fu'ms  that  reci-uit  Wl 
ton  students,  substantially  less  than 
of  the  intei-views  occur  tlirough  an  op 
bid  process.  This  year,  only  10  of  th 
30  firms  will  even  offer  an  open-bid 
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dRRECTIONS  &  CLARIFICATIONS 

"The  best  B-schools"  (Special  Report, 
1. 19),  some  of  the  tuition  figures  listed 
re  for  1997-98,  not  1998-99,  as  the  table 
ecified.  Here  are  the  correct  1998-99 
tion  figures  for  those  schools: 

arton  $26,290  Carnegie  Mellon  $24,130 


logg  25,900 

lumbia  27,770 

ke  25,250 

•nell  24,400 
rtmouth  26,100 

?inia  21,479 

J  27,248 


MIT 
UNC 

Maryland 
Wisconsin 
Purdue 

use 


27,100 
16,100 
14,048 
16,634 
15,424 
23,958 


.  As  a  result,  students  don't  neces- 
y  get  to  interview  with  their  top- 
ee firms,  and  firms  may  be  denied 
opportunity  to  talk  to  students  who 
most  interested  in  them. 
Imost  all  of  the  next  11  ranked 
ols  in  your  survey  do  better  than 
trton  on  this  account,  many  requir- 
ill  firms  to  have  open-bid  schedules 
some  designating  that  at  least  50% 
II  interviews  be  open-bid.  Wharton 
been  aware  of  this  problem  for 
s  yet  has  taken  no  action  to  coirect 
Intil  Wharton  corrects  this  flaw,  it 
no  business  being  your  No.  1  school. 

David  MoiTis 
Wharton  mba  Class  of  1995 
New  York 

seems  inconsistent  that  the  Uni- 
ity  of  California  at  Los  Angeles 
:s  No.  1  in  tei'ms  of  its  placement 
3,  and  yet  the  school  merits  only  an 
-place  finish  in  your  poU.  ucla  has  a 
ively  small  class  size  of  just  over 
students,  which  is  less  than  half  that 
•st-place  finisher  Whaiton.  Since  you 
1  to  have  given  the  smaller  schools 
upward  adjustment  to  counter  any 
ible  bias,"  it  must  just  be  a  coinci- 
e  that  the  top  six  schools  in  your 
also  happen  to  be  the  top  six  schools 
rms  of  size — again.  This  correlation 
also  apparent  in  yom*  1996  sm-vey 
,  which  provides  fuither  evidence 
big-school  bias.  As  for  the  gi-aduate 
if  my  experience  was  any  indication, 
easy  to  see  why  ucla  consistently 
s  near  the  top:  I  got  an  excellent 
ation,  the  ideal  job  after  gi-adua- 
-and  I  got  to  live  at  the  beach. 

Kenneth  F.  Broad 
San  Mateo,  Calif. 

"How  we  kept  the  data  unsullied" 
cial  Report,  Oct.  19),  mba  students 
le  University  of  Texas  at  Austin 
:  characteiized  as  trying  to  "game" 
•ecent  rankings,  and  the  school  was 
lized  as  a  I'esult.  Youi*  article  mis- 
3sents  our  program  and  discredits 


the  improvements  our  administration, 
faculty,  staff,  and  students  have  made 
during  the  past  two  years. 

There  has  been  a  large  jump  in  stu- 
dent satisfaction  since  your  last  sui-vey, 
but  it  was  not  driven  by  a  memo  circu- 
lated by  student  leaders.  If  it  had  been, 
then  it  is  not  likely  we  would  have  also 
seen  triple-digit  gi'owth  in  the  graduat- 
ing class  gift,  or  independent  sui-veys 
indicating  high  student  satisfaction. 

The  student  memo  does  not  suggest 
that  the  survey  be  answered  untinth- 


fuUy.  Its  goal  was  to  point  out  that  the 
scale  and  descriptive  labels  are  mis- 
leading. Unless  your  survey  methodolo- 
gy is  revised,  or  raw  results  are  pub- 
lished along  with  the  letter  grades, 
students  have  no  option  other  than  to 
form  their  own  opinions  and  interpreta- 
tions of  the  relative  scale. 

There  is  widespread  knowledge  that 
discussions  of  the  business  week  rank- 
ing scale  have  gone  on  at  many  top 
schools  for  yeai's.  Your  acknowledgement 
of  this  reality  would  have  lowered  the 
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25  years  from  now, 
you  won  t  remember 
this  merger. 
But  you  11  still 
be  feeling  its  effects. 


ing  Allied  Dunbar,  Eagle  Star,  Farmers  and 
ed,  over  time,  in  tangibles,  like  shareholder 
^ment  solutions.  Creatively.  So  where  will  you 
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aeity  of  your  own  ranking  scheme, 
haps  explaining  why  you  ignored  the 
lence,  some  of  which  was  forwai'ded 
/ou  earher  this  year.  Fairness  would 
ate  a  full  investigation  with  all  schools 
ag  treated  equally  in  score  adjust- 
its;  holding  up  just  a  few  examples 
airly  penalizes  the  targeted  schools. 
it  our  campus,  Dean  Ramesh  Rao 

his  staff,  in  cooperation  with  our 
icated  faculty,  have  gone  to  great 
jths  to  ensure  that  the  student  ex- 
ience  at  Texas  business  school  is 
)ng  the  finest  in  the  country.  We  are 
ad  of  our  accomplishments  but  be- 
e  your  selectivity  does  injustice  to 

program  and  to  those  who  have 
ked  so  diligently  to  create  an  out- 
iding  educational  experience  for  us. 

David  S.  Naismith 
MBA  Class  of  1999 
University  of  Texas 
Austin 

our  clinical  tone  suggests  that  the 
lent-survey  component  assesses  in 
e  meaningful  way  the  "voice  of 
e  who  paid  thousands  of  dollars  for 
r  education."  As  a  1988  graduate  of 
University  of  Texas  (one  of  the  five 
ids  downgi-aded  as  a  result  of  al- 
d  student-survey  manipulation),  al- 
me  to  suggest  that  it  does  nothing 
18  sort.  The  student  sm'vey  is  a  du- 
s  measure,  even  if  its  data  were 
illied,  and  one  that  increasingly 
icizes  and  taints  your  results. 
)  your  credit,  the  business  week 
ing  is  the  most  widely  referenced 
ssment  of  top  mba  programs.  Also, 
•esults  appear  to  exert  a  residual 
ence  upon  corporate  impressions, 
each,  and  ultimately  salaries.  All 
makes  the  integrity  of  the  results 
just  a  curiosity  among  mba  alumni 
rather  a  matter  of  public  policy, 
surprisingly,  the  importance  of  the 
ngs  has  gradually  led  students 
5s  the  countiy  to  revise  upwardly 
•  opinions  of  their  alma  maters, 
le  notion  that  only  five  B-schools 
systematically  sought  to  improve 
rankings  by  encouraging  favorable 
Dnses  on  this  sui-vey  is  laughable, 
penalizing  schools  and  their  stu- 
3,  with  all  the  hard-dollar  and  ca- 
consequences  that  the  ranking  en- 
is  unconscionable.  Heaven  forbid 
students  who  take  pride  in  their 
experiences  and  wish  to  trumpet 
I  via  the  business  week  ratings 
!d  encourage  their  classmates  to  do 
same.  Instead,  proud  but  honest 
^nts  attending  B-schools  of  lesser 
re  must  fear  that  too  many  favor- 
responses  will  result  in  their  survey 
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ng  tossed  out,  downwardly  adjust- 
er— worse  yet — their  school  being 
:luded  from  the  rankings  entirely. 

J.  Cameron  Humphries 
Manhattan  Beach,  Cahf. 

was  disappointed  that  you  excluded 
t-time  MBAs.  As  a  part-time  student 
^ew  York  University's  Stem  School 
Business,  I  faced  the  same  academic 
i  as  full-timers,  with  the  added  chai- 
se of  factoring  a  demanding  job  into 
education.  What  better  evidence  of 
lagement  skills  than  balancing  these 
ssures  successfully?  By  the  time  I 
duated,  after  attending  B-school  for 
years  part-time,  I  had  a  better 
sp  on  how  to  apply  what  I  had 
ned.  There  is  an  inherent  snobbery 
)nly  featuring  those  who  could  af- 
1  not  to  work  for  two  years. 

Diana  Erani 
Norwood,  Mass. 

Regarding  "Is  a  helping  hand  really 
>ful?"  (Personal  Business,  Oct.  19), 
Duld  like  to  clarify  the  nature  of  the 
suiting  we  do.  We  assist  individuals 
are  considering  applying  to  gradu- 
MBA  programs.  Our  services  range 

I  giving  clients  a  sense  of  what  at- 
utes  each  program  is  seeking  and 
iding  an  objective  assessment  of  an 
vidual's  strengths  and  weaknesses 
applying  feedback  as  to  why  an  ap- 
int  may  have  been  rejected. 

want  to  clarify  that  at  no  time  in 
process  do  we  draft,  review,  or  edit 
ient's  essays  before  they  are  re- 
'ed  by  the  school.  We  will  look  at  es- 
after  the  fact  but  not  before  a  final 
sion  has  been  reached,  mba  Strate- 
also  reserves  the  right  to  refuse  to 
i  with  any  client  we  beheve  is  con- 
ring  unethical  behavior  related  to 
appHcation  process — a  poUcy,  unfor- 
tely,  we  have  had  to  enforce. 

Sally  Lannin 
President 
MBA  Strategies 

Edina,  Minn. 

ere  are  two  observations  on  your 
lodology  in  ranking  the  top  B- 
ols.  Graduates'  expectations  ai'e  pro- 
lonal  to  the  prestige  of  the  universi- 
ley  have  enrolled  in.  So  Ivy  League 
s  tend  to  be  more  severe  in  theii' 
lations  than  then'  peers  in  less  fa- 
!  schools.  And  the  salaiies  offered  by 
recruiters  are  the  most  objective 
sure  of  the  quality  of  the  gi-ads  and 
eir  schools,  since  companies  ai'e  sup- 
d  not  to  pay  more  for  less. 

II  in  all,  it  seems  much  simpler  and 
uate  to  elect  the  salaries  as  the 
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your  life.  That's  why  there's  "This  Weel< 
in  Business"  on  PBS.  Join  host  Sheilah 
Kast  for  the  business  news  you 
absolutely  n6ed  to  know. 
Weekends  on  PBS. 


Produced  by  W£TA  washinglon, 


Corporate  lunding  providpa  bv  "ififl^^  '■ 


i^ri'MrtitflBiiriiiniiiifai 


Only  the  best  wall  be  at 

East  Lake  Golf  Club  in  Atlanta 
for  the  PGA  TOUR's  season- 
ending  TOUR  Championship 
presented  by  Southern 
Company  and  Mercedes-Benz. 
The  top  30  players  will  vie  for 
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;ht  meter  for  ranking,  and  the  "old 
u-vard"  is  still  No.  1,  with  $145,000 
aries,  more  than  10%  ahead  of  the 
^0,000  of  the  second  ones. 

Helio  de  Lima  Carvalho 
Sao  Paulo 

GH  ETHICAL  STANDARDS 
CITIGROUP  

'The  Citi  that  slept?"  (Finance,  Nov. 
contains  an  unfair  chai'acterization  of 
ibank's  anti-money-laundeiing  effort, 
e  speculative  conclusions  are  based 
exaggeration  of  previously  pubUshed 
Drmation  combined  with  inaccuracies, 
uendo,  and  use  of  unnamed,  unreH- 
e  sources.  Your  article  is  not  serious 
malism. 

The  fact  is  that  John  S.  Reed  and 
iford  I.  Weill,  chairanen  and  co-CEOs 
Citigroup  Inc.,  have  committed  the 
apany  to  the  highest  ethical  and  com- 
ince  standard,  and  you  have  done  a 
service  to  the  company's  dedicated 
ployees  around  the  world. 

Jack  Morris 
Senior  Public  Affairs  Officer 
Citigi'oup  Inc. 
New  York 

itor's  note:  We  are  unaware  of  any 
ccuracies  in  the  story. 

N  PATIENTS  HANDLE  ALL  THIS 
ACCUSTOMED  POWER? 


'A  cyber  revolt  in  health  care"  (lu- 
nation Technology,  Oct.  19)  is  mis- 
iing.  After  more  than  25  years  of 
iical  practice,  I  i-emain  unaware  of 

shifting  power  balance  between  my- 
'  and  my  patients.  I  think  of  the 
Ith-care  professions  as  dedicated  to 
2hing  and  healing,  not  to  exercising 
rer.  Power  shifts  will  not  measur- 
/  improve  pubUc  health. 
Vhat  will  patients  gain  from  their 
Tfound  power?  The  examples  cited 

of  uncommon  diseases  and  novel 
itments.  Aside  from  the  question  of 

appropriateness  of  seeking  unproven 
itments,  this  approach  ignores  major 
5.  public-health  problems.  Will  the 

0  eliminate  poverty  and  limited  ac- 
)  to  health  care  for  tens  of  millions? 

1  it  eliminate  teen  pregnancies?  Alco- 
tobacco,  and  drug  use?  Not  likely. 

Ajt-thur  G.  Robins  m'.  D. 
Andover,  Mass. 

•FED  IS  RIGHT  TO  BAIL  OUT 
MS  THAT  STUMBLE  

lary  Becker's  "You  want  high  re- 
is?  Brace  yourself  for  high  risk" 
3noniie  Viewpoint,  Oct.  19)  reminds 


guest  satisfaction 


survey  injour  room. 

A  100%  Satisfaction 
Guarantee. 

What's  really  important  to  you  is  all  that's  important  to  us. 
That's  how  to  run  a  hotel.  For  reservations  at  Quality  Inn 
or  Quality  Suites,  visit  www.qualityinn.com  or  call 
1-800-228-5151  or  your  travel  agent. 


Quality 


Inns  'Hotels  •  Suites 

HOW  TO  RUN  A  HOTEL: 


The  1999  Business  Week  Pocket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to 
DEPT.  BC39,  RO.  Box  1597,  Fort  Lee,  NJ  07024  U.SA  Enclose  separate  sheet 
with  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
Full  refund  if  not  completely  satisfied  with  materials 
and  workmanship. 


tfSA  Credit  card  holders  may  call 

TOLL-FREE  800-553-3575 

JJI     Ask  for  Dept  BC.'«) 

We  honor  AmEx/DincrsA'isa/MasterCard 

For  cuslomizalion  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201461-( 


0,  or  fax  to  201461-! 


Readers  Report 


!  of  an  old  story  about  two  Universi- 
of  Chicago  professors:  Walking  down 
3  street,  one  of  them  spied  what 
ked  like  a  $100  bill  lying  on  the  side- 
,1k.  "Hey,  I  think  that's  a  $100  bill, 
t's  stop  and  pick  it  up,"  said  one. 
0,  don't  bother,"  replied  the  other, 
hat's  not  a  real  $100  bill:  Since  the 
rket  is  efficient,  a  real  $100  bill  would 
/e  been  picked  up  long  ago." 
rhe  point  of  the  stoiy  is  that  mai'kets 
'  efficient  precisely  because  specula- 
s  such  as  those  at  Long-Tenn  Capital 
nagement  are  there  to  scoop  up  any 
se  change  that  may  fall  to  the  side- 
Ik  of  the  marketplace.  Occasionally 
y  may  slip  and  fall,  but  as  long  as 
y  don't  take  down  anyone  else,  we 
luld  not  be  so  quick  to  kick  them 
ile  they  are  down. 

Hans  Hsu 
Greenwich,  Conn. 
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iccess  hinges  on  the  flow  of  ciitical  data.  AH  executed  by  a  single  team, 
idicated  to  customizing  our  services  to  meet  your  company's  specific 
3eds.  That  inchides  integrating  sohitions  to  help  you  migrate  from  ycjur 
n-rent  network  technology  to  next-generation  IP  solutions.  For  details 
mtact  us  at  1-877-755-1680  or  visit  www.wcom.net/adv/anl. 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


CUTTING  FAT  WON'T  BE  ENOUGH 
TO  SURVIVE  THIS  CRISIS 


In  dangerous 
times,  being 
nimble  is 
everything.  So 
farsighted 
companies  are 
rebuilding 
themselves 
as  quickly 
as  they  can 


Jeffrey  E.  Garten  is  dean  of  tfie  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration ()effrey.garten@yale.edu). 


rt  will  take  years  to  build  the  "new  global 
financial  ai'chitectui'e"  that  Pi'esident  Clin- 
ton and  other  officials  want,  but  business 
leaders  can't  wait  that  long.  Facing  slower 
gi'owth  around  the  world,  volatile  markets, 
and  fiei'ce  competition  fi'om  products  priced  in 
cheap  cuiTencies,  many  ceos  ai"e  restnicturing 
then-  companies.  Their  efforts,  however,  are 
likely  to  fall  short  of  what's  needed. 

Some  companies,  such  as  Raytheon  and  3M, 
are  announcing  big  cost-saving  layoffs.  This 
may  please  Wall  Street,  but  pink  sUps  do  noth- 
ing to  improve  a  company's  products  and  sales, 
and  they  can  destroy  morale  and  productivity. 

Other  companies,  such  as  Daimler  and 
Cluysler,  are  merging  to  acliieve  global  scale. 
But  the  sheer  effort  needed  to  mesh  coi']:)o- 
i-ate  cultm-es  and  operating  systems  can  drain 
energy  from  the  push  to  improve  overall 
competitiveness. 

A  third  group  is  on  a  more  promising 
track — restructuring  internal  operations  to 
make  them  more  nimble.  These  companies 
are  asking  such  questions  as:  How  do  you 
eliminate  unnecessary  layers  of  supei"vision? 
How  do  you  reduce  development  costs  and 
get  products  to  market  faster?  How  do  you 
strike  the  right  balance  between  being  global 
and  local? 

Even  before  the  current  financial  turmoil, 
for  example.  Ford,  responding  to  rapid 
changes  in  the  global  economy,  began  to  im- 
plement a  major  reorganization.  In  1994,  it 
announced  its  plan  to  sell  essentially  the 
same  cars  around  the  world.  It  ended  com- 
peting regional  fiefdoms  by  consolidating  en- 
gineering, design,  and  development  within 
new  global  divisions. 

Motorola,  facing  fierce  Asian  competition 
and  falling  profits,  announced  a  plan  with 
similai"  features  last  July,  replacing  many  de- 
centralized and  competing  businesses  with 
thi'ee  distinct  global  gToups  focusing  on  retail 
customers  such  as  cell-phone  users,  telecom- 
munications companies,  and  government  and 
industrial  clients. 

Last  month.  Proctor  &  Gamble  initiated 
the  broadest  overhaul  in  its  industry,  trans- 
forming four  business  units  based  on  geo- 
graphic regions  into  seven  global  entities 
based  on  product  lines  like  Baby  Care  or 
Food  &  Beverage.  Eveiy  change  is  desigTied 
to  get  P&G  closer  to  its  customers  and  to  pro- 
vide products  to  the  market  more  quickly. 
Reporting  lines  have  been  vastly  simplified. 


and  executive  compensation  has  been  aligni 
with  new  goals. 

Ford's  reorganization  is  the  only  one  wi 
enough  histoi-y  to  measui-e  results.  Develo 
ment  costs  in  1997  v/ere  reduced  by  $3  billii 
and  the  fii'st  American/European-made  a: 
-designed  car  will  soon  be  selling  on  bo 
sides  of  the  Atlantic.  But  Ford  and  oth 
auto  makers  are  now  oper-ating  in  a  mark* 
place  that  has  suddenly  become  much  mo 
treacherous,  and  they  may  have  to  take  fi 
ther  steps.  Even  companies  known  for  th< 
global  prowess,  including  abb,  with  its 
trepr-eneurial  and  global  management  tear 
and  Royal  Dutch/Shell  Group,  with  its 
phisticated  global  scenario  planning,  are  hi 
ing  huge  problems. 

CHAOTIC  WORLD.  For  them  and  others,  pi; 
ning  is  full  of  daunting  uncertainties. 
CEO  could  possibly  know  if  Japan  will  ta 
one  year  or  10  to  recover  or  if  and  wh 
massive  infrastructure  projects  in  emergi 
markets  will  come  onstream  or  whether  t 
gi'owth  of  a  global  free  market  will  be  c 
rupted  by  currency  controls,  debt  defau! 
and  protectionism. 

In  this  chaotic  international  environme 
companies  will  be  forced  to  go  beyond  strea 
lining  and  a  one-time  stractural  overha 
Toyota  is  an  intriguing  example.  Like  Ford 
has  opted  for  standardizing  models  for  e 
cient  production  and  sales  anywhere.  But 
reaction  to  the  recent  collapse  of  demand 
cai's  in  Asia,  the  Japanese  auto  maker  is  a 
retooling  factories  in  the  region  so  that  e; 
can  not  only  serve  local  markets  but  can  i 
export  from  those  same  bases  to  whate 
countries  are  gi'owing  at  the  time.  And 
stead  of  laying  off  workers,  Toyota  is 
training  them. 

Many  of  the  strategies  that  may  look 
reaching  at  the  end  of  1998  will  have  to 
just  a  prologue  to  continuous  restnictmingf 
the  future.  The  premium  will  be  on  w 
Toyota  is  emphasizing:  extreme  flexibil 
built-in  contingency  planning,  and  intensive 
cus  on  developing  new  skills  for  managem 
and  for  the  workforce.  The  winning  plans 
require  more  stretching  than  anything  c 
have  attempted  in  their  professional  \i\ 
Tlie  waiTiing  of  Intel's  Andy  Grove  that  "c 
the  paranoid  survive"  was  never  more  ; 
But  fear  alone  won't  be  enough.  Some  t 
risk-taking — more  than  we  have  gener; 
seen  thus  far — will  be  essential. 
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Overcoming  challenges 
requires  ingenuity.  The  right 
approach.  Precise  execution. 

SG  Cowen  draws  upon  these 
strengths  to  help  you  expand 
your  potential  and  attain 
your  goals.  We're  a  proven 
firm  that  focuses  on  the 
needs  of  companies  in  such 
select  growth  industries  as 
technology,  health  care, 
communications,  and  media 
and  entertainment.  Our 
research  excellence  enables 
us  to  fully  understarid  the  ,,  • 


trends  and  dynamics  that 
affect  your  bottom  line. 

With  expertise  in  equity  and 
debt  capital  raising,  M&A,  : 
leveraged,  project  and 
structured  finance,  we'll 
provide  you  with  not  just  a 
solution — but  the  solution. 

SG  Cowen.  Our  focus  helps 
you  overcome  obstacles. 


The  Intel  Pentium  II  processor 
does  more  than  meets  the  e}'e. 

While  youYe  working  on 
your  business  applications 
in  the  foreground,  the  power 
pentium«n    of  the  Pentium'  II  processor 
is  hard  at  work  for  you  behind  the  scenes. 
That  means,  while  you  create  a  presentation 
or  update  a  spreadsheet,  your  PC  can  handle 
a  multitude  of  other  tasks  simultaneously. 
Tasks  like  searching  the  Web,  compressing 
and  encrypting  e-mail,  or  managing  your 
calendar.  Without  getting  bogged  down. 
So  not  only  will  your  PC  accomplish  more, 
so  will  you. 

The  Inter  Pentium  II  processor  has  the 
performance  you  need  today  plus  the  power 
to  fuel  the  applications  of  tomorrow.  To 
find  out  more,  visit  us  on  the  Web  or  see 
your  PC  reseller.  I  ►  www.intel.com/Pentiumn  | 
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The  Computer  Inside.' 
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Economic  Trends 


BY  GENE  KORETZ 

A  RECESSIONARY 
CREDIT  CRUNCH? 

Market  fears  seem  exaggerated 

There's  no  denying  that  U.  S.  financial 
markets  have  been  undergoing 
something  that  looks  like  the  start  of  a 
serious  credit  cnmch.  Spreads  between 
yields  on  long-term  investment-gi-ade 
bonds  and  Treasuries  have  widened. 
Both  the  junk-bond  and  initial-pubhc- 
offeiing  mai'kets  have  all  but  shut  down. 
And  issuance  of  higher  quality  coi-po- 
rate  bonds  has  slowed  sharply. 

BANK  LENDING 
IS  PICKING  UP  STEAM 
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The  critical  c}uestion  is  whether  the 
cun'ent  situation  is  likely  to  lead  to  a 
recession.  No,  says  economist  Maury 
Hams  of  PaineWebber  Inc.  "Wliat  the 
markets  ai"e  ignoiTng,"  he  notes,  "is  that 
alternate  sources  of  capital  are  filling 
the  gap  for  most  bon-owers,  that  corjjo- 
rate  and  individual  borrowers  are  in 
reasonably  good  health,  and  that  lender's 
themselves  are  relatively  strong." 

While  nearly  all  expansions  are  ulti- 
mately killed  by  a  credit  cranch,  Hams 
points  out  that  the  ciuTent  situation  is 
unique  in  that  market  interest  rates 
have  generally  been  declining  rather 
than  rising,  with  the  widening  of  most 
quality  spreads  resulting  ft'om  an  even 
shai-per  drop  in  Treasury  rates.  Only 
junk-bond  rates  have  really  risen. 

Moreover,  whereas  past  credit  ci-unch- 
es  usually  involved  a  constriction  of 
credit  from  banks,  the  bank.-  ai-e  actu- 
ally stepping  up  to  the  plate  and  pro- 
viding substitute  financing  thi"--  time 
around.  In  August  and  Septemb  r,  for 
example,  commercial  banks'  business 
loans  jumped  by  $20  bilhon,  or  a  14.3'7( 
annual  rate,  vs.  an  8.4%  pace  in  the 
fu-st  seven  months  of  the  year  (chart). 

Large  cor{X)rations  have  also  turned  to 
the  commercial-paper  market.  And  while 


issuance  of  domestic  nonfinancial  com- 
mercial paper  siu'ged  at  a  73%  annual 
rate  in  recent  months,  commercial-paper 
rates  have  actually  stalled  to  decline. 
Indeed,  Hanis  notes,  the  $20  bUHon  in- 
crease in  bank  loans  in  July  and  August, 
plus  a  similai-  rise  in  outstanding  nonfi- 
nancial commercial  paper,  have  partly 
offset  what  he  believes  to  be  a  tempoi-aiy 
drop  in  bond-mai'ket  financing. 

With  such  credit  soui'ces  helping  to 
fill  the  gap  for  now,  Hanis  tliinks  the 
mai'kets  will  soon  come  to  realize  that 
the  credit-worthiness  of  borrowers  is 
much  stronger  than  in  eai'lier  business 
cycles.  Coi-porations  have  lower  debt  bur- 
dens than  in  the  late  1980s,  for  example, 
and  relatively  low  interest  rates  translate 
into  fai"  lower  debt-sei-vicing  costs. 

Commercial-real  estate  delinquencies 
and  both  home-mortgage  and  consumer- 
loan  delincjuency  rates  have  also  been 
declining.  And  with  only  a  handful  of 
money-center  banks  exposed  to  hedge 
fimd  woes,  most  U.  S.  banks  are  in  far 
better  shape  than  they  were  at  the 
start  of  the  last  recession  when  they 
were  still  feeling  the  devastating  im- 
pact of  bad  real  estate  loans. 


DURIOUS  AID  FOR 
THE  DISABLED 

A  promising  law  may  hurt,  not  help 

The  Americans  With  Disabihties  Act 
has  a  disability  of  its  own,  says  a 
study  by  Massachusetts  Institute  of 
Technology  economists  K.  Daron  Ace- 
moglu  and  -Joshua  D.  Angiist.  Instead  of 
enliancing  the  huing  of  people  with  dis- 
abilities, as  the  act,  which  took  effect  in 
1992,  w^as  intended  to  do,  it  seems  to 
have  actually  reduced  the  employment 
of  disabled  people,  the  authors  report. 

Critics  of  the  act  have  long  charged 
that  it  may  actuaDy  induce  employee  to 
avoid  lining  the  disabled.  For  one  thing, 
the  mandate  for  "reasonable  accommo- 
dation" of  disabled  employees  can  re- 
quire costly  investment  in  such  items 
as  special  elevators.  For  another,  em- 
ployers may  fear  that  chsabled  employ- 
ees will  be  prone  to  sue  them  over 
wages  or  dismissal.  The  law's  defenders, 
on  the  other  hand,  have  ai-gued  that  its 
ban  on  disciimination  in  hiiing— and  the 
possibility  of  lawsuits  if  it  is  ignored — 
would  discourage  such  a  reaction. 

Whatever  the  theoretical  ai'guments, 
^he  economists  report  that  then-  analysis 
.  f  Census  Bui'eau  sui'vey  data  from  1987 
to  1996  indicates  that  the  act's  impact 
on  emplojTnent  of  the  disabled  was  neg- 


ative. While  men  aged  21  to  58  wor 
on  average,  45  weeks  a  year,  disabk 
men  work  less  that  half  that.  And  b 
tween  1992  and  1993,  the  first  full  year 
which  the  act  w^as  in  effect,  there  was 
sharp  decline  in  w'eeks  they  worked,  fi^c 
20  to  18,  and  smaller  drops  in  the  hou 
worked  by  older  men  and  young  womf 
While  the  negative  impact  faded  in  lat 
yeai*s,  it  was  still  apparent. 

Some  experts  argue  that  the  drop 
employment  occuired  not  because  of  t 
disabilities  act,  but  because  disabl 
people  foimd  it  increasingly  attractive 
receive  disability  or  income-support  pj 
ments  thi'ough  the  Social  Seciuity 
tern.  But  Angiist  rejects  that  argume; 
noting  that  the  Social  Security  progrs 
increase  has  been  long  and  gradu 
while  the  drop  in  employment  of  t 
disabled  was  sudden  and  sharp. 

By  Peter  C 


OFFICE  SPACE 
AT  A  ROYAL  PRICI 

Rents  in  London  and  Europe  surj 


Investors  in  London's  depressed  en 
mercial-real  estate  market  earliei- 
the  decade  should  be  feeling  like  sw. 
stakes  winners.  According  to  a  rei 
Cushman  &  Wakefield  sui'vey,  Lon< 
has  suddenly  emerged  as  the  wor; 
priciest  market  for  office  space.  Oi 
pancy  costs  have  sm-ged  by  20%  to  '■'> 
since  last  December 

The  survey  indicates  that  Eui'oi>' 
general  is  enjoying  its  best  commei' 
real  estate  mai'ket  in  year's.  With  Bin 
Fi'ance,  Spain,  and  the  Netherlands  l 
ing  the  way,  prime  office  rents  ai'e 
6.2%'  over'  last  year 
Meanw'hile,  re- 
cession and  plung- 
ing currencies 
have  taken  a  lot 
of  the  wind  out  of 
high-flying  Asian 


THE  COSTLIEST 

OFFICE  Sins 


real  estate  mar- 
kets. Although  oc- 
cupancy costs  in 
both  Tokyo  and 
Hong  Kong  are 
still  relatively 
steep,  they  fell  by 
30%  in"  dollar 
terins  in  the  fir'st 
six  months  of  the 
year.  And  they 
plunged  33%  and 
43%  in  Bombay 
and  Singapore, 
respectively. 
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"Well  go  when  the  kids  are  in  camp." 
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"We'll  go  when  the  kids  are  in  college." 
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"We'll  go  when  the  kids  are  in  labor. 
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Delta  SkyMiles®  never  expire*,  because  vacation  plans  do. 

■  frequent  flyers  take  infrequent  vacations.  So  we  make  and  from  a  new  domestic  partnerstiip  with  United  Airlines, 
e  your  SkyMiles  will  always  be  waiting  patiently  for  you  to        At  Delta,  we'll  do  everything  we  can  to  make  ^ 

oh  up  with  your  vacation  plans  to  whichever  of  Delta's  over  your  business  travel  convenient  and  comfort- 

'\1  destinations  in  60  countries  worldwide  you'd  like  to  visit-  able.  And  when  you  finally  put  down  your 

\i\nd  we  have  lots  of  ways  to  help  make  those  plans  come  true.  work  and  relax,  we  want  to  be  there  for  you 

I  can  earn  SkyMiles  from  over  40  Delta  partners  worldwide  again.  To  learn  more,  call  1-800-323-2323. 
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Mixing  Business  with  Pleasure  by  Lincoln 


Puzzle  =1 


ACROSS 

L  Family-aircraft  pioneer 

6.  Gene  researchers'  produas 

10.  Long  time 

14.  .Vlideast  region,  to  poets 

15.  Competent 

16.  How  some  order  lunch 

17.  20%  of  a  new  alternative  fuel 

19.  CFP's  creation 

20.  Pan  of  Q&A:  Abbr. 

2L  Support  

(technical-analysis  term) 

22.  Gets  to  the  bottom  line,  in  a  way 

23.  Steamed 

25.  Financial-data  co. 


26.  Campbell  Soup's  headquarters 

29.  _  Paulo,  Brazil 

3L  Computer-linkage  system 

34.  Buffett  and  Gates,  to  some 

35.  CNN  rival 

37.  Type  of  "meter"  on  a  dashboard 

38.  Solemn  ceremony 

39.  TV  reponer  Roberts 

40.  Desen  Storm  missile 
4L  Animation  frame 

42.  Ledger  entry 

43.  Low  joint 

44.  Be  litigious 

45.  Moines 

46.  Fiduciary  relationships 


47.  Fiscal  periods:  Abbr. 

49.  Insurer  to  the  upscale 

51  Inventory  accounting 
convention:  Abbr. 

53.  World's  #1  investor  in  Latin 

55.  Airport  near  JFK 

58.  Surmounting 

59.  Bad  news  for  bulls 

62.  Member  of  the  orchestra 

63.  Ye  Booke  Shoppe 

64.  "  luxuriously" 

(see  page  at  right) 

65.  Word  elements;  Abbr 

66.  Put  in  the  trash 

67.  Citigroup  co-chairman's 
nickname 


DOWN 

L"'Que_?"  ("VCIiat's  happening?") 

2.  Sunbeam  produa 

3.  Foots  the  bill  for 

4.  Flow  away 

5.  Manhattan  ingredient 

6.  French  impressionist 

7.  Higher  on  the  organization  chart 

8.  Ballet  bend 

9.  Deal  in 

10.  Selling  for  100,  as  a  bond 

1 L  Word  used  to  describe  the 
early  '98  economy 

12.  Oldnme  oath 

13.  Word  in  some  company  names 
18.  Big  name  at  the  Fed 

23.  Not  working 

24.  Scale  notes 

25.  Neil  Simon's  nickname 

26.  Distributes,  as  a  memo 

27.  Parting  word 

28.  Online  investment  advisor 

29.  Peeved  mood 

30.  Presidential  nickname 

32.  Mature 

33.  Jimction  points 

35.  Unruly  groups 

36.  Enjoy  Banff 

39.  Mediocre  grade 

40.  Social  slight 

42.  Driller's  degree:  Abbr. 

43.  Intermarket  trader,  for  short 
46.  Nightclub  number 

48.  What  trainees  are  shown 

49.  American  Greetings 
products 

50.  Adds  to  staff 

5  L  Southeast  Asian  nation 

52.  Play  ear  (improvise) 

53.  Carnegie,  by  birth 

54.  Ralph  Lauren  brand 

55.  Mortgage,  for  instance 

56.  Prod 

57.  ""60  Minutes"  name 

60.  Dollar  fractions:  Abbr. 

61.  la  la 


For  answers  to  this  puzzle: 

Turn  to  page  184  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  b\  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/ puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Ne  wman. 
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d  lightly  and  luxuriously  in  Lincoln  Navigator,  the  most  powerful  luxury  SUV  on  the  continent.  Tread  spaciiM.,,^,  ,  , ,  ,,,-^ator  has  room  for 
n  in  three  rows  of  leather-trimmed  seats.  Call  1  800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 


^Lincoln  Navigator.  What  a  luxury  [ 


]  should  be. 


Technology  &  You 


BY  STEPHEN  H.  WiLPSTROIVI  

THE  LAST  DAYS 
OF  THE  HOME  PC? 


They're  too  complex 
for  the  job,  and 
handier  appliances 
are  on  the  way 

I recently  bought  a  new- 
home  computer,  and  I  feel 
it's  well  on  its  way  to  be- 
coming obsolete.  Not  in  the 
usual  way  of  being  super- 
seded by  PCS  that  are  faster 
and  cheaper  But  in  a  more 
fundamental  sense,  the  pow- 
ei-ful  but  complex  computers 
of  today  may  be  on  then-  way 
out,  at  least  in  the  home. 
Over  time,  they  will  be  re- 
placed by  an  assortment  of 
simple  devices,  each  special- 
ized to  perfoiTTi  one  task. 

This  has  been  a  dream  of 
industiy  visionaries,  but  it's 
becoming  reality  because  of 
two  trends.  Fii-st.  Pfs  remain 
too  intiinidating  for  them  to 
rise  much  beyond  their  cm- 
rent  presence  in  about  half 
of  U.  S.  homes  and  far  less 
in  most  countries. 
Second,  the  plunging 
prices  of  processors, 
displays,  memory, 
and  other  key  com- 
ponents are  making 
cheap  and  simple — 
but  powerful — de- 
vices practical.  "The  is  too 
complicated,"  sa>'s  Paul  Horn, 
senior  \ice-president  for  re- 
search at  IBM.  "It  will  fi'ag- 
ment  into  appliances." 

These  smart  apphances 
have  already  begun  to  ap- 
pear. The  PalmPilot  is  the 
most  popular  of  a  range  of 
handheld  computers  that 
manage  your  address  book 
and  calendar.  The  CrossPad 
is  a  digital  clipboard  that  al- 
lows you  to  load  into  a  com- 
puter what  you  WTite  on  or- 
dinaiy  paper.  The  electronic 


books  that  I  wTote  abotit  in 
my  Nov.  2  column  are  anoth- 
er e.xample.  Several  printers, 
including  the  new  Lexmark 
.5770,  can  use  the  memory 
cards  fi-om  digital  cameras  to 
print  picttu-es  du-ectly. 

The  trouble  is  that  today's 
"infomiation  apphances"  still 
reqtiire  a  PC.  Some,  like  the 
CrossPad,  are  useless  with- 
out a  computer  to  connect  to. 
Othei-s,  like  the  Palm,  fall  fai- 
short  of  theii-  potential  when 
used  alone.  Hooking  them  up 
to  a  computer  is  not  always  a 
pleasant  process. 

The  answer  lies  in  con- 
necting these  devices  not  di- 
rectly to  a  computer  but  to  a 
network  of  some  sort.  By  the 
end  of  the  year,  softwai-e  and 
hardwai-e  should  be  available 
to  turn  your  existing  tele- 
phone wiling  into  an  inex- 
pensive Ethernet  network  of 
the  sort  currently  used  to 
link  up  PCS.  Wireless  links 
ai-e  even  better.  Intel  is  lead- 


InteiTiet,  provide  lots  of  room 
for  file  storage,  and,  if  need- 
ed, do  the  heavy-duty  com- 
putational work  that  cheap 
apphances  can't  handle.  This 
is  a  description  of  a  sender,  a 
poweiful  but  Mdden  comput- 
er that  has  no  need  for  a 
complex  and  trouble-prone 
graphic  operating  system. 
The  PC  "will  become  an  in- 
foitnation  ftuTiace  in  the  base- 
ment, heating  the  bits  for  the 
house,"  says  Neil  Gei-shenfeld 
of  the  HIT  Media  Lab. 

Of  course,  there's  a  big 
item  missing  ft'om  this  pic- 
tm-e.  WHiat  will  you  tise  for 
Web  browsing,  word  process- 
ing, E-mail,  financial  manage- 
ment, and  the  other  prime 


for  homes  at  the  time  b 
cause  almost  no  homes  H 
networks,  while  the  plungi 
cost  of  regtilar  PCs  caus 
most  companies  to  lose  int 
est.  The  consumer  netwc 
computer  may  be  an  if 
whose  time  is  almost  here 

If  you  think  about  it 
computer  that  tries  to 
everything  is  bound  to 
comphcated.  There's  a  rea; 
why  we  don't  see  combi 
tion  stove-dishwashers  or 
fiigerator-washing  machir 
But  PCS  tiy  to  be  theii-  e^ 
tronic  equivalent,  and  mc 
Technology  has  made  th 
all-ptu-pose  PCS  cheap,  but 
a  big  cost  in  difficulty. 

In  the  business  wo: 


CONFUSING 


Consumers 
want  something  simple  and 
easy  to  use,  and  the  PC  just  isn't  it 


ing  a  consortiimi  developing  a 
radio  technology  called  Blue- 
tooth that  wotild  allow  apph- 
ances to  hook  up  to  a  net- 
work instantly  as  soon  as 
they  come  within  range  of 
another  Bluetooth  device. 

Once  you  have  a  network 
to  connect  yom*  infonnation 
apphances  to  each  othei-  and 
to  the  outside  world,  you 
probably  no  longer  need  that 
vexing  pc  on  your  desktop. 
You  still  need  something  to 
tie  all  those  devices  together, 
manage  a  connection  to  the 


uses  of  home  pcs  today?  The 
fact  is  that  none  of  those 
functions  require  macliines  as 
powerful  and  complex  as 
even  the  slowest  computer 
now  on  the  market.  Apple 
Computer's  simplified  iMac  is 
a  step  in  the  right  direction, 
but  it's  still  ovei-powered  for 
the  job.  It's  too  expensive 
and  depends  on  a  general- 
pm-pose  operating  system. 

A  couple  of  years  ago. 
there  was  much  buzz  about 
simplified  network  computei-s. 
These  couldn't  be  designed 


standard  PCs  will  domi: 
for  a  long  time  to  come, 
many  consumers  will 
w^ant  full-featiu'ed  home 
puters.  But  most  people 
only  a  fraction  of  the  f 
tions  available  on  the 
they  now  have.  Wouldn't 
love  to  type  a  lettei 
browse  the  Web  without 
ing  told  that  you  have 
formed  an  illegal  operat 
You  may  find  that  a  w 
of  computers  that  do 
but  do  it  much  bette 
very  appealing. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Hilton 


Campbe 
al  Italian 
Washing 


Hilton  Resorts 
Hawaii. 


A  Hilton  BounceBack 
Weekend"  is  an 
affordable  way  to 
use  the  weekends  to 
recharge,  renew  and 
sinnply  reward 
yourself  for  surviving 
another  week. 


Call  your  professional 
travel  agent  or  phone 

1-800-HILTONS 

www  hiltQn  com 
Over  400  Hiltons  worldwide 


Whether  you  come  to 
the  Hilton  to  be  seen 
by  everyone  or  no 
one.  for  a  once-in-a- 
lifetime  vacation  or  a 
get-away  weekend, 
you'll  have  everything 
you  need  to  nnake  it 
happen.  And  with 
over  400  Hilton 
hotels  and  resorts 
worldwide,  the  only 
hard  part  will  be 
deciding  where  you 
want  to  go. 

HAIR 


AT&T 

It's  all  within  your  reach. 


When  you  stay  at  Hilton,  it's  good  to  know  you  can  rely  on  the  quality  of  AT&T  connmunications.  Whenever  you 
need  to  reach  your  friends  and  fan-iily.  you  can  access  the  powerful  AT&T  network.  Just  dial  1  800  CALL  ATT" 
for  all  your  local,  long  distance  and  international  calls. 

The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  (Q1998  Hilton  Hotels. 


HP  Color  Layering.  Better  color,  no  matter  what  you're  printiia 

Ahh,  the  world  of  big  business.  How  do  we  fit  in?  Nicely,  what  with  our 
inkjet  office  printer,  the  HP  2000C  Professional  Series.  It's  fast,  networkable  ad 

  i 


HP2C00C 

i'rofessional  Series,  $799'. 


offers  our  exclusive  PhotoREt  Color  Layering  technology.  Unlike  conventional  color  printers,  which  place  red 
dots  next  to  yellow  dots  to  create  the  illusion  of  orange,  our  process  literally  mixes  the  colors  to  create  real 
orange.  Or  purple.  Or  tons  of  other  colors.  All  at  an  impressive  4ppm.  Visit  www.hp.com/go/officecolor. 


Books^ 


LINDBERGH 

By  A.  Scott  Berg 
Putnam's  •  628pp ' 


$30 


THE  HERO 
WHO  FELL  TO 


EARTH 


When  A.  Scott  Berg  began  work 
on  his  biography  of  Charles 
A.  Lindbergh  10  years  ago,  he 
could  not  have  anticipated  the  murder 
trial  of  0.  J.  Simpson  or  the  equally  sen- 
sationalized death  of  Diana,  Princess  of 
Wales.  But  Berg  is  fortunate  indeed 
that  the  O.J.  and  Princess  Di  media 
circuses  preceded  the  publication  of  his 
book.  For  the  resulting  debate  about 
the  celebrification  of  our  culture  makes 
newly  relevant  what  would  otherwise 
be  a  tired  story  of  a  fallen  idol  whose 
signal  achievement  came  71  years  ago. 
Lhidhergh  is  not  without  faults,  but  it  is 
likely  to  stand  as  the  definitive  account 
of  the  paradoxical  figure  who  was  the 
world's  first  media  megastar 

In  1927,  Lindbergh  lifted  himself  from 
obscurity  to  global  celebrity  by  making 
the  first  nonstop  flight  from  New  York 
to  Paris  aboard  his  plane,  the  Spirit  of 
St.  Louia.  The  25-year-old  Minnesotan 
was  hardly  alone  in  braving  the  dan- 
gers of  early  air  travel.  Teams  of  pUots 
already  had  flown  farther  in  multi-en- 
gine planes.  What  set  Lindbergh,  "The 
Lone  Eagle,"  heroically  apart  was  that 
he  flew  solo  over  a  vast  expanse  of  wa- 
ter: one  pilot,  one  engine,  zero  margin 
for  error.  It  did  not  hurt  that  Lind- 
bergh was  more  mediagenic  than  most 
movie  stars. 

In  Berg's  view,  Lindbergh  was  driven 
not  by  a  desire  for  wealth  or  fame  but  a 
love  of  flying  and  a  visionary  belief  in 
aviation's  future.  At  first,  the  young  avi- 
ator made  uncommonly  constnictive  use 
of  the  celebrity  his  daring  flight  afford- 
ed him.  Deluged  with  dubious  get-rich- 
quick  offers,  the  shy,  chaste  Lindbergh 
rebuffed  them  all  and  played  a  seminal 
role  in  helping  to  establish  the  aviation 
industry,  as  an  arlviser  to  Pan  American, 
TWA,  and  other  fledgling  airlines.  He 
tested  and  helped  design  new  planes 
and  surveyed  cross-country  and 
transoceanic  routes. 


The  doors  that  fame  opened  enabled 
Lindbergh  to  indulge  his  intellectual 
restlessness  to  surprisingly  prophetic 
effect.  Within  a  few  years  of  landing  in 
Paris,  this  college  dropout  was  ponder- 
ing the  possibilities  of  space  travel  and 
sponsoring  early  research  in  rocketry. 
He  pioneered  the  use  of  airplanes  in 
archaeology  and  teamed  with  the 
French  polymath  Alexis  Carrel  to  create 
a  forerunner  of  the  artificial  heart. 

Increasingly  discomfited  by  the  re- 
lentless intrusions  of  the  press,  Lind- 
bergh was  plunged  neck- 
deep  into  celebrity's  dark 
side  in  1932,  when  his  in- 
fant son  was  kidnapped 
and  killed.  Lindbergh  took 
the  stand  to  testify  against 
Bruno  Richard  Hauptmann 
in  what  was  hyped  as  the 
"TVial  of  the  Century."  The 
trial  was  every  bit  as  pub- 
hcity-addled  as  O.J.  Simp- 
son's, but  to  opposite  ef- 
fect: Hauptmann  was 
convicted  and  executed. 
Despite  doubts  that  linger 
to  this  day.  Berg  concludes 
that  Hauptmann  was  indeed 
napper,  citing  "a  veritable  mountain  of 
undisputed  evidence." 

The  first  writer  granted  full  access 
to  Lindbergh's  archives  and  to  the 
equally  voluminous  papers  of  his  widow, 
91-year-old  Anne  Morrow  Lindbergh, 
Berg  for  the  most  part  makes  artful 
use  of  his  treasure  trove.  Only  occa- 
sionally does  he  lapse  into  travelogue 
mode — no  small  achievement  in  itself 
considering  how  peripatetic  Lindbergh 
remained  throughout  his  life — and 
Berg's  richly  detailed  accounts  of  the 
flight  of  the  Spirit  of  St.  Louis  and  the 
equally  harrowing  search  for  "the  Lind- 
bergh baby"  are  riveting. 

But  the  reader  would  have  been  bet- 
ter served  if  Berg  had  interrupted  his 


compelling  narrative  from  time  to  tiir 
to  allow  for  more  trenchant  analysis  » 
his  often  confounding  subject.  It  woul 
have  been  helpful,  for  example,  had  tl 
author  not  waited  until  page  192  1 
make  a  first,  cursory  stab  at  explai 
ing  why  it  was  that  Lindbergh  showe 
absolutely  no  interest  in  the  opposil 
sex  until  he  was  27  years  old.  But  tl 
Ughtness  of  Berg's  touch  is  especial 
problematic  in  his  account  of  the  avi 
tor's  behavior  in  the  years  leading  up 
America's  entry  into  World  War  II. 

Lindbergh  was  hardly  alone  in  veh 
mently  opposing  U.  S.  entry  into  E  * 
rope's  war,  nor  in  underestimating  Ad(" 
Hitler's  capacity  for  barbarity.  But 
his  many  speeches  and  broadcasts,  Lin 
bergh  came  across  as  altogether  too  a 
miring  of  German  air  power  and  i 
forgiving  of  Nazi  aggression  on  the  u 
hand,  and  essentially  indifferent  to  t 
horrific  pUght  of  Europe's  Jews  on  t 
other  He  also  complained  that  the  lea 
ers  of  "the  Jewish  race"  were  conspiri 
to  push  America  into 
war  and  declared  that  t 
"greatest  danger"  the  Je 
posed  "lies  in  their  lar 
ownership  and  influence 
our  motion  pictures, 
press,  our  radio,  and 
government." 

Berg  is  persuasive  in  ; 
guing  that  the  resulting 
ification  of  Lindbergh  as 
Axis  sympathizer  and  tr 
tor  went  much  too  far. 
deed,  when  the  Roosev 
Administration  blocked 
attempts  at  enlisting  in 
Air  Force  after  the  attack  on  Pearl  H 
bor,  Lindbergh  arranged  a  posting 
an  Air  Force  test  pilot  in  the  South  ] 
cific,  where  he  unofficially  flew  50  c( 
bat  missions.  But  the  book  suffers 
the  end  from  Berg's  failure  to  confr 
Lindbergh's  anti-Semitism  head-on, 
to  explain  why  it  was  that  he  "bur 
his  head  in  the  sand  when  confron 
with  the  crimes  of  inhumanity  that 
pelled  so  many  others."  The  impress 
one  comes  away  with  is  that  Li 
bergh's  views  were  rooted  not  in 
tred  but  in  ignorance  and  a  lack  of 
man  empathy — that  he  was,  in  shor 
celebrity  hopelessly  out  of  his  depth 
BY  ANTHONY  BIAr 
Senurr  writer  Bianco  is  the  aut 
of  The  Reichmanns  (Times  Books). 


THE  ACCOUNT  SUFFERS  FROM  BERG'S  FAILURE  T( 


CONFRONT  LINDBERGH'S  ANTI-SEMITISM  HEAD-Ol 
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yiLL  CONSUMERS  SAVE  THE  DAY? 
EEP  YOUR  FINGERS  CROSSED 

:)nfidence  is  dropping,  but  spending  may  stay  healthy  a  while  longer 


us.  ECONOMY 
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iEMPLOYMENT  OFFICE 
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Household  America  has  been 
riding  high.  Since  eariy  last 
r,  consumer  spending  has  grown  more  than  at  any 
e  since  the  boom  years  of  the  early  1980s.  In  fact, 
seholds  have  accounted  for  more  than  twice  the  eco- 
lic  growth  that  capital  spending  has  contributed.  But 
as  tighter  financial  conditions  and  weaker  global  de- 
id  hammer  the  business  sector,  the  pressure  is  on 
seholds  to  keep  on  spending.  If  this  7^A-year  expansion 
s  consumers,  a  recession  will  be  difficult  to  avoid. 

Will  consumers  save  the 
day?  So  far,  the  pluses  out- 
weigh the  minuses.  But  the 
negatives  are  gi-owing.  House- 
holds' confidence  in  the  futiu'e 
plunged  in  October.  But  at  the 
same  time,  consumers  noted 
only  small  deterioration  in 
their  current  situations,  and 
weekly  surveys  of  October  re- 
tail activity  suggest  buying  is 
brisk.  Ti-ue,  layoff  announce- 
ts  are  up,  but  weekly  jobless  claims  in  October 
lot  show  a  sharp  break  from  their  recent  trend 
rt). 

Ithough  a  credit  squeeze  is  pinching  Wall  Street  fi- 
;ing  activity,  banks  seem  more  than  willing  to  lend 
ouseholds.  Banks  have  tightened  theii*  lending  stan- 
Is,  especially  for  some  large  companies,  but  bank 
it  is  still  flowing  smoothly.  And  with  the  Federal 
srve  cutting  interest  rates,  which  lowers  banks' 
of  funds,  banks  will  keep  competing  for  new  bor- 
ers, with  obvious  benefits  for  housing  and  rate- 
itive  consumer  goods.  In  fact,  another  wave  of 
:gage  refinancing — even  larger  than  the  one  eariier 
year — is  set  to  support  outlays  in  coming  months, 
aps  in  time  for  holiday  shopping. 

X  NO  MISTAKE,  consumer  spending  is  going  to 
by  some  degi-ee.  That's  because  the  two  major 
;s  that  have  propelled  household  outlays — strong 
narkets  and  richly  accommodative  financial  condi- 
; — are  both  starting  to  wane, 
creased  wealth  from  stock-market  gains  and  a 
e  in  mortgage  refinancing  because  of  low  interest 
?  have  lifted  both  consumer  spending  and  housing 
ibove  levels  that  fundamentals  would  have  sug- 
;d.  So  far  this  year,  foi*  instance,  real  consumer  out- 


lays have  grown  at  an  annual  rate  of  5.4%,  but  real  in- 
come is  up  only  3.5%.  And  home  sales  hit  i"ecords  this 
summer,  even  though  demographics  could  not  justify 
such  a  high  level  of  new  housing. 

Now.  reality  is  setting  in.  Consumers  are  growing 
more  concerned  about  their  economic  futures.  The 
Conference  Board's  index  of  consumer  confidence  in 
October  fell  to  the  lowest  level  in  nearly  two  years. 
The  index  has  now  declined  for  four  consecutive 
months,  and  the  slide  in  the  past  two  months  has 
been  the  steepest  since  the  economy  was  struggling  to 
recover  from  the  recession  in  1991. 

In  its  report,  the  Board  said 
that  overall  confidence  remains    CONSUMERS  ARE  ANXIOUS 
lofty  by  historical  standards,       ABOUT  THE  FUTURE 
held  up  by  a  lower  but  still    '™  confidence 
high  assessment  of  present    ""^  ~  "'"^'^^^ 
conditions.  However,  it  noted  ho 
that  consumer  expectations  ^^o 
have  deteriorated  sharply,  to 
levels  ty]3ically  associated  with 

a  sluggish  economy  (chart).    ^» '  "t,'^;'.';' 

The   Board   attributed   the     a  index  i985=ioo 
downbeat  attitudes  to  finan-  oa,a  coneerence  board 

cial-market  turmoil,  pohtical  concerns,  and  layoff  an- 
nouncements. The  big  woriy:  If  confidence  falls  further 
in  coming  months,  the  holiday  buying  season  may  suf- 
fer immensely. 

HOMEBUILDERS  WILL  ALSO  FEEL  the  chiii  of  a 

consumer  slowdown.  However,  the  pace  of  housing  ac- 
tivity has  been  unsustainably  high,  so  a  drop-off  in 
demand  was  likely  even  without  the  recent  financial  tur- 
moil. After  all,  a  record  66.8%  of  Americans  already  ai'e 
homeowners.  In  addition,  demographic  trends  mean 
that  fewer  adults  are  moving  out  of  their  parents' 
houses  and  going  out  on  their  own,  so  demand  for  new 
housing  is  slowing  down. 

That  doesn't  mean  housing  will  collapse.  But  the 
sector  is  unlikely  to  add  to  economic  gi'owth  as  it  did  in 
the  first  half,  when  residential  construction,  although 
only  4%  of  the  economy,  accounted  for  13.5%  of  the  in- 
crease in  real  gross  domestic  product. 

Already,  the  data  are  mixed,  usually  a  sign  that  a 
sector  has  hit  a  turning  point.  Mortgage  apphcations  to 
buy  a  home,  for  example,  skyi'ocketed  by  41%  from 
mid-Augxist  to  the  first  week  in  October  Applications 
pulled  back  somewhat  in  the  following  two  weeks  but 
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remain  high.  However,  the  tally  of  actual  home  sales  is 
slipping.  Existing  homes  sold  at  an  annual  rate  of  4.68 
million  in  September,  down  1.1%  from  the  August  rate, 
which  was  down  from  July's  sales  pace. 

The  surge  in  mortgage  applications — as  well  as  the 
still  strong  weekly  reports  from  stores — point  up  one 
contradiction  in  the  confidence  survey.  Consumers  may 
say  they're  wonied  about  the  economy  in  general.  But 
as  long  as  most  individuals  are  not  wonied  about  losing 
their  own  job,  then  overall  spending  does  not  suffer 
much.  Keep  in  mind,  though,  that  worker's  have  not  for- 
gotten the  early  years  of  this  expansion,  when  job  jit- 
ters kept  a  tight  rein  on  consumer  spending.  Any 
downturn  in  the  labor  markets  could  quickly  cause 
consumers  to  table  future  buying  plans. 

THAT'S  WHY  THE  BIGGEST  RISK  in  the  consumer 
outlook  is  not  Wall  Street's  gyrations,  per  se.  After 
all,  most  household  investments  are  tied  up  in  401(k) 
plans,  and  most  consumers  are  not  retiring  soon.  The 
biggest  risk  is  how  Corporate  America  deals  with  its 
new  challenges  in  the  wake  of  the  Street's  turmoil. 

Without  a  doubt,  the  tightening  of  domestic  financial 
conditions  since  the  summer  is  going  to  hit  the  corpo- 
rate sector  hard,  even  as  global  weakness  is  already 
weighing  heavily,  especially  on  manufacturers.  As  1999 
approaches,  many  businesses  are  looking  at  a  combi- 
nation of  weak  profits,  costlier  credit,  and  more  ex- 


SMINI 


CAPITAL  SPENDING  STII 
SHOWS  SOME  STRENG1 


pensive  equity  financing,  all  on  top  of  slower  econon 
growth.  Clearly,  something  has  to  give 

The  first  cuts  on  the  Hst  will  most  likely  be  capi 
spending,  but  not  yet.  A  big  part  of  the  surprising 
strong  0.9%  rise  in  overall  durable-goods  orders 
September  came  from  increased  demand  for  capi 
equipment  (chart).  However,  the  fundamental  suppo] 
under  business  investment  in  new  buildings  and  equ 
ment  are  the  poorest  in  many  years.  Facing  lear 
1999  budgets,  many  companies  may  be  squeezing  ev( 
drop  out  of  their  1998  appropriations 

Moreover,  at  some  point  as 
demand  slows,  businesses  will 
start  to  cut  hiring,  and  house- 
hold income  growth  will  weak- 
en at  a  time  when  the  wealth 
effect  is  waning  and  the  con- 
sumer saving  rate  is  essen- 
tially zero.  That  will  increase 
the  incentive  to  save  and  de- 
crease the  urge  to  splurge. 

The  big  question,  of  course, 
is:  How  much  will  Household 
America  pull  back?  The  best  indicator  of  that  will 
the  labor  markets.  So  far,  the  job  data  don't  sugg 
that  businesses  are  lopping  payrolls  at  an  alarm 
rate.  But  if  job  gi'owth  slows  to  a  standstill,  consum 
will  be  in  no  position  to  rescue  this  economy. 
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PLAYING  CATCH-UP  IN  THE  RATE-CUniNG  GAME 


After  a  meeting  in  Austria, 
some  European  politicians 
called  foi'  lower  interest  rates  to 
head  off  a  global  downtmii.  But 
Spain  is  already  trying  to  get  its 
rates  down  to  the  levels  of  those  in 
Germany  and  Fr-ance. 
So  the  Bank  of  Spain 
would  likely  resist 
even  lower  rates  that 
could  overheat  Spain's 
solid  economy. 

Central  banks  in  the 
new  euro  zone  are  con- 
ver-ging  their  policy 
rates  befor-e  the  euro 
is  introduced  on  Jan.  1, 
1999.  That's  why  the 
BOS  cut  its  benchmar-k  r-ate  half- 
percentage  point,  to  3.75%  on  Oct. 
6.  And  the  Bank  of  Italy  choppeii 
a  full  point  off  its  rate,  to  4%,  on 
Oct.  26.  Both  rates  remain  above 
Germany's  3.3%. 


THE  HIGH  JOBLESS  RATE 
IS  SLOWLY  SHRINKING 
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The  BOS  has  been  trimming 
rates  since  January,  1997,  making 
Spain  a  growth  dynamo  in  Eu- 
rope. Real  gross  domestic  product 
gr-ew  3.9%  in  the  second  quarter 
fr-om  a  year  ago,  helped  by  strong 
domestic  demand. 
And  Spain  will  likely 
expand  by  3.6%  in 
1999— the  third- 
fastest  growth  r-ate  in 
the  11-nation  em-o 
zone. 

Although  the  fallout 
fr'om  Asia  is  slowing 
Spanish  exports  a  bit, 
spending  by  business- 
es and  consumers  is 
fueling  industrial  activity.  Indus- 
trial production  increased  6.7%  in 
the  year  ended  in  August.  Output 
of  consumer  goods  surged  8.9%, 
while  capital  goods  were  up  2.9%. 
Moreover,  the  vibrant  economy 


is  alleviating  the  nation's  massiv 
unemployment  pr-oblem.  Payroll 
growth  is  stroiigest  in  constrTac- 
tion  and  tourist-related  Industrie 
but  even  so,  labor  markets  are 
extremely  loose.  The  jobless  rat 
slipped  to  a  6-year  low  in  July, 
but  it  was  still  18.7%,  the  highe 
in  the  euro  zone  (chart). 

The  BOS  had  been  hesitant  to 
cut  inter-est  r-ates  faster  because 
of  fears  that  high  inflation  coulc 
reemerge.  But  the  latest  data  ai 
gue  against  any  such  pickup. 
Falling  commodity  prices  are  be 
ginning  to  lower  costs  of  some  r 
tail  goods.  Consumer  prices  ros( 
0.1%  in  August,  up  only  1.6% 
from  a  year  ago.  That's  below  tl 
BOS  tar-get  rate  of  2.1%  ,  which  ii 
one  reason  why  analysts  now 
think  the  central  bank  will  focui 
on  lifting  economic  growth  in 
1999,  instead  of  fighting  inflatioi 
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IN  THE 
CLOUDS 


The  markets  are  calmer,  hut 


the  Fed's  work  is  far  from  over 


A 


re  we  out  of  the  woods?  Equity 
investors  seem  optimistic.  The 
mai'ket  for  high-quality  coiporate 
debt  is  reviving.  Even  risk  pre- 
l  niiimis  on  emerging-mai'ket  debt 
have  fallen  a  bit  since  the  Federal  Re- 
sen'e  cut  interest  rates  for  the  second 
time  in  a  month  on  Oct  15.  Investors 
could  almost  be  forgiven  for  tliinking  the 
worst  of  the  market  giidlock  is  beliind 
us.  All  that  talk  of  a 
liquidity  crunch — 
maybe  even  the 
fears  of  an  economic 
slowdown  in  the  U.  S. — suddenly  seems 
almost  passe. 

But  not  quite.  Even  if  Wall  Street  is 
shrngging  off  weak  third-quarter  earn- 
ings by  major  companies  and  focusing 
on  pleasant  upside  surprises,  the  outlook 


for  the  U.  S.  economy — wliich  prompted 
the  Fed's  cuts — has  really  changed.  And 
while  the  capital  markets  have  stepped 
back  from  the  brink  of  a  hquidity  crisis, 
the  situation  is  far  from  nonnal.  Nearly 
150  companies  that  filed  in  June  or  eai'- 
lier  to  make  initial  public  offerings  still 
haven't  come  to  market,  according  to 
Securities  Data  Co.  Risk  premiums  for 
bonds  remain  far  above  nonnal  levels. 


also  worries  that  U.S.  markets  renu 
vulnerable  to  global  problems.  Bra: 
has  come  up  with  an  economic  refor 
package  that  may  forestall  devaluati' 
across  Latin  America.  But  .Japan's 
forts  to  overhaul  its  banking  system  a 
still  preliminary.  And  other  banking 
hedge-fund  disasters,  a  la  Long-Tei 
Capital  Management,  are  possible. 
The  bottom  hne:  Whatever  the  Dc 


Companies  that  used  to  count  on  public  equity ; 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 


And  companies  that  used  to  count  on 
public  equity  and  debt  are  resorting  to 
costlier  bank  financing. 

All  this  has  Fed  Chairman  Alan 
Gi'eenspan  watching  carefully  for  signs 
that  further  cuts  are  needed.  Wliile  the 
stock  market  has  gotten  a  psychological 
boost  fi'om  lower  rates,  he's  concerned 
that  U.  S.  credit  markets  are  still  dis- 
torted, with  coi-porate  boiTowers  forced 
to  resort  to  costly  bank  financing.  He 


Jones  industrial  average  may  say,  t 
U.  S.  economy  is  still  likely  to  slow 
even  fall  into  a  recession  next  ye 
Thanks  to  the  capital-markets  tmrnc 
"the  cost  of  capital  has  gone  uiD — a 
that  will  make  business  a  lot  more  cs 
tious,"  says  James  Glassman,  econom 
at  Chase  Secui-ities  Inc.  Industrial  pi 
duction  has  already  slowed,  and  coi 
panies  are  rethinking  plans  for  capi 
spending.  "A  slowdown  is  already  : 
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GREENSPAN:  STILL 
FRETTING  ABOUT 
GLOBAL  FALLOUT 


:able,"  says  Allen  Sinai,  chief  execu- 
!  of  Primai-k  Decision  Economics  Inc. 
)ne  on-inous  sign  is  the  persistent 
malies  in  capital  markets.  Consider  a 
ige  that  Greenspan  watches:  the  dif- 
jnce  in  yield  between  the  most  re- 
tly  issued  30-yeai"  Treasury  bond  and 

"off-the-nan"  bond,  or  those  issued 
:  months  before.  Typically,  off-the- 

bonds  yield  5  basis  points  more 


THERE  ARE  SIGNS  OF  LIFE 
IN  CAPITAL  MARKETS . . . 

►  Big,  established  companies  are  suc- 
cessfully issuing  stock.  Conoco  raised 
$4.4  billion  this  month  in  the  largest 
domestic  initial  public  offering  ever. 

►  Issuance  of  investment-grade  bonds 
has  begun  to  recover.  Associates  Corp. 
of  North  America  sold  $4.8  billion  in 
AA-rated  bonds  on  Oct.  27. 

►  Liquidity  is  gradually  increasing  in 
the  government  bond  market  as 
investors  lose  their  fear  of  more  lightly 
traded  instruments  such  as  28-  and 
29-year  Treasury  bonds. 

...BUT  BOND  BUYERS 
REMAIN  WARY 


RISK  PREMIUMS  ON  BONDS 
OVER  10-YEAR  TREASURIES 


200 
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the  coiporate  bond  market.  On  Oct.  27, 
Associates  Coip.  of  North  America,  the 
funding  unit  of  Associates  Fii'st  Capital 
Corp.,  sold  $4.8  billion  in  bonds — the 
second-largest  coiporate  debt  deal  ever. 
To  get  the  issue  sold,  undei-writers  were 
willing  to  offer  relatively  high  yields. 

Across  the  markets,  blue-chip  bor- 
rower's are  finding  that  investors  want 
more:  Ten-year  notes  issued  by  Chase 


OCT,  23 


Things  are  far  worse  at  the 
market's  low  end.  No  junk  bonds 
wei'e  issued  in  the  two  weeks  end- 
ing Sept.  12,  though  a  few  were  in 
late  September,  possibly  because 
imdei-writers  were  trying  to  boost 
their  quaiterly  standings,  says  Se- 
cui'ities  Data  spokesman  Richard 
Peterson.  Issues  in  October — 
thi'ough  the  27th — were  about  $1 
billion,  vs.  $19  billion  in  April. 
"GUN-SHY."  The  market  for  new 
ecjuities  isn't  gi'eat,  either.  Oil  com- 
pany Conoco  Inc.  i-aised  $4.4  billion 
as  it  spim  out  of  DuPont  on  Oct. 
21.  But  only  10  ipos  have  been 
filed  in  October,  compared  with  75 
in  March.  "Everyone's  kind  of 
treading  water,"  says  Robert  A. 
Maley,  senior  vice-president  of  Gil- 
ford Securities  Inc.,  which  is  plan- 
ning to  undei-wiite  an  offering  for 
21st  Century  Holdings  Co.,  a  Plan- 
tation (Fla.)  insui'ance  company,  in 
early  November.  "Institutional  in- 
vestors have  had  a  tough  go  of  it. 
They  drive  the  market,  and 
they're  a  little  gun-shy." 

The  alternative  for  companies 
is  the  banks.  Corporate  boiTow- 
ers  who  have  spent  the  past  15 
years  weaning  themselves  from 
bank  loans  are  showing  up  on 
their  loan  officers'  doorsteps.  And 
banks  are  willing  to  help  them — 
for  a  price.  For  example,  the  up- 
front fees  that  lower-rated  compa- 
nies pay  on  loan  syndications  rose 
by  as  much  as  233%  in  October, 
says  the  Loan  Piicing  Corp.,  wliich 
tracks  the  market.  Says  Aithur  P. 
Davis,  III,  LPC  president:  "It  is  no  longer 
a  boiTower's  market." 

This  tiu'n  to  bank  lending  leaves  Fed 
officials  with  mixed  emotions.  While 
they're  glad  banks  are  lending,  Fed  of- 
ficials fi'et  the  increased  costs  will  crimp 
corporate  budgets  and  slow  capital 
spending,  putting  downward  pressure 
on  the  economy. 

Wliat  can  the  Fed  do?  Some  analysts 


t  are  turning  to  banks-a  situation  that  worries  the  Fed 


n  new  issues.  But  in  the  credit-mar- 
panic  after  Russia's  default,  that 
mium  shot  up  to  34  basis  points,  as 
lers  refused  to  hold  anything  but 
ai  most  liquid  secmities.  The  premium 
narrowed  a  bit,  to  18  basis  points. 
,  Greenspan  figiu-es  the  mai-kets  can't 
deemed  healthy  imtil  the  off-the-iom 
ead  is  back  around  the  normal  5- 
it  premium. 

^he  picture  remains  mixed,  too,  in 


0 


Manhattan  Coip. — a  benchmai'k  for  the 
financial-services  industry — sold  early 
this  year  at  a  yield  70  basis  points  over 
Ti'easmies.  The  issue  plunged  in  early 
October  as  the  market  demanded  a  230- 
basis-point  spread.  "[The  yield]  shot  up 
like  a  cliild's  fever,"  says  Robert  V.  Di- 
Clemente,  chief  economist  at  Salomon 
Smith  Bamey.  Even  now,  the  Chase  is- 
sue still  yields  150  basis  points  above 
10-yeai"  TVeasuries. 


say  very  little.  Charles  I.  Clough  -Ji'., 
chief  investment  strategist  at  Merrill 
Lynch  &  Co.,  says  credit  markets  are 
conti'acting  because  there  aren't  enough 
worthy  borrowers.  "The  problem  is  the 
incremental  borrower  is  increasingly  a 
defaulting  borrower,"  says  Clough.  "It 
wouldn't  matter  if  the  fed  funds  rate 
was  5%  or  4%  or  3%,  ther-e  will  still  be 
a  slowdown  in  business  investment." 
But  Greenspan  disagrees.  His  con- 
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cern — and  what  prompted  the  second 
cut — is  that  worthy  borrowers  are  los- 
ing access  to  capital.  He  and  his  Fed 
colleagues  are  ready  to  repeat  the  dose 
of  medicine  they  administered  in  1991, 
when  a  series  of  rate  cuts  broke  a  real 
credit  crunch  by  slashing  banks'  costs 
of  funds. 


m 
o 
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Even  now,  there's  plenty  of  room  to 
cut — and  Wall  Street  is  looking  for  more 
easing.  The  federal  funds  rate — what 
banks  charge  each  other  for  overnight 
loans — now  stands  at  5%.  That's  still 
way  above  the  rate  for  other  short-temi. 
loans:  Six-month  Treasuries  now  yield 
just  4.16%.  But  this  time,  banks  aren't 


the  problem — credit  markets  are.  A 
getting  investors  to  let  down  th' 
guard  could  requii'e  a  long  campaign 
lower  rates  to  keep  financial  turm 
fi-om  pushing  the  U.  S.  into  recessioi 
By  Gary  Silverman  and  Peter  Coy 
Neiv  York,  and  Mike  McNamee 
Washington 


CREDIT  CRUNCH?  NOT  ON  MAIN  STREET 


B 


ly  subway,  Brooklyn's  Indepen- 
kdence  Community  Bank  Corp.  is 
'one  stop  from  Wall  Street.  But 
the  $5  billion  savings  and  loan 
might  as  well  be  in  another  coun- 
try. Across  the  river  in  Manhat- 
tan, there's  turmoil  in  the  capi- 
tal markets  where  Corporate 
America  raises  cash.  Investors 
are  demanding  steep  premiums 
for  any  but  the  most  risk-free 
investments,  and  companies 
are  having  trouble  selling 
bonds  and  shares. 

At  Independence  and  at  other 
banks  across  the  country,  however, 
the  money  is  flov^dng.  Indeed,  it's  go- 
ing out  so  fast  that  some  regulators 
worry  about  lax  lending  standards. 
What's  happening  at  Independence 
shows  why.  The  s&L,  which  special- 
izes in  loans  on  small  apartment 
buildings,  raised  $685  million  in  a 
public  offering  in  Mai'ch  and  is  tiying 
to  produce  a  higher  retium  on  its 
capital.  It  doubled  its  mortgage  lend- 
ing to  $400  milhon  in  the  third  quar- 
ters, from  $200  million  in  the  previ- 
ous quarter,  but  still  needs  to  find 
more  business  to  satisfy  its  new  in- 
vestors. "It  doesn't  make  any  sense 
to  raise  $685  million  and  have  it  eam 
low  returns,"  says  Chief  Financial 
Officer  John  B.  Zurell. 
BACK  TO  THE  FUTURE.  Indeed,  since 
Russia's  bond  default  and  its  devas- 
tating aftermath  cast  a  pall  on  capi- 
tal markets,  U.  S.  banks  have  been 
accelerating  lending.  In  the  thi"ee 
months  ended  Oct.  14,  commei-cial 
and  industrial  lending  by  U.  S.  banks 
rose  at  an  annualized  rate  of  17.4% 
to  a  record  $933  billion,  the  Federal 
Resei-ve  says.  Credit-card  competi- 
tion "has  never  been  more  intense," 
vdth  teaser  rates  of  0%  being  of- 
fered, adds  Robert  B.  McKinley, 
president  of  CardWeb  Inc.  And  new 
mortgages  should  top  $1.4  trillion 
this  year — a  record,  according  to  the 
Mortgage  Bankers  Assn. 


And  now,  companies  that  hadn't 
gone  to  banks  for  yeai-s  are  queuing 
up  at  loan  windows.  "Banks  are  in  a 
position  to  extend  credit  and,  in  fact, 
they  are  getting  more  business  from 
companies  that  might  in  the  past 
have  raised  funds  in  the  mai'kets," 
says  Juhe  L.  WilHams,  acting  comp- 
troller of  the  currency. 

Bank  borrowing,  though,  has  its 
price.  Coi-porations  are  having  to  pay 
higher  rates  and  rework  deals.  Auto- 
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equipment  maker  spx  Coip.  learned 
this  fu'Sthand  in  September,  when  it 
tried  to  raise  $1.65  billion  to  buy 
General  Signal  Corp.,  a  maker  of  mo- 
tors. At  first,  SPX  planned  to  boiTow^ 
from  the  banks  and  sell  a  bond.  But 
it  had  to  put  off  the  bond  sale  and 
take  on  a  bigger  loan.  "This  is  exact- 
ly how  we  did  deals  in  '90,  '91,  and 


'92,"  dui-ing  a  credit  ci-unch,  says 
James  B.  Lee  Jr.,  vice-chairman  of 
Chase  Manhattan  Corp.,  v/hich  led 
the  syndication.  "We  took  a  trip 
down  memory  lane." 

Bankers  also  are  lending 
freely  to  small  businesses. 
"There  is  absolutely  no  credit 
ciTinch  for  small  and  midsize 
companies,"  says  David  A. 
Daberko,  chief  executive  of 
National  City  Corp.  in  Cleve- 
land. In  Dodge  City,  Kan.,  Gib- 
son's Discount  Centers  Inc. 
emerged  fi'om  bankruptcy  on  Sept. 
24  with  a  $25  miUion  revolving  credi 
line  and  a  $3  million  term  loan  from 
BankBoston  Corp. — at  0.75%  above 
the  prime  rate.  "We  worked  out  a 
good  deal,"  says  Lyim  Bellah,  Gib- 
son's chief  financial  officer. 
DEALS  GALORE.  Competition  for  bor- 
rowers, in  fact,  remains  tough. 
Michael  Kowalski,  CEO  of  TownBank 
in  Mesquite,  Tex.,  says  he  just  cut  a 
quarter-point  off  a  9.5%  floating-rate 
loan  to  keep  a  customer  in  a  commei 
cial  real  estate  deal  who  had  been  of 
fered  an  8%^  fixed  rate.  In  Lake  Suc- 
cess, N.  Y.,  George  L.  Engelke  Jr., 
chairman  of  Astoria 
Financial  Corp.,  says 
that,  for  the  first  tinn 
he  can  remember, 
rates  for  apartment- 
building  loans  are 
falling  nearly  to  the 
level  of  single-family 
mortgages.  "That 
doesn't  make  any 
sense  at  all,"  he  says 
Such  marketing 
convinces  Acting  Comptroller 
Williams  that  she  must  continue  hei 
cinsade  against  impindent  bank 
lending.  That  leaves  regulators  in  a 
tricky  position:  To  keep  the  econom 
growing,  they  w^ant  banks  to  lend, 
but  just  not  too  much. 

By  Gary  Silverman  in  New  Yo 
imth  bureati  reports 


COMMENTARY 


By  Michael  J.  Mandel 


GEniNG  A  FAST  START  ON  THE  SLOWDOWN 


It's  like  watching  a  movie  in  fast- 
forward.  The  U.  S.  economy  is  still 
growing,  but  poUcymakers  and 
;orporations  are  acting  as  if  a  down- 
,um  has  already  begun.  Despite  an 
memployment  rate  of  4.6%,  the  Fed- 
!ral  Reserve  has  chopped  interest 
■ates  twice  this  autumn.  Meanwhile, 
msinesses  are  cutting  jobs  with 
ibandon:  Through  the  first  nine 
nonths  of  1998,  layoff  annoimce- 
nents  are  running  53%  ahead  of  last 
ear's  pace. 

For  the  first  time  in  memory,  both 
lusinesses  and  the  Fed  are  ahead 
f  the  curve  going  into  a 
lowdown.  In  the  past, 
/hen  the  economy 
tarted  to  sputter, 
was  much  moro 
^ical  for  compa- 
ies  to  stay  opti- 
listic  and  keep 
xpanding.  For 
xample,  in  the 
990-91  recession, 
jmpanies  such 
3  Aetna,  Delta 
ir  Lines,  and 
exaco  were  still 
iding  workers  well 
ito  the  recession  before  reversing 
)urse  and  undertaking  massive  lay- 
Ts  and  other  cost-cutting  efforts, 
etna's  first  layoffs  did  not  take  ef- 
:ct  until  February,  1991 — one  month 
afore  the  recession  ended. 
ASIER  HUNTING.  Similarly,  the  Fed 
is  in  the  past  been  more  focused 
1  fighting  inflation  than  on  heading 
'1  an  incipient  downturn.  So,  going 
to  the  1981-82  recession,  the  Fed 
as  still  boosting  interest  rates  al- 
ost  up  to  the  moment  that  the 
)wntum  began.  And  in  1990,  the 
ed  did  not  cut  the  discount  rate — 
le  mark  of  serious  recession-fight- 
g — until  December  of  that  year,  sLx 
onths  after  the  recession  started 
able). 

But  this  time  is  different — and  the 
!W  preemptive  behavior,  although 
linful  for  laid-off  workers,  is  almost 
rtainly  a  good  thing  for  the  Ameri- 
n  economy.  For  businesses,  it  could 
ean  that  productivity  and  profits 
n  stay  in  the  plus  range  through  a 
jwdown.  By  cutting  rates  earlier 
ther  than  later,  the  Federal  Re- 
rve  should  be  able  to  keep  the 


economy  moving  despite  the  job  cuts. 
And  while  losing  a  job  is  never  en- 
joyable, workers  wfll  find  it  far  easi- 
er to  job-hunt  in  today's  strong  labor 
market,  rather  than  at  the  bottom  of 
a  recession. 

Why  is  eveiyone  reacting  more 
quickly  this  time?  Consider  Corpo- 
rate America  first.  In  part,  execu- 
tives are  battening  down  the  hatches 
because  they  can  see  the  tui-moil 
from  the  Asian  crisis  worsening.  But 
equally  important,  a  decade  of  rapid 
changes  has  conditioned  them  to 


Indeed,  as  the  economy  slows 
down,  businesses  are  closing  their 
most  inefficient  and  technologically 
backward  assembly  lines — something 
that  they  were  reluctant  to  do  while 
demand  stayed  strong.  Meanwhile, 
production  is  being  transferred  to 
companies'  most  advanced  plants. 
One  example:  Belden  Inc.,  a  $740 
million  maker  of  wires  and  cables, 
announced  on  Oct.  22  that  it  was 
cutting  workers  and  closing  down 
three  older  plants,  while  shifting 
production  to  a  newer  factory  in 
South  Carolina. 

SHOCK  HAZARD.  The 
Federal  Reserve  has 
also  developed  faster 
reflexes.  The  best 
indication  of  this 
is  the  discount 
rate,  which  is  the 
interest  rate  that 
the  Fed  charges 
banks  for  overnight 
borrowing. 

In  the  past  four 
major  recessions,  the 
Fed  did  not  cut  the 
discount  rate  until 
months  after  the  downturn 
move  faster  in  response  to  unexpect-     started.  Since  monetaiy  stimulus 
ed  events  and  made  layoffs  part  of       takes  12  to  18  months  to  produce  re- 
the  drill.  suits,  those  recessions  were  deeper 

As  a  result,  over  the  past  six  and  longer  lasting  than  they  needed 

months  manufacturing  productivity,       to  be. 

measured  by  industrial  production.  But  this  time  around,  the  Federal 

has  actually  been  rising  at  a  2.9%  an-    Reserve  Board  cut  the  discount  rate 
nual  rate  as  companies  cut  hours  and    on  Oct.  15,  well  before  any  recession 
employment  fast  enough  to  compen-      started.  The  reason?  With  inflation 
sate  for  sluggish  demand  in  many         dormant,  it  was  much  easier  for  the 
markets.  By  comparison,  in  the  six       Fed  to  take  aggressive  action, 
months  leading  up  to  the  1990  reces-     What's  more,  Alan  Greenspan 
sion,  manufacturing  productivity  rose    learned  from  his  1990  experience, 
at  only  a  1.8%  rate  as  companies  when  a  reluctance  to  cut  rates  left 

kept  their  workers  on  the  job  despite  the  economy  vulnerable  to  unexpect- 
a  slowing  economy.  ed  negative  shocks — in  that  case,  the 

Persian  Gulf  War. 

Of  course,  it  still  may  be  possible 
that  the  Federal  Reserve's  interest- 
rate  cuts  are  insufficient  to  balance 
RECESSION  BEGINS  FIRST  DISCOUNT-  ^j^^  ^^^^ined  negative  effects  of 

DECEMBER.  1969        1 1  MONTHS  LATET  ^f.^^'''  and  the  global  turmoil. 

  The  U.S.  may  still  slip  into  reces- 

NOVEMBER,  1973  13  MONTHS  LATER  sion.  But  at  least  this  time,  business- 

JULY  1981  4  MONTHS  LATER  es  and  policymakers  have  their  eyes 

JULY  1 990 5  MONTHS  LATER  "P^"'  

•The  Fed  raised  the  discount  rate  pr,or  to  all  four  recessions  MaM  covers  the  New  Economy 

DATA:  FEDERAL  RESERVE  BOARD  ^^^INESS  WEEK. 
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By  Susan  Garland 


MICROSOFT:  BIT  BY  BIT.  THE  FEDS  ARE  MAKING  A  CASE... 


Prosecutors  love  smoking  guns — 
ideally,  in  the  hand  of  a  suspect 
standing  over  the  corpse.  In  anti- 
trust cases,  the  equivalent  is  a  hot  in- 
ternal document  that  lays  out  a  con- 
spiracy to  squash  competition.  Alas, 
that  rarely  happens.  So  in  the  first  two 
weeks  of  the  Microsoft  Corp.  trial,  the 
Justice  Dept.  did  what  prosecutors 
usually  do  in  complex  cases — try  to 
build  a  portrait  of  illegality  from  bits 
of  evidence. 

So  far,  the  government  is  off  to  a 
credible  start,  especially  in  trying  to 
prove  that  the  colossus  of  Redmond, 
Wash.,  tried  to  use  its  Windows  oper- 
ating-system monopoly  to  eliminate  a 
threat  from  Netscape  Communications 
Corp.  The  centerpiece:  a  meeting  on 
June  21,  1995.  Justice  went  a  long  way 
to  establish — through  the  testimony  of 
Netscape  Chief  Executive  James  L. 
Barksdale  and  laptop  notes  taken  dui*- 
ing  the  meeting  by  Netscape  co- 
founder  Marc  L.  Andreessen — that 


Microsoft  tried  to  per- 
suade Netscape  to  divide 
up  the  fledgling  Internet- 
browser  market.  Particu- 
larly incriminating  are 
day-after  notes  from  a 
Microsoft  exec  stating 
that  a  top  priority  of  the 
meeting  was  to  "estab- 
lish Microsoft  ovmership" 
of  Internet  technologies 
for  Windows. 

To  be  sure,  if  Justice 
thought  it  had  a  slam- 
dunk  market-allocation 
case,  it  could  have 
brought  criminal  charges. 
But  Justice  lead  prosecu- 
tor David  Boies  is  not 
trying  to  prove  collusion. 
Instead,  he's  trying  to 
show  a  pattern  of  anticompetitive  be- 
havior by  a  monopohst.  As  Washington 
antitrust  attorney  Mark  C.  Schechter 
points  out.  Justice  need  only  use  the 


JUSTICE'S  BOIES 


Collusion  isn't  the  issue;  a 
pattern  of  anticompetitive 
behavior  is 


meeting  to  establ 
the  idea  that  Mic 
saw  Netscape  as 
tential  threat  to 
operating-system 
dominance.  "The 
ing  is  atmospher 
Schechter  says, 
the  government 
prove  that  Micro 
took  actions  to  u 
sonably  exclude 
pede  Netscape." 

Here  again,  Jv 
already  has  offer 
compelling  proof 
Microsoft  used  it 
Windows  domina 
to  try  to  cut  off 
avenues  of  distri 
for  Netscape's  b: 
Handvmtten  notes  from  a  senio 
official  of  Apple  Computer  Corp 
document  a  Microsoft  threat  to 
draw  its  Apple  version  of  Office 


COMMENTARY 


By  Mike  France 


...HAH!  YOU  CALL  A  FEW  MIFFED  RIVALS  A  CASE? 


Now  that  we've  seen 
the  first  installment 
of  the  Justice  Dept. 
case  against  Microsoft, 
what  are  we  to  think? 

It's  early  yet,  but 
based  upon  the  initial 
phase — a  127-page  state- 
ment from  Netscape 
Communications  Corp. 
and  5  days  of  testimony 
by  Netscape  CEO  James 
L.  Barksdale — there's 
good  reason  to  question 
whether  Justice  can  pull 
off  more  than  a  token 
victory.  Why?  Because  in 
spite  of  the  rivals  happy 
to  cite  the  misdeeds  of 
Microsoft  Coip. — and  the 
dozens  of  embarrassing 
internal  E-mail  messages  indii  ectly  con 
firming  Justice's  claims  of  anticomi)eti- 
tive  tactics — the  government's  nice, 
clean  story  line  isn't  holding  up. 


Microsoft  has  been  able  to 
muddy  the  government's 
nice,  clean  story  line 


key  June,  1995,  meeting 
between  Microsoft  and 
Netscape.  Justice  says 
Microsoft  illegally  pro- 
posed dividing  the  In- 
ternet-browser market 
and  that  Netscape  re- 
jected the  offer.  Anti- 
trust scholars  say  that 
only  once  has  the  gov- 
ernment successfully 
sued  a  company  for 
making  a  collusion  pro- 
}30sal  the  other  party 
rejected.  It  was  when 
Justice  had  a  tape  of 
ex-American  Airlines 
chief  Robert  L.  Crandall 
pi-oposing  a  rate-fLxing 
deal  with  Braniff. 
This  time,  there's  no 
tape — ^just  complaints  fi'om  bitter  rivals. 
And  the  harder  you  look  at  Justice's  ev- 
idence, the  squishier  it  seems.  Microsoft 
never  directly  proposed  "dividing"  the 


Consider  the  allegations  about  the        browser  market,  but  only  implied  it.  It 


also  seems  that  Microsoft's  alleg 
to  invest  in  Netscape — supposec 
that  Microsoft  tried  to  keep  Net 
from  competing — may  have  beei 
represented.  Netscape  co-found€ 
Clark  initiated  investment  talks 
Microsoft  months  before  the  olT< 

Bottom  line:  The  only  direct  ] 
Justice's  version  of  events  to  en 
far  comes  from  Bai-ksdale  and 
co-founder  Marc  Andreessen — h 
disinterested  parties.  Judge  The 
Penfield  Jackson  is  likely  to  wai 
stronger  evidence  before  throwi 
book  at  Microsoft.  Sui-e,  there  a 
a  couple  of  suspicious  internal  E 
messages,  such  as  the  one  in  wl 
lieutenant  of  William  H.  Gates 
that  his  goal  in  the  infamous  m< 
was  to  "move  [Netscape]  out"  o 
ing  browsers  for  Windows.  But 
hardly  enough  to  convict  Micros 

The  alleged  market  division  i 
isn't  the  only  part  of  the  goven 
case  that  looks  weak.  Microsoft' 
team  did  a  good  job  of  refuting 
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tware  if  the  company  carried 
e's  browser  instead  of 
=t's. 

m  Oct.  28,  David  M.  Colburn, 
sident  of  America  Online  Inc.,  a 
owser  distributor,  testified  that 
58  Microsoft's  browsing  software 
tscape's  product  because  Micro- 
offered  to  put  aol's  software  in 
;.  He  denied  Microsoft's  con- 
;hat  AOL  chose  Microsoft  because 
ology  was  superior.  "The  value 
Hition  through  and  promotion  on 
lows  desktop  was  something 
i  could  not  provide,"  he  said, 
dale  noted  that  because  of  deals 
e  with  AOL  and  Apple — and 
t's  decision  to  integrate  its 
in  Windows — only  10%  of  new 
computers  are  shipped  with  his 
That's  down  ft'om  more  than 
ire  Microsoft  took  such  actions. 
Barksdale  conceded  that  Micro- 
fering  a  better  browser  than  it 
the  government  is  beginning  to 
powerful  case  that  monopoly 
Dt  a  better  product,  put  Micro- 
le  path  to  victory  in  the  brows- 


<d  is  covering  the  Microsoft  trial 
ngton. 


claims  that  the  browser  wars 
umers  and  that  Netscape's  dis- 
avenues  were  cut  off.  "You  get 
iffect  on  the  market,  and  the 
it  Netscape  is  still  widely  avail- 
tice]  can  huff  and  puff,  but  that 
to  be  overcome,"  says  New 
tioist  attorney  Stephen  Axinn. 
I  the  government  prevails,  it 
a  very  strong  remedy  without 
e  robust  case,  says  George 
m  University  antitrust  profes- 
m  E.  Kovacic:  "Justice  has  to 
udge  confidence  that  Microsoft's 
as  been  so  unscnapulous  that  it 
I  serious  remedy.  If  they  win  by 
il  on  the  last  play  of  the  game, 
oing  to  be  enough." 
se,  Justice  still  has  other  wit- 
3ple,  Sun,  and  Intuit  will  testify. 
5  the  government  backs  up  the 
-hese  Microsoft  rivals  with 
>of,  it  has  an  uphill  stiuggle. 


is  BUSINESS  week's  legal  af- 
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teek  and  Court  TV  post  daily  updates 
inessweek.com  and  www.courttv.com. 
Also,  "Microsoft  on  Trial," 
/Thursday  at  7pm  E.I  on  Court  TV. 


WASHINGTON 

PIGS-IN-A- 
BUDGET 

The  pork  is  staggering.  Here 
are  but  a  few  highlights 

After  President  Clinton  and  Congress 
approved  an  omnibus  spending  bill 
on  Oct.  21,  lawmakers  giiped  that 
they  had  no  idea  what  was  contained  in 
the  bill's  3,825  pages.  But  one  reason 
it  got  so  big  was  the  veritable  picnic 
of  special-interest  provisions  that  were 
inserted  in  the  final  days  of  the  session. 

The  treats,  for  eveiyone  from  Wall 
Street  to  cereal  makers,  are  cloaked  in 
obscui-e  verbiage,  but  take  a  hefty  bite 
out  of  the  Treasm-y.  Take  a  deal  won 
by  foreign  affiliates  of  U.  S.  finan- 
cial-services companies.  A  group 
including  American  Express, 
Citigroup,  (IE  Capital,  Gen- 
eral Motors  Acceptance, 
and  Bankers  Trust  nailed 
down  an  indefinite  de- 
ferral   for  income 
earned  abroad 


Another  powerful  business  gi"oup,  oil 
producer's,  got  special  treatment  in  the 
omnibus  bill,  courtesy  of  Senator  Kay 
Bailey  Hutchison  (R-Tex.).  On  her  sec- 
ond try,  she  attached  a  last-minute  rid- 
er that  gives  the  industry  an  eight- 
month  reprieve  from  a  new  fedei'al  rule 
that  would  boost  royalties  on  oil  pimiped 
from  federal  land.  Projected  savings: 
$44  million  in  fees. 

No  matter,  it  seems,  was  too  trivial  to 
be  excluded  fi"om  the  omnibus  bill.  Con- 
sider the  raisins  in  Kellogg's  Raisin 
Bran.  Kellogg  wants  a  waiver  from  reg- 
ulations banning  cereals  that  contain 
more  than  6  grams  of  sugai'  per  ounce 
from  a  federal  nutrition  program.  If  you 
count  the  sugar  in  the  raisins.  Raisin 
Bran  exceeds  the 
guidelines. 


COME  AND 
GET  IT 

Financial-service  firms 
made  out  like  bandits.  Even 
Raisin  Bran  got  a  sweet  deal 


next  year  by  fi- 
nancial-services 
companies.  Esti- 
mated   cost  to 
taxpayers:  $500 
million    to  well 
over  $1  billion. 

Before  this  fix, 
the  firms  owed 
taxes  on  overseas 
income  as  soon  as 
it  was  earned,  a 
provision  designed 
in  pait  to  keep  the 
companies  from  parking  money  in  off- 
shore havens.  By  contrast,  manufactm-- 
ing  affiliates  of  U.  S.  companies  owe  tax- 
es on  operating  income  eamed  abroad 
only  when  i-epatriated  to  the  U.  S.  Un- 
der the  new  law,  financial-ser-vices  fii'ms 
will  also  be  allowed  to  defer  taxes  until 
the  money  is  brought  back  to  the  U.  S. 
PERMANENT  BREAK?  The  tax  break  was 
largely  the  work  of  Representatives 
Amos  Houghton  (R-N.  Y.)  and  Sander 
M.  Levin  (D-Mich.),  who  had  penned  it 
for  a  failed  intemational  tax  bill.  Un- 
daunted, the  two  members  of  the  tax- 
writing  Ways  &  Means  Committee  at- 
tached it  to  the  omnibus  spending  bill 
over  the  objections  of  the  Ti-easury 
Dept.  Financial-services  companies, 
which  get  half  theii'  income  abroad,  hope 
to  make  the  break  permanent. 


Kellogg  recruited  Cali- 
fornia raisin  producers,  who  en- 
listed U.  S.  Representative  Vic  Fazio, 
to  direct  the  National  Academy  of  Sci- 
ences to  spend  .$300,000  studying  this 
question:  Should  the  sugar  contained  in 
the  raisins  be  counted  as  sugar,  or 
should  the  sugary  fruit  be  set  aside, 
just  as  many  six-year-olds  like  to  do? 

Except  for  Washington's  lobbyists, 
nobody  seems  particularly  pi-oud  of  the 
massive  spending  bill.  But  the  lesson 
for  Corporate  America  may  be  that 
money  spent  on  lobbying  will  soon  ex- 
ceed the  return  on  money  invested  in, 
say,  research  or  new  equipment.  If  it 
hasn't  already. 

By  Paul  Magmisson  arid  Lorraine 
Woelleri,  with  Paula  Dwyer,  in  Wash- 
ington 


LLUSTRATION  BY  DAVID  RUDES/BW 
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HOW  GFS  MADE  BAD  DEBTS 
PAY  SO  WELL 

An  anonymous  letter  lays  out  questionable  practices 

William  R.  Bartmann 
has  always  been  one 
for  dramatic  ges- 
tui"es.  When  his  company, 
Commercial  Financial  Ser- 
vices Inc.,  was  riding  high 
in  1997,  the  Tulsa  entre- 
preneur flew  more  than 
2,000  employees  and  guests 
to  the  Caribbean  for  a 
three-day  celebration.  Now 
that  CFS  appears  to  be  un- 
raveling, he  is  exiting  with 
the  same  sense  of  drama. 

On  Oct.  27,  Bartmann 
stunned  a  gathering  of 
nearly  100  investor  I'epre- 
sentatives  by  announcing 
he  is  temporarily  stepping 
aside,  in  the  wake  of  alle- 
gations of  shaky  financial 
dealings.  The  rest  of  his 
board — his  wife,  Kathi-yn, 
business  partner  Jay  L. 
Jones,  and  independent  di- 
rector  R.  James  Woolsey,  in  office  less 
than  a  month — resigned.  The  sole  re- 
maining CFS  director,  Peter  Wachtell,  a 
new  outsider,  wiU  detemiine  if  the  3,900- 
employee  company  is  viable  while  he 
oversees  a  probe  by  outside  lawyers 
and  auditors. 

PUZZLING  SUCCESS.  Baitmann's  depar- 
ture capjjed  a  week  of  tuiTnoil  for  the 
company  that  pioneered  the  business  of 
buying  up  bad  credit-cai'd  debts  and  se- 
cuintizing  them.  Since  Oct.  21,  Moodv's, 
Standai-d  &  Poor's.  Duff  &  Phelps  Cred- 
it Rating,  and  Fitch  IBC.4  have  all  sus- 
pended or  cut  ratings  on  CFS  deals  after 
receiving  a  letter  alleging  improprieties  at 
CFS.  The  company  has  not  missed  any 
payments  on  its  .$1.6  billion  of  deals  out- 
standing, but  Fitch  says  it  ex])ects  cfs  to 


CEO  BARTMANN 


id  ill  charges  may  have  "some 


default  on  some  notes.  "Is  tliis  company 
potentially  self-supporting  or  a  Ponzi 
scheme?"  says  Stephen  C.  Macy,  a  vice- 
president  at  Moody's  Investoi-s  Services. 

The  sudden  plunge  follows  an  equally 
breathtaking  rise.  Since  he  began  secu- 
ritizing  consumer  loans  in  1995,  Bart- 
mann has  leaped  onto  the  Forbes  400 
list,  landed  on  the  cover  of  Inc.  maga- 
zine, and  was  among  BUSINESS  week's 
1997  Entrepreneurs  of  the  Year. 

But  rivals  in  the  business  always 
questioned  how  Baitmann  could  pay  top 
dollar  for  charge-offs.  or  about  10c  on 
the  dollar,  and  collect  the  30c  or  more 
he  claims  he  can  get.  Mitchell  J.  Bonilla, 
vice-president  of  ContiAsset  Receivables 
Management  in  San  Diego,  notes  that 
banks  tv^Mcally  collect  1.5c  to  23e  on  the 


dollar  over  three  to  five  yeai-s  on  b 
credit-cai'd  debt.  "How  can  one  orga 
zation  claim  to  outperfoiTn  the  rest 
the  industiy?"  asks  Bonilla. 

Increasingly,  investors  fear,  the  i 
swer  may  be  fi-aud.  In  a  letter  dat 
Sept.  30,  according  to  some  of  the  rati 
agencies  and  cfs,  an  anonymous  v\ii 
claimed  cfs  pumped  up  collections 
selling  nearly  worthless  receivables 
inflated  prices  to  a  com 
ny  with  ties  to  CFS  sha 
holders.  Also,  the  wii 
suggested  that  Jones,  Be 
mann's  business  partr 
was  falsifying  compu 
data  to  show  more  p 
foiTning  loans. 

At  fti-st  Baitmann  der 
the  accusations.  But  on  ( 
20,  he  told  investore  "th 
appears  to  be  some  hi 
for  certain  of  these  alle 
tions"  about  receivat 
sales.  And  at  the  Oct. 
meeting,  according  to 
company  and  attend^ 
Bartmann  told  inves 
Jones  did  have  a  relati 
ship  with  DIMAT,  the  cJ 
pany  purchasing  the  reel 
ables,  though  he  saidf 
only  learned  of  it  on 
19.  Bartmann  denied 
connection  to  orauT  liinu 
but  revealed  that  he  recently  paid  Jc 
$50.8  million  for  CFS  shai'es.  Jones  cd 
not  be  reached  for  comment,  and  B| 
mann's  wife  didn't  retiuTi  calls.  Baitr 
denies  that  he's  done  anvthing  impre 
and  says,  "I  do  not  believe  anybody 
Now,  it's  a  question  of  the  investigatiJ 
Baitmann's  fall  is  sencUng  shock  wi 
tlirough  tills  fledgling  industiy,  and  cj 
looking  for  potential  buyers  or  paitr 
Investors  ai'e  moving  cautiously- 
dismantling  CFS  would  only  diy  upj 
lections.  In  the  meantime,  CFS  emploj 
had  canceled  a  50th-biithday  celebn 
for  Baitmann.  "Somehow,  it  didn't  ] 
Uke  much  fun,"  says  W.  Waviie  Lea 
director  of  CFS  operations.  Bartma 
investors  would  siu'ely  agi'ee. 


By  Wendy  Zellner  in  D<\ 


1986  After  Bill  Bartmann's 
oil-field-pipe  company  goes 
bust,  fie,  his  wife,  and  a  part- 
ner buy  nonperforming  Feder- 
al Deposit  Insurance  Corp. 
loans  and  make  collection 
calls  from  their  kitchen  table. 
Commercial  Financial  Ser- 
vices IS  born. 


MAY  1995  CFS  becomes  one 
of  the  first  to  securitize  non- 
performing  consumer  loans. 
MARCH  1997  Bartmann  takes 
2,275  employees  and  guests 
on  a  Caribbean  cruise. 
NOVEMBER  1997  CFS  forms 
international  affiliate. 
AUGUST  1998  CFS  buys 


Arkansas  savings  and  loan 
OCTOBER  Ratings  agencie^ 
receive  letter  from  anonym 
source,  alleging  improper 
sales  of  receivables  by  CFS 
and  falsification  of  data. 
OCT.  27  Bartmann  steps 
aside,  pending  completion 
an  investigation  into  CFS. 


THE  RISE  AND 
FALL  OF 
COMMERCIAL 
FINANCIAL 
SERVICES 

DATA:  CFS.  BUSINESSWEEK 
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)Slike  Santa's  not  the  only  one  staffing  up.  This  holiday,  Fly  Like  an  Eagle. 


News:  Analysis  &  CoIii. 


AIRLINES 


CALIFORNIA, 
HERE  WE  GOME 
(AGAIN) 

American  may  make  another 
try  by  buying  Reno  Air 


Califuniia  has  hardly  been  the  Gold- 
en State  for  American  Aii-lines  Inc. 
The  foothold  it  gained  with  its  1987 
purchase  of  low-fare  carrier  AirCal 
proved  fleeting.  And  efforts  to  build  a 
San  Jose  hub  were  abandoned  iii  1993  in 
the  face  of  bruising  competition,  espe- 
cially fi'om  Southwest  Aii'lines  Co. 

American  now  appeai-s  ready  to  take 
another  crack  at  the  Coast.  Souixes  close 
to  the  company  say  it  is  negotiating  to 
buy  seven-yeai-old  Reno  Air  Inc.,  wliich 
has  recently  beefed  up  ser\ice  to  San 
Jose  and  Southern  CalifoiTiia.  American 
is  also  tning  to  land  a  miU'keting  pait- 
nei*ship  with  Alaska  Aii-  Group  Inc..  now 
tied  to  Northwest  Airlines  Inc.  With 
Reno  and  Alaska,  American  aims  to 
boost  significantly  its  mai'ket  shai-e  from 
Vancouver  to  San  Diego — by  as  much 
as  10%  in  California  alone  (chart). 
"They've  been  looking  at  a  long-temi 
strategy-  for  reasserting  themselves  on 
the  West  Coast."  says  one  som-ce  close  to 
American.  American,  Reno,  and  Alaska 
all  <k-cline  to  comment. 
GLOBAL  LINK.  American  scaled  back  on 
the  West  Coast  in  the  eai-ly  '90s  when 
the  aiiiine  industiy  was  awash  in  red 
ink  and  excess  capacity.  Its  intra-Cali- 
foiTiia  shai-e  has  faUen  from  28^e  in  1990 
to  a  paltiT  1.1*^*^  last  year  But  these 
days,  the  canier  is  posting  record  prof- 
its and  boasting  a  hefty  S2.3  bilhon  in 
cash — some  of  it  eannarked  for  expan- 
sion. Bu\ing  Reno  at  an  expected  S150 
million,  plus  assumption  of  debt,  would 
haixUy  put  a  dent  in  American's  treasure 
chest.  And  such  a  deal  could  '-^e  much 
cheaper  than  introducing  new  ^lights 
into  markets  already  served  by  r.eno. 
United,  and  Southwest. 

Why  California"?  Sources  close  to  tlv 
comjjany  say  the  move  is  part  of  b 


grand  strategy  to  build  one  of  the 
world's  strongest  global  networks,  with 
the  help  of  paitnei^s  such  as  Cathay  Pa- 
cific Aii-ways  and  British  Aii-ways.  The 
West  Coast  is  a  critical  soiu'ce  of  ti-affic 
and  a  desirable  destination  for  alliance 
paitnei-s  worldwide,  as  well  as  a  ciTicial 
feeder  mai'ket  for  Asian  routes. 

American  has  become  increasingly 
wary  of  the  rapid  expansion  by  rival 
United  Airlines  Inc.  and  its  no-frills 
Shuttle  by  United  operations  on  the 
West  Coast.  By  capturing  intra-Cali- 
fornia  travelers  with  the  Shuttle,  Unit- 
ed is  more  likely  to  keep  lucrative  ft'e- 
quent  fhers  in  the  fold  for  longer  trips. 

AMERICAN  IS  SMALL  FRY 
IN  THE  CALIFORNIA  MARKET 
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too.  United  "sensed  we  w-ere  \ailnei'able 
and  would  just  let  them  have  all  these 
markets."  says  one  American  insider. 
Last  yeai'.  United  gi'abbed  about  28"^ 
of  the  intra-California  market,  second 
to  Southwest's  49.5'7f.  In  September, 
the  Shuttle  invaded  San  Jose  with 
eight  daily  round-trips  to  Los  Ange- 
les. Says  analyst  Brian  D.  Harris  at 
Salomon  Smith  Bai'ney:  "It's  going  to 
be  verv  difficult  to  take  on  United  on 


the  We;-t  C'la.-t  iiuw  liecau>e  they 
such  a  head  start." 

American  has  a  lot  of  catching  uj 
do.  For  the  past  five  yeai-s.  it  has  m 
tained  a  frequent-flier  progi^am  linku] 
Reno,  and  about  20%  of  Reno  pas 
gers  are  in  the  American  progi- 
Reno  also  leases  aii-port  facihties 
buys  gi'ound-handling  services  fi 
American.  But  because  of  restrict 
in  American's  pilot  contract,  the 
aii'hnes  can't  code-share,  a  system  ui 
w'hich  aii'line  paitnei^s  put  their  code; 
one  another's  flights  in  computer  re 
vation  systems  to  improve  booking; 

If  American  buys  Reno,  it  will  g 
canier  that  has  dramatically  imprc 
senice  and  efficiency  this  year.  L"r 
new  Cliief  Executive  Officer  Josepl 
O'Gonnan.  a  fortner  United  execu! 
Reno  has  restrtictm*ed  to  focus  on  i 
itable  business  traffic  from  San  t 
and  Southem  Califomia  while  cut 
leistu'e  flying  to  hubs  in  Reno  and 
Vegas.  Tlie  canier,  which  lost  $12.3 
Hon  last  year,  ttuTied  a  record  $9.4 
lion  operating  profit  iji  the  thii'd  qui 
and  has  vastly  improved  its  on-time 
foiTnance.  Still,  rivals  United  and  Sc 
west  argue  that  Reno,  with  onl; 
planes,  won't  alter  the  balance  of  pc 
in  California.  '/ 

For  Reno,  however,  adoption  ( 
American  could  mean  the  best  chaii' 
sm"\i\ing  the  next  economic  dowTit  ' 
"Reno  in  its  cturent  fonn  has  a  hn  ' 
life,"  says  Reno  investor  Camero  )/ 
Burr  of  a\iation  investment  finn 
Group  in  Ridgefield,  Conn.  "They're 
ting  out  there  with  no  cleai;  defenc 
niche."  At  least  with  American, 
niche  might  get  bigger 

By  Wendy  Zellner  i)i  Dallas, 
David  Leonhardt  in  Chicago 
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MARKETING 


GOT 

MILKED? 

After  a  $385  million  campaign, 
sales  are  declining 

Those  cute  milk-mustache  ads  are 
causing  a  nasty  food  fight.  After  a 
two-yeai'  audit,  the  Agiicultui'e  Dept. 
has  declared  that  the  dairy  industry's 
campaign  to  promote  milk  consumption 
has  "serious  problems"  and  has  been  bad- 
ly mismanaged.  The  audit  recommends 
suspending  the  dairy  gToup  nmning  the 
progi'am  because  of  sloppy  record-keep- 
ing, oveipayments  to  the  progi-am's  ad- 
ministrator, and  awarding  of  contracts  to 
gi'oups  with  ties  to  the  campaign. 

But  there's  an  even  bigger  problem: 
Dui-ing  the  course  of  the  four-year-old 
campaign  by  the  International  Dairy 
Foods  Assn.  (idfa),  which  will  have 
spent  $385  million  by  next  June,  milk 
sales  have  declined — at  an  accelerated 
pace.  U.  S.  per  capita  consumption  has 
fallen  almost  4.8%  since  1994,  says  the 
USDA,  vs.  a  3.5%  decline  in  the  four 
years  before  the  campaign  started.  "If 
any  government  agency  was  inn  like 
this,"  says  Senator  Patrick  Leahy  (D- 
Vt.),  "Congi'ess  would  call  them  before 
it  and  ask  what  the  heck  they're  doing." 

Why  is  the  government 
involved?  Under  a  1985 
law,  food-commodity  sup- 
pliers can  require  all  com- 
panies in  their  industry  to 
kick  in  to  a  promotional 
campaign.  Agiicultiu-e  en- 
sures compliance  and 
oversees  the  progi-am. 

But  the  milk  campaign's 
executive  director,  Kurt 
Graetzer,  calls  Agricultui'e's 


DRYING  UP 
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GALLONS  EST, 
DATA:  U.S.  OEPT  OF  AGRICULTURE 


report  "an  outra- 
geous hatchet  job." 
IDFA,  he  says,  has 
fixed  some  of  the 
problems  by  hiring 
a  full-time  director 
and  producing  fonnal 
progress  reports. 
The  other  criticisms, 
Graetzer  says,  "are 
nitpick  procedural  is- 
sues." He  concedes 
that  some  record-keep- 
ing was  weak  but  says 
no  money  went  where 
It  should  not  have. 
Leahy  has  jumped  on 
the  bumlwagon,  Graetzer  says,  to  make 
the  IDFA  look  bad — because  it  opposes 
price  floors  that  Leahy  and  Vermont 
fanners  want. 

An  Agiicultui'e  spokeswoman  said  the 
inspector  general  would  let  the  audit 
speak  for  itself.  Leahy  says  he  criti- 
cized the  campaign  only  after  seeing 
the  report. 

The  milk  campaign  has  certainly  been 
a  gi'abber.  About  100  celebrities,  from 
President  Clinton  to  the  cast  of  Frasier, 
have  donned  the  mustache.  But  Ameri- 
cans have  continued  to  cut  back  on  dairy 
to  reduce  fat  intake — or  make  room  for 
more  soda.  With  bad  weather  producing 
liigh  milk  prices  in  both  1996  and  1998, 
Graetzer  says  consumption  would  have 
fallen  even  faster  without  the  ads. 

Perhaps — but  it's  also  clear  that  cam- 
paign organizers  have  tried  to  twist  the 
numbers  to  trumpet  the  program.  "Af- 
ter a  30-year  decline,  milk  consumption 
is  trending  up,"  Jay  Schulberg,  chief 
creative  officer  of  Bozell  Worldwide — 
the  New  York  agency  that  designed  the 
spots— said  in  a  newspaper  interview 
this  summer.  The  agency  says  Schul- 
berg was  referring  to  total,  not  per 
capita,  consumption — but  even  that  has 
fallen  in  the  past  four  years.  And  the 
USDA  went  so  far  as  to  tell  Congress 
annual  sales  were  5.9%  higher  than  they 
would  have  been  without  the  milk  ads. 

The  USDA  has  until  Nov.  22  to  re- 
spond. Eraique  E.  Figueroa,  administra- 
tor of  the  branch  overseeing  the  cam- 
paigii,  says  it  may  ask  for 
more  changes  but  won't 
fu-e  the  IDFA.  And  the  idfa 
says  it's  confident  milk 
processor's  will  vote  next 
month  to  extend  the  al- 
most 2c-a-gallon  fee  to 
fund  the  campaign.  So 
they're  not  going  to  cry 
over  you-know-what. 

By  David  Leonhardt 
hi  Chicago 


LABOR 


LESS  EXPRESS 
FOR  CHRISTMAS? 

FedEx  pilots  may  strike  if 
their  pay  demands  aren't  m( 

Is  FedEx  about  to  get  whacked 
the  same  labor  woes  that  gi-ouiK 
rival  United  Parcel  Service  Inc.  I 
year?  On  Nov.  9,  FedEx'  pilot  unim 
thi-eatening  a  work  slowdown  that  i 
dent  the  company's  ability  to  deliver 
daily  load  of  three  million  packages. 
FedEx  Pilots  Assn.  (fpa)  has  also  a.- 1 
its  3,500  members  for  the  authority 
mount  a  full-fledged  walkout.  If 
proved,  the  strike  would  kick  off  jus; 
the  busy  holiday  season  gets  under  \ 
at  Thanksgiving. 

The  dispute  is  over  money.  FedE: 
unit  of  FDX  Corp.,  is  now  offering  1 
over  four  years  to  pilots,  who  eanu' 
average  $130,000  a  yeai-.  The  pilots  wa^ 


CUSHION?  Fi  dEx  says  it  lias  bavkn^ 
pla  ns,  if  pilots  stop  working  overtn 

24%  in  three  years,  similai'  to  what 
workers  won  last  year  The  fpa  a- 
members  to  stop  working  overtime  ; 
Nov.  9  if  FedEx  does  not  agr-ee.  "\3 
step  up  the  pressure  until  we  g< 
good  contract,"  says  fpa  Vice-Presi( 
Byron  L.  Cobb. 

Tough  talk,  but  it's  unclear  whe 
the  pilots'  group  can  cairy  out 
thi-eats.  A  predecessor  union  tried 
ilar  tactics  in  1995,  but  pilots  balke 
attacking  the  company.  Still,  that 
before  the  UPS  pilots  pulled  so  fai-  al 
And  many  Fedex  pilots  are  also  u 
arms  over  an  inflexible  computer 
scheduling  system  inaugurated 
summer. 

FedEx   management,  meanw 
says  it  has  backup  plans  if  p" 
refuse  to  work  overtime.  By  shipta 
on  other  carriers  and  using  pilot  o 
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moving  performance. 


^^^^/Muskets  fire.  Students  battle  for  their  lives  at  the 
barricades.  And  the  world  spins  as  the  stage  turns  to  reveal 
new  perspectives  on  the  action.  Scenic  Technologies  helps 

Broadway  hits  like  Les  Miserables  enthrall  theatergoers 
with  spectacle  as  well  as  sound.  ^^^^^  And  from  hovering 
helicopters  in  Miss  Saigon  to  crashing  chandeliers  in 
The  Phantom  of  the  Opera,  it's  Rockwell  automation  that 
moves  the    scenery   as    well   as    the    audience.  Just  as 

Rockwell     solutions     help     many     other     businesses  get 


top    billing    in    their    industries.  Whether    it's  the 

automation  systems  that  control  every  aspect  of  a  car 
factory.  |  The  call  center  technology  that  lets  an  order 
department  handle  hundreds  of  thousands  of  requests  a 
day.  Or    the    avionics    that    help    nearly    every  major 

airline  navigate  and  communicate  ^  Dramatic  answers 
for   companies  in  motion.  Because  whatever  your  business, 

the   bottom   line   is    this.   ft^V    '^ou  succeed.     We  aucceed.'" 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 


New3  Analysis  &  Commentary 


resen'e  status.  FedEx  Vice-President 
for  Regulatoiy  Affaii-s  Rush  O'Keefe 
says  that  a  slowdo\TO  "will  not  have 
any  consequential  effect  on  our 
operations." 

Still,  the  union  ah*eady  has  caused 
some  disarray.  Days  after  its  strike 
thi-eat.  GUbeit  D.  ilook,  the  senior  Wee- 
president  for  air  operations  and  the  ex- 
ecutive in  charge  of  labor  relations,  sud- 
denly announced  his  plans  to  leave. 
FedEx  says  that  he  resigned  and  de- 
clines to  comment  on  why. 

More  impoitant.  the  union's  demands 
put  FedEx  in  a  bind.  The  S13  billion 
company  could  afford  to  give  in.  since 
pilots  account  for  less  than  10"^;:  of  the 
company's  S5.8  billion  total  labor  bill, 
estimates  Donaldson,  Lufkin  &  Jen- 
rette  Inc.  analyst  Paul  R.  Schlesinger. 
But  a  fat  contract  could  encourage 
FedEx"  other  128.000  U.S.  employees 
to  join  imions,  he  says.  Stiff  competi- 
tion and  rising  costs  are  adding  pres- 
sui'e,  too:  FedEx'  operating  margins 
are  an  anemic  compared  with 
around  9'~c  for  UPS. 

"COKTINGENCY  PLANS."  Competitoi-s  ai'e 
watching  to  see  ii'  a  Federal  Express 
stiike  ^^^ll  give  them  an  opening.  "We're 
monitoiing  the  situation  on  a  daily  ba- 
sis." says  Da\id  Fonkalsiiid.  mai'keting 
manager  at  DHL  World\\"ide  Express. 
When  UPS  went  out  in  1997.  the  U.S. 
Postal  Service  had  2,700  temporary 
workers  lined  up  and  boosted  its  ex- 
press mail  business  by  70^f.  This  time, 
"the  Post  Office  has  contingency  plans 
in  place  and  we  ai'en't  taking  it  lightly." 
says  a  spokeswoman. 

FedEx'  abihty  to  cope  with  a  slow- 
down is  difficult  to  judge.  It  can  tap 
several  htmch'ed  pilots  who  ai'e  in  ti-ain- 
ing  to  upgi'ade  theii*  skills,  plus  up  to 
lyi  more  who  are  on  standby.  How- 
ever, that  might  not  be  enough  if  most 
pilots  refuse  to  fly  oveitime.  which  the 
FPA  claims  accounts  for  up  to  30%  of 
daily  flights.  O'Keefe  insists  that  the 
figure  is  really  only  about  o'i. 

FedEx  may  be  able  to  head  off  a 
strike  in  the  courts.  Under  federal  law, 
airline  workers  must  undergo  a  30-day 
"cooling  off  period  before  striking. 
However,  the  fpa's  predecessor  ah-eady 
sat  thi'ough  the  30  days  in  V.<^)o.  \\"ithout 
going  on  strike,  and  federal  labor  offi- 
cials have  told  fpa  lawyers  thai  it's  fi-ee 
to  stiike  now,  the  union  says.  But  this  Ls 
an  unusual  situation,  which  O'Keefe  .-ays 
FedEx  may  challenge  in  coiut.  The  bot- 
tom line:  Waiting  for  the  last  minute  to 
do  Chiistmas  shopping  may  not  be  such 
a  good  idea  this  year. 

By  Aaron  Bernstein  in  Washington 
and  Dean  Foust  in  Atlanta 


COMPUTERS 

2000  REASONS 
TO  CELEBRATE 

For  lawyers,  the  Millennium 
Bug  is  a  godsend 

On  Oct.  23.  the  law  fii-m  of  Co\ington 
&  Bui'Mng  handed  out  "doom  clocks" 
at  a  Year  2000  legal  seminar  in 
Washington,  D.  C.  The  souvenirs  count 
off  the  seconds  and  minutes  to  the  po- 
tential chaos  that  could  occui-  at  mid- 
night Jan.  1,  2000.  if  computei-s  ai-en't 
inoculated  against  the  so-called  millenni- 
um, or  Y2K.  bug.  To  lawyers,  those 


clocks  might  as  well  be  counting  billable 
horn's:  Y2K  is  well  on  its  way  to  becom- 
ing the  next  htigation  bonanza. 

The  ndllenniiun  is  still  more  than  400 
days  awa>-,  but  a  score  of  lawsuits  have 
already  been  filed  over  alleged  related 
losses.  Among  the  targets:  some  top 
high-tech  companies  and  consulting 
fii-ms,  including  Andersen  Consulting 
and  S\Tnantec  Coi-p.  Intuit  Inc.  faces 
six  class  actions,  including  by  customers 
who  demand  millions  in  Y2K  upgi-ades 
of  its  popular  Quicken  software. 

And  lawyers  are  lining  up  to  cash  in 
on  what  Gartner  Group,  a  Stamford 
(Conn.)  technolog}'  analyst,  figures  could 


be  hundreds  of  millions  in  legal  fe 
So  far,  the  pioneers  in  the  new  le, 
fi'ontier  include  the  law  firms  of  J 
berg,  Weiss,  Bei-shad,  H\Ties  &  Len 
in  Silicon  Valley;  LeBoeuf,  Lar 
Greene  &  MacRae  in  New  York;  j 
Co\ington  &  Buiiing  in  Washingt 
The  American  Bai-  Assn.  predicts  h 
di'eds  more  lawj-ei"?  could  te  needed 
handle  the  volume.  Says  \'lto  Pei-ainc 
Y2K  attorney  at  Hancock  Rothert 
Bunshoft  in  San  Francisco:  "On  t 
mess,  eveiyone  is  either  a  potential 
igant  or  a  potential  target — or  both. 

How  so'?  Whenever  a  date-depend 
system  messes  up  because  it  hasn't  b 
progi'ammed  to  recognize  dates  al 
Dec.  31,  1999,  somebody  becomes  a  i 
get.  Take  software  maker  Tec-Amei 
Coi-p..  whose  software  products  d( 
recognize  credit  cai'ds  expiring  ir.  2( 
In  September,  Tec-America  and 
American  Cash  Register,  which  u 
Tec's  softwai-e,  settled  a  case  filed  h 
subiu-ban  Detroit  finiit  and  vegetj 
store  for  S2.50,0O0. 
FLOODGATES.  Small  potatoes"?  Ma^ 
But  Andei*sen  Consulting  is  mo'.in^ 
preempt  what  could  be  a  flood  of  mas 
stiits.  Fonner  client  J.  Baker  Inc.,  a  ( 
ton  Olass.)  clothing  retailer,  is  demanc 
that  Andei-sen  pay  for  the  debugs 
of  a  J.  Baker  system  it  designed  n 
ly  10  years  ago.  .Andei"sen  h^s  a; 
a  Massachusetts  Superior  Coui 
i"ule.  even  before  a  suit  is  f 
^  whether  J.  Balcer  has  groi 
to  sue.  Says  Kazim  Isfehai 
Y2K  analyst  at  Cambri 
(Mass.)-based  Giga  Infor 
tion  Group  Inc.:  "If  the  ji 
sides  with  J.  Baker,  the  fl 
gates  wiU  open  to  score 
new  Y2K  lawsuits." 

The  Y2K  Utigation 
has  Washington's  attenl 
In  September,  Con^ 
passed  a  bill  that  gives  linl 
habihty  protection  if  compa 
ovei-state  their  readiness  for  '2 
The  Justice  Dept.  is  offeiing  immu 
fi'om  antitrust  action  if  companies 
laborate  on  Y2K  problems.  "We're 
ing  to  keep  people  focused  on  fixing 
problem  so  liability  cases  won't  be 
essaiy  later,"  says  John  Koskinen,  I 
ident  Clinton's  Y2K  ciisis  mar^ager. 
gi-ess  is  also  considering  nati 
standai'ds  and  special  ai'bitration  be 
and  a  federal  coiut  to  handle  Y2i 
tion.  "Y2K  suits  could  clog  co 
thi'oughout  the  countiy,"  warns 
Bieron,  legislative  assistant  to  R( 
sentative  Da\id  Dreier  (R-Cahf.). 
Y2K  Bug  stiikes  again — maybe. 
By  Marcia  Stepanek  vi  New 
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THEY  ARE  ALREADY  AMONC  US. 

THEY  ARE  MORE  ADVANCED. 
THEY  HEAR  OUR  EVERY  WORD. 

WE  WELCOME  THEM. 


amazing  clarity  of  the  world's  #1  conference  phone  is  taking  over  the  planet.  With  prices  that  start  as  low  as  $499,  it's  no 
ier  that  Polycom's"  SoundStation'"'  audioconferencing  products  are  the  choice  of  all  Fortune  100  companies.  In  business,  clear 
nunication  means  confidence,  and  our  state-of-the-art  technology  enables  unsurpassed  sound  quality  so  you'll  never  be 
erned  about  missing  a  single  word  or  how  well  you're  being  heard.  Look  us  up  at  wv/w.polycom.com  and  see  how  SoundStation 
(  )ring  your  office  a  new  world  of  truly  intelligent  audioconferencing.  And  don't  worry,  we  come  in  peace. 


Starting  at  a  phenomenal  $499.  Call  1-800-262-1212  for  local  sightings. 

SoundStation.  What  you  use  it  for  is  your  business. 
www.polycom.com 

POLYCOM 

Polycom,  the  Polycom  logo  and  SoundStation  are  registered  trademarks  of  Polycom,  Inc.  in  the  U.S.  and  various  countries. 

©1998  Polycom,  Inc.  All  rights  reserved.  ^(ivlly^^eli  'lclewH}crenaiig  Solutwns  , 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


BRAZIL  FINALLY 
BITES  THE  BULLET 

ON  OCT.  27,  BRAZIL  PRESIDENT 

Fernando  Hemique  Cai'doso 
finally  swallowed  some  bitter 
medicine,  announcing  plans  to 
slash  S23.5  billion  from  a  $60 
billion  fiscal  deficit  through 
spending  cuts  and  tax  hikes. 
Although  he  put  off  the  ac- 
tions until  after  the  Congi'es- 
sional  elections  on  Oct.  25, 
Cardoso  must  still  ram  the 
tough  package  thi'ough  an  un- 
ruly Congress  lest  global  in- 
vestoi-s  lose  theii-  patience.  Af- 
ter approval,  the  way  will  be 
paved  for  an  exisected  .5:30  bil- 
lion aid  package  led  by  the 
Intemational  Monetaiy  Fund. 
It  comes  none  too  soon:  Af- 
ter elation  over  the  bailout  of- 
fer that  emerged  fi'om  the  IMF 
meeting  in  September,  in 


CLOSING  BELL 


GOING,  GOING... 

Is  an  online  garage  sale 
worth  $3.3  billioni'  Investors 
•  in  eBay,  whose  Web  site  auc- 
tions off  everything  from 
Beanie  Babies  to  antique 
dishes,  think  so.  In  just  two 
days,  Oct.  26  and  27,  its 
stock  soared  65%,  to  82^, 
fueled  by  a  buy  recommenda- 
tion from  Donaldson,  Lufkin 
&  Jenrette,  which  estimates  a 
$180  billion  world  market  for 
used  merchandise.  But  eBay 
has  that  rare  commodity 
among  Net  startups — profits. 
On  Oct.  27,  it  said  it  earned 
20  a  share,  more  than  double 
its  year-before  earnings. 

85  

65 

55 

^  STOCK  PRICE 
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vestors  have  turned  wary, 
pushing  down  the  Brazilian 
stock  market  and  cuirencv. 


AN  END 

AT  LANDS'  END 

THE   TERR.A   FIRM.\   WAS  A 

little  softer  under  his  feet 
than  he  thought.  Eai'lier  tliis 
month,  Michael  Smith,  the  38- 
yeai-old  ceo  of  catalog  retail- 
er Lands'  End,  asserted  he 
had  the  confidence  of  company 
founder  and  majority  owner 
Garj'  Comer.  But  resignations 
happen.  Smith  turned  his  in 
Oct.  28  to  make  room  for 
Da\id  Dyer,  who  left  in  1994 
to  go  to  Home  Shopping  Net- 
work after  serving  as  mer- 
chandising head.  The  shift  is 
being  made  to  bolster  the 
company,  which  like  other  cat- 
alog retailers,  has  hit  hard 
times  this  year.  Its  stock 
slipped  fi'om  a  52-week  high 
of  just  over  $44  to  as  low  as 
$15  in  the  past  two  months. 


WILL  WINDOWS  2000 
BE  PROPHETIC? 

WINDOWS    NT   .5.0   BY  ANY 

other  name  will  be  just  as 
late — but  that  doesn't  seem  to 
wony  Microsoft.  On  Oct.  27, 
the  company  rolled  out  a  new 
moniker  foi-  the  NT  operating 
system,  originally  e.xpected 
this  yeai"  Windows  2000.  Vice- 
President  Bi'ad  Chase  vows 
that  the  long-awaited  operat- 
ing system  upgi-ade  will  ship 
in  1999.  But  he  says  a  special, 
high-peifoiTnance  version  to 
be  called  Datacenter  Sei'\'er 
will  anive  up  to  three  months 
later  than  the  rest.  This  ver- 
sion represents  Microsoft's 
fu-st  conceited  effort  to  do  the 
kind  of  data  processing  jobs 
in  coi-pi  rations  that  ai-e  now- 
handled  b  •  mainfi'ames. 


A  FAT  DEAL  FOR 
SUPERTHIN  b  SPLAYS 

CANDESCENT  TECHNOLOGIES, 

a  Silicon  Valley  startup  that 


HEADLINER:  ALEX  MANDL 


LOCAL-CALL  HERO? 


Foi-mer  xy&t  Pi-esideni 
Alex  Mandl  is  back  in  the 
spotlight — tliis  time  as  a  lo 
cal-phone  wanior  Now 
CEO  of  Vienna  (Va.)- 
based  staitup 
Tehgent,  Mandl 
unveiled  plans 
on  Oct.  27  to 
take  on  the 
Baby  Bells  by 
offeiing  cheaper 
local  service  using 
new  wireless  techno! 
ogy.  Teligent  began  senice 
in  10  major  U.  S.  mai'kets 
and  will  expand  to  five 
more  by  yeai'end. 

Tai-geting  small  and 
medium-sized  businesses, 
Teligent  intends  to  pocket  a 
healthy  profit  even  after 
gi\ing  customer  a  80%  dis- 
coimt.  How?  Using  so-called 
fLxed-wireless  technology-, 


Teligent  will  transmit  both  j 
phone  and  Internet  traffic 
to  radio  receivers  mounted 
on  customei-s'  buildings. 
Since  the  company 
doesn't  have  to 
tear  up  the 
streets  to  lay  a 
fiber,  these  sys- 
tems can  be  fai 
cheaper  to  builc 
than  wired  net- 
works. Mandl  is 
cominced  that  the 
only  way  to  attack  the  Bel 
is  with  a  lival  network. 
"Unless  we  ai'e  facilities- 
based,  the  local  en\iron- 
ment  is  not  a  \iable  busi- 
ness," he  says.  Goldman 
Sachs  analyst  Ken  Hoexte: 
expects  Teligent  to  break 
even  on  a  cash-flow-  basis 
eaiiy  as  2001. 

By  Catherine  Yai 


went  seven  years  without  an 
IPO,  just  nailed  dowTi  a  $100 
million  investment  fi'om  Sony, 
say  insiders  close  to  the  com- 
panies. Candescent,  stalled  in 
1991  to  build  flat-panel  dis- 
plays for  electronic  devices,  is 
expected  to  ink  the  two-yeai* 
deal  on  Nov.  2  to  co-develop 
su])ertlun  displays  for  pes  to 
replace  today's  clunky  moni- 
tors. Still,  Candescent,  which 
needs  $150  million  more  to 
geai'  up  for  liigh-volume  pro- 
duction, finally  plans  its  fii'st 
IPO,  in  the  fii'st  half  of  next 
year.  "I'm  thinking  more  to- 
ward the  end  of  the  half," 
says  CEO  Haiiy  Mai-shaU,  not- 
ing today's  slow  IPO  market. 

NEniNG  ONLINE 
TIPSTERS  

THINK  TWICE  BEFORE  ACTING 

on  a  hot  stock  tip  from  some 
InteiTiet  chat  room.  In  a  na- 
tionwide sweep,  the  Securi- 
ties &  Exchange  Commission 
charged  44  people  and  com- 


panies with  fi-audulently 
moting  stocks  over  the 
Although  these  self-j 
claimed  analysts  claimec 
have  no  connections  with 
companies  they  were  tout 
the  SEC  charged  that  the 
fendants  had  received  n 
than  $6.3  million  and  neai' 
million  shares  of  cheap  ir 
er  stock  and  options.  In  s 
instances,  the  sec  alleges 
the  accused  sold  stock  or 
ercised  options  immedia 
after  ad\ising  online  inve: 
to  buy  the  stocks. 

ETCETERA... 

■  On  Oct.  21,  Kinart  said 
looking  for  a  grocery-s 
chain  to  merge  with. 

■  Bell  Atlantic's  retiring 
Raymond  Smith,  will  1 
Rothschild  North  Amer 

■  On  Oct.  23,  Justice 
suit  to  block  the  Northw 
Continental  alliance. 

■  CBS  CEO  Michael  Jord: 
stepping  aside  to  make 
for  Mel  KaiTnazin. 
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YOU'VE  GOT  TO  SEE  IT  IN 

i 


EPSON 


r 


HERE  YOU  SEE 
THE  HEAVYWEIGHT 
PROJECTION. 


Pow!  That's  what  your  audience  will  feel  when  they  see  this  incredible  new  projector  in 
action.  Because  instead  of  having  |ust  one  imaging  processor  like  other  ultraportables,  the 
PowerLite"  5500C  has  three.  650  ANSI  lumens  of  light  in  9  1/2  easy-to-carry  pounds. 
With  all  that  portable  power,  you  won't  just  dazzle  your  audience,  you'll  knock  them  out. 


tpioii  PowerLite  550UC 


THE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  3  LCDs  BRIGHT- 91/2  LBS  LIGHT. 

Epson;  the  world  leader  in  high-performance  portable  projectors,  brings  you  a  full-featured  ultraportable  with; 
Exclusive  SizeWise'  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
remote  control  and  amazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  projectors, 
call  1-800-442-1977  (ask  for  Oper.  3111)  or  visit  www.epson.com. 

Epson  IS  a  registered  trademark  of  Seiko  Epson  Corp  PowerLite  and  SizeWise  are  trademarks  of  Epson  America,  Inc  'fil998  Epson  America.  Inc  Profected  image  simulated  for  publication 


There  are  over  7500  ISPs. 

But  only  one  of  them  is  an 
Mernet  Communications  Company  for  business 
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\^ashington  Outlook 
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lUGGING  ON  K  STREET:  THE  GOP 
SSAULT  ON  BUSINESS  LOBBYISTS 


In  the  eve  of  a  cmcial  election,  you'd  expect  Republicans 
to  be  working  Gucci-to-Gucci  with  business  lobbyists  to 
ensure  solid  gains  on  Capitol  Hill.  Instead,  gop  leaders 
locked  in  a  blood  feud  with  the  kings  of  K  Street.  Their 
f:  Too  many  business  lobbyists  are  Democrats  whose  do- 
ons  fatten  the  coffers  of  the  opposition. 
Republicans  are  incensed  that  after  four  years  in  pow- 
-and  two  more  all  but  assured — they're  not  getting  prop- 
espect.  But  business,  mindful  of  the  paltiy  gains  it  won 
1  the  105th  Congress,  figures  it  needs  Democratic  votes, 
lobbyists  are  fuiious  over  what  some  see  as  intimidation 
Republicans.  "They're  trying  to 
ite  who  we  should  hire  and  how 
pend  our  money,"  fumes  a  gop 
"It's  outrageous." 
his  mutual  animosity,  which  has 
building  for  two  years,  is  a  bad 
n  for  the  next  Congress.  Unless 
ness  and  Hill  leaders  patch 
gs  up,  legislative  victories  on 
ness  goals  such  as  tort  reform. 


WHOSE  SIDE  ARE  THEY  ON? 


TOP  FIVE  WASHINGTON 
LOBBYING  FIRMS 

TOTAL  1998 
GIVING* 

DEMOCRATS 

REPUBLICANS 

VERNER  LIIPFERT 

$582,000 

62% 

38% 

CASSIDY  &  ASSOCIATES 

249,000 

60 

40 

PAHON  BOGGS 

153,000 

73 

27 

AKIN  GUMP 

674,000 

53 

47 

PRESTON  GATES 

226,000 

44 

55 

firms,  with  a  breakdown  of  their  donations.  The  not-too-sub- 
tle point:  You'll  have  to  pay  to  play  in  the  106th  Congress. 

In  fact.  Democrats  continue  to  do  surprisingly  well  in  rais- 
ing money  among  the  hired  guns.  According  to  the  nonpar- 
tisan Center  for  Responsive  Politics,  the  five  biggest  Wash- 
ington lobbying  firms  have  given  Dems  58%  of  a  total  of 
$1.9  million  in  campaign  cash  for  this  election  (table).  The  cen- 
ter also  found  that  while  business  pohtical  action  committees 
give  most  of  their  money  to  Repubhcans,  Democrats  are 
narrowing  the  gap.  In  the  18  months  ended  June  30,  Dems 
snagged  37%  of  business  pac  giving,  up  from  30%  for  all  of 
Campaign  '96. 

WRONG  WAY.  Republicans  may  be 
livid,  but  they're  ignoring  reality.  K 
Street  fii-ms  ar-e  big  Dem  donors  be- 
cause they're  packed  with  Demo- 
crats— a  reflection  of  who  i-uled  for 


Revolution.  Many  firms  are  hiring 
more  Republicans.  That  will  acceler- 
ate if  the  GGP  solidifies  its  control. 


*As  of  Oct.  1  Federal  Election  Commission  reports 

DATA  CENTER  FOR  RESPONSIVE  POLITICS 


3n  will  remain  out  of  reach, 
le  latest  eruption:  a  decision  by 
Electronic  Industries  Alhance  to  hire  former  Oklahoma 
ocratic  Representative  Dave  McCurdy  as  its  president. 

move — coming  soon  after  homebuilders  and  the  aero- 
!  industry  named  Democrats  to  head  their  trade  groups — 
the  last  straw  for  Hill  Republicans.  Grouses  a  high-level 
aide:  "Democrats  get  the  top  jobs;  om-  guys  get  to  be 

caddies."  In  mid-October,  House  Majority  Whip  Tom  De- 
(R-Tex.)  and  some  cohorts  brazenly  tried  to  pressure  the 
-0  drop  McCurdy  by  holding  up  a  bill  that  could  benefit 
jroup.  But  the  eia  stood  its  gi-ound,  and  the  bill  passed, 
le  GOP's  quarrel  with  K  Street  is  about  money  as  well  as 
)nnel:  RepubHcan  lobbyists  will  steer  dough  to  the  gop. 
's  why  Republicans  ai"e  cu'culating  a  list  of  top  lobbying 


CAPITAL  WRAPUP 


Co.  will  only  backfire.  Says  one  ii-ate 
gop  lobbyist:  "No  firm  worth  its  salt 
will  be  browbeaten  into  filing  Democrats  on  its  staff." 

Intimidation  won't  turn  off  the  business  money  tap  to 
Democrats,  either.  With  religious  conservatives  and  populists 
holding  sway,  business  can  no  longer  count  on  the  gop  to  pass 
its  agenda  without  support  from  centrist  Democrats.  "The 
business  community  doesn't  feel  any  great  debt  to  Republican 
leaders  in  the  House,"  says  Charles  S.  Mack,  outgoing  pres- 
ident of  the  Business-Industry  Political  Action  Committee. 

Picking  a  fight  with  K  Street  may  pry  loose  a  bit  more 
dough  for  Republicans  in  the  final  Election  Day  push.  But  the 
price  could  be  steep:  another  deep  fissure  in  the  once-bedi-ock 
partnership  between  the  gop  and  Big  Business. 

By  Amy  Borms 


Os  LAUNCH  CAMPAIGN  2000     TAKE  OUR  MONEY . . .  PLEASE 


[anaged-care  providers,  which 
:ked  hmo  regulation  this  fall,  are 
!ady  plotting  to  shape  the  health- 
5  debate  in  2000.  The  American 
ociation  of  Health  Plans  will  soon 
ich  a  $1  million  media  offensive  in 
ly  Presidential-contest  states  Iowa 
New  Hampshire.  Its  message:  A 
ernment-knows-best  approach  will 
;  workers  and  small-business  own- 
dearly.  "We  want  to  change  the 
-managed-care  climate,"  says 
tP  chief  Karen  M.  Ignagni. 


►  Congi'essional  Republicans  are 
throwing  more  money  at  the  military 
than  it  can  spend.  Take  ballistic  mis- 
sile defense  programs,  which  lawmak- 
ers want  to  accelerate.  The  Adminis- 
tration requested  $3.6  billion,  and  the 
Pentagon  said  it  could  use  $4.1  biUion. 
But  Congress  ponied  up  $4.6  billion 
for  fiscal  '99 — with  extra  dough  for 
simulation  and  other  ways  to  reduce 
test  failures.  But  the  Pentagon  can't 
speed  up  development  because  of 
already  tight  testing  schedules. 


A  TAX-FREE  PBS? 

►  House  telecommunications  subcom- 
mittee Chairman  W.  J.  "Billy"  Tauzin 
(R-La.)  is  making  a  new  bid  to  end 
taxpayer  support  for  the  Public 
Broadcasting  Service.  PBS  now  gets 
an  annual  subsidy  of  $325  million,  but 
Tauzin  wants  Congress  to  replace 
that  with  a  $4  billion  to  $5  billion 
trust  fund  for  PBS  financed  by  com- 
mercial broadcasters.  The  incentive 
for  broadcasters:  They  wouldn't  have 
to  provide  any  public-service  pro- 
gramming, as  required  by  law. 
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WHAT'S  ON  CHARLES  SCHWAB'S  MIND: 


36  million  potential  investors. 


what's  not: 


eopleSoft  business  software. 


Charles  Schwab  has  precious  httle  time  to  worry  about  its  business 
software.  Enter  PeopIeSoft.  Our  Financial  Management  and  Human 
Resources  software  has  proven  so  reliable  that  Charles  Schwab  can 
focus  on  other  things.  36  million  investors,  for  instance.  For  more 
information,  call  1-888-773-8277  or  visit  www.peoplesoft.conVschwab. 


We  work  in  your  world. 


M 


International  Business 


The  economy  is  in 
meltdown.  And 
the  President 
is  getting  sicker 

The  contrast  could  not  have  been 
more  vivid:  As  doctors  ordered 
Russia's  ailing  President  Boris 
Yeltsin  to  cancel  visits  to  Malaysia 
and  Europe,  Moscow^s  energetic  Mayor 
Yuri  Luzhkov,  62,  donned  his  track  suit 
and  strapped  on  in-hne  skates.  With  a 
blue  bandanna  tied  around  his  bald 
head,  Luzhkov  led  a  crowd  of  children 
on  a  skating  tour  of  the  city's  new- 
sports  complex.  Meanwhile,  1,875  miles 
away,  in  the  Siberian  city  of  Krasno- 
yarsk, the  swaggeiing,  48-year-old  re- 
tired General  Alexander  Lebed — now 
governor  of  the  sutTounding  pro\ince — 
boldly  grabbed  control  of  an  anti- Yeltsin 
protest  by  jumping  to  the  front  of  the 
crowd  of  8,000  demonstrators. 

Russians  will  be  witnessing  many 
more  such  antics  in  the  next  few 
months.  Although  elections  aren't  sched- 
uled to  be  held  until  2000,  Yeltsin's  de- 
teriorating health  seems  ever  more  like- 
ly to  compel  him  to  resign  early, 
possibly  by  yearend.  If  that  happens, 
according  to  Russia's  constitution.  Prime 
Minister  Yevgeny  Primakov  would  be- 
come acting  President  and  be  requii'ed 
to  call  presidential  elections  within  thi'ee 
months.  The  vote  would  mark  the  gi-eat- 
est  turning  point  for  Russia  since  the 
So\iet  L^nion's  collapse  in  199L 
CORRUPTION.  Several  ambitious  politi- 
cians are  angling  to  succeed  the  67-year- 
old  Yeltsin.  But  the  two  who  stand  out 
are  the  feisty,  popular  Luzhkov  and  the 
tough,  chaiismatic  Lebed.  .Although  nei- 
ther has  declared  himself  a  candidate, 
each  is  husthng  to  enhance  his  national 
reputation — and  geai*  up  a  campaign  or- 
ganization. From  Moscow  to  Washington 
to  Beijing,  the  betting  is  that  one  of 
these  flamboyant  figui'es  will  win  Rus- 
sia's next  presidential  election. 

For  both  men,  the  moment  to  stiike 
is  now.  After  almost  seven  years  of  eco- 
nomic refoiTns  under  Yeltsin,  Russians 
are  ready  for  a  new  dii-ection.  They're 
sick  of  delayed  wages  and  disillusioned 
by  corruption.  In  a  recent  poll.  80*^^  of 
Russians  said  they  wanted  Yeltsin  to 
resign  before  the  end  of  his  term.  Lebed 
and  Luzhkov  are  well  situated  to  tap 
this  vein  of  discontent.  Both  are  inde- 
pendent of  the  Yeltsin  regime.  Each  is  a 
muzhik — the  sort  of  earthv,  can-do  man 


that  Russians  like  as  a  leader  And  each 
is  at  the  top  of  his  game.  Luzhkov  can 
point  to  six  years  of  economic  growth 
during  his  time  as  Moscow  mayor. 
Lebed,  after  brokering  peace  in  Rus- 
sia's wai'  with  the  breakaway  republic  of 
Chechnya,  was  elected  governor  of  one 
of  the  country's  richest  regions  in  June. 

But  Luzhkov  and  Lebed  have  stai'kly 
contrasting  visions  of  Russia's  future. 
Neither  offers  the  West  the  reassuiing 
approach  of  Yeltsin  and  his  market  re- 
formers. Instead,  Luzhkov  beheves  in 
tightly  controlled  state  capitahsm,  with 
the  state  owning  stakes  in 
key  plants.  That  is  the  model 
he  used  in  rebuilding  Moscow. 
Businesses  run  by  Luzhkov's 
associates  have  flourished. 
Critics  call  it  Moscow-style 
crony  capitalism. 

Lebed  is  chief  among  those 
critics.  He  opposes  strong 
government  involvement  in 

ALEXANDER  LEBED 

CAREER  Recently  elect- 
ed governor  of  Krasno- 
yarsk. After  coming  in 
third  in  1996  presidential 
election,  served  as  out- 
spoken national  security 
chief  until  fired  by 
Yeltsin.  In  his  26-year 
Army  career,  commanded 
troops  in  Afghanistan  and 
hot  spots  inside  Russia. 

POLITICS  Heads  Russ- 
ian People's  Republican 
Party,  which  targets 
protest  vote  from  poor 
people  in  Russia's 
provinces,  disillusioned 
reformers,  and  national- 
ists. Favors  free  markets 
and  a  crackdown  on  cor- 
ruption and  tax  evasion. 

POWER  BASE  Backed 
by  aluminum  industry  and 
bankers  m  Krasnoyarsk.  Is 
allied  with  Boris  A.  Bere- 
zovsky, a  wealthy  busi- 
nessman with  large  media 
holdings. 

PERSONAL  Now  48,  he 

is  married  with  three  chil- 
dren. A  nondrinker  and  a 
smoker,  he  is  a  chess 
enthusiast  and  former 
amateur  boxer.  Has  no 
religious  affiliation. 


the  economy  and  argues  that  Luzhko\' 
brand  of  capitalism  breeds  crime.  I 
Lebed's  view,  state  power  should  b 
used  to  enforce  niles  in  the  market,  bi 
the  state  shouldn't  micromanage  th 
economy  or  owti  too  much  of  it.  "It 
the  job  of  the  authorities  to  protec 
businessmen  from  ciiminals  and  comij 
officials,"  he  says.  Above  all,  Lebe 
wants  citizens  to  obey  the  law.  But  1 
insists  that  he  would  neither  tuiT.  bat 
democracy  nor  rely  on  repression. 

Right  now,  the  opinion  polls  favi 
Luzhkov  over  Lebed.  A  recent  poll  i 
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e  All-Russia  Center  for  the  Study  of 
iblic  Opinion  found  that  Luzhkov 
luld  defeat  Lebed  37%  to  29%  if  elec- 
iiis  were  held  today.  The  ai'cluivals,  of 
ufse,  are  not  the  only  Russians  with 
■fsidential  ambitions.  Surveys  also 
(Av  that  the  Communist  Paity's  Gen- 
(ly  Zyuganov  would  be  likely  to  win 
DUgh  votes  to  make  it  into  a  ranoff. 
uganov  would  lose  to  all  the  other 
ndidates  in  a  second  round,  however, 
cording  to  the  polls.  Grigoiy  Yavlin- 
y,  leader  of  the  liberal  Yabloko  party, 
'!]  uld  accumulate  enough  votes  to  be- 


come a  kingmaker  in  the  second  round. 

Meanwhile,  the  68-year-old  Pri- 
makov— a  onetime  apjmratcliik  and  For- 
eign Intelligence  Sei-vice  chief,  whom 
Yeltsin  tapped  as  Pi-bne  Minister  in  Sep- 
tember— could  also  be  a  strong  candi- 
date. Primakov  could  use  his  role  as 
acting  Pi'esident  to  win  support,  by  tak- 
ing a  tough  line  against  the  West.  He 
recently  criticized  the  International 
Monetary  Fund  for  refusing  to  help 
Russia.  Over  time,  however,  Primakov's 
populaiity  could  plummet  with  Russia's 
economy,  which  is  expected  to  shrink 
7%  or  more  in  1999,  after 
contracting  10%)  this  year 

Luzhkov's  rating  is  high 
paitly  because  he  strikes  a 
populist  pose.  A  caipenter's 
son,  Luzhkov  is  a  skilled  in- 
sider who  worked  liis  way  up 
through  the  Soviet  bureau- 
cracy. Appointed  mayor  in 
11192,  after  his  predecessor 

YURI  LUZHKOV 

CAREER  Moscow  mayor 
since  1992.  Trained  as  an 
engineer,  worked  as 
bureaucrat  in  Soviet 
chemical  industry  before 
joining  IVIoscow  govern- 
ment as  an  economic 
development  official  in 
1987. 

POLITICS  Recently  start- 
ed his  own  center-left 
party.  A  pragmatist,  he 
backed  Boris  Yeltsin  in 
1996  but  later  distanced 
himself.  May  strike  an 
alliance  with  the  Commu- 
nist Party.  Favors  govern- 
ment intervention  in 
economy. 

POWER  BASE  Hugely 
popular  in  Moscow,  where 
he  is  tapping  the  city's 
resources  to  build  a 
media  network  and 
national  organization. 
Weak  in  distant  provinces, 
however. 

PERSONAL  Now  62,  he 

lives  near  Yeltsin  in  an 
exclusive  development 
outside  Moscow.  Twice 
married,  with  four  chil- 
dren, he  is  a  nondrinker 
as  well  as  an  avid  tennis 
and  soccer  player. 


quit,  he  won  90%  of  the  vote  when  he 
first  ran  in  1996.  Now,  as  a  "left-center" 
candidate,  he  has  cozied  up  to  Zyuganov 
in  a  bid  to  tap  the  votes  of  moderate 
Communists.  If  Zyuganov  throws  his 
support  to  Luzhkov,  his  chances  of  vic- 
tory would  increase. 

Based  on  his  Moscow  experiences, 
Luzhkov  has  ah'eady  proposed  a  plan 
for  reviving  Russia.  He  would  kick-stait 
the  economy  by  lowering  tax  rates  and 
removing  obstacles  to  foreign  invest- 
ment in  key  industries  such  as  oil  and 
gas.  But  he  would  also  sti-engthen  state 
control  by  renationalizing  oil,  metals, 
and  manut'actiuing  companies  that  were 
privatized  at  give-away  piices. 
NO  PAY.  Luzhkov  wants  to  extend  his 
Moscow  model  across  the  country.  The 
city  has  taken  stakes  in  400  businesses, 
from  fast-food  to  refineries.  It  has  also 
teamed  up  with  a  holding  company 
called  Sistema,  which  was  founded  in 
1993  by  Vladimir  Yevtushenkov,  chau*- 
man  of  the  city's  science  and  technology 
committee — and  a  friend  of  the  mayor. 
With  $1  billion  in  sales  from  180  enter- 
prises employing  30,000,  Sistema's  hold- 
ings include  banks  where  city  fimds  are 
deposited,  factories  that  rely  on  city 
subsidies,  and  constniction  outfits  that 
have  city  contracts.  Sistema  and  the 
city  also  share  ownership  of  several 
companies,  including  TV  Center,  a  na- 
tional channel.  While  heading  Sistema, 
Yevtushenkov  serves  in  the  city  gov- 
ernment but  says  he  draws  no  salary. 

Despite  close  ties  between  govern- 
ment and  Sistema,  Luzhkov  rejects  sug- 
gestions that  the  company  could  be  an 
instrument  of  crony  capitalism.  "Can 
you  remember  even  one  scandal  involv- 
ing the  city?"  he  demanded  in  an  inter- 
view with  BUSINESS  WEEK.  "We  don't 
create  scandals  because  we  work  with  a 
budget — a  civilized  system.  Moscow  has 
created  the  most  developed  capitalist 
system  in  Russia,"  he  adds.  On  his 
watch,  Luzhkov  notes,  Moscow  has  ac- 
counted for  one-third  of  all  business  ac- 
tivity in  the  countiy. 

Can  Luzhkov  impose  his  Moscow  for- 
mula nationwide?  One  obstacle  will  be 
money.  Moscow  has  drawn  more  than 
half  of  aU  Russia's  foreign  investment  in 
recent  years,  and  the  city  has  won  a 
big  share  of  tax  revenues  from  giants 
such  as  Moscow-based  Gazprom.  But  as 
President,  Luzhkov  would  take  over  a 
government  that  has  never  raised 
enough  taxes  and  could  be  fi-ozen  out  of 
capital  markets  if  it  defaults  on  more 
than  $17  billion  in  hard-currency  debts 
due  in  1999.  Still,  Russian  businesspeo- 
ple  tend  to  favor  Luzhkov  over  Lebed. 
"My  preferences  go  to  Mayor  Luzhkov 
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because  we  can  see  what  he  has 
done,"  says  Leonid  Rogozin,  finan- 
cial director  of  Izhevsk  Radio  Fac- 
tory in  central  Russia. 

There's  no  doubt  that  Lebed's 
economic  policy  is  less  clear.  Busi- 
nesspeople  remember  how,  in  1996. 
the  then-presidential  candidate  en- 
dorsed a  hberal  economic  pohcy, 
then  switched  tracks  by  advocat- 
ing more  state  control.  These  days. 
Lebed  vows  that  he  supports 
democracy,  the  free  market,  and 
foreign  investment.  He  says  he 
has  no  plans  to  renationalize  pri- 
vatized state  enterprises  and,  un- 
like Ltizhkov,  would  not  bail  out 
tycoons  whose  banks  have  gone  bust. 
EX-BOXER.  Instead,  Lebed  is  more  like- 
ly to  push  insolvent  companies  into 
bankinptcy.  A  critic  of  the  goveiTiment's 
default  on  domestic  debt,  he  is  calling 
for  creative  approaches  to  rescheduling 
talks.  In  Ki-asnoyarsk,  he  wants  to  set 
up  a  fund  of  precious  metals  as  collat- 
eral for  loans.  In  general,  though,  Lebed 
has  hai-dly  begun  to  craft  an  economic 
policy  in  Ki-asnoyai'sk.  He  has  focused 
on  law-and-order,  setting  up  a  team  to 
uncover  misuse  of  state  funds  and  pub- 
hcize  the  crimes  of  state  officials. 

A  mihtaiy  man  for  26  years  and  a 
foiTner  boxer,  Lebed  makes  no  effort  to 
downplay  his  tough  image.  In  his  auto- 
biogTa];>liy,  he  tells  how,  in  .Afghanistan. 


WAVING  GOODBYE?  Primakov  may  take  over  if 
YelfstK  restgid.  o*  seems  more  and  more  likely 


he  once  punished  11  Anny  bullies  by 
pimching  each  one  in  the  face.  But  that 
night,  he  recounts,  he  had  a  crisis  of 
conscience,  telling  himself  that  if  he 
c-ouldn't  command  without  using  his  fists, 
he  wasn't  fit  to  be  an  officer  Since  then, 
Lebed  has  won  respect  as  a  soldier- 
peacekeeper.  In  the  early  1990s,  he 
cjuelled  a  neai-  ci\"il  wai*  in  newly  inde- 
pendent Moldova.  More  recently,  he  per- 
suaded the  Chechens  to  lay  dowTi  their 
ai-ms  after  almost  tlu'ee  yeai^s  of  conflict 
with  Russian  troops. 

Thus,  Lebed  may  defy  the  expecta- 
tions of  those  wiio  feai-  he  is  a  dictator 
in  disguise.  On  a  visit  to  Washington, 
"he  seemed  much  more  common-sensi- 
eal.  authoritative  rather  than  authori- 


How  Russia  Could  Change  Under  a  New  President 


IF  YURI  LUZHKOV  WINS... 

IF  ALEXANDER  LEBED  WINS... 

PRIVATIZATIONS 

Would  likely  be  reversed,  especially  for 
companies  sold  off  cheaply  to  tycoons. 
The  state  would  take  controlling  stakes  in 
key  enterprises  and  might  sell  land. 

Ones  that  were  done  under  Yeltsin 
regime  would  be  untouched,  and  more 
sell-offs  of  state  assets  would  likely 
go  forward. 

INDUSTRY 

Would  receive  more  subsidies  but  would  be 
tightly  regulated.  Bankruptcies  would  be 
kept  to  a  minimum,  preserving  jobs  but 
slowing  down  productivity  improvements. 

Would  face  a  shakeout  as  the  government 
enforced  selective  bankruptcies  of 
companies  unable  to  pay  taxes.  Corrupt 
factory  directors  would  be  prosecuted. 

CRIME  AND 
CORRUPTION 

Would  be  condemned — but  might  end  up 
flourishing  in  any  case,  as  the  govern- 
ment's bureaucracy  grew  to  manage  bigger 
state  holdings  in  industry. 

Would  be  a  major  issue,  as  the  government 
would  crack  down  on  tax  evasion  and 
organized  crime.  Lebed  says  he  would  use 
constitutional  means,  however. 

FOREIGN 
INVESTMENT 

Would  be  encouraged,  as  it  has  been  in 
Moscow.  Investors  may  be  offered  shares  in 
renationalized  enterprises  as  compensation 
for  Russia's  short-term  debt  default. 

Would  be  encouraged  through  new  efforts  to 
protect  rights  of  minority  shareholders.  New 
proposals  would  be  made  to  repay  debts  to 
Russian  and  international  investors. 

F0REI6N 
POLICY 

Would  likely  take  a  more  nationalistic  tilt 
as  Luzhkov  opposes  NATO  intervention  in 
the  former  Yugoslavia. 

Would  be  more  nationalistic,  especially 
if  the  Baltic  states  or  Ukraine  seek  to 
join  NATO. 

DATA;  BUSINESS  WEEK 


tarian."  says  a  U.  S.  State  Dej 
official.  Lebed's  own  family  histo 
may  also  help  hold  excessive  ui'g 
in  check.  His  grandfather  w 
placed  in  internal  exile  lifter  ber 
accused  of  being  a  kulak,  or  ri 
farmer,  in  the  1930s.  Explai 
Lebed:  "He  was  not  a  kulak.  1 
had  four  children,  two  cows,  a 
two  horses.  The  local  authorit: 
received  an  order  to  exile  a  ceii; 
number  of  kulaks.  They  did  i 
have  enough,  so  he  was  arbiti-ai' 
placed  in  that  categoiy." 

As  the  Yeltsin  era  drav\-s  tc 
close,  Russians  and  Westernt 
must  wony  that  Russia's  expe 
ment  with  democracy  and  capitali 
will  soon  end,  too.  No  doubt,  Rus 
faces  veal's  of  timault  as  it  straggles 
rebuild  its  financial  system  after  1; 
August's  devaluation  and  default.  A 
the  countiy  has  yet  to  gi'apple  w 
renovating  industiy.  Tliese  issues  wo' 
pose  huge  challenges  for  either  Pn 
dent  Luzhkov  or  President  Lebed. 
equally  clear,  however,  that  Russi; 
have  gi-own  used  to  being  able  to  sp( 
out  freely  and  travel  where  they  U 
Even  if  Lebed  or  Luzhkov  clamp  do 
on  some  freedoms,  they  are  likely 
face  mass  protests  if  they  roll  back 
mocratic  refoiTns  too  far. 

For  now,  both  Lebed  and  Luzhl 
are  racing  against  time.  Until  the  pi 
■■■■■■■■■■■■■■  idential  election  is 
cially  set,  each  m 
struggle  to  impr( 
the  dii'e  economic  s 
ation  in  his  own 
stituency.  In  Mosc 
tax  revenues  ai'e  dc 
an  estimated  20%, 
unemployment  is 
ing.  In  Ki'asnoyai 
companies  don't  h 
enough  money  to 
suppliei"s,  let  alone 
es.  In  the  capital, 
dren  beg  for  monej 
the     city's  cen 
square.  So,  for 
Lebed  and  Luzhl 
the  sooner  the 
tions  take  place, 
better.  WTiether  it 
l)ens  this  winter  o 
a  year,  Russian  vo 
will  soon  face  ana 
dramatic  choice. 

By  Patricia  Ki 
and  Carol  Mail 
in  Moscow,  with  J 
Flynn  in  Lon 
and  Stan  Crock 
Washington 
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HONGKONG  TELECOM'S 


market  was  recently  deregulated.  Hungry  competitors  were  trying 
to  muscle  in.  What  could  they  do  to  stay  innovative  and  maintain  their  valuable  customers?  Bolster 
loyalty  immediately  with  an  online  customer  service  system.  We  helped  to  enhance  Hongkong 
Telecom's  number  one  partners  program  which,  among  other  things,  converted  paper  billing  into  an 
online  system  enabling  customers  to  view  usage  activity  most  any  way  they  wish  (far  more  convenient 
for  customers  of  Hongkong  Telecom).  What  made  it  possible?  Netscape  Application  Server  software. 
Today,  there's  no  telling  what  business  will  break  away  from  the  competition  with  a  Netscape  solution. 
Learn  more  with  a  free  infoimation  packet — call  800-945-9361  or  visit  home.netscape.com/breakaway 
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i  1998  Netscape  Communications  Corpora 
of  Netscape  Communications  Corp.  in  t 
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COIVIIVIENTARY 

By  Stanley  Reed 

IS  THE  EURO'S  POINT  MAN  FIGHTING  THE  WRONG  WAR? 


f 


Hard  as  Wim 
Duisenberg's  job 
sounded  when  he 
was  named  future 
head  of  the  new  Eu- 
ropean Central  Bank 
(RGB),  it  has  gotten  a 
lot  harder  lately. 
Even  in  good  times, 
setting  a  single  inter- 
est rate  for  all  11 
economies  slated  to 
join  Eiu'opean  mone- 
tary union  (emu)  did 
not  look  like  a  cake- 
walk.  Now  that  eco- 
nomic turbulence  is 
buffeting  Europe,  the 
task  could  be  murder. 

Yet  Duisenberg 
faces  a  challenge  that 
could  be  even  more 
troublesome  than  the 
slowdown.  Thanks  to 
voters'  weanness  with 
conservative  governments  and  the 
austerity  required  to  qualify  for  emu, 
left-leaning  politicians  have  come  to 
power  in  France,  Germany,  and  Italy. 
Duisenberg's  tight-money  stance  is 
intended  to  counteract  then'  poten- 
tially inflationary  influences.  But  so 
far,  that  stance  seems  out  of  line 
with  other  central  bankers'  efforts  to 
control  the  damage  in  the  global 
economy. 

INFLATION  HAWK.  -Just  a  few  months 
ago,  economic  gi'owth  forecast  at  ?>% 
for  1999  seemed  enough  to  ovenide 
any  problems  on  the  road  to  emu. 
Now,  led  by  Oskar  Lafontaine,  Ger- 
many's new  Finance  Ministei",  Eu- 
rope's politicians  are  calling  for  in- 
creased sj)ending  to  bring  down 
stubbornly  high  unemployment.  They 
have  also  been  pushing  for  speedy 
interest-rate  cuts,  although  the  ecb's 
mandate  is  to  establish  credibility  for 
the  euro  by  being  hawkish  on  infla- 
tion. But  the  pols  don't  give  a  hoot 
about  making  the  ecb's  life  easier. 
"In  the  1970s,  we  had  a  turn  away 
from  welfare-state  liberalism.  Now, 
on  the  eve  of  the  mfllennium,  we  are 
getting  a  turn  away  from  crude  mon- 
etari.sm,"  says  Denis  MacShane,  one 
of  the  British  Laboui'  Party's  parlia- 
mentary experts  on  Europe. 


4 
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Meanwhile,  Duisenberg  has 
been  downplaying  the  danger 
of  global  deflation,  saying  his 
job  is  to  hold  inflation  to  2%. 
Duisenberg  is  of  course  mainly 
worried  about  shepherding  the 
euro  to  the  starting  line,  and 
under  most  circumstances,  his 
tough  talk  would  be  smart. 
But  with  U.  S.  Federal  Re- 
serve Chairman  Alan 
Greenspan  cutting  rates  to 
help  ease  the  global  crisis,  Duisen- 
berg is  looking  too  parochial  to  be 
central  banker  of  a  currency  bloc 
that  aspires  to  rival  the  dollar.  At 
the  very  least,  he  should  have  sig- 
naled that  Eui'ope  was  ready  to 
pitch  in  to  help  the  world  econo- 
my— emerging  from  the  shadow  of 
Germany's  hard-line  Bundesbank 
and  perhaps  even  suggesting  a  Ger- 
man rate  cut.  "The  ECB  has  played 
its  cards  very  badly,"  says  David  P. 
Bowers,  European  equity  strategist 
at  Merrill  Lynch  &  Co.  in  London. 

Bowers  and  other  observers  in 
the  City  of  London  worry  that  the 
tension  between  the  ECB  and  the 
politicians  will  escalate.  In  the 
worst-case  scenario,  the  Germans 
and  the  French  might  push  for  big 
spending  programs  and  put  so  much 


heat  on  Duisenberg 
that  he  becomes  even 
more  resistant  to  rate 
cuts.  The  result:  an 
overvalued  euro  that 
contributes  to  a  sharp 
slowdown  in  Europe. 

There  is  already 
talk  of  scrapping  the 
tight  budget  criteria 
required  of  partici- 
pants in  the  single 
currency.  Big  job- 
creation  schemes  such 
as  new  railways  and 
roads  are  being  float 
ed  at  the  European 
Commission.  To  fi- 
nance them,  some 
politicians  have  sug- 
gested raiding  central 
bank  treasuries  or 
having  Brussels  issue 
new  bonds. 

But  a  debacle  that 
spoils  the  euro's 
launch  is  far  from  in- 
evitable. Although  th( 
recent  shar}}  rise  in 
world  stock  markets 
may  prove  fleeting,  it 
could  also  signal  an 
easing  of  the  global  fi 
nancial  crunch.  If  so, 
pressure  on  Duisen- 
berg would  diminish. 
The  ECB  is  hinting 
privately  that  it  will  be  more  flexi- 
ble next  spring  once  the  euro  is  out 
of  the  box.  And  the  new  German 
government's  I'eal  intentions  are  sti 
unclear. 

But  we  may  be  seeing  the  begin 
nings  of  a  power  sti-uggle  that  could 
expose  the  flaws  in  the  blueprints  fo 
the  new  Europe.  For  example,  some 
critics  have  always  doubted  that  a 
strong  central  bank  could  be  sus- 
tained without  a  strong  central  gov- 
ernment. To  prove  them  wrong, 
Duisenberg  needs  to  get  better  at 
explaining  how  the  ecb  will  con- 
tribute to  sustaining  a  strong  Euro- 
pean economy.  The  new  central  ban] 
needs  a  statesman. 


His  tight-money 
rhetoric  seems 
to  be  at  odds 
with  the  global 
economic 
turbulence 
buffeting  Europe 


Reed  is  business  week's  London 
bureau  chief. 
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Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you  ve  imagined. 

-Henry  David  Thoreaii 


What  do  you  want  out  of  life?  What  do  you  imagine  it  to  be?  Does  it  scare  you?  Or  fill 
you  with  promise  and  anticipation?  At  American  General,  50,000  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 
we're  helping  over  12  million  people  live  the  life  they've  imagined. 

Live  the  life  you  ve  imagined. 


American 
I  General 

I  Financial  Group 
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International  Business 


THE  ASIAN  CRISIS 


HOW  A  BLOOD  FEUD  IN  MALAYSIA 
SPUN  OUT  OF  CONTROL 

A  fight  over  economic  policy  turned  personal.  Now,  it  could  result  in  national  upheaval 


To  Prime  Minister  Mahathir  Mo- 
liamad.  ]\Ialaysia's  annual  au-  and 
boat  show  on  the  island  of 
Langka\\i  was  an  event  he  hated 
to  miss — even  as  his  nation  sttimbled 
tlu'ough  an  economic  crisis.  So  ^Mahatliii- 
decided  to  hold  the  Dec.  3.  1997,  meeting 
of  the  Malaysian  Cabinet  on  the  island. 

But  by  the  time  he  anived,  Maliatliii- 
fotmd  that  liis  next-in-command — Deputy 
Piime  Minister  Anwai-  Ibi-aliim — had  \ir- 
tually  concluded  the  meeting  without 
lum.  In  what  amotmted  to  an  economic 
coup,  the  Cabinet  had  adopted  an  atis- 
terity  plan  similai"  to  those  imposed  on 
neighboring  Tliailand  and  Indonesia  by 
the  International  Monetaiy  Fimd.  The 
plan  would  slash  ptibUc  spending  and  big 
projects  championed  by  Maliatliii-. 

The  new  policy  was  a  stunning  re- 
buke to  Mahathir.  Since  the  onset  of 
the  Asian  crisis  five  months  earlier,  he 
had  been  railing  against  a  perceived 
Western  conspiracy  and  insisting 
Malaysia  could  maintain  its  breakneck 
gi-owth.  Mahathir  humbly  agi'eed  to  go 
along  with  his  Cabinet's  decision — but 
on  the  next  day  undercut  it  by  sa\ing 
Malaysia  would  proceed  with  a  contro- 
vei-sial  $2.7  bUlion  rail  and  pipeline  proj- 
ect. The  ringgit  hit  a  new  low. 
CROSS  PURPOSES.  That  episode  was  a 
prelude  to  Malaysia's  woi^st  pohtical  cri- 
sis in  decades,  .\lthough  ilahathir  and 
Anwar  had  long  disagreed  over  eco- 
nomic stewardship  and  political  spoils, 
the  lift  widened  as  Asia's  financial  crisis 
wore  on  and  the  two  leaders  workeci 
increasingly  at  cross  purposes.  Ulti- 
mately, Mahathir  clamped  controls  on 
the  ciuTency  and  jailed  Anwai",  casting 
himself  as  an  Intel-national  rogue. 

Today,  the  clash  thi-eatens  to  send 
Malaysia  into  uj^heaval.  .\nwai\  a  central 
player  in  the  old  patronage  system,  has 
now  emerged  as  a  hero  of  the  swelling 
reformasi  movement,  which  advocates  a 
more  open  society  and  economy.  He 
goes  on  trial  Nov.  2  on  10  chai"ges  of 
sodomy  and  cornaption.  A  conviction 
could  spai-k  an  ugly  conn-ontation. 

How  did  the  two  men  end  up  so  mil- 
itantly  opposed  to  each  other"?  .Just  a 
few"  yeai"s  ago.  Anwai'  was  Mahathii'".- 
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anointed  successor  to  lead  the  mling 
United  Malays  National  Organization 
(UMNO).  Of  the  two,  Anwai-,  .51,  was  the 
more  friendly  to  the  West.  Mahathir, 
72,  liked  to  rile  the  West.  But  like  An- 
wai-. he  saw  foreign  investment  as  key 
to  Malaysia's  economy.  Both  were  sa\"\-j- 
politicians  who  steered  choice  deals  to 
theu-  alhes  in  business. 

Still,  Anwai-  had  in  recent  veai-s  in- 


creasingly called  for  the  nile  of  law  ai 
more  transpai'ency.  But  he  was  wilUi 
to  bide  his  time  until  he  ran  the  cou 
try.  Then  the  crisis  empted.  Anwai-  ss 
that  the  meltdowiis  of  Tliailand  and  I 
donesia  were  caused  by  bad  econon 
management — and  the  same  could  ha 
pen  in  Malaysia  without  swift  action. 

Maliatliii-  looked  at  it  differentl}-.  I 
was  in  the  twihght  of  his  cai-eer — ai 


Anwar  VS.  Mahatt 
An  Escalating  Bat 

JULY  24,  f&f:7  Mahathir  beg 
blame  foreign  financiers  and  Je 
Asia's  meltdown.  Anwar  pri 
assures  investors  Malaysia  ^ 
adopt  radical  policies. 

AUe.  12,  Je&y  Anwar  annour 
halt  to  big  public  projects,  inci 
a  huge  dam  and  airport.  Two  da 
er,  Mahathir  contradicts  him.  i 
plunge. 

DF.C.  3,  I9S7  After  meeting 
chief  Michel  Camdessus  and  p 
over  a  controversial  corporate  b 
Anwar  pushes  an  austerity 
thrpugh  the  Cabinet.  Mahathir  e 
but  days  later  starts  backtrack 

APR.  15,  ISSi:  In  New  York, 
blasts  "perverse  patronage"  an< 
for  "creative  destruction."  Mahc 
outraged.  Meanwhile,  off 
attempt  a  bailout  of  Malaysia  A 
which  Anwar  thwarts  upon  hi 

JUKT:  ?0,  I95f:  The  feud  bu 
the  open  as  the  Anwar  and  M 
camps  trade  charges  of  cronyis 
ruling  party  convention.  Mc 
allies  distribute  a  book  allegir 
ruption  and  illicit  sex  by  Anwj 

SEPT.  J,  JSef:  Mahathir  unvei 
rency  controls.  Soon  afte. 
Mahathir  sacks  Anwar  and  he 
eral  associates  an'ested.  Anwar 
pu'bNc  rallies.  Mahathir  orde 
arrest,  setting  the  stage  for  A 
Nov.  2  trial.  : 

DATA:  BUSINESS  WEEK  ' 


ired  for  his  legacy.  Mahathir  genuine- 
thought  the  system  he  proudly  calls 
lalaysia  Incorporated"  was  a  legiti- 
ite  development  model.  A  handful  of 
ialthy  businessmen  are  given  the  role 
implementing  big  projects  and  keep- 
r  the  economy  humming.  Then  wealth 
ckles  dovm.  "We  view  Malaysia  as  a 
"poration,  and  the  shareholders  in  the 
vernment  are  companies,"  says  Mu- 
ipha  Mohamed,  the  new  No.  2  at  the 
nance  Ministry.  "To  the  extent  you 
Ip  the  bigger  guys,  the  smaller  guys 
nefit."  Mahathir  declined  to  be  intei- 
!wed. 

The  crisis  provoked  a  fury  in  Ma- 
:hir  toward  the  outside  world.  Two 
y^s  after  Mahathir  returned  from  a 
0-month  foreign  trip  in  July,  1997,  he 
^an  blasting  "international  manipula- 
■s"  such  as  financier  George  Soros 
i  Jewish  traders  for  trying  to  undo 
!  success  of  the  Muslim  Malaysians, 
war,  in  contrast,  tightened  up  on 
ney  and  began  urging  Mahathir  to 


suspend  big  public  works.  When  Ma- 
hathir agreed  on  Sept.  5  to  postpone 
the  $5.3  billion  Bakun  Dam,  a  new  air- 
port, and  plans  to  build  the  world's 
longest  building,  the  market  enjoyed 
the  largest  one-day  surge  in  over  three 
years.  But  the  rally  fizzled. 

Mahathir's  patience  ran  out.  On  Nov. 
21,  he  named  a  j^anel  to  devise  remedies 
that  included  himself,  Anwar,  economic 
adviser  Daim  Zainuddin,  and  prominent 
economists  and  businessmen.  Council 
members  quickly  squared  off  over 
whether  Malaysia  needed  austerity  or 
easy  money  and  more  government 
spending.  After  months  of  debate,  "we 
became  convinced  that  you  cannot  go 
on  with  tightening  monetaiy  policy,"  re- 
calls Zainal  Aznam  Yusof  of  the  Institute 
for  Strategic  &  International  Studies. 

Then  came  a  move  that  I'ocked  mar- 
ket confidence  and  drove  a  deeper 
wedge  between  Anwar  and  Mahathir: 
the  bailout  of  Renong.  Headed  by  Ma- 
hathir associate  Halim  Saad,  Renong 


HEAD  TO  HEAD 


Petronas  unit.  "I  didn't  ask  him  to  in- 
tervene. I  just  told  him  that  any  busi- 
nessman faced  with  this  situation  will 
have  to  sell  and  pay  down  the  debt," 
says  Mirzan,  who  holds  a  Whaiton  MBA. 

In  Api-il,  the  Anwar-Mahathir  rift 
gi'ew  wider.  Speaking  in  New  York  at 
the  elite  Council  on  Foreign  Relations, 
Anwar  declared  that  Malaysia's  public 
purse  had  become  "a  rich  feeding 
ground  for  all  kinds  of  parasites."  An- 
war also  touted  the  virtues  of  "creative 
destmction."  Mahatliii'  would  deride  that 
term  for  months.  In  New  York,  Anwar 
got  wind  of  another  bailout,  this  time 
for  Daim  pal  Tajudin  Ramli  at  Malaysia 
Airlines.  "The  moment  my  back  is 
turned,  they  push  through  this  non- 
sense," he  told  aides.  Anwar  tlu-eatened 
to  veto  the  deal,  which  was  never  done. 

Indonesia's  Suharto  fell  soon  after- 
wai'd,  and  by  the  time  the  umno  General 
Assembly  met  on  Jime  20,  Mahatliii"  was 
convinced  Anwar's  supporters  were  out 
to  topple  him,  too.  All  1,900  conference 


When  the  Asian  crisis  hit, 
Anwar  wanted  to  end  Malaysia's  patronage 
system.  But  Mahathir  genuinely  believed  it  was 
a  legitimate  model  for  developing  nations 


had  built  some  of  Malaysia's  biggest 
projects  but  was  choking  under  a  pile  of 
debt.  In  a  complex  transaction  that  left 
minority  shareholders  in  the  cold, 
Renong  subsidiary  United  Engineers 
Malaysia  (uem)  paid  a  stiff  premium  to 
buy  out  the  parent  company.  Analysts 
suspected  that  Mahatliii'  allies  benefited, 
a  chai'ge  Renong  denied.  Anwai-  ordered 
regulators  to  investigate,  vfm  was  foimd 
to  have  broken  disclosm-e  mles,  but  the 
punishment  was  light.  Stocks  plunged. 
"MORAL  OBJECTION."  Days  later  came 
the  meeting  on  Langkawi,  where  the 
Cabinet  agi'eed  Malaysia  needed  auster- 
ity. But  business  leaders  were  gi'owing 
unhappy,  as  was  Mahatliir.  "Tlie  intensity 
of  business  collapses  and  bank  collapses 
was  like  tenpins  falling  every  day,"  says 
Mahathir  ally  Francis  Yeoh,  managing 
dii'ector  of  yti,  Coip.  "He  couldn't  stand 
it."  Adds  another  prominent  business- 
man: "He  doesn't  believe  in  bankrupt- 
cies. He  has  a  moral  objection  to  them." 

The  attempts  to  get  around  Anwar's 
IMF-style  budget  grew.  Anwar  aides  con- 
tend Mahathii'  suggested  that  Petroliam 
Nasional  (Petronas)  bail  out  his  son 
Mirzan  Mahathir's  shipping  company, 
Konsoitium  Perkapalan,  which  had  trou- 
ble servicing  its  $490  million  debt.  Both 
Mirzan  and  Petronas  deny  the  Prime 
Minister  was  involved  with  the  $220 
million  purchase  of  KP's  assets  by  a 


attendees  received  a  book  alleging  sexu- 
al affaii's  by  Anwar  and  accusing  him  of 
espionage.  Anwai''s  camp  retui-ned  fu-e. 
The  leader  of  the  umno  youth  league 
criticized  the  govemment  for  "coirup- 
tion,  collusion,  and  nejiotism."  Mahatliir 
retorted  that  even  Anwar  had  benefited 
fi'om  public  lai'gesse.  Days  later,  Maliathii- 
named  Daim  to  take  over  management  of 
the  economy  fi'om  Anwar. 

After  another  market  slide,  Mahathii- 
on  Sept.  1  imposed  currency  controls 
and  soon  after  told  Anwar  to  resign. 
When  he  refused,  Mahathir  dismissed 
him  the  next  evening.  But  Anwar  was 
not  finished.  He  organized  the  biggest 
protest  in  Malaysia's  history  on  Sept. 
20  to  call  for  reform.  Mahathir  ordered 
Anwar's  airest  that  night.  A  week  later, 
Anwar  appeared  in  court,  bruised  from 
what  he  said  was  a  police  beating. 

Whatever  the  verdict  in  Anwar's  tri- 
al, it  is  unlikely  to  end  the  momentum 
for  refonn,  although  no  one  wants  a  re- 
peat of  the  violence  that  marked  Suhar- 
to's fall.  Mahathii'  seems  intent  on  stay- 
ing in  power  to  safeguard  the  economic 
structure  he  spent  17  years  building. 
BuL  even  if  Anwai'  vanishes  fi'om  power, 
the  questions  he  has  posed  will  haunt 
his  stern  mentor  for  yeai's  '  o  come. 

By  Slieri  Prasso  and  Mark  Clifford 
in  Kuala  Lvnipur,  ivith  Joyce 
Baniathan  ir  Hong  Konrj 
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International  Business 


CHINA 


A  CRACKDOWN  ON  SMUGGLERS 
-AND  FOREIGN  COMPANIES 

Beijing's  drive  is  making  life  easier  for  local  manufacturers 


Beijing  is  turning  up  the  heat  on 
smugglers.  Undersconng  the  dnve 
to  seal  porous  borders  from  tax- 
evading  goods,  Premier  Zhu  Rongji  in 
October  led  an  80-member  inspection 
team  across  the  south.  "Progi'ess  in  the 
antismuggling  battle  has  been  veiy  un- 
balanced in  some  areas,  and  we  cannot 
overestimate  our  acliievements,"  he  said 
after  the  tour  in  Guangzhou,  where  he 
called  for  military  and  provincial  leaders 
across  China  to  step  up  their  efforts. 

The  crackdown's  goals  seem  obvious: 
End  the  corruption  in  China's  armed 
forces  that  provides  most  of  the  path- 
ways onto  the  mainland  for  smuggled 
goods,  start  collecting  as  much 
as  $12  billion  in  lost  central 
government  revenues,  and  re- 
verse the  estimated  $20  billion 
in  capital  flight,  a  significant 
portion  of  which  has  gone  to 
pay  for  smuggled  goods.  But 


The  rules  of  the  game  are  changing. 
As  China  reins  in  smuggling,  it's  dis- 
rupting operations  and  in  some  cases 
cutting  market  shares  and  profits  for 
foreign  producers  of  everything  from 
computers  to  color  film.  "Companies  are 
being  approached  by  government  offi- 
cials and  being  told  to  prove  they  are 
serving  the  market  with  [local]  produc- 
tion," says  Tony  Perkins,  a  principal  at 
McKinsey  &  Co.-Greater  China. 

Until  now,  many  foreign  products 
have  been  smuggled  into  China  to  avoid 
import  duties.  They  range  fi'om  20%  for 
computer  goods  to  150%  on  cars,  plus  a 
value-added  tax  of  usually  17%.  An  es- 


THE  SMUGGLER'S  ADVANTAGE 

•  Import  duties  on  parts  and  taxes  add  $78  to  the  cost  of 
producing  a  $300  cell  phone  in  China. 


BEIJING  BUYERS 

Many  high-tech  products  sold 

in  China  are  "gray  imports" 


timated  80%  of  products  in  many 
these  categories  have  been  smuggle 
or  are  so-called  "gray  imports" — broug 
in  without  paying  full  duties. 

Foreign  companies  themselves  us 
ally  are  not  involved  in  the  smuggUr 
instead  selling  their  products  to  Ho: 
Kong-based  middlemen  who  bring  t 
goods  into  China.  Some  companies  ha 
even  produced  goods  on  the  mainlar 
exported  them  to  Hong  Kong  to  g 
tax  breaks  on  their  imported  comp 
nents  and  raw  materials,  then  seen  th 
products  return  illegally  to  China. 

Take  the  computer  industry.  Fac 
vrith  average  taiiff  levels  of  20%,  forei 
manufacturers  have  relied  on  gi'ay  i 
ports.  Now,  with  the  crackdowm,  co 
panies  are  finding  theii'  computers  si 
denly  unavailable.  "Local  manufacture 
will  gain  market  share,  and  forei, 
brands  will  have  to  considei'  rampi 
up  production  in  China,"  says  Rob 
S.  Chu,  managing  dii-ector  of  South  A 
for  Gateway  Inc.  Indeed,  local  produ 
Legend  Computer,  the  market  leac 
is  crowing.  Its  sales  have  jumped  4 
since  the  crackdown  started. 
HEADACHES.  Illicit  imports  have  a 
played  a  major  role  in  feeding  Chir 
tremendous  demand  for  mobile  phor 
As  much  as  70%  of  the  hot-selli 
phones  of  Ericsson  and  Nokia  Corp. 
been  slipped  in  fi'om  Hong  Kong,  say 
dustry  analysts.  John  Gilbertson,  pr< 
dent  of  Ericsson  (China)  Co.,  says  t 
gi-ay  imports  of  Ericsson  mobiles  hi 
never  exceeded  30%  of  China  sales 
estimates  they  have  now  fallen  to  sir 
digits.  Nokia  China  decHned  to  c( 
ment  on  such  imports,  but  a  spokesr 
says  "the  majority  of  Nokia  phones  s 
in  China  are  manufactured  in  oui" 
duction  plants  in  China." 

Foreign  companies  are  hoping 
the  headaches  of  dealing  with  Chi 
smuggling  trade  and  peri( 
crackdowns  will  disappear 
the  last  thi'ee  months,  the 
emment  says  it  stopped  1 
attempts  at  smugghng,  inv 
ing  goods  woi-th  $600  mill 
But  the  smuggling  may 


•A  similar  phone  can  by  purchased  by  a  Hong  Kong 

middleman  in  Europe,  for  example,  for  $78  less.  ,      .,  ^, .    ^   „   •  • 

some  foreign  companies  are    end  until  China  finally  joins 

•  The  middleman  then  pays  $30  or  so  to  bribe  a  cus- 
toms officer  or  the  military  at  the  Chinese  border  to  let 
the  phone  into  the  country. 


starting  to  suspect  another  mo- 
tive: They  fear  that  Beijing  is 
attempting  a  sneak  attack  on 
some  of  their  market  successes 
in  China.  "One  goal  is  clearly 
to  protect  local  industry,"  says 
a  Western  diplomat. 


•  The  smuggled  phone  sells  in  China  for  $48  less  than 
the  locally  produced  version. 


DATA  BUSINESS  WEEK 


World  Ti-ade  Organizat 
Then  the  high  tariffs  will  i 
to  fall — and  there  will  be 
need  for  smugglers. 

By  Dexter  Roberts 
Beijbig,  with  Bruce  Einh 
bi.  Hong  Kotig 
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atson,  come  here 

"his  is  so 
ncredibLy 


is  here. 


Now  any  size  company  can  have  ti 
service  and  savings  of  a  mega-si2i 


Not  since  Alexander  Graham  Bell  called  Mr.  Watson  on  the  very  first  telephone  has  there  been  a  more  impo 
moment  in  the  world  of  communications.  Because  Teligent  has  arnved.  Which  means  small  and  mid-sized  coi 
now  have  an  amazingly  powerful  alternative  to  their  regular  phone  company.  And  a  great  new  tool  that  will 

them  more  productive  —  and  competitive  —  than  ever  before. 


Local,  long  distance,  Internet  and  more.  From  one  company,  on  one  bill. 

Until  now,  only  the  largest  companies  could  have  real  communications  power.  No  longer.  With  our  12-inch  antenna  or 
roof  of  your  office  building,  Teligent  DigitalWave^"  technology  gives  you  many  of  the  advantages  of  a  fiber-optic  conn 
High-quality  local  and  long  distance  phone  service.  Internet  access  that's  up  to  100  times  faster  than  a 
dial-up  connection.  Even  enough  Landwidth  for  full-motion  videoconferencing.  All  from  one  company, 
all  on  one  bill.  And  with  Teligent,  yoc  don't  have  to  wait  months  for  service:  you're  ready  to  go  in  as  few 
as  10  business  days. 


■optic  conn 

c 


tmmunications  power; 
zjnpany- 


,of,| )  to  30%  off  your  current  rate.  No,  we're  not  kidding. 

not  an  introductory  claim,  or  some  attempt  at  "new  math."  From  here  on  out,  Teligent  promises  to  save  you 
)%  on  local  phone  service,  long  distance  and  the  internet.  We  simply  tal<e  the  average  of  two  months'  bills, 
»ly  our  discount  to  that  figure.  Larger  companies  have  enjoyed  substantial  savings  for  years.  Now,  thanks  to 
,  everyone  can. 


ner  service  that  actually  acknowledges  your  existence. 

.ndl,  our  CEO,  left  the  presidency  of  AT&T  with  one  mission.  To  give  smaller  companies  the  same  preferential  treatment 
oonsive  service  as  the  big  guys.  It's  a  philosophy  we  guarantee:  If  during  the  first  90  days  you  want  to  switch  back  to 
local  service  provider,  we'll  pay  for  it  —  up  to  $1,500.  But  we  doubt  that  will  happen.  Because 
lU've  experienced  the  power  of  Teligent,  there's  no  going  back.  Only  forward.  For  more 
ion.  visit  www.teligent.com. 

The  Smart  Way  To  Communicate.' 


(l^igent 


Earn  50%  Off  a  Weekend 
Night  at  Select  Hotels 


Earn  1  Free  Weekend  Night 
at  Select  Hotels 
Of  2,000  Bonus  Miles 


Stay  6  Nights 


Earn  2  Free  Weekend  Nights 
at  Select  Hotels 
Or  4,000  Bonus  Miles 


StaySNichts 


Earn  3  Free  Weekend  Nights 
at  Select  Hotels 
Or  6,000  Bonus  Miles 


Free  NigRts  or  TRousanJs  of  AAiles 
Ajre  in  tRe  Stars  at  Hyatt 


ith  Nights  After  Niglits'i'  every  eligible  night*  you  stay 
between  November  15, 1998  and  February  28, 1999,  can  count 
towarcl  your  choice  ot  up  to  3  free  weekend  nights  at  Hyatt  or 
up  to  6,000  bonus  miles  with  a  participating  airhne  partner. 

Participating  In  Nights  After  Nights  Is  Easy 

Enroll'  in  Gold  Passport,  Hyatt's  worldwide  frequent  guest  program, 
and  receive  your  account  number  to  start  enjoying  all  the  benefits  of 
Gold  Passport. 

Stay  at  any  Hyatt  hotel  or  resort  worldwide  between  November  15, 
1998  and  February  28,  1999.  After  April  12,  1999,  you  will  receive  the 
Ni{^hts  After  Nights  award  for  which  you  qualify. 

Ask  For  The  Hyatt  Great  Deal 

In  addition  to  Nighti  After  Nights,  you  can  enioy  savings  of  20%  to 
50%  off  the  published  room  rates  at  select  Hyatt  Hotels  and  Resorts" 
worldwide  from  November  13,  1998  through  February  28,  1999. 
Ask  for  offer  code  DEALS  when  making  reservations. 

To  enroll  in  Gold  Passport  visit  www.goldpassport.com 
Or  call  1-800-51  HYATT 


Vor  rt'scrv(itii> 


H  YATT 

GOLD  PASSPORT, 


1-800-45  HYATT 


11  vi>it  iiic  iilrciidv  li  ( iolii  Piis>pt>rl  inciiilhT.  you 
inti^l  /(\,w>f('f  fc  piirlu  ipiitc  iti  the  ptotnofton  viei 
ww'w.goUlpassport.iom  or  hy  calling  I -800-5!  HYATT 


Airlines  participating  in  the  Nights  After  Nights  promotion:  Avwnicxuo'.  Alaska  Aiitiiu  \  All  Nipi'i'ii  An  ways,  Axicmti  West  Airlitws',  Amcnutti  Airlines'.  Hritish  Amvays.  <  oriliiicnial  Airlines.  Delta  Air  Lines, 
Miilivcsl  I  xpTcss  Aiiliru-s,  Nurfhwrsl  Airtinc-i.  (Jtialijlyei.  South  Afruan  Airways,  t  hai  Airways.  IVi/A'.  Vmted  Airlines  and  US  Airways. 

Totiualify,  ymi  must  furoll  tn  (xild  I'ns'ij'Drl.  fmn-nle  yniir  nnonnt  niimhcr  at  ihcck-m  and  pay  an  I'tigihte  rale.  Current  menihers  must  register  'Hligihle  rale  is  any  hotel  puhlished  room  nUe  cMepI:  airhne  employee, 
travel  agent  iiidusliy,  inlenmnpany  or  flyati  i-niptoyre  ilismiinl,  perntaneni  tonlrail  and  hotel  conlraci  room  roles.  (Jnahfymg  nights  tniisi  occur  between  November  15.  1998  and  l-ebniary  2S,  1999  Only  one  credit 
will  be  given  per  member,  per  mghl.  rfj^ijn/Zcss  of  the  number  of  roomc  Award  nights  da  not  tiiuilify.  I  imil  f  free  weekend  nighls  or  &<,l>tHI  bonus  tnile^/iredils  with  this  ofjer,  regardless  of  the  number  of  nights  you  stay. 
AlUr  Afiril  12.  1999.  vnu  will  he  ■^enr  the  iiwanl  icilificale  lor  which  vou  ijualify  V)"..  Off  and  free  Weekend  Nighl  cetlifualc-  may  he  redeemed  for  ro,mi  rule  only  at  participating  properties,  subject  to  limited 
avatlahililv.  between  hdy  I  and  Sefilember  /S,  1999.  or  November  15.  1999  and  Januarv  M.  2IHHI,  and  are  not  valid  at  Uyall  liesorls.  I'ark  I  lyalT  Hotels  or  Hyatt  Regency  San  Ihego.  5()^<>  Off  urtificaie  is  not  valid 
at  I  be  l.tnvndes  (I  nnduii)  m  1  lyatl  liegency  Paris  -  Madeleine.  Or.  lerlifuate  may  be  redeemed  for  mdes/credits  tn  a  parlicipaluig  online  pmguon  by  Sepieinher  l\  /'JW  Other  resiriclion-.  apply  77iis  promotion  is 
suinecl  to  the  terms  und  lomhtion^  of  llie  Cold  Piissporl  f-rogram.  Uyall  Hotels  and  Uesorls  encompw-si-i  hotels  and  irsoiis  maiiiigcil.  fiutu  hised  oi  opcriiled  l?y  two  scfHi  rale  groups  of  companies  -  Hyatt  CAirporation 
(Old  ih  iiffiliales  andaffiluUcs  af  Hy,ai  Inlet  notional  I  m  i't}riiluni  '■  >  l'i9H  Hyiai  <  nrp  Amciinni  An  lines'  is  a  regisieicii  Iradeniotk  of  Ameruan  Airlines.  Inc. 


nternational  Outlook 


■TED  BY  JOHN  TEMPLEMAN 


HE  ACHILLES'  HEEL 

IF  ISRAEL'S  PEACE  PROCESS:  ECONOMICS 

Palestinian  economy  is  in  terrible  shape.  Growth  has  been 
negligible  for  two  yeai"s,  investment  is  neai'ly  nonexistent,  and 
unemployment  is  20%.  Indeed,  per  capita  income  in  the  Gaza 
Strip  has  fallen  to  $600  from  $800  before  Oslo,  while  on  the 
West  Bank  it's  down  to  $1,300  from  $1,600.  Such  trends  have 
played  into  the  hands  of  Arafat's  critics  in  the  militant  Hamas 
organization.  "The  last  five  years  have  been  devastating," 
says  James  J.  Zogby,  president  of  the  Arab  American  Insti- 
tute. "It's  very  distui'bing." 

Under  the  Wye  agi'eement,  the  Palestinians  finally  will  be  al- 
lowed to  open  the  completed 
Rafah  airjx)rt  in  the  Gaza  Strip. 
They  will  also  get  two  road  cor- 
ridors between  Gaza  and  the 
West  Bank.  But  any  economic 
payoff  will  be  a  long  time  com- 
ing. "Investors  vrill  wait  and 
see  if  the  IsraeUs  implement 
the  agi-eement  before  putting 
any  money  into  new  projects," 
says  Samir  Hulileh,  a  leading 
Palestinian  economist. 

Jordan  is  not  much  better 
off.  Its  economy  is  expected 
to  grow  less  than  1%  this  year, 
and  unemployment  has  topped 
18%.  The  distrust  of  Israel  in 
Jordan's  business  community 
has  limited  joint  projects  to  a 
mere  handful.  And  the  few 
that  do  exist  are  slow  to  de- 
liver their  benefits.  The  foun- 
dation stone  for  a  dam  near 
the  Israel-Jordan  border  to  di- 
vert much  needed  water  to 
Jordan,  for  instance,  has  only 
just  been  laid. 

TIGHT-LIPPED.  Even  if  it  sin- 
cerely wanted  to,  Israel  doesn't 
have  the  financial  wherewithal 
to  kick-start  its  neighbors' 
economies.  So  imless  donor  countries  commit  themselves  to 
large-scale  aid  when  they  meet  in  December,  the  peace  divi- 
dend remains  a  distant  prospect.  Washington  is  remaining 
tight-lipped  about  how  much  it  might  put  up.  But  according  to 
Beltway  gossip,  the  Chnton  Administration  is  working  on  a 
package  of  up  to  $300  milhon  for  the  pna.  Jordan  is  also 
waiting  in  line.  But  the  biggest  beneficiary  will  be  Israel, 
which  may  get  as  much  as  $1.2  bilhon. 

With  the  economies  of  all  thi'ee  major  parties  in  the  peace 
process  in  trouble,  outside  money  can  help.  But  the  peace 
won't  be  cemented  without  the  pohtical  backing  of  local  pop- 
ulations— and  that  may  soon  be  put  to  a  severe  test  in  an  Is- 
raeh  election. 

By  Neal  Sandler  in  Jerusalem,  with  Stan  Crock  in  Wash- 


rhen  Prime  Minister  Benjamin  Netanyahu  signed  the 
Wye  peace  agreement  with  Palestine  National  Au- 
thority Chairman  Yassir  Arafat  on  Oct.  23,  he  plimged 
coalition  government  into  turmoil  and  Israel  into  a  poht- 
crisis.  Coming  on  top  of  the  country's  gathering  eco- 
lic  troubles,  it  could  force  early  general  elections  as  soon 
Vlarch,  18  months  ahead  of  schedule. 
1.  dangerous  rage  over  the  land-for-peace  deal  is  convuls- 
the  IsraeU  right.  Demonstrators  chanting  "Bibi  is  a  trai- 
outside  Netanyahu's  official  residence  in  Jenjsalem  were 
outward  face  of  the  anger, 
core  supporters  from  in- 
!  his  own  Likud  Party,  as 
I  as  settlers  and  religious 
;ies,  are  deserting  him.  Ne- 
rahu  needed  votes  from  the 
Dsition  Labor  Party  to  sur- 
an  Oct.  26  confidence  vote. 
Labor,  in  a  bizarre  alliance 
I  security  hawks  and  reh- 
s  ultras,  may  stiU  push  for 
y  elections  after  Wye  is 
[emented. 

.  HEL  DEFENSE.  Security  is 

central  issue  in  Israeli  pol- 

.  and  will  dominate  any 

tion  campaign.  But  the 

iping  economy  will  be  an 

id  albatross  around  Ne- 

'ahu's  neck.  Growrth  has 

ed  to  1.5%  this  year  from 

'■>  last  year,  when  a  six- 

-long  expansion  ran  into 

sand.  And  the  once  vibrant 
annual  growth  in  high- 
exports  has  tumbled  to 

le  digits. 

opes  of  any  quick  recov- 
ivere  dashed  by  a  two-per- 
age-point  increase  in  Is- 
3  key  lending  rate,  which 

raised  to  11.5%  on  Oct.  26.  The  central  bank  is  bent  on 
tiding  the  shekel,  which  is  down  18%  against  the  dollar 
year.  "An  early  election  will  be  close,  and  the  economy 
I  prove  to  be  the  deciding  factor,"  says  Hanan  Crystal,  a 
ill  pohtical  analyst. 

Ithough  economics  has  rarely  been  mentioned  in  the 
e  process,  it  is  proving  to  be  its  Achilles'  heel.  The  eu- 
ia  after  the  1993  Oslo  agreement  added  to  a  boom  that 
already  under  way  in  Israel.  As  a  result,  per  capita  in- 
!  is  now  $17,500  a  year,  higher  than  Spain's  and  ap- 
:2hing  Britain's,  up  from  $13,500  in  the  early  1990s,  ac- 
ng  to  Washington's  Arab  American  Institute, 
tit  the  trickle-down  wealth  that  was  supposed  to  suffiise 
istine  and  Jordan  and  wean  their  populations  from  mih- 
T  has  never  materialized.  By  any  measure,  the  $5  billion 


WELCOME  BACK:  But  right-wing  outrage  could  topple  Bibi 


ington  and  Kirk  Albrecht  in  Amman 
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BRANDING 


ON  THE 

NET 


The  old  rules  don't 
apply.  So  how  do  N^,^ 
you  hustle  those  IH 
wares  online? 


Devotees  of  Troy  and  Linda  will 
never  know  how  their  romance 
turned  out.  Bell  Atlantic  Corp. 
has  pulled  the  plug  on  its  online 
soap  opera,  which  revolved 
around  the  yuppie  newlyweds.  The 
weekly  instalknents  ran  on  the  Bell  At- 
lantic corporate  Web  site  last  year.  The 
serial  had  lots  of  fans.  It  won  rave  re- 
views from  entertainment  critics.  But 
the  Baby  Bell's  research  showed  Troy 
and  Linda  didn't  do  a  thing  to  build  the 
Bell  Atlantic  brand.  No  bounce  in  brand 
awareness  surveys.  No  spike  in  con- 
sumer loyalty.  "Creative  is  fine,"  says 
Janet  Keeler,  vice-president  for  brand 
management  at  Bell  Atlantic.  "But  that 
kind  of  creative  just  didn't  pan  out.  We 
want  to  build  our  brand  on  the  Web." 

She  and  everyone  else  in  the  mar- 
keting community.  Harnessing  the  reach 
and  interactivity  of  the  Internet  to  build 
and  maintain  brands  has  become  the 
Holy  Grail  of  marketing.  It's  the  focus  of 
conferences.  The  subject  of  conrmiittee 
meetings.  The  talk  of  the  consultancy 
circuit.  The  tantalizing  prospect  of  push- 
ing a  brand  name  and  stoking  consumer 
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/ally  in  the  one-on-one  setting  of  the 
rsonal  computer  attracts  everyone 
)m  carmakers  to  newspapers.  But  as 
:11  Atlantic  discovered,  branding  tactics 
at  work  in  the  real  world  don't  al- 
tys  translate  onhne.  "It's  the  biggest 
ue  facing  the  marketing  community  in 

years,"  says  Elliott  Ettenberg,  ceo  of 
zell  Retail  Advertising.  "What  keeps 

all  up  at  night  is  the  idea:  Is  my 


competitor  going  to  figure  it  out  first?" 

The  buzz  about  branding  on  the  Net 
has  intensified  in  the  past  year,  in  part 
because  Procter  &  Gamble  Co.,  the  na- 
tion's second-biggest  advertiser,  mobi- 
lized interest  with  its  Internet  adver- 
tising summit  in  August.  More 
important,  the  first  handful  of  legiti- 
mate, recognizable  brand  names  have 
emerged  from  the  chaos  of  the  virtual 


world.  As  companies  such  as  America 
Online,  Amazon.com,  Yahoo!,  and 
Netscape  Communications  graduate 
from  obscure  virtual  businesses  to  those 
that  score  in  the  50%  range  on  unaided 
brand-recognition  surveys,  marketers 
have  begun  to  sahvate.  The  potential 
is  there,  they  say.  A  brand  can  grow 
and  secure  customer  loyalty  on  the  Net. 
And  as  today's  huge  generation  of  com- 
puter-savvy kids  matures,  that  power 
will  only  increase.  "That  has  all  of  us 
wondering  how  can  we  do  it,  too,"  says 
Joel  Anderson,  who  heads  up  Internet 
marketing  for  Toys  'R'  Us  Inc.  'To  do  it 
well  is  worth  miUions." 

Marketers,  who  have  used  TV  and 
print  ads  for  decades  to  imbue  even  cig- 
arettes and  dish  detergent  with  an  emo- 
tional aura,  know  fuU  well  the  value  of  a 
strong  brand.  "A  brand  is  the  emotional 
shortcut  between  a  company  and  its  cus- 
tomer," says  Ted  Leonhardt,  principal 
of  Leonhardt  Group,  a  brand-marketing 
firm.  But  as  the  older  mass  media  of  TV 


Marketing 


and  print  become  more  fragmented  and 
crowded,  their  ability  to  build  brands 
has  weakened.  The  advertisers  whose 
real-world  brands  grew  up  with  TV  wor- 
ry they'll  be  left  out  if  they  don't  solve 
the  enigma  of  marketing  on  the  Net. 

For  companies  whose  businesses  are 
based  on  the  Internet,  forging  a  recog- 
nized brand  name  is  even  more  impor- 
tant. With  nothing  to  pick  up  or  touch 
and  hundreds  of  similar-sounding  sites 
to  choose  from,  onUne  consumers  have 
Uttle  to  go  on  besides  a  famihar  name. 
In  cyberspace,  anyone  wdth  enough  re- 
sources to  rent  space  on  a  server  and 
build  some  buzz  for  their  brand  is  a  po- 
tentially dangerous  competitor. 
NO  POPHIPS.  But  just  as  the  need  to 
build  brands  on  the  Internet  is  spiking, 
there's  a  growing  recognition  among 
marketers  that  the  tactics  they  have 
tried  so  far  have  been  ineffective.  The 
emotion-laden  vignettes  that  work  so 
well  on  TV  simply  don't  woo  viewers  in 
cyberspace.  Meanwhile,  the  estabUshed 
methods  of  Internet  advertising  don't 
do  much  better.  Interstitials,  ads  that 


What  Would  Make  Net 
Consumers  Click 


ADS  MORE  INFORMATIVE 

71.4% 

SWEEPSTAKES  OR  CONTESTS 

33.8% 

MAKE  ADS  MORE  CREATIVE 

33.1% 

OFFER  AWARDS/CASH 

20.5% 

AFFINITY  PROGRAMS 

3.4% 

00N7  KNOW 

12.1% 

DATA:  NFO  INTERACTIVE  FOR  JUPITER  COMMUNICATIONS. 
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A  TWO-WORLD  STRATEGY 


The  biggest  brands  on  the  Internet  craft  distinct  images  in  both  the 

real  and  virtual  worlds.  For  many,  real-world  ads  are  a  softer, 
more  emotional  sell.  Onlme,  the  consumer  gets  individual  attention. 


THE  EASIEST  IttTtRNETOHllNE 
SERVKEJUSTGOT  EASIER! 


The  all-new  version  of  America  Online  is 
easier,  lasier  and  beiiET  ihan  ever  It  s  a 
snip  10  install,  comes  wtth  FREE  24-hour 
cusiomer  service,  and  connects  you  with 
lots  of  stuff  you  can't  find  anywhere  else 

TOEXPERIENarTHRSTHAND. 
m  1-800-4-ONUHL 


So  easy  to  us«, 
no  wonder  It's  #1 


AOl^OM 


In_A9UUs 

Findi  1 

llM 

|M  IM  BOOM 

•  Leal 

-inlcrt»inm.nr 

^tTiM  ■'.■ftr. 

■  «jiit.eNu 

•  t  rrm-flfiflrr 

•  f  rem  P«a» 

•  taiidiiMisiil 

■  Slar«i 

■  tlMlfcnlol,  »lflHn 

•  f1  avtn  iiiai 

•  i<luflM^^Cf^«^u 

■  ttciwt  train 

•  OfTtct  Pf  nducti 

■  Ptii  t  Trrrtt 

•  *0L  Mttntll 

■  ACL  IfatiM 

•*0L  tr\mn' 
QUHINCX  -  Ul 
Htw  Vanton  2  0 

■  WfTW  >.  lAlMr 

■  imtrrM'iarni  -  ■ 

SV^fiSti'vM'w'' 

nu  Nrv)  Momi  Pio. 

mmtanMp  dtWIt. 
Ff«  PraSiili  Mo™ 

REAL  WORLD 


VIRTUAL  WORLD- 


AMERICA  ONLINE 


SNAIL  MAIL.  AOL  is  famous  for  its  nonvirtual  marketing,  sucti  as  mass- 
mailing  sample  disks  of  its  service  with  computer  magazines  and  using  TV 
and  print  to  lure  more  subscribers.  It  also  does  some  online  marketing, 
linking  to  popular  search  engines. 


just  pop  up  on  the  screen,  are  tagged  as 
annoying  interruptions  to  the  online  ex- 
perience. Spending  on  banner  ads  is  ex- 
pected to  drop  next  year  as  companies 
conclude  that  computer  users  are  ig- 
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noring  them.  "You're  not  allowed  to  say 
or  market  anything  online  unless  the 
customer  wants  to  hear  it,"  says 
Chan  Suh,  ceo  of  Agency.com  Ltd., 
an  interactive  consulting  firm.  It's 
the  central  theme  differentiating 
television  from  Internet  marketing, 
he  says.  "In  this  kind  of  marketing, 
the  customer  is  in  charge." 

That  means  marketers  set  on 
building  their  brands  in  the  online 
world  have  to  persuade  consumers 
to  participate  in  their  marketing  ef- 
forts. The  latest  theory  of  how  to 
do  that  involves  something  called 
"rational  branding."  The  idea  is  to 
marry  the  emotional  sell  of  tradi- 
tional brand  marketing — the  pitch 
that  links  "Disney"  with  "Family"  or 
"Volvo"  with  "Safety" — with  a  concrete 
service  offered  only  online.  Rational 
branding  strives  both  to  move  and  help 
the  online  consumer  at  the  same  time.  In 
essence,  the  advertiser  "pays"  the  con- 
sumer to  endure  the  brand  message  by 
performing  some  kind  of  service.  But 
the  tactic  poses  a  real  challenge  to  mak- 


ers of  consumer  products.  There  are 
frighteningly  few  ways  to  make  soap  or 
soda  useful  in  the  virtual  world.  Indeed, 
of  the  top  five  buyers  of  TV  advertis- 
ing, most  are  nearly  invisible  online. 

But  companies  that  can  provide  a 
time  saver  or  money  saver  online  are 
diving  in.  MasterCard  International  Inc., 
in  search  of  a  rational  branding  plan, 
has  transformed  its  Web  marketing 
from  one  that  simply  hypes  the  card  to 


one  that  offers  a  helping  hand  to  the  o 
line  shopper.  While  MasterCard  pum 
out  shamelessly  schmaltzy  TV  comme 
cials — such  as  one  with  Mark  McGwi 
sending  No.  62  over  the  fence  under  t 
tag  line  "Priceless" — its  onHne  bran 
ing  efforts  take  a  different  tone.  T 
company  is  pushing  Shop  Sma 
a  sort  of  MasterCard  seal  of  a 
proval  given  to  E-commerce  sit 
that  use  advanced  credit-card  i 
curity  systems. 

The  program  lets  MasterCa 
slap  its  logo  all  over  the  hott( 
new  online  shopping  sites.  It  a 
gives  the  company  a  chance 
promote  its  Internet  image.  Wl 
the  TV  pitch  is  clearly  about  usi 
MasterCard  to  achieve  a  peak  ( 
perience,  online  the  image 
about  security,  trust,  and  servi 
"The  TV  user  is  looking  for  ( 
tertainment.  The  Internet  usei 
online  for  more  practical  reasor 
says  Debra  Coughhn,  of  the  co 
pany's  Internet  marketing  team.  "( 
brand  efforts  reflect  that  end-user  go 
LESS   HYPE.  When  General  Mot( 
Corp.'s  Saturn  revamped  its  Web  site 
offer  more  help  and  less  hype,  it  v 
easy  to  measure  the  improvement, 
visits  over  the  last  year  tripled  to 
many  as  7,000  a  day.  An  astound: 
80%  of  Saturn's  customer  leads  n 
come  via  the  Internet,  almost  doubl 
year  ago.  Saturn's  old  site  offered 
usual  car  specs  and  dealer  referrals, 
last  year  the  carmaker  began  add 
featiu*es  that  were  actually  useful, 
eluding  a  lease-price  calculator,  an 
teractive  design  shop  for  choosing 
tions,  and  an  online  order  form.  The 
highlighted  the  new  online  features  i 
a  TV  corrmiercial  that  delivered  an 


welcome   to  the 

SATURN 

web  site 


V 


A  Dlfl-EKfi-VT  Kl.' 
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SATURN 


LIKE  ORDERING  PIZZA.  GM's  revamped  Saturn  Web  site  is  all  business.  It 
helps  serious  car  buyers  with  projects  such  as  selecting  a  model,  calculate  '"' 
ing  payments,  and  finding  a  dealer  online.  Offline,  the  Web  site  is  the 
star  of  Saturn's  humorous  TV  commercial  showing  a  college  student  order-j 
ing  up  a  car  over  the  Internet.  The  successful  television  commercial  has 
tripled  visitors  to  the  Saturn  Web  site.  ,! 


78  BUSINESS  WEEK  /  NOVEMBER  9,  1998 


i    you  can  fund  a  college  education  witii  a  name 
Di  trust.  GE. 

>  .  attending  a  private  college  for  foiu"  years  costs  over  $80,000. 

1  lild  bom  today,  it  w\\  be  well  over  $200,000.  Be  ready  when 
I  1  c  with  mutual  funds  from  GE  Financial  Assurance.  The  GE 
1^  of  mutual  funds  has  over  $20  billion  in  assets,  so  tiike  advantage 
expertise,  and  get  tlie  innovation  you've  come  to  expect  fiom  GE. 
ore  infonnation,  speak  with  your  broker  or  financial  advisor 
1 1-800-242-0134  or  visit  us  at  www.ge.com/mutiialfunds. 
ler  it's  for  college  funding,  retirement  or  anything  else, 
you  tliink  of  mumal  funds,  think  of  GE. 


We  bring  good  things  to  life. 


vient  products  available  from  the  GE  Financial  Assurance  family  of  companies,  part  of  GE  Capital. 
<>ds  are  distributed  by  GE  Investment  Distributors,  Inc.  Member  NASD/SIPC. 
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iTLET  AND  NETWORK  ASSOCIATES 
"HE   CHOICE    OF   THE    US  MILITARY 


AND  THE  INTELLIGENCE  COMMUNITY,  NOT 
TO  MENTION  BEING  THE  WORLD  LEADER  IN 
SECURITY  SOFTWARE.  WE  OFFER  A 
COMPLETTE  FAMILY  OF  NET  TOOLS  NETWORK 
SECURITY  AND  MANAGEMENT  SUITES, 
MAKING  US  THE  ONLY  COMPANY  TO 
CHOOSE  WHEN  SECURITY  REIALLY  MATTERS. 

^•^  Net  lools:  The  Solution  for  Securing  ond  Monoging 
your  NI  Network. 

NET  Tools  combines  the  complete 
SECURrrv  of  our  Net  Tools  Secure  suite 
OF  antivirus,   firewall,  intrusion 

detection,   VPN,   ENCRYPTION  AND  DIGITAL 

certificate  authentication  with  net  tools 
Manager,  the  world's  leading  network 
performance  management  solution  and 
integrated  service  desk.  combined,  they 
all  become  net  tools,  the  only 
comprehensive  microsoft  windows  nt 
distributed  systems  management 
SOLUTION.  Call  B  □□- 3  3  Z-9  9  S  6  , 
DEPT.    1  943    FOR   OUR   WHITE  PAPER 

ON  Active  Firewall  Integrated 
Security  Solutions  or  visit  our 

WEBSITE  at  WWW.NAI.CDM.  NOW 
THAT'S  BULLET-PROOF  PROTECTION  YOU  CAN 
COUNT  ON.  HASTA  la  VISTA  HACKERS. 
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COCA-COLA 


JUST  PASSING  THROUGH.  Coca-Cola  still  pours  most  of  its  advertising 
effort  into  televison  and  print.  It  uses  its  Internet  site  to  tout  promotions 
and  to  appeal  to  niche  groups  such  as  collectors  of  vintage  Coke 
products.  Early  experiments  linking  Coca-Cola.com  to  Internet  entertain- 
ment sites  sent  consumers  away  too  quickly.  Revised  Web  marketing  is 
designed  to  let  Net  surfers  linger. 


fashioned  emotional  brand  appeal.  The 
humorous  tv  ad  features  a  college  stu- 
dent in  his  dorm  room  using  the  Inter- 
net to  order  a  Saturn,  as  easily  as  one 
might  order  a  pizza.  The  site  quickly 
took  off.  "This  improves  our  brand  po- 
sition in  a  way  an  online  brochui'e  could 
not,"  says  Farris  Kahn,  Internet  coor- 
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dinator  for  Saturn  marketing.  "By  giv- 
ing the  consumer  something  they  want, 
you  are  helping  them  and  promoting 
your  brand  message  at  the  same  time." 

How  did  marketers  figiu'e  out  the  po- 
tential of  offering  consumers  a  practical 
benefit  online?  By  watching  the  Internet 
brands  build  their  businesses  into  pow- 
erhouses. The  common  thread  ranning 
through  the  successful  online  technology' 
sellers,  such  as  Dell  Computer  Corp., 
and  such  retail  and  senice  companies  as 
Yahool,  Amazon.com,  and  America  On- 
line, is  that  they  help  the  Web-surfing 
consumer  do  something. 
BUILDING  BLOCK.  Dell  lets  customere  con- 
figure and  price  a  computer  system  on- 
hne.  Yahool  and  AOL  offer  a  slew  of  op- 
tions for  customizing  theu"  senices.  Da\id 
Risher,  senior  \ice-president  for  product 
development  at  Amazon,  says  fhat  more 
than  any  ad  or  sponsorship,  the  Web  site 
itself  is  the  crucial  builchng  block  for  his 
brand.  And  he  says  that  "70%  to  80% 
of  the  feehng  people  have  about  the 
brand  is  from  the  experience  they  have 
online  at  oui'  site."  Much  of  Amazon's  ef- 
fort at  brand  building  is  therefore  fo- 
cused on  improving  the  site  with  frills 
such  as  one-click  ordering  and  software- 
generated  book  recommendations. 

The  success  stories  are  reverberat- 


ing through  the  online-marketing  indus- 
try. Two  top  Net  consultants.  Jupiter 
Communications  and  Forrester  Research 
Inc..  have  released  studies  examining 
the  practical  turn  of  Net  marketing. 
Jupiter  coined  the  phrase  "rational 
branding."  Foirester's  Jim  Nail  calls  the 
tactic  of  adding  an  interactive  sendee 
"experiential  marketing."  "Experi- 
ences— not  advertising-induced  percep- 
tions— will  drive  brand  attitudes,"  he 
says.  He  expects  spending  on  experi- 
ential marketing  will  grow  from  $1.1 
billion  this  year  to  $11.2  biUion  in  foiu' 
years,  while  spending  on  banner  ads 
will  top  out  at  $300  million  in  the  next 
year  and  begin  to  decline. 

But  for  most  packaged-goods  mar- 
keters, who  have  little  to  offer  onhne, 
the  trend  toward  rational  branding  pos- 
es a  huge  dilemma.  More  than  half  of 
consumers  surveyed  by  Jupiter  say  they 
never  visit  a  consumer-product  Web 
site.  Even  the  most  pop- 
ular ones  pale  in  com- 
parison to  truly  high- 
traffic  locations.  In  May, 
Budweiser.com,  among 
the  top  five  most  popu- 
lar consumer-product 
sites,  drew  180,000  visi- 
tors, according  to  a 
study  by  Jupiter  Com- 
munications. Meanwhile, 
Netscape.com  welcomed 
10,828,000. 

It's  not  that  the 
packaged-goods  makers 
haven't  tried.  But  thev 


TV  Ad  Leaders 
Pale  Online 


BIGGEST  SPENDERS  OH  TV 

►  GENERAL  MOTORS 

►  PROCTER  &  GAMBLE 

►  JOHNSON  &  JOHNSON 

►  PHILIP  MORRIS 

►  FORD  MOTOR 

BIGGEST  SPENDERS  ONLINE 


►  MICROSOFT 

►  IBM 


er  screen.  Consider  Coca-Cola 
Recognizing  its  slick  TV  comn' 
cials  wouldn't  play  well  on  the  1; 
Coke  tried  a  different  tactic—; 
that  works  beautifully  in  the  ■ 
world.  It  acted  as  sponsor  fur 
tertainment.  For  example,  the  i: 
pany  rigged  its  Cherrycoke.  > 
site  as  an  entertainment  gate^) 
filled  with  links  to  interesting  ; 
around  the  Internet.  Coke  ex' 
tives  thought  the  site  was  fine  i 
they   realized   consumers  v 
spending  an  average  of  90  sei- 
on  it  before  mo\ing  on.  That  : 
be  a  long  time  on  TV,  whei. 
sumers  ai'e  passively  letting  an  ad 
over  them.  But  for  a  consumer  S( 
ing  for  something  else,  it's  far  toci 
to  make  an  impact.  "We  wanted  ' 
the  site  to  capture  oui'  consume 
provide  a  unique  brand  experiei 
says  Scott  Brannan,  Coke's  rnanau: 
interactive  communications.  "But  : 
were  getting  to  do  was  say,  'Than 
coming.'"  Now  the  soft-drink  m 
site  focuses  more  on  promotions, 
keep  the  Internet  consumer  look; 
the  Coke  logo  a  little  longer. 
WAIT  FOR  VIDEO?  Others  have  tri. 
service  proposition,  with  only  mL\' 
suits.  P&G  offers  the  Stain  Detect 
tide.com;  Unilever's  Ragu  brand 
popular  site  filled  with  recipes;  and 
tol-Myers  Squibb  Co.'s  Clairol  site  a 
consumers  to  scan  in  a  personal  i 
gi-aph  and  expeiim.ent  with  differei- 
colors.  The  idea  is  to  let  consume;  ■ 
on"  a  brand  online.  But  even  as 
sites  win  praise  fi'om  consultant- 
brands  continue  to  get  most  of 
boost  fi'om  traditional  marketing.  "J 
rect  marketing  or  traditional  ad.- 
much  easier  to  show-  a  return  on  ines 
ment,"  said  Peggy  Kelly,  vice-presidi:^ 
advertising  services  at  Bristol-Mvt 
an  industry  conference  in  August. 
Does  all  this  mean  that  the  Int 
is   simply  the  \ 
place  to  advertise 
and  soda  pop?  Tii 
swer  may  be  yes 
now.  Some  big 
brands  are  settling 
dollop  of  consumi 
tention  online  while, 
wait  for  the  We 
grow   up.  McDo! 
sports  a  Web  site 
everything  from  fn 
data  to  kids'  game 
David  G.  Green, 
vice-president  for 
national  marketing 


are  rapidly  discovering    ►EXCITE  Web  marketing  wil 


that  what  made  them 
powerful    on   the  TV 


►  YAHOO! 


►  NETSCAPE  COMMUNICATIONS 


be  a  sliver  of  th. 
Donald's  game  pla 


screen  does  not  easily    til  the  technologj' 


translate  to  the  comput- 


DATA:  COMPETITIVE  MEDIA  REPORTING 


for  more  video  ai 
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More  space. 
Our  new  First  and  Business  Class. 


Personal  space.  Having  more  to  claim  as  your  own 
s  especially  valuable  when  you  travel.  So,  as  part 
of  our  new  First  and  Business  Class,  we're  adding 
more  space  between  the  seats  on  most  long-distance 
flights.  50%  more  leg  room  in  Business  Class  and 
over  twice  as  much  in  First  Class.  With  room  to  relax, 
business  travel  becomes  infinitely  less  stressful. 
And  less  stressful  travel  is  exactly  what  people  have 
come  to  expect  from  Lufthansa. 


Xl"  STAR  ALLIANCE 


The  airline  network  tor  Earth, 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More* 
or  United  Mileage  Plus,'  in  accordance  with  the  terms  and 
conditions  of  the  programs. 
www.lufthansa-usa.com 


dio  programming.  "It  is  more  difficult 
for  those  of  us  who  do  not  have  a  good 
or  service  that  is  transferable  to  a  vir- 
tual experience,"  says  Green.  But  while 
TV  and  print  are  more  powerful  now, 
tools  such  as  full-motion  video  will  some- 
day be  more  available  online.  "That 
makes  it  important  for  us  to  be  in  touch 
with  the  Internet,"  Green  says. 

He,  like  others,  acknowledges  that 
despite  current  difficulties  in  market- 
ing online,  in  the  long  iim  no  one  can  af- 
ford simply  to  ignore  the  medium.  The 
Net  offers  an  extremely  attractive 
demogi'aphic  mix  that  will  only  get  bet- 
ter Already,  the  online  world  is  losing 
its  status  as  a  boys'  club;  women  now 
make  up  38%  of  Web  surfers.  With  a 
median  income  of  $63,000  and  a  heavy 
tilt  toward  the  professions,  Internet 
users  are  a  brand  marketer's  dream. 
Most  compelling  of  all,  the  cui-rent  gen- 
eration of  children  is  the  largest  since 
the  baby  boom,  and  they  are  gi'owing 
up  with  the  Net  as  a  given.  As  they 
mature  into  the  next  great  consumer 
generation,  no  marketer  will  be  able  to 
ignore  one  of  their  favorite  media. 

The  hope  among  the  traditional  TV 
advertisers  is  that  new  technology  will 
give  them  a  way  to  present  the  emo- 
tional visual  pitches  that  have  worked 
so  well  for  them  elsewhere.  IBM  just 
unveiled  HotMedia,  a  new  Java-based 
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product  that  aims  to  make  banner  ads 
and  other  online  marketing  tools  more 
visually  gripping  while  still  leaving  them 
quick  and  easy  to  use,  even  by  con- 
sumers with  slower  modems.  But  the 
real  anticipation  is  for  the  day  when 


Where  the  Net  Users  Are 

COHSUMER  PRODUCTS  WEB  SITES 

VISITORS  PER  MOHTH 

K0DAK.COM 

184,000 

KRAFTF00DS.COM 

182,000 

BUDWEISER.COM 

180,000 

REVL0N.COM 

178,000 

C0CA-C0LA.COM 

153,000 

MOST  VISITED  WEB  SITES 

VISITORS  PER  MOHTH 

A0L.COM 

19,179,000 

YAH00.COM 

18,300,000 

GE0CITIES.COM 

11,341,000 

NETSCAPE.COM 

10,828,000 

MICR0S0FT.COM 

10,455,000 

DATA:  MEDIA  METRIX,  PC  METER  CO.,  JUPITER  COMMUNICATIONS 

consumers  can  command  all  the  wiz- 
ardry of  the  Internet  from  their  living- 
room  entertainment  centers.  "Eventual- 
ly, this  medium  is  going  to  hit  our 
business,"  says  Denis  F.  Beausejour, 
p&g's  vice-president  for  worldwide  ad- 
vertising. "It's  critical  that  we  be  in  this 
space,  experimenting,  trying  to  develop 
our  own  business  models." 

Interestingly,  one  industry  that's  al- 
ready getting  the  hang  of  the  Internet 
is  retaihng — an  industry  experts  pre- 
dicted would  be  especially  threatened 
by  the  medium's  emergence.  Stores 
have  begun  to  use  their  Web  sites  as 
both  a  sales  channel  and  a  place  to  build 
consumer  loyalty  and  extend  brand 
awareness.  Macy's  onhne  services,  for 
example,  offer  a  gift  registry  and  per- 
sonal shopping  assistance  via  E-mail. 
Visitors  to  the  site,  drawn  by  TV  and 
print  ads,  are  younger  than  the  average 
store  shopper  and  are  more  likely  to 
be  male  than  the  average.  "It's  clear 
the  Internet  presence  is  extending  our 
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TOYS  'R'  US 

MAKING  A  LIST.  The  toymaker  fired  up  an  online  shopping  site  in  time  for 
this  year's  hohday  rush.  The  effort  was  not  just  aggressive  marketing  but 
also  a  preemptive  tactic  aimed  at  staving  off  cyber-ambushes  by  small  In- 
ternet upstarts.  The  site  offers  services  such  as  online  gift  registry  and  E- 
mail  reminders.  Offline,  marketing  messages  in  stores  and  on  TV  emphasize 
wide  selection  and  low  prices. 


brand  to  shoppers  we  were  not  read 
with  our  stores,"  says  Kent  Ande) 
president  of  Macys.com.  "To  us,  tl 
classic  brand  building." 

The  retailer  success  stories  hold  a 
son  for  all  marketers:  The  Internet 
not  build  a  brand  alone.  Macy's  ere 
the  combination  of  Internet  and  ot 
ad  vehicles  for  its  success.  And  even 
pure  Internet  companies  agree.  The  n 
successful  and  weU-known  Internet  c 
panies  have  sought  significant  publicit 
the  real  world  as  they've  strugglec 
bmld  their  brands.  America  Online  is 
mous  for  distributing  free  disk  sam] 
through  computer  magazines  and 
mail.  Yahoo!  has  recently  embarked 
an  aggressive  real-world  brand-marke 
campaign  featuring  television  and  p 
advertising  and  a  slew  of  licensing  de 
from  a  co-branded  Visa  card  to  T-shi 
CAR  TALK.  Internet  car  seller  Auto 
tel.com.  Inc.  goes  even  further  It 
used  mostly  real-world  marketing 
build  itself  into  the  top  car-shopp 
service  on  the  Net.  To  woo  new 
tomers,  it  relies  on  the  most  traditi( 
of  marketing  methods:  pubhc  relati( 
Anne  Benvenuto,  Autobytel's  ser 
vice-president  of  marketing,  travels 
country  with  her  laptop,  talking  up 
site  to  the  media,  to  Wall  Street 
lysts,  to  anyone  who  might  talk  ab 
car  buying  to  consumers.  The  comp 
has  set  up  pubhcity  stunts  such  as 
giveaways  to  lure  press  coverage.  " 
can't  build  a  brand  solely  on  the  In 
net.  Not  yet,  anyway,"  she  says.  Br 
marketing,  she  adds,  must  be  done  e 
when  the  consumer  is  not  think 
about  buying  your  product.  "The  In 
net  consumer  is  already  thinking  ab 
car  buying.  We  also  have  to  plant 
seed  in  the  mind  of  the  consumer 
yet  in  the  market  for  a  car" 

That  need  for  real-world  br 
building  may  increase  as  rival 
temet  companies  begin  to  fight 
dominance  within  product  cs 
gories.  Just  look  at  the  bruis 
battle  shaping  up  between  Bar 
&  Noble  Inc.  and  Amazon.  Ai 
zon,  like  most  of  the  strong  ^ 
based  brands,  achieved  domina 
because  it  was  first  to  offer  a  h: 
quality  online  service.  That  has 
ated  enormous  brand  equity  for 
bookseller — but  for  the  first  t 
ever,  it  faces  a  rival  vdth  an  eq 
ly  strong  brand  name  and  the 
nancial  wherewithal  and  marketing  si 
to  match.  Expect  Amazon  to  hamr 
home  its  message  of  superior  select 
and  online  knowhow,  while  Barnes 
Noble  plays  up  its  authority  as  the 
tion's  No.  1  bookseller 

The  battle  of  the  booksellers  has 
ready  created  fallout.  Determined 
to  get  caught  in  the  same  bind 


84  BUSINESS  WEEK  /  NOVEMBER  9,  1998 


li 

■i 


it 


I? 


Barnes  &  Noble,  for  example,  Toys  'R' 
Us  is  opening  a  new  online  shopping 
site  in  time  for  the  holidays.  Does  the 
toy  giant  see  visions  of  huge  online  prof- 
its? Not  exactly.  The  move  is  at  least  in 
part  defensive,  to  counter  branding  ef- 
forts by  online  upstarts  such  as  tiny 
eToys.  "Barnes  &  Noble  learned  it  the 
hard  way,"  says  Anderson.  "If  you  are 
not  online,  your  competition  is  out  there 


alone  talking  to  the  online  customers." 

That  highlights  another  lesson  for 
marketers.  The  fact  that  such  heavy- 
weights as  Barnes  &  Noble  and  Toys 
'R'  Us  are  responding  to  rivals  a  fection 
their  size  speaJcs  to  the  leveling  power  of 
the  Net.  If  the  retailers  were  competing 
in  the  nonvirtual  world,  the  smaller  com- 
panies would  barely  register  as  a  threat. 

That  power,  the  ability  to  turn  up- 


start pygmies  into  mighty  amazons 
most  overnight,  is  what  keeps  m 
keters  coming  back  to  the  Net.  Will 
tional  branding  prove  the  best  way 
harnessing  that  power?  One  thing 
certain:  Surfing  the  Net,  whether 
fun  or  for  business,  is  going  to  beco 
an  increasingly  sponsored  experienc 
By  Ellen  Neuborne  in  New  Yc 
with  RoheH  D.  Hof  in  San  Mateo,  Cl 


CAN  I  TRY  (CLICK)  THAT  BLOUSE  (DRAG)  IN  BLUE? 


Those  Star  Trek  replicators  that 
dispense  food  and  clothing  on 
command  aren't  here  yet.  But 
retailers  are  getting  closer.  This 
week,  Eddie  Bauer  Inc.,  the  78- 
year-old  Seattle-based  casual-appar- 
el maker,  is  testing  an  online  service 
that  lets  customers  mix  and  match 
styles  on  the  computer  screen. 

It's  the  latest  attempt  to  build  the 
Bauer  brand  over  the 
Internet.  Visitors  to 
EddieBauercom  will  find 
the  same  khaki,  denim, 
and  knit  basics  found  in 
the  retailer's  catalogs  and 
mall  stores.  But  the  site  is 
more  than  just  an  elec- 
tronic sales  flyer  Want  to 
see  how  that  hoUday 
sweater  will  look  with  the 
khakis?  Or  maybe  try  the 
sports  jacket  with  those 
plaid  pants?  Just  click  and 
drag  in  Eddie  Bauer's  vir- 
tual dressing  room.  "It's 
fun,"  says  28-year-old  Gai- 
ly Raduenzel,  who  tried  the  service 
recently  at  Screenz,  a  Chicago  cyber- 
cafe.  "I  like  being  able  to  put  the 
boots  and  shoes  and  stuff  up  there 
and  change  the  colors." 

Since  half  the  consumers  who  visit 
the  Web  site  have  never  before 
shopped  at  Eddie  Bauer,  their  expe- 


Internet  site.  "They  want  to  be  able 
to  do  something." 

Besides  the  virtual  dressing  room, 
Bauer  offers  onhne  customers  a  re- 
minder service  that  alerts  them  by 
E-mail  to  upcoming  birth  dates,  an- 
niversaries, and  hoUdays.  It  lets 
them  create  electronic  wish  lists  of 
products  they  want  friends  or  rela- 
tives to  buy  for  them.  And  it  sends 


TERMINAL  TIE-IN 

Online  clients  can 
return  goods  to 
stores,  which  also 
plug  the  Web  site 


Marketing 


rience  online  is  an  important  first 
contact  with  the  brand.  The  company 
won't  release  profit  and  revenue  fig- 
ures for  the  site,  casting  it  as  a  mar- 
keting tool  to  lure  new  customers 
and  keep  current  shoppers  interest- 
ed. Like  other  onhne  marketers, 
Bauer  is  betting  that  a  potpourri  of 
services  will  keep  those  new  online 
customers  coming  back.  "We  knew 
from  the  beginning  that  they  didn't 
want  to  see  a  poster,"  says  Judy 
Neuman,  who  created  Eddie  Bauer's 


them  targeted  E-mail 
messages  offering  special 
sale  prices  on  items, 
based  on  their  past  buy- 
ing patterns.  All  offer 
the  online  shopper  some- 
thing other  catalog 
giants  can't  match,  says  Lauren 
Freedman,  president  of  e-tailing 
Group,  a  Chicago-based  consulting 
group.  "They  have  leveraged  technol- 
ogy to  do  something  that  can't  be 
done  in  a  traditional  retail  environ- 
ment or  within  a  catalog." 

These  are  just  the  latest  refine- 
ments. A  year  ago  the  retailer  offered 
free  software  that  allowed  shoppers  to 
plug  in  the  floor  plans  for  their  homes 
and  see  how  Eddie  Bauer  furniture 
looked  in  the  living  room  or  bedroom. 
This  year's  Java-diiven  dressing  room 
is  faster  and  easier,  with  no  software 
to  dovmload.  In  both  instances,  the 
idea  is  to  give  online  customers  more 
"hands-on"  ways  to  try  out  its  stuff. 


Perhaps  most  important,  Eddie 
Bauer  has  worked  to  integrate  its 
Web  site,  catalog,  and  stores  so  that 
all  three  supplement  one  another  anc 
boost  the  overall  brand.  The  Eddie 
Bauer  catalog  promotes  the  online 
service.  The  online  service  lets  visi- 
tors know  they  can  take  products 
they're  unhappy  with  back  to  bricks- 
and-mortar  stores.  Store  cash  regis- 
ters sport  the  Web  ad- 
dress. 

NO  BANNERS.  But  even 
the  coolest  Web  site  isn't 
worth  much  if  no  one 
knows  about  it.  Besides 
pitching  its  online  service 
in  its  catalogs  and  stores 
Bauer  advertises  on  the 
Internet — but  not  vdth 
traditional  banner  ads. 
It  gave  banner  ads  a 
test  run  in  the  fourth 
quarter  of  1997  and  agaii 
this  spring  but  didn't 
get  much  joy.  Says  Neu- 
man: "They're  expensive 
and  conversion  [to  sales] 
is  low." 

Instead,  the  retailer  is 
using  its  Internet  adver- 
tising to  seek  customers 
who  are  outside  its  tradi- 
tional customer  base  of  c: 
sual  baby  boomers.  It  boosted  its 
back-to-school  push  this  year  by 
promoting  campus  gear  on  popular 
teen  sites  such  as  student.com  and 
dogpile.com.  Normally,  Bauer  doesn 
squander  ad  money  on  prospects  ou 
side  its  core  boomer  group.  "But  th. 
was  easy  to  do,  and  inexpensive," 
says  Neuman. 

The  real  payoff  for  Eddie  Bauer 
wall  come  if  it  builds  a  base  of  cus- 
tomers used  to  shopping  at  Eddie 
Bauer  online  and  offline,  24  hours  a 
day,  seven  days  a  week.  As  round 
the-clock  shopping  catches  on,  Baue 
wants  to  make  sure  its  brand  name 
is  leading  the  way. 

By  De'Ann  Weimer  in.  ChicO; 
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(Smoothus  Talkus  Reptilius) 


I't  make  any  sudden  moves.  Keep  your  ears  open. 
1  trust  your  instincts.  That's 
best  advice  we  can  give 


omeone  looking  for  a  new  j^Jj' 
iness  management  system.  ' 


awson  Software,  we  encourage 
to  take  your  time.  Talk  to  the 
"ent  customers  of  every  software 
ider  you're  considering.  Find  out  whether 
e  features  you  saw  in  the  demo  are 
ally  up  and  runnmg  elsewhere.  Ask 
It  service  and  support.  And,  of  course, 
about  the  products.  Are  they  fully 
grated?  Process  oriented?  Web  accessible? 


M  1 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  tmancials,  human  resources,  procurement 
and  supply  chain  process  suites 
lead  the  industry  in  providing 
innovative  ways  to  gather,  process  and 
access  vital  information.  We  were  the 
first  to  utilize  web  technology,  enabling 
our  customers  to  share  information  more  freely 
and  cost-efiectively.  Our  Self-Evident  Applications™ 
practically  eliminate  training  costs.  And  our 
people  are  known  for  their  accessibility  and 
straightforwardness.  In  other  words, 
we  don't  bite.  Visit  Lawson  Software  at 
www.lawson.com/guide  or  call  1-800-477-1357. 


Slli 


ADING    EDGE   TECHNOLOGY   WITHOUT   THE  ATTITUDE' 


LAWSON 

Software 


Today,  50,000  people 
will  sign  up  for 
cell  phone  service 
(can  your  mother 
be  far  behind?). 


148  million  people 
might  hop  on 

the  Internet. 


35  million 

voicemail 

messages  will  be  1( 
(not  necessarily 


There's  a  communications 
revolution  going  on. 

And  one  company 

IS  right  m  the  center  of  it. 


We  make  the  things  that  make  communications  work." 


People 


PRIVATE  EYES 


DANGER 

IS  HIS  BUSINESS 

Jules  Kroll,  corporate  gumshoe,  is  empire-building 


With  his  bullet-shaped  head  a 
bulldog  face.  Jules  B.  Ki-oll 
fii'st  glance  seems  like  a  tv 
fisted  shamus  out  of  a  Rt 
mond  Chandler  or  Dashiell  Hamni* 
detective  yam.  It's  an  image  Ki'oll  } 
long  enjoyed  as  he  built  his  Ki'oll  As; 
dates  into  the  coimtiy's  leading  pri\-a 
eye  agency.  But  over  the  past  ye 
Kroll  has  moved  fai-  beyond  the  coi*] 
rate  investigative  work  for  which 
has  become  so  well  kno^^■n. 

Affable,  low-key.  and  wearing 
trademai-k  suspenders  beaiing  ima| 
of  palm  trees  or  ancient  Greek  statu 
Rroll.  57.  has  branched  into  a  wide 
ray  of  diversified  ventiu'es  to  tap  m^ 
deeply  into  the  S4.6  billion  global  se 
rity  market.  In  the  process,  he  has  1 
to  leani  quicld>-  to  manage  a  much  la 
er  and  more  sprawling  organizati 
"Tlus  is  quite  a  challenge."  says  a  cY 
acteristically  deadpan  Kroll. 

That's  for  siu-e.  In  December,  li 
Ki'oll  combined  liis  privately  held  > 
York-based  Kroll  Associates  Inc. 
O'Gara  Co..  a  publicly  traded  amioi 
eai-  maker.  Tlie  deal  gave  Ki-oU  acces; 
the  public  markets,  enabling  him 
spend  S47  milhon  to  gobble  up  a  di 
testing  service,  a  surveillance-cam 
company,  and  an  accounting  fii'm 
cializing  in  fi-aud  detection.  More  ac 
sitions  are  on  the  way. 
SAFETY  FIRST.  So  far.  the  new  Ki 
O'Gara  Co.  is  enjoying  boom  tin 
largely  thanks  to  a  fiare-up  in  kidi 
pings  and  assassinations  abroad, 
company's  stock  has  doubled  over 
past  year,  to  25.  while  1998's  opera' 
earnings  thi'ough  Jime  30  soai'ed  42^ 
S12.8  niilhon.  on  Si  12  milhon  in  sak 
50^  of  which  came  fi'om  ovei-seas. 
a  dangerous  world  out  there,"  s 
Howard  I.  Smith,  executive  \ice-pi 
dent  of  insurer  American  Intemati 
Group  Inc..  Ki-oll's  biggest  client 
the  holder  of  an  8'7c  stake  in  the 
"It's  good  to  have  Jules  on  yoiu"  sic 
Indeed.  Ki-oll  is  doing  all  he  ca: 
make  sure  nervous  executives  k 
what  he  can  do  for  them.  In  eai-ly 
tober.  he  flew  to  Mexico  City,  scene 
spate  of  recent  kidnappings,  to  exj 
his  office  and  to  reassm-e  a  gatheiin 
chents  that  "om*  mission  is  to  make 
world  safer."  With  global  teiTorisn 
the  rise  and  corporate  executive? 
creasing!}-  the  tai-get  of  ciime.  Ki'oll 
shown  once  again  his  canny  knacl 
spotting  opporti 
In  the  late  1970s 
helped  create  a 
mai-ket  for  coipc 
investigations.  A 
time  Manhattan  a 


DOGGED:  These 
days,  Kroll  is 
busy  buying  up 
security-related 
businesses 
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5iW8  Manioll  Inlernalionafi 


You  don't  have  to  go  far  away  or  spend  weeks  on  the  road  to  start  racking  up  points  with 
IVIarriott  Rewards.  We  make  it  easy  for  you  to  earn  a  free  vacation.  How?  By  giving  you 
more  places  to  earn  and  redeem  points.  We  have  eight  different  participating  hotel  brands 
in  the  Marriott  family.  Over  1,300  locations  worldwide.  So  all  your  long  trips,  short  trips, 
business  trips  or  just-about-anything  trips  add  up  quicker  to  a  free  vacation.  Want  to  get 
something  out  of  every  trip  you  go  on?  Just  click  over  to  www.marriottrewards.com  for 
more  information,  terms  and  conditions,  or  call  800-249-0800  to  enroll. 


□  T  A  SUITCASE?    GDTTA  JOIN/ 


t\>^arnottREWA  r  d  s 


People 


KrolFs  publicly  traded  company  is  booming,  thanks  in 
part  to  a  surge  in  kidnappings  and  assassinations  abroa( 


tant  district  attorney,  he  realized  that 
corporations  would  pay  big  for  an  in- 
vestigative fiiTo  that  could  dig  out  em- 
ployee fraud  and  other  malfeasance.  He 
reci-uited  a  savvy  coterie  of  former  ciA 
spies.  FBI  agents,  and  prosecutors  by 
paying  them  as  much  as  twice  their 
public-sector  salaries. 

But  there's  more  to  Ki-oll's  success 
than  wa\ing  big  paychecks  at  top  talent. 
He  has  long  inspired  loyalty  among  his 
staff  by  remembering  the  names  of  even 
the  lowhest  clerical  workers.  He  once 
even  lent  one  promising  young  investi- 
gator the  downpa\Tnent  for  his  house. 
The  pei^sonable  Ki'oll  is  an  a\id  schmooz- 
er,  too.  WTien  he  nailed  down  the  0'- 
Gara  deal  last  year,  he  immediately 
called  dozens  of  staffers.  But,  recalls 
longtime  associate  Joseph  R.  Rosetti, 
"he  said  I  was  one  of  tlu-ee  people  he 
was  calling.  I  had  to  laugh.  Jules  likes  to 
make  you  feel  special." 

Now,  the  question  is  whether  such 
folksy  management  will  work  at  a  lai'ger 
empire.  Although  it  was  O'Gara  that 
bought  Ki'oll  Associates  for  $81  milhon 
in  stock,  Kroll  is  ceo  and  chairman  of 
the  combined  outfit  and  is  its  largest 
shareholder  with  a  17%  stake.  "I  Uke 
running  mv  own  business,"  savs  Ki'oll. 
Wilfi-ed  "Bill"  O'Gara.  formeriy  O'Gara 
Co.'s  CEO  and  now  Ki-oU-O'Gara's  No.  2 
officer,  says  landing  Ki'oll  was  worth  the 
demotion.  "Yielding  authority  isn't  easy," 
says  O'Gara,  whose  family  owns  16%  of 
the  company,  "Taut  we  w'anted  Jules." 

To  leam  the  O'Gara  side  of  the  busi- 
ness, Kroll  now-  spends  time  hanging 
out  in  its  aiTnored-car  factories  in  Mex- 
ico City  and  Faii-field,  Ohio.  He's  also 
travehng  the  globe  to  feiTet  out  new 
acquisitions.  And  ha\ing  added  employ- 
ee chnag-testing  to  his  portfolio  at  home, 
he's  looking  to  move  into  the  lucrative 
field  of  backgi'ound  checks  for  sensitive 
jobs  such  as  airiine  pilots. 
TIME  LAPSES.  A  marathon  worker,  he 
packs  his  days  with  a  dozen  or  so  meet- 
ings at  breakfast,  lunch,  dinner,  and  in 
between,  then  works  his  five  phone  lines 
from  his  Rye  (N.  Y.)  estate,  on  the  shore 
of  Long  Island  Sound.  His  ftw  indul- 
gences include  taking  his  fou/  grown 
kids  on  exotic  vacations,  eating  out  at 
pricey  restaui-ants  with  his  wife  o '  thi'ee 
decades,  L>Tin,  and  frolicking  wi.h  his 
three  dogs — Tonka,  Tvvyla,  and  i  hor- 
gis — on  the  beach  in  front  of  his  ho  ise. 

Kroll  has  long  since  given  up  track  ;ig 
cases  himself,  but  he  retains  a  bit  f 


the  eccentricity  of  a  private  eye  frorn 
central  casting.  Back  w^hen  he  stalled 
the  fii'm,  he  quit  wearing  a  watch  so 
he  could  better  focus.  He  maintains  the 
habit,  saving:  "I  need  to  concentrate  on 
what  I'm  doing  without  the  distraction 
on  my  wTist."  Although  his  secretary 
keeps  him  on  time  for  important  meet- 
ings with  chents,  Ki'oll  is  often  late  for 
staff  meetings.  "That  can  tee  you  off," 
says  Rosetti,  a  21-year  Ki'oU  veteran. 
"But  what  can  you  do?" 

Ki'oll  still  exudes  the  no-holds-bai-red 
attitude  that  long  ago  won  him  notice  in 

THE  KROLL  FILE 

BORN  May  18,  1941,  Brooklyn, 
N.Y. 

EDUCATION  BA,  1953,  Cornell 
University;  LLB,  Georgetown  Uni- 
versity Law  School,  1966 

TOP  CASES  Tracked  down  Sad- 
dam Hussein's  hidden  assets. 
Seized  two  hotels  controlled  by 
scandal-plagued  Lincoln  Savings  & 
Loan.  Probed  derivatives  fraud  at 
Daiwa  Securities,  investigated 
kickback  scheme  at  Kmart 

WHAT  HE  WEARS  Outrageous 
suspenders 

WHAT  HE  DOESNT  WEAR  A 

watch,  often  making  him  late  to 
staff  meetings 

UNREALIZED  AMBITION  To  hold 
public  office.  He  lost  a  bid  for 
New  York  City  Council  in  1971 

HOME  LIFE  Wife,  Lynn,  who 
helped  with  clerical  work  in  early 
days,  accompanies  him  now  on  his 
many  trips.  Four  children;  the 
eldest,  Jeremy,  27,  works  in  his 
dad's  business 

the  executive  suite.  He  once  saved  his 
client,  Avon  Pi'oducts  Inc.,  from  a  hostile 
takeover  bid  by  Amway  Corp.  by  un- 
earthing embaiTassing  details  about  a 
top  Amway  executive's  personal  fi- 
nances. Kroll  has  demonstrated  that 
toughness  since  his  days  pla\ing  high 
school  basketball  in  Queens,  N.  Y.  "He 
was  Uke  one  of  those  bulldogs  that  bites 
you  and  never  lets  go,"  recalls  team- 
mate Paul  A.  Goldberger,  now  a  New- 
York  attomey. 

Kroll  is  much  more  than  a  clean- 


shaven  tough  guy  in  an  expensive 
however.  Associates  say  he  has  a  phi 
graphic  memory  for  details,  names, 
faces.  When  briefed  on  a  case,  he 
speed  up  results  by  picking  out  a  se 
ingly  peripheral  person  involved 
ing  him  to  some  long-ago  scandal.  "W 
you  hit  a  wall,"  says  Steven  M.  Rucl 
executive  managing  director,  "Jules 
still  come  up  with  an  answer." 

Consider  the  time  in  1992  when 
Ki'emlin  hired  the  fii'm  to  hunt  dc 
government  money  spiiited  out  of  F 
sia  by  corrupt  officials.  In  one  file  K 
happened  to  glance  at,  he  spotted 
name  of  an  obscure  American  mo 
manager.  Kroll  remembered  that  th 
nancier  had  been  suspected  of  mo 
laundering  years  before.  His  hunch 
to  a  huge  stash  of  hidden  assets 
COOL  CUSTOMER.  Despite  his  chari 
and  his  knack  for  remembering  nar 
Ki'oll  flopped  at  his  chosen  career— 
itics.  \\^le  at  GeorgetowTi  Univei 
School  of  Law,  he  worked  pait-time 
Robert  F.  Kennedy,  then  a  U.  S.  sen 
from  New  York,  before  heading  o: 
the  Manhattan  D.  A.'s  office  to  ha; 
corruption  cases.  But  when  he  g( 
chance  to  actually  run  for  office, 
lost  the  1971  primary  for  New 
City  Council  by  a  wide  margin. 

Looking  back  on  the  debacle, 
sees  it  as  a  blessing  in  disguise.  U 
his  backgi'ound  as  a  prosecutor,  he 
into  detective  work,  at  fii'st  speci 
ing  in  printing-industry  embezz 
scams.  His  big  break  came  in  1 
when  drug  wholesaler  Foremost 
Kesson  Inc.  (now  McKesson  Coi-p.)  1 
him  to  investigate  \lctor  Posner. 
was  then  mounting  a  takeover  bid 
findings  remain  confidential,  but 
raider  backed  off  and  Ki-oll  became 
minaiy  to  the  corporate  estabhshn 
Another  high-profile  job  was  trac 
down  Saddam  Hussein's  hidden  asse 
the  West,  wiiich  authorities  seized. 

Even  as  ceo,  his  line  of  work 
its  perils.  When  his  firm  was  on 
scent  of  Saddam  Hussein,  Kroll  j 
ered  his  wife  and  kids  around 
kitchen  table  and  warned  them  to  b 
guard  for  possible  attacks.  "He  d 
get  excited,"  says  son  Jeremy,  "th 
we  knew  there  was  real  cause  for 
ceiTi."  That's  Jules  Ki'oll:  cool,  colle 
and  ready  for  business — the  1990; 
swer  to  Philip  Marlowe. 

By  Lan-y  Light  in  New  York, 
Elisabeth  Malkin  iit  Mexico  City 
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Risk  in  Infrastructure  Finance 


Just  one  year  ago,  money  was  flowing  into  infrastructure 
projects  all  over  the  world.  Although  Asia  was  cruising 
toward  crisis  following  the  devaluation  of  the  Thai  boht, 
the  outlook  for  projects  to  modernize  power,  water,  and 
telecommunications  infrastructure  remained  steady,  investors 
professed  faith  in  the  idea  that 
emerging  market  growth  rates, 
even  if  weakening,  would  nurse 
projects  in  their  infancy  and  sus- 
tain them  through  the  process 
of  eventual  implementation. 

But  this  view  has  been  shat- 
tered by  thefinancial  criseshit- 
ting  Asia,  Latin  America,  and 
Russia.  While  Wall  Street  con- 
tinues to  believe  that  the  United  States  and  Europe  ore  healthy 
enough  to  support  infrastructure  financings,  the  economic  tur- 
moil nearly  everywhere  else  has  thrust  the  issue  of  risk  back  into 
the  center  of  a  sector  that  recently  was  viewed  as  a  goldmine 
by  both  banks  and  investors  in  the  public  capital  markets. 

"This  IS  a  watershed  moment,"  says  Curtis  Moulton,  man- 
aging director  of  Infrastructure  Finance  Group  at  Standard  S. 
Poor's  Ratings  Services.  "We  are  at  a  unique  point  in  the  mar- 
ket where  players  are  starting  to  recognize  that  risk  needs  to 
be  quantified  and  that  information  about  these  projects  needs 
to  be  made  available  to  all  participants  in  a  transaction." 

Why?  Because  infrastructure,  by  and  large,  is  losing  gov- 
ernment as  its  primary  sponsor.  This  holds  true  for  the  United 
States,  forEurope,  and  certainly  foremerging  economies  where 
governments  need  private  sector  capital  to  build  the  roads, 
utilities,  and  telecom  systems  necessary  to  reap  the  rewards 
of  global  capitalism. 

The  nation's  electric  power  sectors  are  in  the  throes  of  a 
regulatory  revolution.  When  complete,  no  longer  will  govern- 
ment set  electric  utility  rates— the  market  will.  And  in  the 
process  of  doing  so,  some  market  players  predict  that  close 
to  a  third  of  the  United  States'  and  Europe's  generating  capac- 
ity—300,000  of  800,000  megawatts— will  change  hands  over 
the  next  ten  years,  involving  equity  and  debt  financings  that 
could  total  as  much  as  $100  billion. 

So  far  this  year,  about  $6  billion  of  financing  has  been 
done  for  the  United  States  power  sector,  and  by  the  time  the 


"We  are  at  a  unique  point  in  the  market 
where  players  are  starting  to  recognize 
that  risk  needs  to  be  quantified  and  that 
information  about  these  projects  needs 
to  be  made  available  to  all  participants 
in  a  transaction." 

-  Curtis  Moulton,  managing  director  of  Infrastructure 
Finance  Group  at  Standard  &  Poor's  Ratings  Services 


transaction  backlog  for  both  merchant  power  plants  and 
utility  disaggregations  starts  flowing,  the  sector  will  see  about 
$16  billiontotol  of  financingthisyear,  notes  Jacob  Worenklein, 
managing  director  and  head  of  project  finance  for  the 
Americas  at  Societe  Generale. 

"There  is  not  at  all  a  lock  of 
opportunity  in  the  United  States 
domestic  power  sector  alone," 
Worenklein  says. 

Power  is  one  thing.  Other 
infrastructure  needs  in  the  Unit- 
ed States  — roads,  bridges, 
schools  — are  financed  largely 
by    tax-exempt  municipal 
bonds,  a  market  that  benefit- 
ed in  late  summer  by  investors'  flight  to  quality,  particular- 
ly United  States  Treasury  bonds,  which  muni  prices  follow.  Fot 
example,  United  States  municipal  bond  funds  attracted  $698 
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million  of  cosh  in  the  week  ending  September  3,  compared 
with  $263  million  in  the  prior  week,  according  to  AMG  Data 
Services  in  Areata,  California. 

As  for  emerging  markets,  the  current  crisis  has  halted 
financing  activity.  It  has  also  prompted  many  on  Wall  Street 
to  reflect  on  how  the  post  Cold  War  global  economy  started 
booming  and  whether,  in  the  woke  of  its  first  global  bust,  the 
approach  to  project  finance  needs  to  change. 


"People  are  going  to  have  to  get  smart  and  figure  out  how 
to  finance  for  major  sponsors  of  emerging  markets  projects,  which 
raises  the  issue  of  the  development  of  portfolio  financings  and 
the  development  of  other  forms  of  diversified  pools  of  finonc- 
ingthot  make  it  a  little  bit  easier  to  finance,"  Worenklein  soys. 

Infrastructure  finance  is  a  complex  arena  involving  the 
raising  of  capital  based  on  the  project's  ability  to  support  asso- 
ciated debt  and  equity  on  its  own.  Both  projects  and  utilities 
face  complicated  and  myriad  risks,  including  whetherthe  enti- 
ty being  built-whether  it  be  a  pipeline,  toll  road,  or  power 
plant— produces  the  revenues  required  to  pay  back  investors 


once  up  and  operating.  Central  to  project  financing  is  the  effort 
by  sponsors  to  reduce  their  equity  exposure  by  limiting  investors' 
recourse  to  the  sponsor  should  the  project  fail. 

This  effort  to  keep  a  project  off  a  sponsor's  balance  sheet 
creates  unique  risks  to  investors  in  project  debt  and  equity. 
The  dependence  on  the  project  itself  to  generate  revenues  sud- 
denly highlights  the  importance  of  the  market  environment, 
the  technology  being  implemented,  outside  guarantees,  sup- 
ply contracts,  and  sponsors'  commitment  to  the  project. 

"These  are  not  your  typical  corporate  financings  where  ongo- 
ing companies  put  their  own  creditworthiness  on  the  line,"  says 
William  Chew,  managing  director  in  the  Infrastructure  Finance 
Group  at  Standard  ^  Poor's.  "Project  financings  typically  have, 
at  best,  limited  recourse  to  the  balance  sheets  of  the  sponsors." 

The  classic  example  of  a  project  financing  is  a  power 
plant.  Sponsors  of  the  power  project  borrow  money  to 
build  a  generation  plant.  The  sponsors  contract  to 
supply  power  to  utilities,  projecting  that  the  contract  revenues 
will  suffice  to  pay  debt  service  and  generate  profits.  But  risks 
abound.  Will  the  plant  actually  be  built  on  time?  Will  the  plant 
work?  And  will  the  market  value  of  the  contracts  pan  out  sc 
that  participants  aren't  in  the  red? 

Like  projects,  utilities  all  over  the  world  face  problems 
Most  profound  is  the  effort  to  raise  rates  to  levels  that  more 
or  less  equal  utilities'  costs  for  providing  electricity,  an  activ- 
ity that  has  historically  been  regulated  by  government, 
emerging  markets,  this  is  a  difficult  situation  even  in  good 
times,  but  in  times  of  economic  crisis,  it  may  be  well-nigf 
impossible,"  Chew  soys. 

For  example,  the  state-owned  utilities  in  Indonesia  anc 
Malaysia  are  having  trouble  enacting  rote  increases  becaus( 
of  the  economic  and  political  turmoil  in  those  countries  tho' 
has  resulted  from  the  Asian  financial  crisis.  In  a  report  issuec 
in  March,  Standard  &  Poor's  noted  that  "against  the  backdro| 
of  near  40%  inflation,  it  is  unlikely  that  the  government  wil 
increase  retail  electricity  tariffs  to  levels  needed  to  providi 
Indonesia's  state-owned  utility,  PT  Perusohoan  Listrik  Negara 
or  PLN,  with  sufficient  liquidity  to  honor  hard  currency  oblig 
otions."  Tenogo  Nosional  Berhad,  Malaysia's  state-owned  util 
ity,  has  suffered  tremendously  from  the  ringitt's  loss  in  value 
and  analysts  don't  believe  the  utility  will  be  able  to  imp lemen 
regular  rate  increases  for  at  least  two  years. 

Indeed,  the  fundamenta'  risks  that  face  all  infrastructur 
projects  are  compounded  in  emerging  market  countries  b 
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uncertainties,  such  as  inflation,  foreign  currency  risks,  legal 
risks,  and  sovereign  risks.  The  collapse  of  the  Russian  finan- 
cial system  and  the  Asian  crisis  have  focused  the  market  on 
the  risk  exposure  of  banks,  funds,  and  institutional  investors 
all  over  the  world. 

"Liquidity  has  dried  up  in  project  finance  in  Asia  and  to  a 
large  extent  in  Latin  America,"  says  one  investment  analyst  at 
a  major  insurance  company  who  asked  not  to  be  identified. 
"Investors  hove  pulled  out,  largely  because  there  is  an  unwill- 
ingness to  test  a  government's  commitment  to  a  project." 

"It's  difficult  in  Latin  America  because  the  markets  are  so 
volatile  right  now,"  says  Jane  Eddy,  managing  director  and 
Latin  America  practice  leader  for  Infrastructure  Finance  at 
Standard  &  Poor's. 

This  lack  of  liquidity,  some  market  players  believe, 
marks  a  crucial  moment  for  project  financing— and 
perhaps  all  investment  sectors— in  emerging  markets. 
Indeed,  some  observers  go  so  far  to  say  that  Western  investors, 
who  have  provided  the  lion's  share  of  capital  to  the  emerging 
economies  in  Asia,  eastern  Europe,  and  Latin  America,  did  not 
value  their  own  money,  technology,  or  knowledge  enough  when 
putting  it  to  work  overseas.  Some  believe  that  this  devalua- 
tion of  capital  is  a  systemic  problem  of  too  many  middlemen- 
portfolio  managers,  financial  advisers,  and  commercial  and 
investment  bankers— between  investors  who  are  lending  money 
and  borrowers  who  then  spend  it. 

"The  respect  that  capital  deserves  has  been  diminished 
due  to  inefficient  risk  assessment  and  intermediation,"  says 
John  Laxmi,  managing  director  of  project  finance  at  CitiCorp. 
"The  more  distance-literally  and  figuratively-there  is  between 
a  person's  money  and  the  user  of  that  money,  the  more  risk 
the  money  is  subject  to." 

There  is  a  fundamental  shift  at  work  as  well,  Chew  of  Stan- 
dard &.  Poor's  argues.  Lending  in  project  finance,  particularly 
in  emerging  markets,  has  long  been  a  direct  activity  domi- 
nated by  commercial  banks.  But  in  recent  years,  public,  cap- 
ital markets  have  opened  up  themselves  to  infrastructure  debt, 
injecting  infrastructure  and  bond  investors  into  an  unfamiliar 
arena  that  poses  new  risks  as  well. 

"You're  seeing  a  shift  to  more  portfolio-style  capital -rais- 
ing,'  says  Paul  Coughlin,  managing  director  and  practice  leader 
for  Infrastructure  Finance  in  Standard  S.  Poor's  Hong  Kong  office. 

The  u  -  swing  m  the  infrastructure  liquidity  cycle  was  pret- 
ty heady,  bt  the  downside  has  clearly  arrived.  Indeed,  sources 


say  that  yield  spreads  in  the  sector  have  expanded  anywhere 
from  300-to-800%.  "If  a  deal  came  in  at  200  basis  points  off 
[comparable  U.S.  Treasuries],  it  wouldn't  be  out  of  the  ques- 
tion to  see  it  at  1,400  basis  points  today,"  said  one  market 
observer.  "There  is  minimal  liquidity  in  Asia  and  some  in  Latin 
America,  and  even  deals  in  Latin  America  that  were  done  two 
weeks  ago  are  now  200  to  300  basis  points  wider." 

In  Russia,  debtthatwossoldat  a  spreadof  300  basis  points 
of  comparable  United  States  Treasuries  is  now  trading  at  a 
spread  of  2,000  basis  points,  an  increase  of  almost  600%. 


The  halt  in  liquidity  raises  questions  about  whether  and 
how  projects  started  during  the  boom  will  survive.  After  that, 
the  question  becomes,  what  about  projects  that  are  in  the 
process  of  being  planned? 

"How  does  one  extricate  oneself  from  a  situation  that  we 
have  now  where  there  are  a  lot  of  projects  in  process?"  say? 
Amar  Battacharya,  senior  adviser  at  the  World  Bank.  "These 
are  private  sector  projects,  and  it's  important  to  think  abou1 
how  one  sets  up  a  balance  so  that  risks  that  are  truly  private 
remain  private  while  at  the  same  time  you  are  creating  polic) 
environments  that  allow  in  some  sense  investors  not  to  losf 
excessively.  I  think  in  the  end  a  lot  of  it  therefore  is  depended 
on  the  early  restoration  of  confidence." 

Each  party  has  its  own  rebponsibilities  and  they  ore  syner- 
gistic, Battacharya  says.  "I  think  one  needs  to  draw  lessons  fo 
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everyone  in  this,"  he  says.  "But  it's  clear  that 
one  point,  particularly  about  Asia,  that's  worth 
making  is  that  the  structure  of  financing  was 
particularly  problematic  because  there  was  just 
too  much  reliance  on  debt— not  only  debt  but 
bonk  debt.  There  weren't  adequate  levels  of 
longer  term  debt  finance  like  bonds." 

At  the  same  time,  amid  tremendous  mar- 
ket volatility,  some  strategies  may  offer  solu- 
tions to  the  current  risk  dilemma.  Securiti- 
zation, for  example,  on  established  financ- 
ingtooi  in  the  mortgage  and  credit  card  sec- 
tors, is  starting  to  be  applied  to  project  finance 
loans  and  bonds. 

In  the  infrastructure  arena,  thesetrans- 
octions  involve  the  issuance  of  bonds  that 
ore  backed  by  principal  and  interest  payments  from  a  pool  of 
loans  that  finance  a  variety  of  infrastructure  projects.  Accord- 
ing to  Standard  S.  Poor's,  the  credit  strength  of  the  pooled 
bonds  will  generally  be  strongerthan  the  credit  strength  of  any 
individual  loan  to  the  extentthotthe  pooled  cash  flows  diver- 
sify the  default  risk  and  princi-   

pal  loss  potential  inherent  inthe 
loon  making  up  the  pool. 

In  March,  Credit  Suisse  First 
Boston  structured  one  of  the  first 
collateralized  loan  obligations 
backed  by  project  finance  loans. 
Market  players  believe  that  secu- 
ritizations will  aid  in  risk  diversification,  and  with  the  universe 
of  loons  eligible  for  repackaging  at  $50  billion  by  some  experts' 
estimates,  more  ore  very  likely  on  the  way.  "The  potential  is 
substantial,"  Chew  says.  "It  is  the  last  large  type  of  loan  that 
has  not  yet  been  securitized." 

"Solutions  are  being  created,"  Worenklein  agrees,  adding 
that  m  the  future,  sponsors  of  infrastructure  will  probably 
need  to  take  on  more  equity  in  projects  and  structure  trans- 
actions so  that  investors  have  more  recourse  to  a  sponsor  in 
the  event  of  trouble. 

"There  will  be  a  minuet  that  will  be  played  here  as  the  major 
companies  in  these  businesses  seek  to  finance  their  projects 
and  the  bonks  and  capital  markets  ore  hesitant,  and  so  there 
will  be,  I  think,  an  equilibrium  met  as  supports  are  provided  by 
the  sponsoring  companies,"  Worenklein  soys.  "Sponsors  ore  going 


"The  more  distance  — literally  and  figura- 
tively—there is  between  a  person's  money 
and  the  user  of  that  money,  the  more  risk 
the  money  is  subject  to." 

-John  Laxmi,  managing  director 
of  project  finance  at  CitiCorp 


to  hove  to  show  more  corporate  commitment, 
so  that  their  major  banks  are  basically  able 
to  look  at  the  financing  of  their  undertakings 
in  those  countries  as  being  a  support  of  their 
major  sponsors  who  are  themselves  extraor- 
dinarily committed  to  the  project." 

Battacharya  agrees,  noting  that  pro- 
jects underway  that  feature  more  equity  are 
more  likely  to  survive  the  emerging  market 
crisis.  "They'll  take  a  huge  hit  in  the  short 
run,  but  on  the  assumption  that  they  are 
able  to  withstand  this,  those  with  greater 
equity  will  do  better,"  he  says. 

In  the  meantime,  the  emerging  market; 
crisis  has  closed  the  minds  of  many  investors 
to  even  solid  individual  projects  in  emerging 
markets.  This  could  prompt  a  vicious  cycle,  accordingto  anoth 
er  large,  institutional  investor  who  requested  anonymity.  Th 
double-digit  economic  growth  that  was  propelling  projects 
such  countries  as  Thailand,  Korea,  and  Indonesia  has  decline 
so  much  so  that  the  need  for  infrastructure  is  no  longer  intense 

  "People  in  the  market  on 

more  prepared  to  moke  a  nega 
five  assessment  of  a  project,"  thi 
investor  says.  "The  perception  o 
risk  has  risen  substantially." 

But  others  argue  that  with 
little  time,  investors,  banks,  an 
other  players  will  return  to  thi 
sector— albeit  a  bit  more  cautiously.  The  important  thing,  mar 
ket  observers  say,  is  to  evaluote  the  risks  project  by  project,  coun 
try  by  country.  When  the  smoke  clears,  true  value  may  be  found 
"People  may  become  overly  cautious— that's  one  risk 
Battacharya  says.  "In  some  sense,  the  underlying  factors  tha 
were  drivingthis  growth  remain  in  place.  Atthis  stage,  I  thin 
the  danger  is  that  long-term  investors  may  react  more  adverse 
ly  than  is  warranted  by  long-term  fundamentals." 

"Only  the  best  projects  sponsored  by  the  strongest  possi 
ble  sponsors  who  themselves  will  have  a  lot  of  commitment  t 
the  sponsors  will  get  completed,  and  only  in  some  countries 
Worenklein  says.  "For  example,  in  China,  in  the  Philippine; 
we're  seeing  some  projects  move  forward,  but  it's  difficult." 

Christina  Pretto,  manager  of  ccmmunications  with  Standard  i. 
Poor's  Ratings  Group. 
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One  big  world  to  build. 
One  Source  to  help  you. 


ENR's  Global  Construction  Sourcebook. 

Its  your  ultimate  selling  tool! 
Coming  December  21,  1998. 

»}R's  Global  Construction  Sourcebook  reaches  over  25,000  global  industry  decision  makers. 

iJR's  Global  Construction  Sourcebook  features  comprehensive  reports  on  the  current  outlook  of 
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So  your  finances  are  healthy? 
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My  Dad's  Business 

As  an  entrepreneur's  daughter, 
Robin  Schatz  received  an  educa- 
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and  the  risks  and  rewards  in 
controlling  your  own  destiny 


Under  30 


page  18 


iarketing  pages 

ie  Music  Man 

ip  Maggiora  pumps  up  his  sales 
lume  with  a  smart  program  to 
t  boomers  playing  music  again 

iternet  page  12 

m've  Got  a  Little  List 
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dollar  idea-well,  half  a  mil- 
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your  girlfriend  at  the  airport 
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A  BREAK  OR  TWO  FROM  THE  IRS 

0::  July  22.  Picsidci::  Conzon  signed 
:he  :?.;  Restz-acLUi-iiig  and  Reioi-n: 
Bill.  ^Miile  :here's  lots  for  smail 
business  ro  celebraie — faster  audits 
and  faii-er  rales  on  seizing  assets, 
for  example — it's  not  an  unailoyed 
%"ict02y.  Some  con%"ersations  vr.ik 
CPAS  ai'e  now  pi-i\ileged.  for 
instance,  but  not  all.  so  expect  lit- 
igation on  the  issue.  The  bui-den 
of  proof  shifts  to  the  :?.s  when  pro- 
posed le%ies  involve  eomparues 
vvoith  less  than  ST  million:  use  of 
thii-d-paity  e%idence  is  also  restnet- 
ed.  But  these  curbs  on  iRS  power  may 
lead  investigatoi-s  to  demand  more  compa- 
ny documents.  Finally,  auditors 

will  be  assigned  to  specinc  taxpayer  gi-oups.  so  it's  likely  there 
will  be  small-business  specialists,  w'ho  will  be  sav\ier  about 
business  operations  but  also  about  tax  evasion.  For  details,  go 
to  www.smbiz.com  and  click  on  "Back  Issue — Julv  1-5." 


SO  THEY  SAY 


'I  was  too  dumb 
to  see  the  risks.... 
If  I  had  looked  at 
the  downside.  I 
would' le  been 
too  scared. ' 

-Wartjld  J.  SchatL 
who  slanted 
Industrial  Microwave 
Corp.  wrt  h  o  ul  a 
wrfHen  business  plan 
or  enougii  caprtal 
(pageENTie  . 


FREE  BUG  DETECTION 


:ten  you  toast  tne  new  nt:_enit:tu:t. 
your  computer  be  toast'?  You  don'" 
have  to  spend  money  to  find  oui 
■  hether  key  time-sensitive  componems — 
your  computer's  real-time  cl:      ,r  ; 
Input-Output  System  (Bios — .  ^     _  - 
late.  Banks  and  theii-  smaU-'business  cli-r.ts 

c-an  get  Yeai-  2CM)  kits,  vrhich   .csting  software,  from  SBS  Coi-p..  an  auton:;-.:-r  i 

banking  products  company  i2uo  4U>-460<1>.  ext.  439:  fax  205  40S-4606:  S6.95  for  -  - 
ping).  Testing  programs  c-an  also  be  downloaded  &-om  the  Web.  These  fi"eebies  iii  c:. : 
offered  out  of  chaiity:  They're  meant  to  entice  you  to  buy  fuU-fledged  Year  2000  prod- 
ucts and  services.  N'one  will  test  the  critical  operating-system  softwai-e. 


small- 

Smarts 


•.;  :  ='ess.  i 


For  more  cr  free  '•^ 


49%  OF  BUSINESSES  WITH  FEWER  THAN  20  EMPLOYEES  WERE  PROFITABl 


[ST  2 


w 


fhat  business  owner  wouldn't  want  a 
spare  pair  of  expert  helping  hands? 
American  Express  Co.  recently  invited 
448  entrepreneurs  to  fantasize  about  who 
they'd  want — if  they  could  have  anyone  at  all — 
to  help  run  their  businesses  for  a  week.  It  was  a 
write-in  poll,  so  not  many  personalities  earned 
a  high  percentage  of  votes:  Bill  Gates  led  with 
24%.  The  next-highest  score  was  for  real  estate 
mogul  Donald  Ti'ump,  at  6.8%.  Lee  lacocca 
earned  a  respectable  5.2%.  "Mom"  and  "Dad" 
each  scored  1.4%,  as  did  First  Parents  Bill  and 
Hillary  Clinton. 


PRODS  FOR  PROptietiVfTY 


Good  workers  are  rare,  so  small-busi- 
ness owners  must  maximize  employees' 
productivity.  Sprint  Corp.  polled  midlevel 
managers  at  500  companies  of  5  to  100 
workers  on  what  helps  and  what  hurts. 


l|llNG  THE  SCANNERS 

ners  are  popular  in  small 
!S,  but  ones  that  hook  up  to  a 
)rk  are  pricey.  At  $399,  Hew- 
'ackard  Cc.'s  ScanJet  6200C 
500-dpi  resolution,  36-bit 
depth,  and  easy  tonnectibil- 
al!  you'd  want  in  a  good 
imall  office  scanner,  but  with 
networking  software. 
So  far,  no  rival 
matches  the 
price  (800 
^  722-6538). 


L        WHAT  PUMPS  THEM 

UP... 

What  motivates  your  employees? 

MONEY 

35% 

PERSONAL  SATISFACTION 

33 

BENEFITS 

11 

RESPONSIBILITY 

11 

TIME  OFF 

10 

...AND  POUNDS  THEM 

DOWN 

YOU.  TOO. 
CAN  BE  A 
SPECIAL  CASE 


Even  wealthy  entrepreneurs  can 
now  get  special  breaks  when  bid- 
ding on  government  contracts. 
Since  Oct.  1,  a  change  in  Small  Busmess  Adminis- 
tration policy  expands  the  classification  of  "small, 
disadvantaged  businesses"  (sdbs),  which  are  eligi- 
ble to  win  government  contracts  with  bids  10% 
higher  than  the  lowest  bid.  Formerly,  SDB  status 
was  only  granted  to  ethnic  minorities.  Now,  anyone 

  who  presents  a  convincing  history 

of  social  disadvantage  qualifies.  One  other  condition:  The  owner  must  be 
worth  less  than  $750,000 — not  counting  any  equity  in  a  home  and  business. 
Call  800  558-0884. 


What's  the  greatest  obstacle  to 
employee  productivity? 

family'  or  'PERSONAriSSuYs'  ""41% 

TRAINING  LEVEL  OF  WORKERS  30 

LACK  OF  TECHNICAL  KNOWLEDGE  22 

OUTDATED  TECHNOLOGY  7 


For  more  detail  on 
the  program,  click 
Online  Extras  at 
enterprise. 
businessweek.com 


I  WON'T  BE  IN  TODAY 

The  bad  news:  Small-business  employee  absen- 
teeism rose  in  1998.  The  good  news:  The  cost 
to  small  firms  rose  only  3% — far  less  than  for 
larger  ones.  In  its  annual  survey  on  absenteeism, 
CCH  Inc.  found  unscheduled  absences  at  companies 
of  less  than  100  employees  up  14%  in  1998,  vs. 
16%  in  1997.  Family  issues,  stress,  personal  ill- 
ness, and  personal  needs  each  cause  about  20% 
of  absences.  Predictably,  stress  is  a  bigger  problem 
for  small-business  owners  than  for  large  employers. 


■•  re'' 
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ABSENTEEISM 
IS  RISING... 


.AND  SO  ARE 
ITS  COSTS... 


THE  MEAN  COST  PER  COMPANY  OF 
UNSCHEDULED  ABSENCES 


'97 

•MEAN  PER  EMPLOYEE 


96  '97 
A  THOUSANDS  OF  DOLLARS 


.BUT  THE  MOST  EFFECTIVE 
COUNTERMEASURES... 


...AREN'T  MUCH 
IN  EFFECT 


AS  RANKED  BY  BUSINESSES 
WITH  LESS  THAN  100  EMPLOYEES 

SMALL 
COMPANIES 

ALL 
COMPANIES 

1.  JOB  SHARING 

6% 

21% 

2.  FLEX  TIME 

25 

51 

3.  LEAVE  FOR  SCHOOL  EVENTS 

9 

22 

4.  EMERGENCY  CHILD  CARE 

4 

13 

5.  COMPRESSED  WORKWEEK 

10 

24 

DAT,i\:  CCH  INC. 


FIRST  YEAR,  SAYS  A  NEW  ENGLAND  BUSINESS  SERVICE  INC.  POLL 
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Finance 


SHORING  UP  YOUR  FINANCES 
IS  A  CAPITAL  IDEA 

Coffers  are  flush — but  maybe  not  for  long.  Here's  how  to  enter  a  downturn  in  good  sh^ 

Chand  K.  Akkineni,  presider 
Capiicom  Systems  Inc.,  an  e 
year-old  information  technc 
company,  reads  the  papers 
as  everyone  else  does — and  he 
storm  clouds  ahead.  But  unlike  i 
of  his  small-business  brethi-en,  he's 
ing  steps  to  protect  himself.  Than] 
the  company's  performance  in  the 
few  yeai's,  Akkineni  had  no  troubl 
ranging  both  nonbanlc  and  bank  fti 
ing  in  addition  to  the  more  expe 
receivables-based  financing  he  all 
had.  "Next  year  is  going  to  be  t( 
but  we  want  to  keep  gi'owing."  he 
"Now,  I  have  other  options." 

So  win  other  small-business  own( 
they're  \\ise.  It's  a  gi'eat  time  t 
evaluate  your  company's  finances 
an  eye  to  shoiing  up  the  foundatio 
the  moment,  banks,  finance  comp; 


COVERED:  Banks  are  competing 
vigorously  in  the  profitable  small- 
business  sector  right  now-as  are 
a  host  of  nonbank  lenders 


BORROWING 

and  ventui-e  capitalists  are  still 
tively  flush.  Only  5.7%  of  54 
surveyed  by  the  Federal  Reser 
September,  for  example,  tightened 
dai'ds  for  small-business  loan  appli 
and  about  the  same  percentage 
standards. 

Many  analysts  agi'ee  that  a  rec' 
is  a  possibility  next  year — and  i 
case,  credit  conditions  could  get  v 
Thanks  to  some  changes  in  the  ba 
industry,  it's  not  likely  to  be  as  b 
the  steep  recession  of  the  early 
Still,  e.xperts  say  the  best  time  V 
preventive  steps  is  when  you  do: 
tually  need  them.  "While  time 
good,  you  have  an  opportunity 
your  financial  house  in  order, 
Sandy  Maltby,  head  of  small  bu 
senices  for  KeyCoi-p,  a  Cleveland 

Stait  by  reviewing  yom*  credit 
ture,  with  an  eye  tow^ai'd  c&nserv 
Consider  how^  much  yom*  profits 
decline  in  a  downtmTi,  for  exampl 
see  whether  you  would  have  the  c 
cover  interest  pa\Tnents.  If  you 
not,  you  should  be  looking  for  w 
pay  down  that  debt  now;  if  you'r 
ered,  you  still  might  want  to  take 
long-term  loan  at  todays  low  rate 
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to  give  yourself  an  extra  bit  of  cusliion. 

The  time  is  ripe  because,  at  this 
point,  small  businesses  have  few  woiries 
about  an-anging  financing.  KeyCorp  and 
Wells  Fai'go  &  Co.,  with  lai'ge  portfolios 
of  small-business  loans,  say  they  have  no 
plans  to  cut  back.  "I've  not  seen  any 
tightening  of  credit  in  the  last  six 
months,"  says  Michael  R.  James,  execu- 
tive vice-president  in  charge  of  small- 
business  banking  at  Wells.  Both  banks 
say  that  they  have  not  imposed  more 
sti^ingent  lending  conditions  or  increased 
theii"  rates  to  compensate  for  any  per- 
ceived increase  in  risk. 

Granted,  caution  is  rising.  Some 
banks  have  cut  theii'  exposure  to  small 
companies  doing  business  over- 
seas. And  Wells  Fargo's  James 
says  he  expects  some  overly  ag- 
gressive lenders  to  pull  back. 
But  even  if  there  is  a  recession, 
the  effect  on  the  banking  sector 
may  be  less  severe  than  the 
1990-91  experience.  Last  time, 
the  slowdovra  was  accompanied 
by  new  loan  review  standards 
stemming  fi'om  the  savings  and 
loan  crisis  and  increased  capital 
requirements  for  business  loans. 
Since  then,  the  loan  review  stan- 
dards have  been  modified  to  al- 
low banks  to  increase  their  small 
business  lending.  Besides,  in  a 
recession,  the  Small  Business 
Administration  would  increase 
its  guarantees  on  loans,  as  it  did 
the  last  time  around.  In  fiscal 
1992,  .SBA-guai-anteed  loans  gi-ew 
some  34%,  to  $5.93  billion. 

Overall,  says  Jere  W.  Glover, 
chief  counsel  for  advocacy  at  the 
SBA,  small  businesses  should  face 
fairly  accommodative  conditions 
until  the  bitter  end  of  a  reces- 
sion. That's  because  banks  are  compet- 
ing more  vigorously  in  this  market  seg- 
ment— especially  for  the  smallest  loans. 
"The  banks  have  found  this  to  be  a  very 
profitable  area  to  do  business,"  he  says. 
COLLAPSE.  When  bank  loans  don't  offer 
enough,  nonbanks,  including  commercial 
finance  companies,  equipment  and  real 
estate  lenders,  and  financial-services  gi- 
ants such  as  American  Express  Co.  and 
Merrill  Lynch  &  Co.,  offer  alternatives. 
Nonbank  lenders  gained  share  in  small- 
business  lending  in  the  last  recession 
and  now  account  for  some  7%  of  all 
lines  of  credit,  67%  of  equipment  leasing 
transactions,  and  61%  of  business  cred- 
it-card loans,  according  to  Financial  In- 
stitutions Consulting  in  New  York.  They 
are  sure  to  grab  even  more  market 
share  in  the  next  downturn.  "Commer- 


Finance 


cial  finance  companies  tend  to  do  well 
when  banks  become  risk-averee  and  pull 
back,"  says  Samuel  L.  Eichenfield,  ceo 
of  Finova  Group  Inc.  in  Phoenix. 

Of  course,  entrepreneui's  in  the  un- 
fortunate position  of  just  starting  out 
as  the  world  economy  collapses  are 
probably  ab-eady  experiencing  financing 
difficulties.  It  will  be  harder  for  entre- 
preneurs to  get  financing  fi'om  family 
members  who  have  suffered  stock  mar- 
ket losses,  for  instance.  "The  friends- 
and-family  money  is  going  to  be  some- 
what less,"  says  David  Wiesen,  a  New 
Jersey  consultant.  Around  30%  of  small 
businesses  rely  on  this  source  for  at 
least  some  startup  funding. 


DONT  JUST  SIT  THERE 

No  one  can  be  sure  a  dovmtum  is  coming, 

but  now  is  a  good  time  to  prepare. 
Here  are  some  steps  the  experts  recommend: 

GET  A  GRIP  Review  your  financing  structure  and  busi- 
ness plan.  Make  sure  both  can  survive  a  recession. 
Check  for  clauses  in  your  bank  line  of  credit  that 
might  permit  termination  in  a  downturn,  and  consider 
renegotiating  the  loan  or  finding  other  financing. 

THINK  CONSERVATIVELY  Make  cash  production  a 
priority  and  build  up  a  cash  reserve.  If  you  have  too 
much  debt  on  your  balance  sheet,  use  some  cash  to 
pay  down  debt. 

DONT  WAIT  If  you're  planning  new  financing,  wrap  it 
up  now  while  terms  are  easy  and  rates  low.  You 
should  also  think  about  refinancing  old  debt  to  take 
advantage  of  these  conditions. 

STRETCH  OUT  Replace  shorter-term  debt  with  longer 
maturities.  Consider  borrowing  against  real  estate  to 
get  a  20-  to  25-year  maturity  loan.  Make  sure  to 
match  loan  maturities  with  equipment  payment 
schedules  rather  than  relying  on  lines  of  credit. 


Similarly,  angel  investors — individual 
ventui'e  capitalists — ai-e  likely  to  be  less 
available  if  they  are  nursing  wounded 
stock  poitfolios.  Mai'ci  Zaroff,  president 
of  Under  the  Canopy,  a  one-year-old 
catalog  distributor  marketing  upscale, 
environmentally  responsible  merchan- 
dise, recently  lost  financing  from  an  an- 
gel after  having  used  up  $500,000  of 
personal  savings  and  available  credit- 
card  financing.  A  business  ovraer  him- 
self, the  angel  backed  out  from  a 
planned  $2  million  stake  in  the  Ran- 
dolph (N.J.)  company  when  "his  own 
stock  crashed,"  says  Zai'off.  She's  talking 
to  a  factoring  company  about  financing 
her  receivables,  but  continues  to  look 
for  a  long-teiTn  investor 

Venture-capital  firms,  meanwhile, 
have  more  dollars  than  ever  to  invest. 


In  the  fu-st  half  of  this  year,  ver 
partnerships  raised  some  $8.2  billi 
record  amount,  according  to  Ver 
Economics  in  Newark,  N.J. — addii 
the  uninvested  assets  raised  previc 
DEFERRED  IPOs.  The  funds  are  pu 
then-  money  to  work  as  fast  as  they 
investing  at  least  an  estimated  $1( 
lion  in  the  first  nine  months  of  '9 
the  way  to  smpassing  last  year's  re 
says  Piicewaterhouse  Coopers.  The 
expected  to  continue  to  do  so  ev 
the  economy  stumbles.  "There's  jus 
much  money  in  this  industry  to  sit 
says  Fred  Beste,  managing  partn 
Mid-Atlantic  Ventm-e  Funds  in  B( 
hem.  Pa.  Before  the  last  recession, 
able  funds  were  much  skii 
and  practically  dried  up. 

For  companies  seeking 
ture  financing,  however, 
terms  will  change.  Valua 
will  drop  to  reflect  the  1 
stock  market,  since  so 
venture  capitaHsts  cash  o 
taking  their  companies  p 
And  entrepreneurs  will  h 
give  up  more  equity  than 
would  have  a  few  month 
for  the  same  investment. 

Of  course,  those  comp 
that  had  their  hearts  set 
ing  public  wiW  have  to 
Icarus  Corp.,  a  Rockville 
software  developer,  is  a 
candidate  for  an  initial  pub 
fering.  The  29-year-old  co 
has  been  profitable  for  yeai 
more  than  .$9  miUion  in 
revenues,  is  a  gi-owth  bu 
and  caiTies  no  debt.  Last 
planned  to  issue  2  million 
at  around  $8  apiece.  But 
market  for  small-cap  stocks 
tered,  co-undei-wi-iters  L; 
Global    Securities    Inc.  and 
Breedlove  &  Wesneski  &  Co.  pull 
offering.  CEO  Herbert  G.  Blecker 
cm-bing  gi'owth  to  adding  debt 
luting  equity. 

Companies  unable  to  fulfill  IP^ 
tvu'n  to  bank  lines  of  credit  or  i 
ecjuity  investors — or,  as  a  last  : 
merge  with  a  competitor.  "We  a 
ting  down  with  eveiy  one  of  our 
to  consider  how  much  capital  the; 
and  their  financing  alternatives, 
Michael  J.  KoUender,  an  invesf 
banker  at  Josephthal  &  Co.  ii 
York.  Sounds  like  a  good  idea  for 
business  owner. 

By  Hilary  Roseyiberg  in  Neil 


For  weekly  updates  on  small-business ; 
finance,  visit  enterpnse.busmessweek.ciri 
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anil 


e.volve 


your  business 


Introducing  ACCPAC®  for  Windows 
.Advantage  Suite  '  the  natural  selection  for  doing  eBusiness. 


A  more  than  ever,  business  means  survival  of  the  fittest,  where 
jnly  the  fast,  flexible,  and  Internet-enabled  succeed.  Now,  there's  a 
financial  management  solution  for  Windows  that  can  be  seamlessly 
ntegrated  into  your  entire  operation,  helping  you  make  the 
evolutionary  step  to  e.business.  . 


VCCPAC  for  Windows  e. Advantage  Suite  lets  your  customers 
)lace  orders  via  the  Internet  directly  into  the  order  entry  system, 
!4  hoxirs  a  day.  Customers,  staff  and  suppliers  can  access  account 
nformation  when  needed,  update  accounts,  and  exchange 
locuments  electronicallyr—  saving  your  company  time  and  money. 

ree  your  staff  from  answering  routine,  time-consuming  questions, 
kcess  a  wide  variety  of  reporting  and  data  analysis  features  for  a 


strategic  view  of  your  financial  situation.  Run  queries  and  publish 
documents  that  can  be  stored,  transmitted  and  viewed  through  a 
standard  Internet  browser.  All  within  a  secure  online  environment. 


ACCPAC  for  Windows  e. Advantage  Suite  is  just  one  of  the 
ACCPAC  family  of  business  management  solutions  for  companies 
of  every  size  seekmg  to  automate  processes,  streamline  the  way 
they  do  business,  and  add  strategic  value  to  their  customers.  With 
ACCPAC,  evolving  vour  business  has  never  been  so  e.asy.' 
For  more  information  or  a  copy  of  our  white  paper,"Integrating 
E.Business  With  .'\CCPAC  for  Wi^m>^^"  see  us  on  the  Web  at 
l\7V«w;aii:pfep(   -  or  C£iil  1 


lon't  just  manage  the  bottom  line..  JnfBRJPRf 


ACCPAC 

I  N  TX1IM  AT  I  0  N  A  L 


^y?B;  ACCpAC  INTERNATIONAL.  ING.  Windnws  is  .1  tr.nicm.irk  of 


.■Corpora tron.  A[l  rifihrs  reserved. 
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Marketing  


ROCKING 
THEIR  WALLETS 


Skip  Maggiora's  program  puts  boomers  in  bands-and  the  sweet  sound  of  sales  folio 


They're  popping  up  all  over  the 
country — rock  'n'  roll  bands  with 
names  like  Prematiu-ely  Gray,  Av- 
erage White  Collar  Band,  and 
Pipedream.  Some  play  for  a  few  weeks 
and  break  up;  others  keep  going  with  a 
string  of  local  gigs.  They're  boomer 
bands,  40-  to  50-year  old  guys — at  least 
they're  mostly  guys — getting  together 
to  jam  before  a  live  audience  and,  per- 
haps, fleetingly  relive  their  RETA 

youth.   

Tliese  retro  gi'oups  aren't  the  product 
of  spontaneous  generation,  though. 
They're  the  braincliild  of  Skip  Maggiora, 
a  50-year-old  ex-rocker  who  owns  Skip's 
Music  in  Sacramento,  Calif.,  whose  pro- 
gram has  been  licensed  nationally.  He 
was  the  first  to  put  the  amateui-s  to- 
gether— and  equip  them,  too.  His  idea? 
Make  it  irresistibly  easy  for  wannabes 


who  gave  up  their  gaiitars  and  diums  in 
the  '60s  and  '70s  to  take  up  music  again. 
Then,  if  they  get  hooked,  they'll  buy 
the  gear  they  always  wanted  but 
couldn't  afford  as  teenagers — presum- 
ably at  Skip's.  It's  a  clever  marketing 
approach  with  implications  for  any  in- 
dustry seeking  to  attract  new  demo- 
gi-aphic  groups. 

Maggiora  has  dubbed  his  program 


ILING 


Weekend  Warriors.  For  $75 
per  player,  the  store  puts 
warriors  into  a  band  and  provides  in- 
struments, a  professional  coach,  and  a 
soundstage  for  four  once-a-week  re- 
hearsals. In  the  fifth  week,  Maggiora 
organizes  a  concert  with  four  to  six 
bands  at  a  local  hotel  lounge  and  prints 
up  tickets  for  band  members  to  give 
friends  and  family.  "We  become  their 
roadies;  we  tune  their  guitars  for  them," 


says  Maggiora,  a  roadie  himsel 
Johnny  Winter  at  Woodstock.  "Th 
the  stars  for  the  night." 

Take  Sacramento  trial  attorney 
Q.  Brown,  48.  From  1963  to  196 
played  in  a  Sacramento  band  callec 
Prophets,  which  opened  for  such 
forgotten  acts  as  Grass  Roots,  Sof 
Camel,  and  Harpers  Bizaire.  Thei 
lege  intervened.  He  hadn't  played 
than  a  few  licks  in  25  years.  Not 
does  rhythm  guitar  and  vocals 
group  called  Four  Lawyers  and  a 
Farmer.  "But  for  Skip  having  e 
thing  set  up,  I  would  never  have  d( 
again,"  he  says.  That's  been  goo 
Maggiora:  Brown  bought  a  guitai 
amp.  The  band  got  an  electric  piai 

A  few  of  the  warriors  actually 
some  money.  Auburn  (Calif.)  veter 
an  Lauren  H.  La  Rue's  band,  Las 
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e  music  business,  where  who  you  are  is  as  important  as  how  you  sound,  Vaughn  Gill  helps  artists 
Bed.  But  when  he  started,  only  American  Express  Small  Business  Services  helped  him  compete  in  an 
stry  of  giants.  With  the  Card,  he  had  spending  clout.  Now,  one  year  later  and  several  clients  larger,  he 
ys  the  ongoing  savings  of  our  special  small  business 
Junts  with  FedEx,  Mobil  and  Hertz.  Nice  performance,    dll  WWr'B 


n  EXPRESS 


1-800-SUCCESS  or  visit  www.americanexpress.com. 


Small  Business 
Services 


Check  Out 
the  New 
Enterprise 
Online 

enterprjse.businessweek.com 

Business  Week  Online  has 

expanded  its  site  for 
small-business  owners  and 
executives.  Now  you  can  get 
news  every  day  on  topics 
important  to  you,  plus  an 
array  of  databases,  story 
archives,  and  business  tools. 

Ask  our  experts  for  business  tips,  read 
the  diary  of  a  budding  entrepreneur,  and 
learn  to  strike  a  balance  between  work 
and  family  life. 

iji'H'Ni 

Raise  money,  get  in  on  lucrative  government 
programs,  cut  your  taxes,  and  find  the  best 
deals  on  bank  rates  and  credit  cards. 

mm 

Find  the  best  computers,  office 
products,  and  services,  and  learn  how 
to  manage  them. 

Is  your  pay  package  up  to  par?  Check  out 
our  extensive  surveys. 


YOIR  MOREY 


Plan  your  investments,  taxes— 
and  your  retirement. 


Also  look  for  us  on  America  Online 
(keyword:  BW).  For  a  free  trial  diskette 
including  50  free  hours  on  AOL, 
call  1-800-641-4848  and  mention 
Business  Week. 
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Rue  imd  the  Love  Slaves,  recently  land- 
ed its  fifst  pa\^ng  gig,  a  company  paily. 
La  Rue,  40,  says  "acting  out  the  fanta- 
sy" is  the  real  fun  of  it,  though.  Mag- 
giora  fuilhers  the  cause  with  perks  like 
laminated  backstage  passes  that  promi- 
nently state  "artist." 

Maggiora  di-eamed  up  Weekend  Wai'- 
rioi"s  five  years  ago  after  his  store  staged 
a  20th  amiiversaiy  bash.  "So  many  guys 
in  coats  and  ties  stopped  by  to  say,  'I 
used  to  be  a  customer,' "  he  s'.'ys.  Those 
early  patrons  had  vanished  one*  by  one  as 
ch'eams  of  rock  stai'dom  gave  way  to  the 
hai'sh  realities  of  real  jobs  and  raising 
families.  Now,  their  kids — the  echo 
boomei-s — were  chi\ing  the  store's  grow- 
ing sales.  What  Mag- 
giora wanted  to  do 
was  lure  back  the 
parents — and  their 
fatter  wallets.  But  it 
had  to  be  easy, 
promise  fun,  and 
most  of  all,  connect 
them  to  theu"  love  of 
music.  He  points  to 
the  golf  coiu-se  across 
from  his  store:  The 
pro  shop  can  sell  ex- 
pensive clubs  because 
there's  a  course  to 
use  them  on.  "Selling 
them  a  giiitm'  doesn't 
keep  them  involved," 
he  says.  "Gi\ing  them 
something  to  do  with 
it  is  what's  biinging 
them  back." 

So  Weekend  War- 
riors— which  helped 
boost  Maggiora's  rev- 
enues fi-om  about  .$6 
million  in  1993  to 
more  than  $9  million  last  year — is  de- 
signed to  address  its  target  customers' 
concerns.  "I  don't  have  an  instioiment": 
It  provides  one.  "The  soimd  police  won't 
allow  it":  There's  a  state-of-the-ait  place 
to  rehearse.  "I  don't  have  the  time": 
It's  two  hours  once  a  week,  and  the 
fifth  week  you're  on  stage.  "I'm  not 
good  enough":  All  Maggiora  says  to 
that,  rolling  his  eyes,  is:  "It  doesn't  take 
a  lot  of  finesse  to  play  Louie  Louie." 
STARTUP  KIT.  Now,  Weekend  Wanioi-s  is 
spreading.  The  International  Music  Pi'od- 
ucts  Assn.,  a  trade  gi-oup  of  retailers 
and  manufactiu'ei-s,  licensed  the  progi-am 
ft'om  Maggiora  for  a  nominal  fee.  For 
$7.5,  association  members  use  the  Wai'- 
lioi-s  name  and  receive  a  staitup  kit  that 
includes  a  promotional  video,  point-of- 
pm'chase  displays,  and  brochm'es.  After 
two  years  of  tests  at  selected  retailers, 


A  SOUND  PLAN 

The  nationally  licensed  Week- 
end Warriors  program  is  helping 
music  stores  boost  sales. 

THE  OBJECTIVE  Rekindle 
aging  boomers'  interest  in  buy- 
ing musical  instruments 

THE  STRATEGY  Music  stores 
create  a  rock  'n'  roll  fantasy  by 
putting  togethier  bands  and  giv- 
ing tfiem  a  venue  to  perform 

THE  DEAL  Provide  instruments, 
soundstage,  roadies,  coacti,  and 
accoutrements  suchi  as  back- 
stage passes  and  tickets  for  four 
rehearsals  and  a  concert 

THE  HOOK  The  cost  is  just 
$75  per  band  member,  but 
each  band  generates  an  average 
of  $1,500  in  instrument  sales — 
for  starters 


M 


the  association  began  its  national  rol 
eaiiier  tMs  year  Now,  135  stores  b( 
active  progi-ams.  and  about  50  more 
to  laimch  them. 

With  U.  S.  instniment  sales  gi"o\\ 
5.6%  last  year,  to  $6.1  biUion,  retai' 
are  fai*  from  desperate,  and  review; 
the  progi'am  are  mixed.  Some  sma 
stores  have  complained  that  unless 
flesh  out  the  bands  with  their 
staffers,  they  can't  assemble  eno 
bands  to  stage  a  decent  concert.  Otl 
say  renting  a  venue  is  too  expensiv 
Tine,  the  progi-am  is  time-consun 
and  bai'ely  breaks  even.  But  most 
owners  see  a  payoff.  "More  than 
end  up  bujing  something,"  says  Pi 
E.  Volpe  Jr., 
with  his  father. 
South  Shore  Mus 
Weymouth 
.John  R.  McMur 
owner  of  McMu] 
Music  Center  in 
Louis,  says  that 
ter  less  than  a 
he  has  a  w-aiting 
of  about  150  plaj 
On  average,  he 
ures,  each  band 
spent  around  $1 
in  the  store.  R 
A.  Marin,  who 
.American  Mu 
four-store  chaii 
Seattle,  says 
unlike  his  ave] 
customer,  who  w 
a  $200  to  $300 
stnunent,  a  Weel 
Warrior  spends 
$700  to  $2,000 
new  guitar.  On 
Maggiora's  custoi 
spent  .$;30.000  on  music  and  studio 
More  important,  the  boomers 
bringing  in  their  fiiends.  (Says  M; 
ora:  "Don't  forget,  Foui-  Lawyers  a 
Rice  Fai'mer  staited  with  one  lawj 
A  third  of  Maggiora's  customers 
now  liis  age.  Some,  in  fact,  ai-e  jusi 
covering  their  dreams.  "I'd  be  the 
to  predict  wiiere  this  will  go," 
Michael  H.  Barosso,  48,  of  Pies 
Grove,  Calif.  Wlien  he's  on  stage 
his  clean-cut  colleagues,  you  can 
him  by  the  ponytail  and  the  v 
Lundberg  Rice  baseball  cap.  "But 
got  ambitions  beyond  Weekend 
liors,"  he  says.  He's  investing  in 
dreams,  too,  with  four  basses  an 
amp  bought  at  Skip's  Music.  As  f 
Maggiora  is  concerned,  Barosso 
ready  a  stai'. 

By  Larry  An)istro)ig  i)f  Los  Art 


c 
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Talk  with  Toshiba 


^ery  day,  thousands  of  U.S.  companies  talk 
Toshiba  —  Toshiba  telephone  and  voice 
systems. 

/hy  so  popular?  Toshiba  quality  and 
of  operation. 


ecting  your  investment. 

Dshiba  communication  systems  are 
pied  specifically  for  small  to  medium- 
companies  and  smaller  corporate  sites, 
even  with  a  small  system,  you  get  big 
,  pany  features  and  service. 


And  any  system  can  grow  to  as  many  as  400 
ines  without  obsoleting  the  telephones  you 
already  own.  Over  time,  a  smart  buy  becomes 
a  great  inveshnent. 

Look  us  up.  Look  us  over. 

Visit  us  at  http://telecom.toshiba.com. 

Or  call  us  at  (800)  222-5805  for  one  of  over  500 
authorized  Toshiba  sales  and  service  locations 
nationwide. 

After  you  talk  with  Toshiba,  you  may  be  one  of 
the  millions  that  talk  with  Toshiba  eveiy  day. 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba  Amenca  Information  Systems,  Inc.,  Telecommunication  Systems  Division 
9740  Irvine  Blvd.,  Irvine,  CA  92618  •  htlp://telecom.toshiba.eom 
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The  Internet 


GEniNG  COLLEGIAL 
ON  THE  NET 

E-mail  lists,  while  less  flashy  than  Web  sites,  are  rich  in  industry-specific  information 


Ruben  Cuiti.-  Allen  already  knew 
plenty  about  pipes  and  drains 
when  he  bought  his  father's  Hous- 
ton-based Allen  Plumbing  Co.  in 
ly^y.  But  it  wasn't  long  before  he  real- 
ized how  little  he  knew  about  pricing 
and  mai'keting.  To  help  educate  himself. 
Allen,  an  eai'ly  and  a\'id  user  of  Ameri- 
ca Online,  teamed  up  with  a  fellow- 
plumber  and  cyberbuddy.  Kathy  Love  of 
West  Columbia,  S.  C.  to  start  the 
Plumbei*s  Discussion  List  in  1995. 

The  Plumbei-s  List  is  just  one  of  hun- 
(h'eds  'if  E-mail  discussion  gi-oups.  also 
called  listsen"es.  that  are  proliferating  in 
cybei-space  on  almost  eveiy  imaginable 
topic.  Membei"s  with  a  common  interest 
sign  up  for  the  lists  by  E-mail,  then 
exchange  ideas,  make  comments,  and 


ask  each  other  questions  by  sending  E- 
mail  messages,  called  "posts,"  to  a  cen- 
tral sen^er.  The  messages  ai*e  either  au- 
tomatically sent  to  all  the  Ust  membei-s 
or  screened  fii-st  by  a  moderator.  Mem- 
bei-s  usually  learn  about  a  given  list  by 
word  of  mouth  or  discover  it  on  a  Web- 


sales  40'yc  in  the 
first  year  and 
the  next,  he  says 
learned  about  a 
ter  way  to  price 
services.  too. 
wouldn't  be  dri 
this   new  trucl 
have  any  emplo 
today  if  it  weren' 
the  Plumbers 
he  adds. 

Stu-e,  ^^eb 
receive  mos 
the  buzz.  Bi 
mail  discu: 
lists  ai^e  one  o 
Net's  best- 
least-know 
resoui'ces  for 
businesses 
tioning  much 
combination 
niist,  support  gixjup, 
sel•^ice,  and  profess 
seminal".  "Online  disci; 
lists  are  invaluable 
shaiing  infomiation, 
cially  for  entrepren 
because  the  tips  come  from  felloe 
ti-epi-eneui-s  in  tlie  ti-enches,"  obs 
Steve  O'Keefe.  a  New  Orleans-! 
InteiTiet  expert  and  author  of 
licity  on  the  Internet  and  the  s 
cated  coliunn  "Online  Mai'keting 
SPAM-PROOF.  For  convenience,  lists 
beat  out  their  closest  cousin,  the  U 
newsgroups — Net-based  bulletin  be 
They're  also  fai-  less  prone  to  bl 
mai'keting  pitches,  or  "spam."  be' 
many  lists  have  inles  prohibiting 
For  commimication.  E-mail  lists  cai 


based  dii'ectoiy.  such 
as  Liszt  (ww^v.liszt. 
com),  where  they  seai'ch  for  lists  sorted 
by  topic,  read  list  descriptions,  and  get 
dii'ections  for  subscribing  (table,  page 
ENT  14). 

In  Allen's  case,  trading  business  tips, 
product  reviews,  and  industiy  gossip 
on  the  420-member  Plumbers  List 
really  paid  off.  Marketing  suggestions 
fi-om  other  pliuiibei-s  helped  boost  gi-oss 


ONLINE  COMMUNITIES 


be  more  efficient 
a  hve  online  chat 
phone  call.  gi\ing  you  time  to  ci^aft 
responses  carefully.  Also,  you 
aiT-hive  or  piint  out  messages  for 
reference. 

For  many  entreprenem-s,  disci 
lists  ai-e  potent  mai'keting  tools.  Alt] 
direct  sales  pitches  ai'e  a  no-no.  pi 
to  a  list  allows  you  to  show  off  yoi 
peitise  and  lets  potential  customei 


ENT  12  5^S:NESS  .'.tEK  ENTERPRISE    N0VEM3EP  9  1598 


"It's  simple.  GoldMine"  gives  us  greater  results  in  less  time." 


"GoldMine  made  it 
possible  for  us  -  at 
last  -  to  combine  our 
forces  by  giving  us  a 
tool  for  managing 
clients  and  a  powerful 
database  In  one 
program,  without 
compromising  either 
one.  It  saved  time  and 
reduced  frustration. 
Now  we  can  concen- 
trate on  doing  great 
work  for  our  clients. " 


Joe  Phelps  is  CEO  of  The  Phelps  Group, 
a  pioneer  in  fully-integrated  marketing 
communications  with  clients  who  are 
world  leaders  in  their  categories.  He  and 
his  growing  staff  depend  on  GoldMine 
every  day  to  manage  contacts  and 
optimize  the  extensive  database  that 
is  vital  to  their  success. 


GoldMine  leads  the  way  in  providing 
team  solutions  for  automating  sales 
and  marketing  efforts.  It  will  make  your 
department,  organization,  or  business 
operate  better,  so  you'll  be  able  to  build 
relationships,  meet  customer  demands 
and  realize  results  like  never  before. 
With  GoldMine  4.0  you  will: 

•  manage  your  calendar,  keep  track  of 
all  communication  with  your  contacts, 
and  delegate  activities  to  your  team 

•  give  your  business  a  "best  of  class" 
solution  for  managing  customer 
relationships  and  developing  business 

•  make  both  selling  and  communicating 
affordable  and  successful  by  adopting 
a  solution  that  bridges  the  gap 
between  complex,  expensive  Sales 
Force  Automation  systems  and  lower- 
end  Contact  Managers 

•  cut  administrative  time  dramatically, 
giving  your  team  more  time  to  sell. 

With  GoldMine  you  will  turn  prospects 
into  customers  for  life. 


Goldmine 

Turn  your  Contacts  Into  Gold!  ' 


©  1998  GoldMine  Soltware  Corporation 
17383  Sunset  Bl»d.,  Suite  301.  Pacific  Palisades.  CA  90272. 
GoldMine  IS  a  registered  trademark  of  GoldMine  Software  Corporation, 


t)clay  for  a  FREE  Multimedia  Tour  and  Demo  - 1 - 800 -892-641 3 
lit  our  Web  site  at  www.goi(lminesw.com/busweek.htmr  1 
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to  knriw  you  and  yoiu'  companys  ?er- 
\ices.  LoiiljTi  Bailey  quit  her  day  job 
last  Apiil  to  focus  on  building  her  Lor- 
max  Conimunications,  which  pubUshes 
self-help  books  and  pro\ides  ex]3eits  for 
media  inteniews.  She  says  about  75% 
of  her  clients  learned  about  her  through 
the  infoiTnative  posts  she  makes  to  the 
Publishers  ilai-keting  .\ssn.  list,  consist- 
ing of  fellow  publishers.  Posting  "gave 
people  an  opportunity  to  know  me  and 
trust  me."  she  says.  "I  would  not  be  in 
business  if  it  weren't  for  that  gi*oup." 

Other  business  owners  join  Usts  for 
help  answering  specific  business  or 
technical  questions.  Sandra  Jacobs, 
business-development  manager  for 
160-employee  Telescan  Inc..  a  finan- 
cial-senices  infoiTnation  fiiTn  in  Hous- 
ton, needed  help  handling  big  chents 
who  ai-e  slow  to  pay.  Members  of  the 
Internet  Sales  Moderated  Discussion 
List,  which  discusses  how  to  sell 
products  and  senices  online,  offered 
concrete,  useful  ad\"ice.  "You  see  how 
other  people  dealt  with  the  same  sit- 
uation you  have."  she  says. 
NARROW  FOCUS.  E-mail  discussion 
gi'oups  cover  just  about  e\-eiy  subject 
under  the  sun.  fi-om  accounting  to  zo- 
ology'. A  recent  penisal  of  Liszt  trntied 
up  178  business  Usts.  29S  cultm-e  Usts. 
and  366  recreation  Usts.  Some  busi- 
ness Usts  ai-e  genei-al.  such  as  TalkBiz. 
while  othei"S  focus  naiTOwly.  such  as 
Can-AccTech.  where  Canadian  ac- 
countants discuss  softwai-e  tips. 

Business  ownei*s  who  use  Usts  tend 
to  subscribe  to  more  than  one.  -Julia 
Lyons-Wood.  30.  whose  yeai-old  Cal- 
gary-based Investigative  Mai'keting 
Ser\ices  does  consumer  reseaix-h  in 
the  U.  S.  and  Canada,  subscribes  to 
five  different  Usts,  including  Women 
Talk  Business  for  general  business 
topics  and  Market  Think  Digest, 
which  discusses  marketing. 

Lists  also  vaiy  in  tone  and  pui-- 
pose.  Some  are  chatty  and  ftnendly; 
some  ai-e  bai-e-bones  and  technical;  oth- 
ers tend  toward  the  philosophical. 
There  are  small  private  lists — for  a 
company's  boai-d  members  or  a  single 
college  class,  for  example — and  huge 
public  lists,  like  the  85.000-member 
LinkExchange  Ust.  which  discusses  In- 
ternet marketing. 

Discussion  lists  can  ease  the  isolation 
of  home-based  and  solo  practitioners. 
Bailey,  who  recently  moved  to  Raleigh. 
N.  C.  from  Rochester.  X.  Y.,  and  works 
at  home,  finds  the  pubUsher's  Ust  helps 
make  up  for  her  limited  social  network: 
"The  list  is  like  the  water  cooler:  You 
share  jokes,  you  gossip." 


The  Internet 


In  a  crisis.  Ust  members  sometimes 
give  c-omfoiting  moi^al  support.  Last  sum- 
mer, herb  gi-ower  Lucinda  Jenkins  saw 
her  Glenbrook  Fann  threatened  by  fires 
raging  thi'ough  Suwannee  County.  Fla. 
Distraught,  she  tiuTied  to  the  Business 
Women  Connected  Ust,  m-iting:  "My 
heart  is  in  my  thi-oat  as  I  look  out  the 
window."  Replies  came  immediateh"  "Our 
prayei*s  ai'e  with  you."  said  one.  Soon. 
i*ain  broke  over  Suwannee  County,  and. 
Jenkins  says.  "It  felt  like  di\ine 
inten'ention." 

How  do  you  find  a  Ust  that's  right 


LISTSERVES  AT  YOUR  SERVICE 

Resources  for  finding  and  using  E-man 
discussion  lists 


DIRECTORIES 


These  sites  all  offer  keyword  searches, 
helpful  tips,  and  sign-up  directions  for 
lists,  with  slight  differences 
WWW.LISn.COM  The  leader,  with  over 
90.000  lists 

CATAL0G.COM/VIVIAN/INTEREST-GR0UP-SEARCH.HTML 

Also  indexes  list  software  programs  and 
hosting  services 

WWW.NE0S0FT.COM/INTERNET/PAML  Good 
descriptions  of  list  content 
V/WW.LSOFT.COM  Searchable  by  country  of 
origin 


OTHER  RESOURCES 


WWW.INTERNETADVERTISING.ORG/RESOURCES/ 
EMAILMANAGEMENLHTML  A  useful  article  on 
how  to  manage  heavy  E-mail  traffic 
WWW.TIPW0RLD.COM  Its  free  E-zines  include 
E-mail  Mailing  List  of  the  Day 
VWW.MMGC0.COM/ALIST  A  software  program 
that  links  to  the  "100  Best"  free  lists 
VWW.TNTECH.EDU/WV/W/ACAD/HIST/LISTS.HTML 
Several  linked  pages  on  the  history  of  lists 


for  you?  For  staiters,  go  to  one  of  the 
Ust  dii"ectories.  Pertise  the  Usts  by  cat- 
egoiy  or  plug  in  a  topic,  such  as  "Taut- 
ting"  or  "E-commerce,"  and  see  what 
comes  up.  After  foUowing  du-ections  to 
subscribe,  you'U  usually  receive  a  ■^ve!- 
come"  message  explaining  Ust  rtiles  and 
how  to  'imsubscribe"  if  you  change  youi* 
mind.  Be  sui-e  to  save  this  message. 
Take  a  few  days  just  to  "lui-k"  on  the 
Ust,  getting  a  feel  for  the  gi-oup.  Then 
post  a  message  and  wait  for  the 
responses. 

The  biggest  problem  with  joining  Usts 
is  managing  the  influx  of  E-mail.  Some 
high-volume  Usts  let  you  subscribe  to 


a  digest  version,  which  deUvei-s  ai 
tii'e  day's  (or  week's)  posts  in  on 
mail  message.  Also,  most  E-mail 
gi-ams  have  filtei's  that  can  be  set 
delete  E-mail  automatically  or  f 
into  foldei-s,  according  to  sender, 
ject,  or  other  criteria.  If  you  stil 
ovenvhehned,  set  up  a  sepai-ate  E 
account  to  receive  Ust  posts  at  a 
senice  such  as  Yahoo  I  or  Hotmail 
WTiile  spam  is  usuaUy  taboo,  n 
all  lists  let  you  subtly  promote  youi* 
ness  by  signing  off  \rith  a  so-callec 
natiu'e,  or  sig,  file.  It  usuaUy  inc 
contact  infoiTnation.  a  Web-site 
and  maybe  a  brief  business  des 
tion  so  Ust  membei-s  get  to  know 
you  are  and  how  to  find  you. 
TIME  TRAP?  \Miat's  sometimes 
ter  than  joining  a  Ust?  Starting  c 
yom*  own.  A  moderator  who  ap; 
in  a  Ust  eveiy  day  gets  an  extra 
sm-e  of  credibiUty.  Adam  Boet 
says  that  mnning  the  list  Int 
Mai'keting  has  brought  some  .S5( 
of  business  to  Portland  (Ore.)-l 
Internet  advertising  finn  eyesc 
interactive  inc.,  where  he  is  \ice 
ident  of  business  development. 

To  stait  yom'  own  Ust,  you'U 
Ust-management  softwai'e  and 
on  a  sender,  available  fi-om  such 
panies  as  L-Soft  International  I 
Land  over,  Md.,  or  Spai-kxET  In 
tive  in  Green  Bay,  ^^is.  Majordo 
fi'ee  Ustsei'\'e  progi-am,  is  distri 
by  Great  Circle  Associates  I 
Mountain  View,  CaUf.  Some  c( 
nies  offer  fi'ee  hosting  as  wel 
without  senice  and  support.  Be 
warned:  Moderating  a  high-V( 
Ust  can  be  time-consuming.  It 
Boettiger.  who  moderates  the 
net  Mai'keting  Ust.  about  two  h( 
day  to  screen  about  300 
messages. 

Othen^ise,  hosting  senices 
fi'om  as  Uttle  as  SIO  per  month 
low-volmne  noncommercial  Us 
no  tech  support  to  as  much  as  S: 
for  a  huge  commercial  Ust  with 
agement  beUs  and  whistles.  Some 
panies  use  sponsoi"s  to  help  defi-£ 
cost,  w-hile  others  consider  it  a  m 
ing  expense. 

So,  for  a  new  pei-spective  on  th( 
look  no  fuither  than  youi-  E-mai 
Whether  you  own  a  list  or  join  soi 
else's,  it  could  be  just  the  boos 
business  needs.  You  might  even 
Uke  plumber  Allen — flush. 

By  Edith  Hill  Updike  in  Neu 

Learn  how  to  set  up  your  own  list.  Click 
Extras  at  enterprise.businessweek.ct 
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i  admit  it.  I  love  the  sound  of  my  own  voice.  And  now 
when  I  say  things  like  "start  dictation;"'delete  paragraph;"  "launch 
e-mail,"  my  computer  does  it.  Does  as  it's  told.  Philips  FreeSpeech'98™ 
software  makes  it  possible.  Put  your  mouth  to  work.  Call,  toll  free, 
I  -  877-  856  -  4 1 54  or  visit  www.freespeech98.com 


©  1998  Philips  Consumer  Electronics  Corporatio 
All  other  names  are  either  registered  trad 


ENTERPRISE 


The  Entrepreneur's  Life 


BY  ROBIN  D.  SCHATZ 

DAD'S 
BUSINESS 

An  entrepreneur's  child  gets  a  unique  education 
with  an  emphasis  on  courage  and  patience 


When  I  was  12,  my  parents  told  me  I  had  to  quit 
taking  piano  lessons.  My  father  was  starting  his 
own  business,  and  music,  like  steak  and  summer 
camp,  became  an  expendable  luxury.  I  protested  faintly, 
but  my  father,  who  played  beautifully  by  ear  without 
the  benefit  of  lessons,  was  clearly  more  pained  than  I. 

Harold  J.  Schatz  was  44 — with  two  daughters  and  a 
moilgage  on  a  split-level — when  he  left  his  job  as  an  en- 
gineer and  sales  manager  at  a  manufactuiing  comj^any  in 
northern  New  -Jersey 
in  the  mid-1960s.  He 
and  three  co-workers 
scraped  together 
$55,000  to  open  In- 
dustrial Microwave 
Corp.  in  Scotch 
Plains,  N.J.  Over 
two  decades,  it 
would  gi'ow  fi'om 
fom-  guys  and  a  sec- 
retaiy  to  120  em- 
ployees and  about 
$5  milhon  in  sales. 
As  subcontractors  to 
major  corporations, 
they  made  micro- 
wave components 
used  on  missiles,  air- 
craft, and  even  two 
lunar  antennas. 
•TOO  DUMB."  Lately, 
I've  been  pondering 
my  father's  life  as  an 
entrepreneui'  and  tlie  impact  it  had  on  our  family 
thi'ough  the  bifocal  lenses  of  a  parent  and  small-business 
editor.  I  mai-vel  at  his  taking  the  chance,  starting  with 
no  written  plan  and  inadequate  capital.  (It's  certainly  not 
what  we'd  advise  our  readers.)  He  chalks  it  up  to  opti- 
mism and  naivete.  "I  was  too  dumb  to  see  the  risks,"  he 
says  now.  "I  never  thought,  What  if  we  didn't  get  busi- 
ness? If  I  had  looked  at  the  dovvTiside,  I  would've  been 
too  scared." 

The  seeds  of  entrepreneurship  were  planted  in  my  fa- 
ther's childhood.  My  grandfather,  Jacob  Schatz,  owned  a 
silk  mill  in  Paterson,  N.J..  which  thrived  through  the 
'20s.  Although  it  failed  dming  the  Depression,  it  left  my 
father  with  a  positive  impression:  "The  pride  and  individ- 
uality of  owning  your-  own  business  always  stuck  with 


SCHATZ  AND  SCHATZ:  No  piano  Iesso)is.  but  plenty  of  others 


me,"  he  says.  My  father,  who  spent  20 
years  working  for  others,  never  felt  cor 
pelled  to  make  the  leap  himself  until  hi: 
longtime  boss  took  the  company  public 
and  started  "listening  to  other  people 
rather  than  himself" 

I  never  questioned  his  decision.  It  w 
just  om*  life.  Duiing  Industrial  Micro- 
wave's  fii'st  nine  months,  the  partners 
drew  no  salary,  and  my  mother  found 
myriad  ways  to  cook  ground  beef.  Just 
two  years  later,  the  business  was  doing 
well  enough  for-  my  parents  to  risk  buy 
ing  a  more  expensive  home.  It  wasn't 
easy,  though.  My  father  worked  long  hours  and  travele 
a  lot.  Often,  he  clashed  with  some  of  his  partners. 

As  I  got  older,  I  often  typed  and  filed  for  my  father, 
loved  watching  him  at  his  sleek  walnut  desk.  There,  he 
fr-etted  about  making  pajToll  and  fulfilling  orders,  but 
also  seemed  powerful  and  proud.  OwTiing  a  business,  I 
saw,  was  demanding  and  seldom  glamor-ous — but  the  in 
dependence  meant  nobody  could  limit  your  potential. 
As  an  entr-epr-eneuiial  household,  we  sirffered  the 

economy's  hiccups 
more  deeply  than 
other  families.  Duri 
one  recession,  sales 
sUpped  so  dangeroi 
ly  that  two  partner 
skittishly  took  buy- 
outs. To  help  out,  n 
mother  briefly  wen 
to  work  at  Bloomir 
dale's,  her  fii"st  job 
since  my  birth. 
Ai-ound  1976,  my  fj 
ther  bought  out  his 
last  partner  and  ws 
finally  able  to  rnan 
things  his  way.  Th( 
business  prospered 
He  sold  it  some  ye 
later  at  its  peak. 

It  never  occmre 
to  any  of  us  that  n 
sister  or  I  should  r 
this  gritty  business 
after  finishing  college.  Entrepreneur-ship  had  no  cachet 
back  then,  and  I  wanted  to  be  a  wiiter*.  While  I  was 
proud  of  my  father-'s  accomplishments,  I'm  gr-ateful  tha 
he  expected  me  to  make  my  own  choices.  I  take  to  he; 
now  the  underlying  message  of  Iris  bold  midlife  movf 
that  neither  age  nor  circumstance  need  limit  or  define 
me.  I  hope  to  teach  my  children  that,  too. 

I  still  regr'et  giving  up  piano  lessons,  but  it  was  a 
small  sacrifice,  really.  In  tr-uth,  the  piano  of  my  childhc 
was  always  waiting  there.  It  now  sits  in  my  living  roo 
challenging  me  to  take  up  what  was  long  ago  abandon 
As  Dad  taught  me,  it's  never  too  late. 

Scfiatz,  a  small-husiness  editor,  can  he  reached  at 
Robin  Schatz@bmi7iessweek.com. 
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If  your  modem's  not  in  a 
hurry,  it's  just  in  the  way. 
That's  why  it's  time  to  move 
to  V.90  U.S.  Robotics"  56K* 
desl<top  modems  from  3Com. 
They  deliver  significantly 
greater  overall  performance' 
than  other  V.90  56K  modems 
for  high  speed  downloads 
and  real-time  online  games. 


U.S.  Robotics 


So  get  over  to  your  nearest 
3Com  retailer  or  find  us  at 
w  w  w/_.  3com.com/56k 
*  for  additional  information. 
Because,  when  it  comes  to 
getting  the  most  out  of  the 
Internet,  the  modem  makes 
the  difference. 


More  connected!" 


ENTERPRISE 


Under  30 


T 


10  Eric  Poses,  25,  life 
is  a  game — for  teens 
and  adults.  It's  called 
Loaded  Questions,  and  so 
far  he  has  sold  about 
38,000  copies,  generating 
some  $500,000  in  revenue 
for  his  All  Things  Equal 
Inc.  in  Miami. 

Poses  came  up  with  the 
idea  for  the  game  two  years  ago  while  waiting  for  a  girl- 
friend at  Miami  Aii-port  and  wondering  what  they  would 
talk  about.  The  point  of  Loaded  Questions,  you  see,  is 
for  people  to  find  out  how  well  they  know  each  other 
Players  advance  on  a  board  by  correctly  identifying 
which  opponent  gave  a  particular  answer  to  revealing 
questions:  "If  you  were  forced  to  choose  yoiu*  own  death, 
l^ow  would  you  die?"  or  "What  is  your  favorite  cHche?" 

Poses  was  working  for  a  Miami  ad  agency  at  the  time 
and  hating  it.  "I  wasn't  made  to  have  a  job,"  he  says.  He 
was,  however,  bom  to  the  world  of  games:  His  grandfa- 
ther and  great-uncle  were  co-creators  of  TV  game  shows 


Playing 
The  Game 

POSES  PASSES  'GO'  AND  COLLECTS  $500,000 


Family  Feud  and  The 
Price  Is  Right.  So  he  de 
cided  to  follow  the  famil; 
tradition,  picking  the 
brains  of  game-industry 
players.  Soon,  he  had  fig 
lired  out  how  to  outsour 
design  and  production.  I 
April,  1997,  he  loaded  hi 
car  with  his  fu'st  batch 
games  and  drove  13,000  miles  visiting  independent  toy 
and  game  stores  to  answer  his  own  loaded  question: 
How  would  you  feel  if  you  blew  $60,000  in  personal  sa 
ings  and  yom*  parent's  money  on  a  game  no  one  wante 
"Cold-calling  takes  guts,"  says  Sara  Pierce,  owTier  o: 
Philadelphia's  Einstein  Presents  Inc.,  where  the  game 
has  sold  well.  Last  November,  Poses  started  to  score: 
Toys  'R'  Us  ordered  6,000  units  for  selected  stores  at 
Christmas.  This  year,  the  chain  bought  20,000  for  all  it 
stores.  No  need  to  ask  Poses  this  one,  from  the  Persoi 
als  category:  "What  was  your  most  gratifying  moment 
By  Fred  Strasser  in  New  Yi 
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"/  think  our  business  telephone  system  is  making  us  feel  vaguely  stupid.  Luekily, 
we're  moving  our  account  to  Williams  so  we  can  feel  better  about  ourselves  soon. " 


Wanna  look  smart?  Call  Williams  communications  Solutions,  and  get  clever,  customizable, 
cutting-edge  business  telephone  systems,  like  Nortel's  Norstar  —  the  world's  best-selling  system  for 
small  to  medium-sized  businesses.  And  it's  a  best  seller  for  good  reason ...  make  that 
reasons:  Quality.  Reliability.  Scalability.  Mobility.  Features.  Performance.  On  and  on. 
And  at  Williams,  we  have  a  history  of  helping  companies  —  from  banks  to  hospitals  to 


N&RTEL 


NORSTAR 


retailers  —  put  it  all  together,  better. 

But  business  telephone  systems  are  only  part  of  our  smarts.  Williams  Communications  Solutions 
provides  the  most  reliable  service,  on  the  most  advanced  communications  services  —  like  data 
networking,  call  centers,  network  management,  even  complete  outsourcing  nationwide.  With  one  call, 
you'll  feel  good  about  us,  and  yourself:  1-800-WILLIAMS  or  visit  www.wilcomsol.com. 


Williams 


enl? 


Communications 
Solutions 

€'  199l<  Williams  Oimmiiiiicatioiis  Solutions.  LLC.  foniicrlv  WilTel  Commiiiiicatioiis  .\',:rteL  the  Globe  mark,  and  Norstar  arc  trademarks  of  Northern  Tele. 


'P^ny,  January  1998,  www.fastcompany.cor" 


If  you  work  at  home, 

Sense  Home  Office 

^ves  you  flat  rates  and  $9-95  Internet  acces 


Sprint 


Choose  one 

For  all  these 

monthly  rate: 

Sprint  services: 

Domestic 
Long  Distance 

\for  S3S  J/ 

Toll-free 
800  Number' 

^) 

FONCARD  Calls' 

Cellular 

Long  Distance ' 

Long-Distance 
Fax  and  Modem 
Usage 

Whether  your  home-based  business  operates  out  of  a  conve: 
bedroom  or  from  a  computer  in  the  corner  of  your  kitcl^ 
Sprint  Sense  Home  Office  can  help  you  ^ork  more  productr 
and  spend  less  on  \'our  phone  bill.  You  get  one  flat  mont 
rate  that  w  orks  the  wa\-  you  do — any  time  of  day,  any  da 
the  week,  for  any  domestic  long-distance  ser\'ice.  Plus,  sign 
now  for  the  500  or  1.000  minute  plan  and  you  can  also 
unlimited  Internet  access  for  onh  $9-95  per  mor 
tlirough  avi  ard-winning  Earthlink  Sprint  TouiL\ccess."'  The  Inte 
has  become  an  indispensable  tool  for  people  who  work  at  ho 
.\nd  this  is  an  invaluable  offer. 


Get  unlimited  Internet  access  for  Just  $9.95 
per  month  when  you  sign  up  now! 


Call  1 888  261 9678  today 

www.sprint.com/homeoffice 


EarthLink^ 


Sprint 


1  Connection  fees  apply  tot  international  and  Operator-assisted  calls  Toll-free  and  FONCARD  calls  made  from  payphones  v^ill  oe  assessed  an  additional  surcharge  to  cover  FCC-mandated  payments  from  long-distance  c 
to  payphone  providers  2  You  must  sign  up  for  Spr  nt  Sense  Home  Office*  by  4/30/99  This  S9  95  rate  is  based  on  $10  off  the  monthly  charge  for  Earthlink  Sprint  TotalAccess"".  As  of  9/1/38.  the  monthly  rate  is  S19. 

subjecT  to  change  Internet  access  charges  must  be  billed  to  a  credit  card  You  must  remain  a  Sprint  Sense  Home  Office  customer  in  good  standing  to  receive  the  special  rate.  Limit  one  offer  per  account 
Certain  restrictions  apply  For  S35  plan,  unlimited  Internet  access  is  only  SI  5  95  Copyright®  1998  Earthbnk  Network.  Inc  and  Sprint  Communications  Company  LP  Trademariis  are  property  of  their  respective  owne 
Sprint  and  the  Sprint  logo  are  trademarks  of  Sprint  Communications  Company  L  P  EarthLink  and  the  EarthLink  logo  are  trademarks  of  EarthLink  Network.  Inc.  All  rights  reserved 
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OOK  WHO'S  THAWING 
IN  GLOBAL  WARMING 

roup  of  U.S.  businesses-some  seeing  a  chance  for  profits-is  advocating  action 


H  or  years,  U.S.  energy  and  utility 
j  execs  had  a  simple  and  dii'ect  re- 
sponse to  the  threat  of  global 
wamung:  Rubbish!  There's  no  ev- 
^e,  they  said,  that  emissions  from 
turning  of  fossil  fuels  are  raising 
jarth's  temperatui'e.  And  tiying  to 
hose  emissions — the  goal  of  an  in- 
itional  treaty  hammered  out  last 
_  mber  in  Kyoto — would  cripple  the 

irican  economy. 
Dt  every  exec  came  to  the  same 
usion,  however.  American  Electric 
3r  Co.  CEO  E.  Linn  Draper  and  his 

y 'onment  chief.  Dale  E.  Heydlauff, 
d  over  the  evidence — including 
■d  temperatures  in  recent  months — 
decided  that  human-caused  global 
fling  was  the  most  likely  explana- 
"It's  no  longer  possible  to  say  there 
t  a  problem,"  says  Heydlauff. 
irlier  this  year,  Draper  broke  ranks 
the  hard-line  industry  position.  In 
AEP  joined  Boeing,  Em-on,  Lock- 
Martin,  3M,  United  Technologies, 
5even  other  companies  as  founding 
bers  of  the  Pew  Center  on  Global 


Climate  Change,  formed  to  search  for 
ways  to  prevent  global  wanning.  When 
AEP  signed  on,  the  reaction  of  fellow 
utility  execs  ranged  "fi'om  shocked  and 
confused  to  pretty  vitriolic,"  recalls 
Heydlauff.  But  now  they  are  "saying 
maybe  we're  on  to  something." 

The  willingness  of  aep  and  other  such 
companies  to  take  a  fresh  look  at  the  is- 
sues is  an  important  change  that  offers 
hope  for  resolving  the  cuirent  impasse 
over  the  Kyoto  climate  treaty.  Dele- 
gates fi'om  some  165  nations  will  gather 
in  Buenos  Aires  on  Nov.  2  to  begin 
tackling  the  vast  unresolved  issues  in 
the  Kyoto  Protocol  (table,  page  104). 


"We  potentially 
have  a  very  serious 
problem,"  says  FMC 
CEO  Robert  Burt 


SCORCHED  EARTH:  Tins  sununer's 
heat  took  a  toll  on  crops  in  Texan 

Final  decisions  are  not  expected  in 
Buenos  Aires,  but  pressure  to  take  ac- 
tion is  growing.  "Science  has  told  us 
we  potentially  have  a  veiy  serious  prob- 
lem," says  Robert  N.  Burt,  ceo  of  chem- 
ical and  equipment  giant  fmc  Corp.  The 
evidence  includes  record-high  global 
temperatui-es  in  recent  years  and  com- 
puter models  that  forecast  a  wanning  of 
2  to  5  degrees  Fahrenheit  by  2100. 
LOGJAM.  The  central  issue  in  the  Buenos 
Aires  talks  will  be  whether  developing 
countries  should  commit  to  emissions 
reductions — and  when.  The  Kyoto  treaty 
requii'es  developed  countries  to  cut  their 
greenhouse  gas  emissions  below  1990 
levels  by  2008-12.  The  U.  S.'s  target  is  a 
7%  cut.  But  the  protocol  puts  no  limits 
on  the  amounts  of  gases  such  nations  as 
China,  Korea,  and  Mexico  can  spew  into 
the  atmosphere.  For  that  reason.  Re- 
publicans in  Congress  say  the  Kyoto 
Protocol  is  gi'ossly  unfair.  Last  year,  the 
Senate  passed  a  resolution  saying  that 
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THE  HURDLES  IN  BUENOS  AIRES 

As  delegates  from  around  the  world  try  to  find  a  way  to  reduce  the  threat  of 
global  wanning,  here  are  some  of  the  thorny  issues  they  must  resolve: 

"MEANINGFUL  PARTICIPATION"  BY  DEVELOPING  COUNTRIES  The  U  S 

won't  agree  to  cut  its  emissions  unless  developing  nations  like  China  and  India 
also  agree  to  limits.  Not  fair,  developing  countries  retort:  Industrial  nations  are 
mainly  responsible  for  the  problem,  so  they  must  act  first. 

"HOT  AIR"  TRADING  The  Clinton  Administration  figures  the  U.S.  could  meet 
most  of  the  negotiated  emissions  limits  by  buying  emissions  "credits"  from 
Russia  and  Ukraine  (whose  economies  and  emissions  have  tanked  since  1990) 
rather  than  actually  cutting  emissions  at  home.  That's  cheating,  says  the  rest  of 
the  world.  The  European  Union  wants  to  require  that  at  least  50%  of  reductions 
occur  at  home. 

CREDITING  CO2  REMOVAL  In  addition  to  reducing  emissions  of  greenhouse 
gases, concentrations  of  CO^  can  be  cut  by  removing  the  gas  from  the  atmo- 
sphere by,  for  instance,  growing  more  trees  or  crops.  But  figuring  out  how  much 
credit  countries  will  get  from  such  measures  is  a  delicate  issue. 

"CLEAN"  DEVELOPMENT  The  devel 
oping  nations  want  the  industrialized 
world  to  help  them  adopt  energy-effi- 
cient, clean  technologies.  But  they 
fear  the  U.S.  will  hold  back  until 
developing  countries  agree  to  measures 
such  as  emissions  caps. 

without  developing  countn-  commitment, 
the  treaty  is  dead. 

Developing  countries  ai'en't  ready  to 
sign  on.  The  cun-ent  climate  thi-eat  is 
the  legacy  of  decades  of  emissions  from 
the  industrialized  world,  they  argue. 
"Commitment  is  a  dirty  word  in  the  de- 
veloping world,  and  noncommitment  is  a 
dirty  word  in  the  developed  world," 
says  Atiq  Rahman,  director  of  the 
Bangladesh  Center  for  Advanced  Stud- 
ies. "We  have  to  break  this  logjam." 

One  way  to  do  that  would  be  to  rec- 
ognize steps  countries  ai'e  already  tak- 
ing. Cuts  in  subsidies  for  fossO-fuel  en- 
ergy- in  China.  India.  Mexico,  and  other 
nations  have  slowed  the  rise  in  emis- 
sions, says  a  new  study  from  Washing- 
ton's World  Resources  Institute.  Mean- 
while. Brazil  ha?  made  a  major  push  to 
use  renewable  fuels.  Unaguay  is  refor- 
esting 700,000  acres,  and  India  is  be- 
coming a  leader  in  wind  power 
'CHANGE  IS  NOT  FREE."  Negotiators  in 
Buenos  Aii*es  also  ai-e  encouraged  by 
recent  developments  in  Europe.  The 
European  Union  has  reached  an  agi'ee- 
ment  with  auto  makers  to  reduce  aver- 
age fuel  use  per  cai'  by  25%.  And  in 
late  October,  the  new  coalition  govern- 
ment of  the  Social  Democrats  and  the 
Greens  in  Gennany  unveiled  a  plan  to 
raise  taxes  on  fossil  fuels  and  boost  sup- 
port for  renewable  energ;.-. 

The  U.  S.  has  far  less  progress  to  re- 
port. The  Clinton  Administrations  plan  to 


Atr  CuAL  PLANT  IN  WEST  VIRGINIA: 

We  can't  "say  there  is  not  a  problem" 

foster  new.  more  energ\--efficient  tech- 
nologies. \iewed  as  inadequate  at  best, 
was  watered  down  even  more  by  Con- 
gi'ess.  But  some  hope  is  coming  from  a 
surprising  source — the  U.  S.  business 
community.  "Since  Kyoto,  the  business 
community  has  taken  a  major  step  for- 
ward," says  Da\id  Sandalow,  the  \^Tiite 
Houses  point  person  for  international  cli- 
mate policy.  Eighteen  major  companies 
have  joined  the  business  council  of  the 
Pew  Center  on  Global  Climate  Change, 
agreeing  to  take  concrete  steps  to  ex- 
plore ways  to  cut  emissions.  United  Tech- 
nologies Corp..  for  instance,  plans  to  re- 
duce its  energy-  use  25'7f  by  2007.  Given 
todays  rock-bottom  energj-  costs,  'the 
pressure  [to  boost  efficiency]  has  been 
off  for  some  time,"  says  Leslie  Cai*others, 
it's  en\'ironment  chief.  "But  most  of  us, 
including  oui*  CEO,  feel  it  is  not  um-ea- 
sonable  for  the  developed  countries  to 
take  the  first  step." 

Tne  question  is  whether  such  efforts 


win  save  money.  "Most  of  the  eco: 
studies  on  both  sides  are  not  b- 
able,"  says  EUeen  Claussen,  exec- 
director  of  the  Pew  Center  ""But  se;  . 
change  is  not  free."  On  the  other  h  « 
such  change  does  offer  enormous  \ 
ness  opportunities.  That  was  the 
sage  delivered  at  a  news  conferenc 
Oct.  27  by  execs  from  Monsanto 
America,  and  General  Motors.  1 
called  for  a  series  of  measures — 
eliminating  fossil-fuel  subsidies  to 
teiing  new.  more  efficient  technologi 
that  could  reduce  global  warming 
bolster  theif  bottom  lines,  bp  is  ma 
major  investments  in  solar  energy, 
instance,  while  gm  wants  incentives 
people  to  buy  its  advanced  electric 
WOMEKTUM.  Even  companies  that  ( 
see  potential  new  markets  have  a  st 
self-interest.  Case  in  point:  Amer 
Electric  Power.  CEO  Draper  is  deac 
against  the  Kyoto  Pi 
col.  "Its  much  too 
scriptive    in  terms 
timetables.'"  he  says, 
he  believes  that,  politi( 
the  momentum  for  a  j 
al  accord  is  too  stron 
stop.  'The  science  do 
matter  amTnore," 
AEP's    Heydlauff.  ' 
•.vorld  has  become 
\"inced  that  this  is  a 
ter  of  considerable 
gency.  and  they  war 
take  action  But  if  we  • 
aiTive  at  the  right  petite 
it  c-ould  be  a  stake  thv 
heart  of  .\ep."  And  aep  execs 
they  have  a  better  chance  of  avo: 
disaster  "if  we  acknowledge  there 
gitimacy  to  the  issue  and  have  a  hai 
wTiting  the  policies,"  says  Heydlauf 
Add  it  up,  and  'there's  an  unde: 
rent  of  honest  exploration,"  says  om 
Hill  staffer  "Industiy  knows  it  can'' 
'HeU.  no"  forever"  Indeed,  the  shif 
rielded  i-esults.  On  Oct.  10,  Senators 
Chafee  (R-R.  I.),  Connie  Mack  (R- 
and  Joseph  Liebennan  (D-Conn.)  i 
duced  legislation  to  encourage  an( 
wai'd  companies  for  taking  eai-ly,  v 
taiy  action  to  cut  gi'eenhouse  gases 
These  ai"e  eai*ly  days  yet  in  con 
and  intricate  global  negotiations, 
countries  beheve  that  the  11  da; 
negotiations  in  Buenos  Ah'es  wi 
best,  produce  a  timetable  for  nu 
decisions  on  the  many  thoniy  is; 
But  ■with  businesses  around  the 
starting  to  take  seriously  the  scii 
and  pohtical  thi'eats  of  global  wan 
the  chances  of  finding  a  sensibl 
effective  policy  have  begun  to  imp 
By  John  Carey  in  Washii 


104  BUSINESS  WEEK  /  NOVEMBER  9.  1998 


(en  go  where  the  best  programs  ore  looking  for  you. 


)ly  online  to  these  top 
iness  Week  Programs 


tisylvania  (Wharton) 


Fh western  (Kellogg) 


ago 


flj  iigan  -  Ann  ArboF 


fori   

lell  (Johnson) 


rford 


IV  (Anderson) 


I (Stern) 


legieMellon 


Iterkeley  (Haas) 


hington  (Olin) 


IS  -  Austin 
;  (Kenan  -  Flagler) 


College 


land  (Smith) 


ue  (Krannert) 
(MarshalT) 


ley 


amette 


g^ora  (Leovey) 


ideis 


ersity  of  Denver 


!  Western  (Weotherhead) 
>  State 


tlpHChlcogoT 


ry  (Goizueto) 


ersity^f  Iowa 


e  Dome 


State 


ersity  of  ArizoncT 


ison 


ersity  of  Florida 


rvine 


on  University 


igon  State  (Brood) 


mal' 


ersity  of  Tennessee 


ie^  Forest  (Babcock) 


loster 


on  College 


ersity  of  CincinnotT 


cuse 


ne  State 


hern  Methodist  (Cox) 


ersity  ofGeorgio 


ion  (blin) 


ierbilt  (Owen) 


ersity  of  PittsburglT 


•getown 


Htlon  Business  School 

fiea  stern   

ten  Gate  University^ 
ersity  of  Rochester 


Find  your  best  match  from  database 
of  275  accredited  MBA  Programs 

Apply  online  to  more  than  70% 
of  the  leading  MBA  Programs 


Get  recruited  online 

by  leading  MBA  Programs 


CollegeEdge®  is 
the  #1  destination 
on  the  Web. 


MBA.CollegeEdge.com 

For  more  information,  email:  info@CollegeEdge.com 


2 


rr  (Boruch) 


e^c  i  t  e 


Science  &  Technology 


MEDICINE 


WHO  SHOULD  GET 
THE  TRANSPLANT? 

A  needs-based  system  for  organ  distribution  gets  derailed 

Of  all  the  scarce 
resources  in  the 
U.  S.,  the  scai'cest 
may  be  donated 
organs.  Some  54,000 
people  on  any  given  day 
are  waiting  for  the 
transplant  of  a  liver, 
kidney,  heart,  or  lung. 
Every  day,  10  of  those 
people  die  waiting.  The 
federal  government  is 
trying  to  iron  out  some 
of  the  inequities  in  the 
way  the  few  organs 
available  for  transplant 
are  distributed  around 
the  country — and  in  the 
process,  it  has  ignited  a 
bitter  controversy  in 
the  medical  community. 
Because  when  the  topic 
is  rationing  life,  pohtics, 
institutional  chauvinism, 
and  regional  rivalries 
come  into  play  just  as 
much  as  the  needs  of 
desperately  ill  patients. 

The  debate  was  meant  to  be  over 
on  Oct.  1,  when  new  rules  issued  by 
the  Health  &  Human  Services  Dept. 
(hhs)  were  to  go  into  effect,  hhs  Sec- 
retary Donna  E.  Shalala  wants  organs 
to  be  allocated  to  patients  on  the  basis 
of  how  sick  they  are  rather  than 
whether  they  live  close  to  the  donor — 
which  is  the  way  the  system  works 
now.  United  Network 
for    Organ  Sharing 
(UNOS),     a  private 
group  representing  all 
transplant  centers, 
does  not  want  the 
government  to  man- 
date how  organs  are 
allocated  and  hired 
top  Washington  lobby- 
ists to  plead  its  case. 
A  rider  attached  to 
the   federal  budget 
bill,  passed  on  Oct.  20, 
tabled  the  rules  for  a 


TOTAL  U.S.  PATIENTS  ON 
TRANSPLANT  WAITING 
LISTS  AT  YEAREND 


'89  '90  '91  '92  '93  '94  '95 
A  THOUSANDS 

DATA  UNITED  NETWORK  FOR  ORGAN  SHARING 


year,  during  which  time  the  Institute  of 
Medicine,  part  of  the  National  Insti- 
tutes of  Health,  is  authorized  to  study 
the  issue  anew. 

This  is  more  than  a  difference  of 
medical  opinion.  There  were  only  59 
hospitals  doing  hver  transplants  in  1987 
vs.  124  today.  Those  centers  charge 
anw'here  fi-om  $180,000  to  $300,000  for 
the  operation,  and  any 
shift  in  the  allocation 
of  donor  livers  will 
also  shift  the  distribu- 
tion of  those  dollars. 
The  large  transplant 
centers    argue  that 
they     are  getting 
shortchanged  under 
the  present  local-first 
system,  while  smaller 
centers  fear  they  will 
lose  out  in  the  organ 
lottery  entirely  under 
the  new  regulations 


ORGAN  DONOR  SHORTAGE 


and  may  be  forced  to  close.  "Money : 
a  factor  here,  no  question  about  it 
says  Dr.  Richard  B.  Freeman  Jr.,  ass( 
ciate  professor  at  Tufts  Universit 
School  of  Medicine.  "Money  and  inst 
tutional  prestige." 

The  moratorium  is  unhkely  to  tat 
the  heat  out  of  the  debate — the  partic 
pants  are  too  polaiized.  Doctors  in  fav( 
of  the  present  allocation  system  accus 
the  big  hospitals  of  acting  strictly  out 
self-interest.  "There  ai"e  lai'ge  transplai 
centers  that  have  seen  a  dramatic  drc 
in  their  patient  load,  and  they're  tl 
ones   v/ho   want  tl 
change,"    says  D 
William  W.  Pfaff,  pr 
fessor  emeritus 
surgery  at  the  Unive 
sity    of  Florida 
Gainesville.  House  A 
propriations  Chairm; 
Robert  L.  Livingst( 
(R-La.),  who  introdua 
the  rider,  says  he  wan 
"to  keep  Big  Brothi 
out  of  the  organ-trar 
plant  system"  altoget 
er.  And  advocates  f 
the  new  rules  think  t 
politicians  are  the  v 
lains:  "They  ought  to 
to  hell,"  fumes  Dr  Jol 
J.   Fung,  director 
transplant  surgery 
the  University  of  Pitt 
burgh  Medical  Centf 
"Those  guys  have 
idea  what  they  are  d 
ing  to  the  patients 
guarantee  you,  nothiri 
absolutely  nothing,  u 
happen"  during  the  moratorium. 
LOCAL-FIRST  LAWS.  One  thing  cou 
happen,  however:  If  Livingston's  hor  ii 
state  of  Louisiana  prevails  in  fedeir 
coiu't,  states  could  refuse  to  share  ait( 
organs  donated  within  their  bordei 
Louisiana  filed  suit  in  August  seeking 
keep  the  federal  government  from  ov(t' 
riding  its  own  law,  passed  a  year  aj 
mandating  that  organs  donated  in-sta 
can  only  be  sent  outside  Louisiana 
no  "suitable"  local  recipient  is  four 
Oklahoma,  Wisconsin,  South  Carolii 
and  Kentucky  have  similar  local-fu 
laws.  "This  would  be  a  temble  dev 
opment,"  says  Dr.  William  E.  Harm( 
chairman  of  the  New  England  Org 
Bank  and  a  transplant  surgeon  at  CI 
drens'  Hospital  in  Boston.  "There  is 
rational  or  medical  concept  that  sa 
Louisiana  organs  will  do  better  if  th 
stay  in  Louisiana  than  if  they  are  trai 
ported  to  Arkansas." 

Regional  or  even  national  allocation  ^'^ 


106  BUSINESS  WEEK  /  NOVEMBER  9,  1998 


I  Priority  status  on  six  airlines. 


ravel  the  world  smoothly  on  aO  sLx  Star  Alliance^"  airlines— 
nited  Airlines,  Air  Canada,  Luithansa,  SAS,  THAI  and  Varig. 

pply  mileage  points  from  qualified  flights  on  any  of  the  six 
iriines  toward  your  overall  frequent  flyer  status. 

idulge  yourself  in  any  of  our  partners'  lounges.  More  than  190 
'Lind  the  world  are  open  to  ehgible  First  and  Business  Class 
velers  and  to  Star  Alliance  Gold  members. 

edeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
ving  you  more  than  600  destinations  around  the  world  to 
loose  from. 

njoy  Priority  Check-In  on  all  of  our  parmers'  flights.  Regard- 
ss  of  the  airline  you're  flying,  a  priority  counter  awaits 
;ar  Alliance  Gold  members. 

e  more  confident  when  trying  to  fly  a  sold-out  flight.  Priority 
/ait-List  and  Priority  Standby*  put  Gold  and  Silver  members 
)ward  the  top  of  the  Ust  on  any  Star  Alliance  fliglit. 


STAR  ALLIANCE 

The  airline  network  for  Earth. 


Tiere  allowed  by  law. 


Science  &  Technology 


VIDEODISKS 


8-TRACKS,  BETAMAX 
-AND  DIVX? 

With  DVD  catching  on,  the  rival  format's  outlook  is  fuzzy 


organs  is  possible  only  because  of  recent 
improvements  in  tissue  storage.  A 
decade  ago,  surgeons  had  to  transplant 
a  donated  organ  almost  immediately. 
That's  still  true  of  hearts  and  lungs,  but 
a  liver  can  now  hold  for  some  six  hours 
after  harvesting,  and  a  kidney  for  up 
to  48  hours.  The  improvement  removes 
some  of  the  rationale  for  the  current 
system,  set  up  in  1986,  that  divides  the 
U.  S.  into  6.3  organ-procui"ement  regions 
administered  by  UNOS.  When  an  organ 
becomes  available  in  a  region,  it  is  of- 
fered first  to  local  patients,  no  matter 
how  sick  they  are.  Only  if  there  are  no 
suitable  candidates  locally  can  it  be  of- 
fered to  sicker  patients  in  other  regions. 
FUTILE  WAIT.  The  system  can  seem 
shockingly  unfair  to  a  patient  who  hap- 
pens to  be  in  a  part  of  the  country 
where  demand  outweighs  supply.  The 
average  waiting  time  for  a  liver  in 
Boston  in  1994,  for  example,  was  848 
days,  vs.  71  days  in  Nashville.  Wealthy 
patients  can  get  around  the  system  by 
registering  in  more  than  one  region,  but 
UNO.s  says  only  about  5%  do  so.  Lisa 
M.  Josyln  of  Tequesta,  Fla.,  says  her 
brother,  Michael  Moore,  was  a  victim 
of  the  present  system.  He  died  last  Oc- 
tober at  age  47  in  Chai'leston,  S.  C.  after 
futilely  waiting  for  a  liver  transplant 
for  seven  months.  He  tried  to  register 
at  a  hospital  in  Florida,  where  the  wait- 
ing time  wasn't  as  long,  but  his  HMO 
wouldn't  pay  for  the  out-of-network  hos- 
pital. "I  don't  think  there  could  be  any- 
one sicker  than  my  brother,"  says  Jo- 
syln. "Those  fools  in  Washington  are 
playing  with  people's  lives." 

Not  all  doctors  agree.  UNO.s  argues 
that  mortality  rates  after  a  transplant 
operation  would  rise  if  the  most  criti- 
cally ill  patients  always  got  top  priority, 
because  they  have  less  chance  of  sur- 
viving the  operation.  A  UNOS  computer 
model  concludes  that  a  national  policy  of 
"sickest  patient  fii'st"  would  boost  post- 
transplant  deaths  by  32.8%.  The  Uni- 
versity of  Pittsburgh,  one  of  the  na- 
tion's largest  transplant  centers  and  the 
main  backer  of  the  hhs  lules,  counters 
with  its  own  computer  model  showing 
that  a  single  national  list  would  save 
the  lives  of  27.5  patients  annually  who 
othei-wise  would  have  died  waiting. 

While  the  transplant  centers  wave 
their  conflicting  data  about,  the  wait- 
ing lists  grow  (chart,  page  106).  And 
there  is  one  issue  aU  sides  of  tliis  debate 
agree  on:  Eveiyone  should  fill  out  an 
organ  donor  card.  Because  what's  sad- 
dest of  all  is  that  no  matter  how  or- 
gans are  allocated,  there  will  never  be 
enough  to  jto  around. 

By  Catherine  Anist  in  New  York 


A year  ago,  it  seemed  like  a  gutsy 
move.  Circuit  City  Stores  Inc.,  in 
partnership  with  a  Hollywood  law- 
firm,  announced  a  new  kind  of  \ideodisk 
called  Divx,  for  Digital  Video  Express. 
The  format  was  a  variant  of  dvd,  or 
digital  video  disk — with  important  dif- 
ferences. With  Divx,  consumers  could 
buy  a  movie  on  a  disk  for  .$4.49 — versus 
$15  and  up  for  dvds.  They  could  watch 
it  during  a  48-hour  period,  starting 
when  they  first  hit  the  play  button,  and 
then  thi'ow  the  disk  away.  Or  they  could 
build  a  library  of  movies  on  disks  and 
watch  them  hke  pay-per-view  flicks,  for 
$3.25  a  shot.  The  player,  hooked  to  a 
phone  line,  bills  them  when  they  watch 
movies  a  second  or  third  time.  For  an 
extra  $15,  they  would  get  peiTnanent, 
unlimited  viewing.  No  more  late  fees 
or  just-before-midnight  return  trips  to 
the  video  store. 

Ti'ouble  was,  consumer-electronics 
makers,  retailers,  and  some  film  stu- 
dios were  sti'uggling  at  that  time  to 
launch  conventional  DVDs.  They  weren't 
consulted  about  Divx  and  tended  to 
view  the  new  format  as  a  threat.  Ordi- 
nary DVD  machines  wouldn't  work  with 
the  new  Divx  disks.  That  raised  the 


spectre  of  "vhs  vs.  Betamax,"  the  u§ 
format  battle  that  slowed  adoption 

VCRS. 

Well,  those  fears  are  starting  to  lo 
overblown.  Ordinary  dvd,  on  sale  sin 
last  fall,  is  off  to  a  roaring  start.  Mo 
than  1  million  player's  will  be  sold  wor 
wide  this  year-,  and  2,500  movie  and  ir 
sic  video  titles  will  be  available  on  D' 
by  yearend.  Meanwhile,  Divx  playe: 
which  can  also  play  dvd  disks,  face 
uphill  stroiggle.  Most  electronics  retail( 
don't  want  to  stock  the  players,  a: 
video  stores  won't  touch  Divx  titles.  1 
the  time  Circuit  City  finally  rolled  c 
Divx  nationally,  on  Sept.  25,  the  Ri( 
mond  (Va.)  chain  was  already  downs 
ing  its  ambitions.  Circuit  City  sto( 
meanwhile,  slipped  32%,  from  a  Ji 
high  of  SAVj  to  around  37. 
NO  GUARANTEES.  The  Divx  saga  isi 
over-.  But  it  has  highlighted  the  pitfa 
that  new  formats  face  in  a  enviro 
ment  where  almost  any  digital  gadg 
is  possible.  Divx'  distribution  model- 
hybrid  of  pay-per-view,  sell-throu^ 
and  rental — allows  users  to  own  a  fi 
library  with  little  up-front  cost.  But 
Divx  promoters  are  discovering,  cc 
concepts  don't  come  with  any  guara 
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We'll  Do  More  Than  Remind  You  About 
The  Roth  IRA  Conversion  Deadline 


Today  Is 


We'UHelpYouMeetIt 


If  you're  thinking  about  com'erting  your 
old  IRA  to  a  Roth  IRA,  it's  time  to  call 
American  Century  Because  on  December  31, 
the  one-time  Roth  benefit  that  allows  you 
to  spread  your  taxes  over  four  years  will 
expire.  So  call  soon.  We'll  help  you  figure 


the  tax  implications,  and  then  help  you  make 
the  conversion,  quickly  and  easily.  To  get 
more  infonnation,  or  a  free  Roth  IRA  Kit,  just 
call  American  Century  at  1-800-345-2021. 
Don't  miss  a  tax  opportimity  whose  days 
are  numbered. 


'ease  consult  your  tax  advisor  for  more  detailed  i)ifonnatioii  rei^ardin^  the  Roth  IRA  and  tlie  1997  tax  legislation,  or  for 
Ivice  regarding  your  individual  situation.  Funds  Distributor.  Inc.  'Qi  1998  American  Century  Services  Corporation  bw 


American 
Century 


;ww.  americancentury.com 


1-  8  JL0  ^^^^^ 


(  BERfJfLTHEONLY"^ 
(  EUROPEAN  CITY  ) 
(  WITH  MORE  MUSEUMS  } 
(  THAN  RAINY  DAYS.  ) 


Besides  offering  all  the  advantages 
of  a  top  business  location,  Berlin  gives  you 
a  unique,dynanfiic  and  varied  cultural  scene 

to  explore.  No  matter  what  the  weather, 
there's  always  plenty  to  see  and  to  do  here. 

Whether  your  taste  is  classical, 
ayantgarde  or  highly  individual,  if  you  were 

to  visit  one  of  these  attractions  each 
rainy  day,  you'd  be  busy  well  into  the  next 
century.  So  come  and  take  full  advantage 

of  both  our  cultural  and  business 
opportunifiiss.  For  more  information  about 
Berlin  as  your  hext  business  locatio^i,  please 
contact  us  at:  Berlin  Economic  Dev^Corp. 
Fax: +  49  (30)  399  80-239,   "  v 
e-mail:  info@wf-berlin.de, 
Internet:  http://www.berlin.de 
Your  Gateway  to  New         _  , 
Opportunities.  BCTlin 


Science  &  Technology 


tees,  even  when  the  price  is  right. 

What  went  wi-ong?  First  of  all,  tech- 
noids  and  home-theater  buffs — the  folks 
most  likely  to  shell  out  $400  and  up  for 
a  new  player — complain  that  Divx  sac- 
rifices many  of  the  advantages  of  dvd. 
Users  don't  get  a  choice  of  wide-screen 
vs.  conventional  display  formats  on  the 
same  disk.  Nor  do  they  get  multiple- 
language  subtitles,  directors'  commen- 
taries, and  theater  trailers. 

More  important,  the  "digerati"  don't 
like  the  Big  Brother  overtones  of  the 
technology — the  idea  that  their  view- 
ing choices  are  being  monitored.  "We've 
had  customers  tell  us  that  if  we  cany 
Divx,  they  won't 
shop  our  stores 
again,"  says  Thomas 
Campbell,  a  corpo- 
rate du'ector  at  Dow 
Stereo/Video  Inc.,  a 
nine-store  San  Diego 
chain. 

A  few  of  the 
problems  should 
have  been  obvious 
fi'om  the  beginning. 
Many  consumer-elec- 
tronics chains  don't 
want  to  sell  a  prod- 
uct that  lines  the 
pockets    of  their 


for  $499  when  it  was  introduced,  fell 
$399  by  the  second  weekend.  (Conv6 
tional  DVD  players  start  at  $299.) 

Another  bad  sign  is  the  dearth 
progi-amming.  The  disks  were  suppos 
to  be  available  everywhere,  from  c 
partment  stores  to  the  comer  drugsto: 
In  fact,  there  are  just  200  titles  avs 
able,  and  those  only  at  the  electroni 
stores  that  sell  Divx  players.  Original 
some  studios  such  as  Disney  a: 
DreamWorks  were  attracted  to  Di- 
because  its  antipiracy  safeguard  e 
ceeded  that  of  dvds.  But  those  concer 
have  since  faded,  and  all  studios  are  i 
leasing  movies  on  dvd.  Video  shoj 
meanwhile,  have 


DIVX'  PLUSES  AND  MINUSES 

©Disks  sell  for  just  $4.49  and 
offer  a  48-hour  viewing  period 

©They  don't  do  multiple  formats 
and  subtitles,  or  commentaries 

©You  can  hold  onto  the  disks 
after  48  hours  and  pay  a  fee  to 
watch  again  whenever  you  want 

©Divx  disks  won't  play  in  a  PC 
or  in  other  DVD  machines 


©You  pay  $3.25  for  subsequent 

viewings — a  bargain,  if  you  only 

watch  two  or  three  times 
biggest  competitor,    tion.  DVDs  were  co 

Circuit  City,  which    ©if  you  trade  disks  with  friends,     ceived  as  a  sale-on 

you  must  pay  the  per-view  fees 


ways  been  anti-Di\ 
Blockbuster  Inc.  a 
Hollyvv'ood  Entf 
tainment  Cor 
which  control  mo 
than  half  the  vid 
rental  market,  s; 
Divx  eliminates  t 
need  for  return  v 
its,  which  genera 
impulse  rentals 

Perhaps  the  wor 
news  for  Divx  pr 
moters  is  the  w: 
their  foiTnat  has  g; 
vanized  the  compe 


gets  license  fees 
from  player  makers 
and  a  cut  of  the  revenues  as  disks  are 
bought  and  played.  By  the  time  Divx 
went  national,  only  thi'ee  regional  chains 
had  signed  up.  "Even  if  Divx  rolls  out 
like  wildfii'e,  [there  will  be]  less  than 
1,000  storefronts,  compared  with  8,000 
for  DVD,"  says  Ted  Pine,  president  of 
market  researcher  InfoTech  Research 
Inc.  in  Woodstock,  Vt.  "You're  going  to 
have  to  go  out  of  your  way  to  get  it." 
DESPERATION.  Circuit  City,  which  owns 
two-thu'ds  of  the  Digital  Video  Express 
partnership,  feels  the  pain.  Unable  to 
draw  additional  investors,  it  was  forced 
to  scale  its  launch  budget  back  from 
$100  million  to  $60  million  during  the 
fu-st  year.  "We'i'e  certainly  not  going  to 
be  on  every  retail  store  shelf  this 
('hristmas,  so  we'll  focus  om*  advertising 
on  retailers  cairying  the  product,"  says 
Richard  L.  Shaq),  CEO  of  both  Circuit 
City  and  Digital  Video  Express. 

Divx  skeptics  sniff  desperation  in  the 
air.  Retailers  say  the  $60  million  that 
Sharp  is  tunneling  to  them  as  co-op  ad 
fimds  is  the  most  generous  subsidy  ever 
for  one  product.  And  Circuit  City  is 
pricing  the  players  aggressively  as  well. 
The  KCA  model,  which  its  stores  sold 


product.  Now,  Bloc 
buster  and  othe 
are  adding  the  disks  to  their  rent 
racks  and  stretching  rentals  out  as  loi 
as  seven  days  to  get  rid  of  the  onero 
midnight  deadline.  Stores  are  also  rer 
ing  out  players  from  Sony,  Toshiba,  ai 
Philips.  "The  world  has  changed  in  t) 
rental  industry,"  says  Douglas  A.  Gc 
don,  an  analyst  at  NationsBanc  Mor 
gomery  Securities  in  San  Francisco. 

That,  to  be  sure,  could  work  in  Div 
favor.  Gordon  thinks  the  economics  cou 
still  attract  a  small  following.  Peop 
may  eventually  realize  that  if  they' 
going  to  watch  a  $35  dvd  movie  on 
two  or  thi'ee  times,  then  a  pay-per-vie 
Divx  disk  makes  more  sense.  In  otb 
words,  Divx  could  sui^vive  in  a  niche, 
just  another  feature  on  a  dvd  play( 
Robert  A.  Gunst,  chief  executive  of  Tl 
Good  Guys  Inc.,  isn't  raring  to  assi 
Circuit  City.  "But  that  doesn't  mean  I' 
going  to  deny  my  customer  the  rig: 
to  choose,"  he  says.  Besides,  there 
really  no  downside  for  people  who  bi 
Divx  players.  It's  not  like  Sony  Corp 
Beta  vcRs,  which  couldn't  play  Vf 
tapes.  Even  if  Divx  should  flop,  you  a 
always  use  the  machine  to  play  dvds. 
By  Larry  Annstrong  in  Los  Angel 


IfrcfSft  buyer  com 

''The  World's  Resale  Aircraft  Marketplace'' 


lying  or  selling  an  aircraft 
has  never  been  this 

Easy... 
Automated... 


aircraftbuyer.com  is  the 

newest  and  most  exciting  service 
on  the  web,  offering  a  wide  variety 
of  aircraft  for  sale.  It's  fast,  easy, 
comprehensive  —  it's  what 
aircraft  buyers  and  sellers  expect. 

Create  your  own  ad  using  our  automated,  online  system. 
Your  aircraft  gets  to  market  fast  so  you  sell  it  fast. 

Gain  access  to  the  hundreds  of  thousands  of  aviation 
professionals  and  enthusiasts  who  visit  Aviation  Week 
and  The  McGraw-Hill  Companies  online  every  month. 

Search  for  your  next  aircraft  in  the  world's  most 
comprehensive  listing  of  aircraft  for  sale,  product  and  service 
providers  and  dealers^rokers. 


FEATURES 
Find  an  Aircraft 
Place  an  Ad 
Aircraft  of  tlie  Week 
Aircraft  Seller's  Directory 
Aircraft  Performance  Charts 
Ownership  Articles 
News  and  Information 
Industry  Links 
AND  much  more 


Where  Buyers  and  Sellers  Connect 

For  more  information,  go  to  our  site  at  www.aircraftbuyer.com 

or  call  toll  free  1-877-ACBUYER  (1-877-222-8937)  or  Fax  914-939-8824 
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evelopments  to  Watch 


PED  BY  ELLEN  LICKING 


EA  CHANGE  IN 
MHER  FORECASTS 

UXDS  LIKE  A  FORECAST- 

dream:  Reliable  long- 
1  climate  predictions 
rently  can  be  made  by 
ly  measuring  sea-sur- 
temperatures. 
itil  now,  scientists  have 
ved  wind  patterns  and 
ill  were  chaotic  systems, 
ng  long-term  predictions 
ssible.  But  a  study  in 
)ct.  23  issue  of  Science 
ates  that  the  weath- 

certain  parts  of 

tropics  is  so 
gly  influenced  by 
mrface  tempera- 
;  that  changing 

and  rainfall  pat- 
become  irrele- 

And  because  the 
is  close  to  the 
;al  Pacific,  its  weath- 
itterns,  too,  are  in- 

ced  by  sea  surface 
eratures. 

e  federally  funded  study 
done  by  a  team  led  by 
lish  Shukla,  a  chmatolo- 
at  the  George  Mason 
ersity  Center  for  Ocean- 
-Atmospheric  Studies  in 
•iton,  Md.  Using  a  com- 
model  developed  by  the 
National  Weather  Ser- 
the  team  plugged  in  dif- 
t  sets  of  initial  weather 
tions,  such  as  tempera- 
md  barometric  pressure, 
ound  that  tropical  wind 
ainfall  patterns  tracked 
cean's  surface  tempera- 
more  closely  than  any 
variable. 

nes  Baker,  head  of  the 
nal  Oceanic  &  Atmos- 
:  Administration,  called 
'an  exciting  new  find- 
that  could  help  utilities 
power  shortages  and 
fanners  a  good  look  at 
oming  growing  season, 
technique  successfully 
?ted  last  year's  El  Nino, 
jsearchers  say  it  is  just 
ective  in  the  absence  of 
extreme  events.  c 


YOUR  NAME  IN  LIGHTS!  VERY  SMALL  LIGHTS 

GREETING  CARDS  ALREADY  BABBLE,  TRUMPET,  AND  SING  THEIR 

missives  to  unsuspecting  recipients  with  the  help  of  low-cost 
sound  chips.  Soon,  such  cards  may  put  their  messages  up  in 
hghts.  Researchers  at  the  ucla  School  of  Engineering  & 
Applied  Sciences,  led  by  materials  science  professor  Yang 
Yang,  have  come  up  with  a  novel  way  of  printing  light-emit- 
ting plastics  onto  greeting  cards  using  common  Inkjet  printing 
equipment.  The  raw  materials  and  the  printing  process  are 
both  cheap,  Yang  says,  and  the  cards  wouldn't  require  any 
more  power  than  the  sound  chips  in  talking  birthday  cards. 

The  new  luminescent  plastics  resemble  light-emitting 
diodes,  used  for  displays  on  clocks,  instmment  panels,  and 
other  apphances.  Dozens  of  companies  have  jumped  into  the 
field,  hoping  to  develop  cheaper,  brighter 
screens  for  laptop  computers.  But  long 
before  the  screens  are  good 
enough  to  power  laptop 
appHcations,  Yang 
thinks  they'll  find 
a  niche  in  snazzj' 
decorations  for 
cards  and  other 
disposable  gifts. 
Yang  is  now 
trjing  to  devel- 
op even  flash- 
ier, multicolor  dis- 
plays.       Neil  Gross 


ZEBRAFISH:  A  NEW  ALLY  IN  THE  LAB 

SCIENTISTS  OFTEN"  USE  MICE  AND  MONKEYS  AS  HUMAN 

disease  models.  Now  add  to  that  menagerie  the 
zebrafish.  A  team  of  researchers  led  by  Harvard  Uni- 
versity geneticist  Leonard  I.  Zon  has  discovered  that 
a  particular  kind  of  zebrafish  called  a  sauternes — 
because  it  is  as  pale  as  white  wine — is  one  of  only  two 
known  fish  that  can  be  used  to  model  a  human  dis- 
ease. In  the  November  issue  of  the  journal  Nature 
Genetics,  the  researchers  report  that  the  fish  has  a 
genetic  mutation  that  causes  it  to  develop  a  disease 
identical  to  congenital  sideroblastic  anemia  (csa),  a 
rare  human  condition  that  reduces  the  number  of  red 
blood  cells. 

People — and  zebrafish — with  csa  have  a  mutation  in 
the  alas2  gene  that  leads  to  a  hemoglobin  deficienc>^  Zon 
says  the  zebrafish  makes  an  ideal  disease  model:  It's  only 
about  an  inch  long  and  completely  transparent,  so  re- 
searchers can  tell  whether  it  is  producing  hemoglobin, 
which  turns  blood  cells  red,  merely  by  looking  at  the  fish 
under  a  microscope.  And  we  may  turn  out  to  have  more 
in  common  with  the  Uttle  fish  than  alas2.  Zon  says  that 
the  fish  share  certain  genetic  an-angements  with  hu- 
mans, and  the  National  Institutes  of  Health  recently  ap- 
proved a  $5  million  initiative  to  map  the  entire  zebrafish 
genome.  Zon  figures  it  will  take  about  three  years  before 
the  project  will  start  producing  results.  z 


SOMEDAY, 

ASEEING-EYE  GERM? 

nature's  photonic  devices 
may  one  day  put  Silicon  Val- 
ley's best  chips  to  shame. 
Robert  R.  Birge,  director  of 
the  W.  M.  Keck  Center  for 
Molecular  Electronics  at  New 
York's  Syracuse  University, 
says  his  research  team  is  just 
months  away  ft'om  demon- 
strating an  optical  memorj-  de- 
vice that  exploits  the  switch- 
ing properties  of  a  protein 
found  in  the  cell  wall  of  a  bac- 
terium. A  small  test-tube  full 
of  the  protein  could  store  7  to 
10  gigabytes  of  digital  data. 

The  protein  is  called  bac- 
teriorhodopsin.  It's  a  purpUsh 
chemical  produced  in  the 
membrane  of  Halobacterium 
halobium,  a  salt-marsh  mi- 
croorganism that  scientists 
have  been  studying  since  the 
mid-1970s.  WTien  the  bacte- 
ria are  staiwed  of  nutrients 
and  stiaick  by  Ught,  the  pro- 
tein switches  rapidly  from 
purple  to  yellow  (illustration). 
Controlled  by  lasers,  this  col- 
or change  could  be  used  as 
an  on-off  switch  in  comput- 
ers. Researchers  also  hope  to 
harness  the  protein  for  next- 
generation  flat  displays  and 
artificial  retinas  for  aging  or 
damaged  eyes. 

To  perfect  those  applica- 
tions, scientists  need  large 
quantities  of  pure  protein 
crystals.  These  are  difficult 
to  gi'ow  under  normal  condi- 
tions. So  NASA  has  been  lend- 
ing a  hand,  growing  large 
crystals  aboard  the  Space 
Shuttle.       Nellie  Andreeva 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 


qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana  will 
have  the  capacity  to  produce  1  50,000  vehicles 
per  year.  The  2,300  new  jobs  created  here 
will  raise  Toyota's  direct  U.S.  employment 
to  more  than  25,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


Special  Report 
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*  dmit  it.  You  haven't  been  this  worried 
^  since — well,  it's  hard  to  recall  when.  The 
/  m  crash  of  '87 — that  was  a  shocker,  no  ques- 
^— «  tion.  And  the  Persian  Gulf  War  three  years 
.  M_later  was  a  concern.  But  after  eight  yeai-s  of 
iistly  blue  skies  and  gi*een  grass,  suddenly  last 
miner  you  discovered  frightening  thr-eats  to  your 
:)iiey  and  investments  in  what  seems  like  eveiy 
ne  zone.  There's  deflation  in 
^ia.  Default  in  Russia.  De- 
iluation  in  Latin  America. 
)i)ming  impeachment  pro- 
(>( lings  and  recession  in  the 
.  S. — the  bad  news  just 
ejis  on  coming. 
Hill  Aurilio  knows  the  feel- 
y,.  In  many  ways,  the  32- 
ar-old  controller  of  U.  S. 
M-matologics  Inc.,  a  small 
ug  company  in  Lawi'ence- 
ile,  N.J.,  is  lucky.  He's  the 
her  of  newbom  twins,  Jim- 
\'  and  Jordan,  plus  nine-year-old  Joshua.  He  and 
^  teacher  wife,  Karyn,  are  building  a  $350,000 
nie  near  Princeton.  To  make  the  $40,000  down- 
yment,  the  Aurilios  cashed  out  much  of  their 
)ck  holdings  last  July  at  the  market's  peak. 
Yet  Aurilio  isn't  crowing.  He  had  believed  his 
I'jks  were  headed  higher  and  that  by  selling  in 
ly,  he'd  be  leaving  10  grand  on  the  table.  Instead, 
e  stock  he  sold  at  $21,  InteUigi-oup  Inc.,  sank  below 
1.  Another  he  let  go  at  $8,  Ariel  Corp.,  fell  to 
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neai-ly  $2.  Now,  he  wonders,  'What  if  things  keep  go- 
ing in  that  direction?  What  if  the  housing  mai-ket  los- 
es value?  All  of  a  sudden,  I've  turned  into  the  most 
conser-vative  person  in  the  world." 

Is  the  market  turmoil  of  the  past  few  months 
making  you,  too,  rethink  the  risks  to  your  wealth? 
If  so,  good  for  you.  Balancing  risks  against  potential 
returns  is  the  essence  of  successful  investing,  but 
it's  a  priority  people  tended  to 
forget  as  stock  prices  kept  soai"- 
ing.  Now,  with  the  market 
in  another  frame  of  mind, 
BUSINESS  WEEK  aims  to  help 
you  understand  not  just  the  op- 
portunities ahead  but  also  the 
risks.  And  there  are  plenty  of 
the  latter  these  days.  The  Fed- 
eral Reserve's  recent  interest- 
rate  cuts  have  many  people 
wondering  if  Alan  Greenspan 
knows  something  about  the 
economy  the  rest  of  us  don't. 
In  any  event,  those  blue  skies  are  turning  cloudy. 
Some  economists  see  U.  S.  economic  gi-owth  slowing 
to  1.9%  ft-om  3.5%  in  1998,  and  many  others  think 
it'll  be  even  less.  Corporate  profits  may  expand 
less  than  3%  next  yeai",  and  as  for  growth  in  the 
once-booming  emerging  markets,  forget  it. 

Sorting  all  this  out  isn't  easy,  even  for  big-money 
pros.  Consider  the  answers  we 
heard  after  posing  this  question 
to  two  of  Wall  Street's  brightest 
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IS  IT  TIME  TO  RETHINK  YOUR  PORTFOLIO? 

Ymvr  investment  results  depend  mostly  on  kow  you  split  your 
nwney  among  stocks,  hounds,  and  cash.  Over  the  past  four  decades, 
the  more  investors  allocated  to  stocks,  tJie  greater  their  returns  Iiave 
been  but  also  the  greater  the  risks  they  took.  If  you're  feeling  bullish, 
you  may  want  to  take  advantage  of  lower  prices  now  to  boost  y&iir 
stock  allocation.  If  you're  beay'ish,  you  may  want  to  put  more  into 
bonds  or,  if  you'll  need  the  nwney  soon,  cash. 


%  ALLOCATION    AVE.  ANNUAL 

Stocks/Bonds/Cash  RETURN* 


BEST/WORST 
YR'S  RETURN 


25/40/35 

7.9% 

20.8% /-2.1% 

40/40/20 

8.8 

22.5 /-7.5 

60/30/10 

9.8 

27.6/-14.1 

80/20/0 

10.8 

33.2  /-20.5 

100/0/0 

11.6 

43.4  /-26.5 

STRATEGY 

MOST  CONSERVATIVE 
MODERATELY  CONSERVATIVE 
MODERATE 

MODERATELY  AGGRESSIVE 
MOST  AGGRESSIVE 

*Results  for  1956  through  1997.  Assumes  dividend  reinvestment  and  annual  rebalancing 
DATA:  T.  ROWE  PRICE  ASSOCIATES,  BUSINESS  WEEK 

stars,  Fidelity  Investments'  Peter  S.  Lynch  (page 
122)  and  pimco  Advisors'  William  H.  Gross, 
whose  $140  billion  in  assets  makes  him  the  na- 
tion's leading  bond  investor.  Should  individual 
investors  worry  about  Japan,  Brazil,  deflation, 
liquidity  squeezes — all  of  that?  "Tune  out.  Tune 
out.  They  should  tune  out  all  this  stuff,"  Lynch 
repUed.  Said  Gross:  "This  global  contagion  is  the 
most  important  and  dangerous  phenomenon  to  fi- 
nancial stability  that  we've  seen  in  the  past  60 
yeai's.  Investors  have  to  be  concerned  and  aware 
of  it,  and  make  theu*  investment  strategies  based 
upon  it." 

"VERY  NEBULOUS."  Who's  right?  Both  are.  But 
which  answer  apphes  to  you?  It  depends  on  who 
you  are.  Can  you  afford  to  focus  on  tuning  your 
portfolio  to  the  thi-eats  of  recession  and  deflation, 
as  Gross  suggests?  Not  if  you  haven't  first 
arranged  yoiu*  owti  basic  financial  secuiity.  Not  if 
you  aren't  clear  why  you're  investing  and  when 
you'll  need  your  money  back.  "You  ought  to  say 
to  yourself,  'Do  I  need  this  money  in  the  next 
year?' "  Lynch  says.  If  so,  forget  stocks.  "That 
should  be  true  at  all  times — when  the  market  is 
going  up  or  the  market  is  going  down." 

Look  at  it  another  way:  Are  you  ready  to  ex- 
ploit the  temptingly  low  prices  of  stocks  in  places 
Mke  Japan?  You  may  be — if  you  tiiily  can  afford  to 
shoulder  the  risk  of  waiting  many  years  for  a 
profit.  Brandes  Investment  Partners  is  no  house- 
hold name,  yet  the  $20  bilUon  San  Diego  ftiTn  has 
lun  up  since  1974  one  of  the  best  records  among 
international  investors.  Over  the  past  10  years, 
ended  September,  Brandes'  institutional  Global 
Equity  product  returned  an  annual  average  of 


BEST/WORST 
ANNUALIZED  RETURN 


NUMBER  OF 
DOWN  YRS 


10.7%  /  5.2% 
12.2/5.7 
13.8/6.1 
15.4/6.4 
16.7/6.5 

**Over  any  20-year  period 


BusinessWeek 


S&P 

PERSONAL  WEALTH 


You'll  find  more  on  investing  strategies,  including  interviews  witti  invest- 
ment gurus  Peter  Lynch  and  William  H.  Gross,  plus  special  articles  by 
Standard  &  Poor's  Corp.  investment  strategist  Sam  Stovall  and  chief 

economist  David  Blitzer,  at  Businessweek  Online  (www.businessweek.com) 
and  S&P  Personal  Wealth  (www.personalwealth.com). 


14.9%,  net  of  fees,  vs.  9.7% 
for  the  Morgan  Stanley 
Capital  International  World 
Index. 

After  cashing  in  fat 
profits  this  year  on  such 
Eui'opean  stocks  as  Alca- 
tel, which  it  started  buy 
ing  back  in  1993  when  the 
Continent  was  out  of  fa- 
vor, Brandes  now  is  focus- 
ing on  big  Japanese  com- 
panies like  Hitachi  Ltd 
which  Managing  Partner 
Glenn  R.  Carlson  reckons 
is  seUing  for  60%  of  book 
value.  "If  we  had  a  12- 
month  view,  we  absolutely 
would  not  be  investing  in 
these  companies,"  says 
Carlson.  "But  vrith  three 
to  five  years,  we  don' 
think  there's  a  lot  of  risk.' 
Indeed,  knowing  where  to  focus  your  worriei 
gives  you  part  of  the  answer  to  how  much  risk 
you  can  afford  to  take.  Are  the  risks  you  face  pe 
culiar  to  you?  Or  are  they  external  ones  we  al 
may  endure?  The  rest  of  the  answer  comes  fron 
a  process  that's  eveiy  bit  as  personal:  a  simpL 
gut-check,  something  you  can  do  by  scanning  thi 
asset  allocation  table  above.  Whatever  your  age 
do  you  really  want  your  entire  portfolio  in  stocks! 
Histoiy  says  that's  the  route  to  the  biggest  re- 
tiuTis.  But  you'd  better  be  prepared  for  money-los 
ing  years,  a  fate  all-stock  investors  would  hav( 
suffered  nine  times  since  1956.  "Risk  is  very  neb 
ulous,"  says  Luke  M.  Collins,  managing  director  oi 
kpmg's  Investment  Consulting  Group  in  Chicago 
"I  don't  cai'e  if  you  have  a  50-yeai*  time  horizon.  I 
you  can't  sleep  at  night  because  of  something 
Louis  Rukeyser  said,  then  you've  taken  on  to( 
much  risk." 

Stomaching  steep  investment  losses  is  some 
thing  that  advisers  like  Robert  F.  Mewshaw  fine 
comes  harder  to  rookies.  His  firm  in  Towson 
Md.,  Van  Sant  &  Mewshaw  Inc.,  oversees  $15( 
million  in  personal  accounts,  and  after  cHents 
got  their  August  statements,  Mewshaw's  phonesj 
began  ringing.  "People  who've  been  with  us  a; 
long  time,  15  years  or  so,  we  didn't  get  any  callsj 
fi'om,"  Mewshaw  says.  "But  newer  chents?  Thei 
were  pretty  astounded  that  their  accounts  wen| 
down.  They  realized  for  the  fu*st  time,  'Hey,  I  cai|^ 
lose  money  here.' " 

As  you  reflect  on  your  proper  level  of  invest 
ment  risk,  it's  worth  stopping  to  ask  how  th( 
sight  of  losses  in  your  recent  mutual  fund  o:i 
brokerage  statements  left  you  feehng.  If  you  fel' 
sick  over  the  possibihty  that  you  may  now  havn' 
trouble  meeting  some  coming  obligation — a  downjjji 
payment  on  a  house,  say,  or  a  tuition  bill — thei,; 
you  need  to  lessen  your  risk.  Allocate  less  o,[ 
your  assets  to  stocks.  And  make  siu'e  your  mon^ 
ey  is  in  places  you  can  tap  into  when  you  need  it 

By  the  same  token,  perhaps  paper  losses  havij' 
only  left  you  eager  to  buy  into  depressed  man 
kets  with  cash  you've  patiently  sat  on  for  jus. 
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Even  before  he  reads 
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t)  ;  do  speak  louder  than  words.  And  usually  sooner.  So  when  you  want  a  mailing  to  convey  the  proper 
[  ,  start  right  away.  By  sending  it  in  a  Tyvek"  envelope.  A  unique  blend  of  silkiness  and  ruggedness,  it 
1i  >  the  importance  of  the  contents  and  the  receiver.  When  you  can  do  so  much  with  an  envelope, 
t  aying  something. To  get  a  free  sample,  call  l-800-44-TY\/EK  (1-800-448-9835). 


i  end  a  message  before  they're  even  opened! 


Tyvek: 


0  nvelopes 


mm 


'e  Envelopes  Contain  25%  Post-Consumer  Recycled  Content  A 

%  'ont  Tyuek'  is  a  DuPont  registered  trademark  for  its  brand  of  spunbonded  olefin  Only  DuPont  makes  Tyvek?' 


www.dupont, com /Tyvek /envelopes 
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this  moment.  Or  maybe  you  have  ft-esh  cash — 
your  paycheck-by-paycheck  retirement  plan  in- 
vestments, a  bonus,  or  some  other  windfall — to 
put  to  work.  Of  coui'se,  you  want  to  invest  in  to- 
day's best  opportunities,  but  first  you  need  to 
ask  youi-self  a  question.  Will  these  investments  sit 
in  a  regular  taxable  account  or  in  a  401(k)  or  an- 
other tax-deferi'ed  account? 

The  answer  is  crucial.  A  move  that's  smart 
in  one  may  be  unwise  in  another  "I  know  people 
who  trade  then-  taxable  accounts,  and  I  never  un- 
derstand that,"  notes  Brian  Rivotto,  a  financial 
planner  and  partner  with  kpmg  in  Boston.  Since 
most  imsheltered  sales  of  stocks  (page  124),  bonds 
(page  132),  or  mutual  funds  (page  128)  are  tax- 


able events  (page  135),  focusing  your  active 
portfoho  moves  in  an  individual  retirement 
account  or  other  tax-deferred  plan  usually 
makes  the  best  sense. 

For  that  reason,  in  rebalancing  your  port- 
folio among  equity,  fixed-income,  and  cash 
assets,  it's  best  to  do  as  much  selling  as  pos- 
sible within  your  tax-defeiTed  retirement  ac- 
counts. Ti'ading  there  gives  you  no  tax  bene- 
fits from  baihng  out  of  losers.  So  trim  your 
retirement  account's  winning  assets — most 
likely  bonds — and  buy  more  in  the  losing 
categories,  especially  small-company  and  in- 
ternational shares  that  have  suffered  so  in 
the  past  year. 

QUALITY  PAYS.  Although  in  recent  weeks  small- 
company  stocks  have  perked  up,  they  still  trade 
at  historically  low  price-earnings  multiples,  says 
Ned  Notzon,  whose  job  as  co-manager  of  T.  Rowe 
Price's  Spectrum  fimds  includes  divining  which 
areas  of  stock  and  bond  markets  to  favor  The 


risk:  If  the  U.  S.  slides  into  recession,  small  caps 
will  bear  the  brunt.  He  also  likes  international 
equities,  as  does  kpmg's  Collins,  particularly  those 
in  battered  emerging  markets,  where  he  recom- 
mends investing  5%  to  10%  of  a  long-term  port- 
folio via  a  closed-end,  non-country-specific  fund, 
"When  I  talk  to  people  about  emerging  markets 
now,  they  kind  of  roll  their  eyes,"  he  says.  "They 
think,  'What  are  you,  crazy?'  But  you've  got  toi 
believe  the  long-term  prospects  for  these  coun-l 
tries  are  good."  i( 
Likewise,  the  contrarians  at  Brandes  are  find-Ji 
ing  values  in  Asia  for  the  fu-st  time  in  many 
years,  and  not  just  in  Japan.  Brandes  is  alsq 
buying  in  Hong  Kong,  specifically  conglomerate 
Swire  Pacific  Ltd.,  the  majority: 
owner  of  Cathay  Pacific  Aiinvays,'; 
It  is  also  stocking  up  on  shares  in 
Brazil's  giant  utihty  holding  com- 
pany, Eletrobras.  "It's  sort  of  at&i' 
prior  to  the  breakup,"  Carlsor|j 
says.  He  figui'es  at  a  market  value; 
of  $12  billion,  Eletrobras  traded  | 
recently  at  less  than  half  the  value! 
of  its  distinct  businesses. 

When  you  rebalance  your  port-f' 
folio,  you'll  have  to  address  youi 
bond  allocation,  too.  If  you  have  ( 
fresh  cash  to  invest  or  if  you're 
resetting  your  asset  allocatior ' 
more  conservatively,  look  at  youi ' 
taxable  account  first.  If  your  fed- , 
eral  tax  rate  is  28%  or  higher,  yoi 
probably  should  be  holding  onl> 
tax-exempt  municipal  bonds  oi  3 
muni-bond  fimds.  Munis  t^'picallj 
pay  80%  or  85%-  of  the  yield  or  j 
Ti-easuries.  But  right  now,  they'i'e 
unusually  cheap,  yielding  in  some . 
cases  100%  or  more  of  taxable 
Ti-easiuy  debt.  "If  I  can  buy  a  sin 
gle-A  muni  at  the  same  yield  tax 
free  as  a  triple-A  Treasury,"  says 
PiMCO's  Gross,  "there's  no  doubt  i) 
which  one  I'd  buy." 

In  your  retirement  account 
however,  the  tax-exemption  on  ; 
muni  will  do  you  no  good.  Instead 
Gross  advises  focusing  on  high  i 
credit-quality,  intermediate-tern 
taxable  government  bonds,  or  ; 
mortgage-backed  bond  fund  limite( 
to  such  government-sponsored  is  , 
sues  as  Ginnie  Maes.  Here's  why 
If,  as  Gross  believes,  a  U.  S.  re 
cession  next  year  is  increasingly  - 
likely,  higher-credit-quality  bond; 
will  endure  better.  In  addition 
while  Gross  sees  the  Fed  cutting 
short-term  interest  rates  fiuthei 
in  coming  months,  he  thinks  the  5%  recent  yielck^ 
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Building  a 
new  home- 
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second 
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the  market 


on  long-term  Ti-easuries  already  anticipates  this 
Instead,  Gross  advises,  "focus  on  matiuities  in  th( 
5-  to  10-yeai-  intennediate  categoiy,"  whose  prices 
would  move  up  more  shai'ply. 

What  if  you're  more  bullish  than  Gross  on  th< 
U.S.  economy?  Reach  for  the  higher  yields  pai(h 
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FREE  REPORTS 
FROM  A  SELECT  GROUP  OF 
AMERICA'S  FASTEST-GROWING  COMPANIES 


1  1 


he  exceptional  companies  listed  below  want  you  to  know  more  about  them.  Complete  the  form  below  for  free  copies  of  their 
al  reports.  Nearly  every  actively  traded  company  was  screened,  using  data  provided  by  Standard  &  Poor's  Compustat 
ices,  to  determine  the  top  growth  companies  invited  to  appeal".  They  ranged  in  size  from  a  few  giants  of  corporate  America 
ncrging  growth  companies  with  sales  of  at  least  $5  million.  All  were  screened  for  exceptional  long-tenn  sales  growth,  recent 
,  th  trends,  size  and  stock  price  -  none  under  $3.00  per  share.  Only  15%  of  Compustat's  database  passed  the.se  tests  and 
invited  to  make  this  free  offer  of  investor  information.  Thirty-six  of  these  exceptional  companies  appear  below. 


Acxiom  Corporation  (www.acxioiTi.com) 
information  services 

AMX  Corporation  (www.amx.com) 
remote  control  systems 

Catellus  Development  Corp.  (www.catellus.com) 
diversified  real  estate  development 

CD  Warehouse,  Inc.  (www.cdwarehouse.com) 
retail  music 

Chase  Corporation  ( www.chasecorp.com ) 
mfg.  of  insulating  tapes  &  protective  coatings 

The  Cooper  Companies,  Inc.  (www.coopercos.com) 
health  care  products  and  services 

Coyote  Sports  ( www.stockmaker.com ) 
diversified  sports  equip,  mfg.  &  distrib. 

Cybex  Computer  Products  Corp.  (www.cybex.com) 

comp.  peripheral  switch  / extension  prod. 

DBT  Online,  inc.  (www.dbtonline.com) 
provider  of  electronic  information 

Dental  Care  Alliance  (www.dentalcarealliance.com) 
dental  practice  management  company 

DSP  Technology  Inc.  (www.dspt.com) 
advanced  solutions  for  vehicle  engine  development 

Dynamex  (www.dynamex.com) 
same-day  transportation 

9.spire  Communications,  Inc.  (www.espire.net) 
telecommunications  data  &  Internet  svcs. 

mc,  Inc.  (www.hpsc.com) 
specialty  finance  company 

Hyperion  Solutions  Corporation  (www.hyperion.com) 
software  for  analytic  applications 

IDEX  Corporation  (www.idexcorp.com) 
mfr.  pump  products  &  engineered  equipment 

nformation  Management  Assoc.  (www  imaedge  com) 

sales,  marketing,  customer  service  call  center  software 
nformation  Management  Resources  (www.imr.com) 

leading  global  provider  of  IT  services 


19  Investment  Technology  Group,  Inc.  (www.itginc.com) 
advanced  technologies  for  institutional  investors 

20.  Jack  Henry  &  Associates,  Inc.  (www.jackhenry.com) 

computer  software  for  banks 

21  JDA  Software  Group,  Inc.  (www.jda.com) 

integrated  retail  software  products 

22  Kronos  Incorporated  ( www.kronos.com ) 

frontline  labor  management 

23  Lithia  Motors,  Inc.  ( www. hthia.com) 

automotive  retailing 

24  MTS  Systems  Corporation  (www.mts.com) 

simulation  and  modeling  for  mechanical  design 

25  Pacific  Crest  Capital,  Inc.  ( www.paccrest.com ) 

commercial  real  estate  /  FDIC  deposits 

26.  PC  Connection  (www.pcconnection.com) 
leading  direct  marketer  of  computer  prod. 

27  PLATINUM  technology,  inc.  (www  platinum  com) 

provide  software  and  services 

28.  PLD  Telekom  Inc.  (www.pidteie.com) 

telecoms  in  the  former  Soviet  Union 

29.  RF  Micro  Devices,  Inc.  (www.rfmd.com) 

radio  frequency  integrated  circuits  for  wireless  mkt. 

30  Safeskin  Corporation  (www.safeskin.com) 
glove  products  for  medical / hitech  / sci.  mkts. 

31 .  Southwest  Securities  Group,  Inc.  (www.swsl.com) 

securities  and  investment  banking 

32  Startec  Global  Communications  (www.startec.ct)m) 

ethnic  residential  int'l.  long  distance  service 

33  Technitrol,  Inc.  (www.technitrol.com) 

electronic  and  electrical  components 

34  United  Video  Satellite  Group,  Inc.  (www.uvsg.com) 

program  guidance,  media  via  satellite 

35  Xomed  Surgical  Products,  Inc.  (www.xomed.com) 

ear.  nose  S  throat  (ENT)  surgical  products 

36  York  Research  Corp.  ( www.wall-strcet.com  /  york.html ) 

develops,  owns,  operates  energy  projects 


k  ^  circle  below  the  number  assigned  to  each  company  listed  on  this  page  whose  report  you  would  hke  to  receive, 
c  request  will  be  forwarded  to  each  company  and  information  mailed  promptly.   Deadline  for  response  12/30/98. 
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te  n  Coupon  to;  NCS,  4255  SOUTH  BUCKLEY  ROAD,  SUITE  306,  AURORA,  CO  80013  H.  Other 


I  am  a  (circle  one): 

A.  Private  Investor 

B.  Stockbroker 

C.  Securities  Sales  Mgr. 

D.  Security  Analyst 

E.  Portfolio  Manager 

F.  Investment  Club 

G.  Cert.  Finc'l.  Planner 


O  1998  National  Corporate  Services.  Inc    National  Corporate  Services'"  is  ttie  originator  and  sponsor  of  the  Fciste<,!-Gnniing  Companies  in  Amt'iicii  Pri>niiini 
and  IS  not  atTiliated  with,  or  sponsored  by.  Business  Week  or  Standard  &  Poor's  Compustat  Services,  Inc. 

For  financial  data  on  ALL  the  above,  plus  all  the  best  investor  information  on  the  Net,  go  to  www.  wall -street .  com 
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by  longer-term  bonds  and  lowei-quality  issues, 
even  junk.  In  all  of  this,  though,  remember 
there's  a  thin  line  between  resetting  your  port- 
folio's asset  allocation  and  trying  to  time  market 
bottoms  and  tops — a  hazardous  exercise.  If  you 
ai'rived  at  a  comfortable  asset  allocation  a  year 
ago  or  more,  bring  your  portfolio  back  to  those 
proportions  and  relax  as  best  you  can. 

Fidelity's  Peter  Lynch  suggests  you  should 
say,  "This  is  what  I'm  happy  with.  This  is  a  mix 
I'm  content  with,  and  I'm  willing  to  ride  with  tliis 
for  the  next  5,  10,  15  years,  and  I'm  just  not  go- 
ing to  worry."  And  what  about  Bill  Aurilio?  He's 
dealing  with  his  worries  via  a  two-track  plan: 
In  his  taxable  account,  he  has  already  bought 
back  some  stocks  he  sold  at  far  higher  prices 
last  summer  But  he's  also  saving  more  and  keep- 
ing it  in  a  money  market  account  and  paying 


closer  attention  to  risk.  "I'm  focused  on  what  I 
can  do  to  make  sui*e  that  I  don't  lose  the  rent," 
he  says.  "I'm  pulling  everything  back." 

In  his  retirement  account,  meanwhile,  Aurilio 
is  still  100%  in  stocks,  and  he  aims  to  leave  it 
that  way  even  though  it's  down  by  25%  since 
July.  "If  I  were  concerned  about  taking  the  cash 
out  next  year  to  retire,  I'd  be  in  Ti*easuries,' 
he  says.  "Even  if  we're  in  for  a  couple  of  rough 
years,  10  years  from  now  the  market  will  be 
higher  and  stronger  and  better.  Why  miss  that?' 

For  decades,  investing  this  way,  with  patience' 
and  a  full  appreciation  of  the  market's  risks,  ha& 
paid  off  handsomely.  Once  you've  calibrated  youi 
risk  tolerance,  the  balance  of  our  Special  Repoil 
can  help  you  make  the  right  choices  amid  thi- 
world  of  worries. 

By  Robert  Barkeir 


PETER  LYNCH'S  INVESTOR  TEST 

Does  investing  leave  you  feeling  ignorant?  As  part  of  his  "crusade  to  fight  financial  illiteracy,"  Fidelity  Invest- 
ments' legendary  stockpicker,  Peter  Lynch,  created  the  following  test  of  your  investing  smarts.  Take  the  test, 
then  check  your  answers  against  the  key  at  the  bottom  of  the  page.  For  Lynch's  explanations  of  the  correct 
answers,  head  to  Business  Week  Online  (viww.businessweek.com)  or  to  America  Online,  keyword:  BW. 


1 .  The  primary  reason  stock 
prices  have  risen  over  time  is: 

a)  Investors  keep  putting  new  mon- 
ey into  stocks 

b)  Companies  have  grown  their 
earnings  per  share  over  time 

c)  Investors  are  generally  optimistic 

d)  The  population  of  the  U.S.  has 
grown 

2.  How  many  market  corrections 
(declines  of  10%  or  more)  have 
there  been  since  1970? 

a)  5    b)  9    c)  12  d)  21 

3.  The  five  headlines  shoum  below 
ran  in  the  last  quarter  of  1990: 

Tlie  Real  Estate  Bust  -  Newsweek 
Uncertainty  Reigns  for  U.S.  Economy  - 

The  Wall  Street  Journal 
Can  America  Still  Compete?  -  Time 
Can  Your  Bank  Stay  Afloat?  -  U.S. 

News  &  World  Report 
Troops  March  Closer  to  War 

-  Washington  Post 

What  was  the  total  return  for  the 
stock  market  the  following  year? 

a)  -6.8%  b)  3.4%   c)  12.2% 

d)  30.5% 

4.  If  you  tried  to  time  the  market 
for  the  past  20  years  and  were 
out  of  stocks  arid,  in  cash  during 
the  best  15  months,  when  stock 
prices  advanced  the  most,  you 
would  have  given  up  76%  of  the 


gains  captured  by  the  buy-and- 
hold  investors  in  stocks. 
a)  True    b)  False 

5.  What  will  have  the  greatest  im- 
pact on  the  risk  and  return  of 
your  investment? 

a)  Deciding  how  to  allocate  your  in- 
vestment dollars  among  asset  class- 
es (stocks,  bonds,  cash) 

b)  Deciding  whether  to  buy  individ- 
ual stocks  or  mutual  funds 

c)  Deciding  which  specific  stocks  or 
mutual  funds  to  buy 

6.  Stock  prices  will  decline  in  a 
recession,  but  they  tend  to  turn 
up  when  the  economy  recovers. 

a)  True    b)  False 

7.  Which  10-year  period  saw  the 
highest  total  return  for  the  s&p 
500  since  1926? 

a)  June  1949  to  May  1959 

b)  June  1980  to  May  1990 

C)  January  1988  to  December  1997 

8.  The  s&p  500  was  doivn  21.5%  in 
October,  1987,  the  mon  th  of  the 
crash.  What  was  the  total  return 
of  intermediate  government  bonds 
that  month? 

a)  -10.8%  b)  -5.3%  c)  1.2% 
d)  3.0%     e)  14.3% 

9.  Since  1926,  small-company 
stocks  have  outperformed 


large-company  stocks. 
a)  True     b)  False 

10.  ^  $1,000  investment  in 
the  U.S.  stock  market  in  1982 
would  be  worth  $11,271  today. 
Where  would  you  have 
done  better,  in  U.S. 
dollars? 

a)  Britain 

b)  Sweden 

c)  The  Netherlands 

d)  Hong  Kong 

e)  All  of  the 
above 
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Pentium"  II  processor  (up  to  450  MHz)  /  Up  to  384MB  SDRAM  ECC  memory  /  From  $2,365* 


'e-business  tools 


how  growing  businesses  attack  the  Web.  With  a  Netfinity  3000  server  from  IBM.  It's  affordable.  It  lets  you  set  up  reliable 
'  ks  that  run  Windows  NT'  as  well  as  other  operating  systems.  It  gets  you  going  on  the  Web  with  Lotus''  Domino™  or  Lotus 
0  Intranet  Starter  Pack™  included.  You  also  get  90-day  IBM  Start  Up  Support  and  a  3-year  limited  on-site  warranty  Plus  award 
g  Netfinity  Manager  system  software.  How  hungry  are  you?  Visit  www.ibm.com/netfinity  or  call  1  800  IBM  7255.  ext.  4761. 

THE  AFFORDABLE  IBM  NETFINITY  3000  SERVER 

V  ) 


i  s  NOT  BAD  BEING 
iE  SMALL  FISH. 


I  YOU'RE 
IPIRANHA 


"Eslimaled  reseller  price  to  end  users  lor  Netfinity  3000  mooel  647516U  mduaes  IBM  4  5GB  Hard  OisK  Drive  Certain  lealurss  descncefl  aCove  are  avaiiaoii  for  an  aaatiioral  charge  Actual  reseller  prices  may  wry  For  terms  and  conditions  or  copies  ol  IBM's  sianoartJ  limited  Warranty,  can  1 800  lTl-127!  in  tfie  U  S  Limited 
lin*lT       Warranty  inciudesiriternatKinaiWarranty  Service  in  thosecouritriesyvheteffiisproductissoiooyiBM  or  IBM  Business  Paririe  MHideiioiesniiaopfCcessorinlerriaiciockspeedonl/,  other  tactorsfnayaisoaHeciappttcationpefiormance  IBM  product  names  are  Ifademarisoilntefiwiionai  Business  Machines 

■  '  0  i  U        Corporation  Microsoll.  Windows  and  Windows  NT  are  registered  traderrarks  ol  Micioson  Corpofadon  Lotus,  Domino  and  Domino  Intranet  Starter  Pack  a'e  irademarhs  ot  Lotus  Oevelopmenl  Corporaiior.The  inlel  inside  logo  and  Pentitim  are  registered  irademarks  ol  Intel  Corporalion  ©  1998  IBM  Corp.  All  rtghis  reserved, 
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THROW  THOSE  DART 
IN  THE  TRASH 


You  can't  win  by  luck  in  this  market 


You  didn't  have  to  be  Warren  Buffett  to 
make  money  in  stocks  over  the  past  three 
years.  But  this  year,  as  the  market  has  ca- 
reened fi'om  exuberance  to  gloom  and  then 
svmng  part-way  back,  what  once  seemed 
like  an  easy  way  to  profit  has  become  difficult  in- 
deed. "This  is  a  dangerous  market — one  that  clear- 
ly requires  a  lot  more  than  putting  money  into  an 
index  fund  or  thi'owing  daits  and  buying  whatever 
they  happen  to  hit,"  says  William  Mee- 
han,  chief  analyst  at  institutional  bro- 
kerage Cantor  Fitzgerald. 

Although  there  is  no  evidence  that 
stock-pickers  beat  the  indexes  during 
the  market  decHne,  actively  managed 
mutual  funds  in  the  high-visibility 
large-cap  arena  have  excelled  during 
prior  periods  of  turbulence — the  re- 
cessions of  the  early  1990s  and  1980s — 
according  to  MoiTiingstai"  Inc.  If  we're 
now  in  a  stock-picker's  market  in 
which  not  every  stock  that  goes 
down  pops  back  up,  where  should 
reformed  dart  throwers  look?  On 
Wall  Street,  opinion  is  split  between 
hard-hit  cyclicals,  whose  fortunes  fluc- 
tuate with  economic  gi-owth,  and  de- 
fensive big-cap  gi'owth  issues  that  ai'e 
safe  havens  in  times  of  economic 
stress.  There's  a  case  for  each.  Your 
risk  tolerance  and  willingness  to  bet 
on  a  stronger  economy  can  help  you 
decide  which  might  work  best  for  you. 
CYCLICAL  SURGE.  CuiTently,  the  mai'ket  is 
rehabilitating  the  cyclicals:  banks,  comput- 
er makers.  arrUnes,  and  smokestack  in- 
dustries. Savaged  by  a  be;u-  market 
feaiful  of  recession,  these  stocks  have 
gained  between  7%  and  12%  since  the 
Federal  Resen'e  Boai'd's  siuprise  rate 
cut  on  Oct.  15.  Still,  Beai;  Steams  & 
Co.  Chief  Investment  Strategist  Eliza- 
beth Mackay  vows  cyclicals  are  "some 
of  the  cheapest"  issues  ai'ound.  She  cites 
Foster  Wheeler,  the  engineering  and 
construction  firm,  and  craise  operator 
Camival  Coip.,  vrith  price-earnings  ra- 
tios of  9.1  and  22.2,  respectively. 
a:     Some  cyclicals  also  have  histoiy  on 
i  their  side.  Since  1960,  half  of  the  10  in- 
i  dustries  that  have  done  the  best  in  the 
o  six  months  following  a  shift  to  a  looser 
o  Fed  poUcy  have  been  consumer  cyclicals,  in- 
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ng  retailers  and  hotel  companies,  says 
Stovall,  senior  investment  strategist  at 
dard  &  Poor's  Corp.  A  variety  of  sec- 
makes  up  the  remainder.  But  not 
yone  thinks  the  economy  will  grow 
enough  to  sustain  the  cyclicals'  cur- 
rally.  With  the  outlook  for  corporate 
ts  deteriorating,  and  amid  concerns 
the  global  credit  crunch  will  persist, 
;  see  large-cap  growth  stocks  as 
ter,  more  defensive  plays, 
irshall  A.  Acuff,  equity  strategist  at 
non  Smith  Barney  Inc.,  likes  big-name 
that  sell  the  medicine,  food,  electrici- 
nd  tobacco  people  won't  do  without, 
in  bad  times.  His  picks  include  Phihp 
is,  Duke  Energy,  and  Schering-Plough, 
lefensive  investing  is  not  as  easy  as  it 
was.  Despite  a  recent  rally,  gold 
!S — a  traditional  hedge  in  bad  times — 
lost  their  luster.  Industry  deregulation, 
iwhile,  means  utilities  face  less  cer- 
eamings  growth,  and  consumer-prod- 
•nakers  with  their  consistent  earnings  histories, 
as  Coca-Cola,  remain  costly, 
latever  category  you  favor,  the  key  is  to  stick 
fundamentals.  That  means  researching  a  com- 
3  product  line,  business  strategy,  competition, 
rov/th  prospects  and  assessing  whether  its  stock 
cod  value.  These  days,  money  managers  also  ask 
ler  a  prospect  is  insulated  from  troubled  global 
mies  and  has  enough  cash  to  survive  in  a  cred- 
■onstrained  world.  "There  ai"e  pockets  of  oppor- 
tunity," says  Chuck  Royce,  manager  of  the 
Royce  Total  Return  Fund.  But  it's  best  to 
look  for  them  "stock  by  stock,  not  in- 
dustry by  industry." 

Although  the  past  is  full  of 
dashed  hopes  for  recoveries,  Royce 
thinks  the  turnaround  is  real  this 
time.  The  Russell  2000  Index  of 
small-company  stocks  is  up  18% 
since  its  Oct.  8  low  but  still 
down  25%  from  its  1998  high. 
Last  summer,  before  the  Russell 
hit  bottom,  Royce  who  special- 
izes in  downtrodden  small  com- 
panies, put  the  fund's  20%  cash 
cushion  to  work.  One  pick: 
Charming  Shoppes  Inc.,  a 
1,160-store  women's  cloth- 
ier. With  $266  million  in 
cash,  it  can  improve 
earnings  per  share  by  mak- 
ing acquisitions  or  buying  back 
stock.  It's  trading  at  16  times 
estimated  1999  earnings  of  25c 
a  share.  Royce  thinks  the  $4 
stock  could  double  along  vnth 
profits  within  three  years,  re- 
turning Charming  to  where 
it  was  in  1996. 
Some  strategists  are  also  bull- 
ish on  regional  banks.  They 
were  battered  in  August  and 
September  alongside  their  mon- 
ev-center  brethi*en.  But  wth  their 


A  PORTFOLIO  OF  CYCLICALS 


STOCK    52-WX.  P-E**  COMMENT 


COMPANY 

PRICE* 

HI&H 

bANNtir 

61 

75 

21 

Consumer  spending  driving  ad  sales 

MELLON  BANK 

59 

80 

18 

Insulated  from  global  turmoil 

PIONEER-STANDARD 

9 

18 

9 

Small  cap  with  improving  prospects 

PROBUSiNESS  SERVICES 

37 

43 

NA 

Fast  growing  payroll  processor 

WAL-MART 

65 

70 

31 

Double-digit  growth  rate 

DEFENSIVE  STOCK  PICKS 


COMPANY 

ALBERTSON'S 
BRISTOL-MYERS  SQUIBB 
DUKE  ENERGY 
NORTHROP  GRUMMAN 
PHILIP  MORRIS 


STOCK 
PRICE* 

55 

109 
63 
79 
51 


52-WK. 
HIGH 

58 
126 

71 
139 

51 


P-E* 


COMMENT 


24  Earnings  growth  potential  due  to  merger 

31  Rich  new-product  pipeline 

18  Low-cost  producer 

12  Benefits  from  defense  spending  rise 

16  Strong  yield  and  recent  earnings 

NA^Not  applicable 


*Oct.  26  **Based  on  1999  estimated  earnings 

DATA:  BLOOMBERG  FINANCIAL  MARKBS 


exposure  to  overseas  turmoil  limited,  "there's  no  rea- 
son why  the  regional  banks  should  have  been 
crushed,"  says  Morgan  Stanley  Dean  Witter  U.  S. 
investment  strategist  Peter  J.  Canelo.  He  singles 
out  Mellon  Bank,  First  Union,  and  Bank  of  New 
York,  which  stand  to  gain  from  strong  refinancing  and 
loan  demand.  Previously  off  about  30%,  "they  have 
come  back  better  than  the  market  but  are  still  dovm." 

Technology  stocks,  meanwhile,  have  bounced  hard 
off  their  lows,  with  the  tech-laden  nasdaq  rising 
nearly  20%  since  Oct.  8.  But  Phihp  W.  Treick,  man- 
ager of  the  Transamerica  Premier  Aggressive 
Growth  fund,  likes  online  bookseller  Amazon.com, 
which  nearly  breaks  even  on  a  cash-fiow  basis  and, 
unlike  many  Web  startups,  has  enough  cash  to  un- 
dei-uiite  expansion  plans.  Although  Barnes  &  Noble 
Inc.  and  German  giant  Bertelsmann  have  partnered 
up  to  enter  the  online-bookstore  arena,  Amazon 
"has  a  big  lead"  and  loyal  customers,  Treick  adds. 
COLD  COMFORT.  High-jielding  stocks  are  tradition- 
al defensive  plays.  Take  oil-service  issues.  Yanked 
downward  when  oil  prices  dropped,  they  stand  to 
gain  from  an  El  Nino-linked  cooling  trend,  which 
should  push  prices  into  a  $15  to  $18  range  for  the 
next  year.  Plus,  "they're  cheap,"  says  Canelo,  who 
likes  Baker  Hughes  Inc.  It's  now  only  $5  above  its 
52-week  low  of  $17.25  and  has  a  2.1%  yield,  60  basis 
points  above  that  of  the  s&P. 

Downturn-proof  supermarkets  are  another  twist 
on  the  defensive  theme.  Stuart  T.  Freeman,  chief 
equity  strategist  at  A.  G.  Edwards  Inc.,  likes  Al- 
bertson's, an  878-store  chain  that  is  cutting  costs  and 
raising  earnings  by  merging  with  American  Stores 
Inc.  While  the  stock  is  slightly  more  expensive 
than  the  s&P  500  based  on  price-earnings  ratios. 
Freeman  expects  Albertson's  to  post  earnings  gains 
of  13%  in  Januarj',  1999,  troimcing  the  3.6%  con- 
sensus estimate  for  the  s&p  500  index. 

As  market  volatility  becomes  a  fact  of  Ufe,  those 
who  choose  stocks  the  old  way — by  getting  to  know 
them — will  have  the  courage  and  faith  to  ride  out 
the  storm.  Who  knows?  The  stock-pickers  may  even 
start  to  outperfoi™  the  mighty  market  indexes. 

By  Anne  Tergesen  iyi  New  York 


WHAT 
TODO 

Checkout 
profits, 
strategy,  and 
growth 
prospects. 
See  if  the 
company  has 
cash.  Make 
sure  it's  not 
exposed  to 
global  ills 
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when  it  comes  to  savings,  investments  and  business  opportunitiej 
everything  we  do,  our  aim  is  not  to  be  just  any  banlc,  but  the  rig|l 


should  try  talking  to  a  different  type  of  banker.  Because,  in 
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DOING 
THE 

MUTUAL 
SHUFFLE 

If  volatile  markets  upset 
your  mix,  time  to  rebalance 


November  is  when  mutual-ftind 
investors  search  for  losers  to 
sell  for  tax  deductions  or  to 
offset  investment  gains.  For 
the  past  few  years,  they 
haven't  found  much  to  dump.  The 
average  U.  S.  equity  fund  doubled  in 
value  between  1995  and  1997.  But 
in  1998,  things  are  different.  Al- 
though the  stock  market  is  recover- 
ing from  its  worst  tumble  in  eight 
yeai-s,  damage  to  the  funds  is  wide- 
spread. The  average  equity  fund  was 
down  2.7%  through  Oct.  23,  says 
Momingstai-  Inc. 

Selling  is  no  problem  compared 
with  deciding  what  to  do  with  the 
proceeds  from  the  sale.  For  most  investors,  the 
smartest  move  is  to  recycle  the  money  into  equity 
funds.  If  you  have  the  same  investment  goals  you 
had  before,  such  as  retirement  or  education,  you 
have  Uttle  choice.  If  you're  selUng  to  declare  a  tax 
loss,  you  need  to  find  a  temporary  home  for  yom* 
money.  You  can't  buy  back  the  fund  for  30  days,  lest 
the  Internal  Revenue  Service  disallow  the  deduction. 
If  you  stash  the  cash  in  a  money-market  fund  and 
the  market  jumps,  you'll  only  reinvest  at  higher 
prices. 

OUT  OF  WHACK.  Beyond  tax-related  selling,  now  is 
also  good  time  to  reassess  your  portfolio.  The  man- 
ic markets  of  the  past  year  have  thrown  many  as- 
set-allocation plans  out  of  whack.  If  your  $100,000  in- 
vestment program  was  in  balance  a  yeai"  ago — say, 
50%  large-cap,  25%  small-cap,  and  25%  internation- 
al funds — and  you  earned  an  average  return,  your 
stake  was  worth  $91,130  on  Sept.  30.  And  by  then, 
large-caps  made  up  56%,  and  small-caps  and  inter- 
national represented  22%  each.  "Rebuild  your  port- 
folio to  the  ratios  you  previously  targeted,"  says 
Robert  Bingham  of  San  Francisco  financial  advisory 
firm  Bingham  Osbom  &  Scarborough.  That  means 
reallocate  assets  or  use  new  money  to  make  up 
any  deficits. 

Shifting  among  funds  this  time  of  year  is  tricky. 


You  don't  want  to  buy  in  a  taxable  account  befon 
large  taxable  distribution.  You  can  always  p; 
money  in  an  index  fund,  which  makes  little  or 
capital-gains  payouts,  until  after  the  distributi 
And  as  long  as  you're  moving  money,  you  might 
well  upgrade  your  portfoUo.  To  find  candidates, 
screened  for  funds  vnih.  noteworthy  attributes  us:^ 
Morningstar  Principia  Pro  and  business  wee)(- 
Interactive  Mutual  Fund  Scoreboard  (wwjlr 
businessweek.com).  We  also  talked  with  pros 
use  funds  to  invest  clients'  money.  |$1 

One  of  the  most  difficult  jobs  over  the  past  &i- 
eral  years  was  running  an  actively  managed  lariji* 
cap  ftmd  that  competed  with  the  Standard  &  'Pwi 
500-stock  index.  But  a  few  savvy  managers  st(li: 
out.  Morningstar  analysts  praise  the  large-(} 
Ameristock,  Clipper,  Legg  Mason  Value  Primjl: 
Shares,  and  T.  Rowe  Price  Dividend  Growth  fuil 
for  their  "high  alpha."  That  means  the  fimds  eani 
greater-than-expected  returns  considering  the  rit 
they  took.  That's  no  small  feat  during  a  peril 
when  the  s&p  trounced  96%  of  domestic  equ)l 
funds.  I' 

Take  little-known  Ameristock,  based  in  Morafi 
Calif.  Manager  Nicholas  D.  Gerber  focuses  on  * 
100  largest  U.  S.  companies,  and  from  those  he  Is 
assembled  a  portfoho  of  44.  Gerber  weights 
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stocks  by  their  de- 
gree of  undervalu- 
ation. Among  his 
largest  holdings 
are  Intel  and 
Caterpillar.  To- 
ward the  bottom 
are  the  expensive 
ones — Microsoft, 
Procter  &  Gamble, 
and  Pfizer  The  re- 
sult, says  Gerber: 
a  fund  whose  port- 
folio resembles  the 
s&P,  but  with  a 
higher  yield  and 
lower  price-earn- 
ings ratio. 

The  Clipper 
Fund  is  a  differ- 
ent sort  of  high 
alpha  fund.  Al- 
though it  has 
trailed  the  s&P  by 

I.  7%  annually 
over  the  past 
three  years,  CHp- 
per's  managers 
are  very  picky — 
and  that  attitude 
is  now  paying  off. 
Clipper  is  ahead 
of  the  s&P  for  the 
year,    13.7%  to 

II.  6%.  Clipper 
concentrates  on 
companies  that 
dominate  their 
markets  and  sell 
at  no  greater  than 

I  if  their  "intrinsic  value,"  which  manager 
lel  C.  Sandler  describes  as  "what  a  rational 
e  investor"  would  pay.  That  keeps  the  port- 
■oncentrated  in  17  companies,  including  Philip 
s,  Fannie  Mae,  and  McDonald's.  Moreover, 
,^r's  managers  will  build  up  cash,  rather  than 
tlieii-  standards.  That's  a  drag  in  hot  mar- 
in  the  first  half  of  1998,  the  fund  earned 
-ss  than  half  of  the  s&P.  In  chillier  environ- 
i,  the  strategy  clicks. 

iTAR  WINNER.  Even  before  the  market  down- 
mid-cap  and  small-cap  fimds  were  lagging. 
Stevens,  chief  investment  officer  of  Wilshire 
;iates  Inc.,  argues  that  small-caps  haven't 
this  cheap  relative  to  large-caps  in  25  years, 
small-  and  mid-cap  funds  have  underper- 
•d  for  so  long,  a  fund  that  we  rate  A  or  to 
1  Morningstar  awards  Ave  stars  is  scarce, 
what  makes  Mairs  &  Power  Growth  so  at- 
■.  The  St.  Paul  (Minn.)-based  fund  invests 
ti'ily  in  growth  companies  in  the  Upper  Mid- 
First  Eagle  Fund  of  America,  a  mid-cap  val- 
nd,  and  Oak  Value,  a  mid-cap  growth,  are 
onsidered  good  choices, 
iding  good  small-cap  fimds  is  made  tougher 
e  fact  that  many  of  the  best  are  closed  to 
investors.  But  in  the  wake  of  the  market's 


tailspin,  some,  such  as  Third  Avenue  Value  Fund, 
are  reopening.  This  fund,  which  is  run  by  vulture 
investor  Martin  J.  Whitman,  finds  value  in  bank- 
ruptcies, distressed  securities,  and  out-of-favor 
companies.  Among  his  newer  additions:  Mont- 
gomery Ward. 

Some  small-cap  funds  have  become  too  big  to 
invest  successfully  in  little  companies.  Not  the 
Chicago-based  Fasciano  Fund,  with  about  $120  mil- 
lion in  assets  and  a  sturdy  record.  Manager  Michael 
F.  Fasciano  invests  in  companies  with  earnings 
growth  rates  of  15%  to  25%  a  year,  and  business 
week's  scoreboard  gives  Fasciano  an  A  in  its  peer 
group  for  risk-adjusted  returns 
CONTINENTAL  DRIFT.  Just  as  is  the  case  in  the 
U.  S.,  Europe's  equity  markets  have  run  into  a 
rough  patch.  But  the  coming  of  the  euro,  which  1 1 
countries  will  adopt  as  currency  next  year,  is  seen 
as  a  powerful  catalyst  for  Continental  stocks.  A 
smart  way  to  play  this  trend,  says  Walter  Wis- 
niewski  of  Paragon  Capital  Management  in  Syos- 
set,  N.  Y.,  is  the  Scudder  Greater  Europe  Growth 
Fund.  Or  you  could  choose  one  of  the  better-per- 
forming diversified  funds  that  are  invested  heavily 
in  Europe.  BT  Investment  International  Equity, 
Fidelity  Diversified  International,  and  Scout  World- 
Wide  all  have  more  than  60%  of  theii*  assets  in  Eu- 
rope. The  difference  is  that  if  all  of  a  sudden  Asia 
or  Latin  America  looks  promising,  these  diversified 
funds  can  change  their  course. 

When  it  comes  time  to  trade  in  your  losers  and 
shop  for  new  funds,  keep  in  mind  that  gains  in  the 
stock  market  may  be  harder  to  come  by  in  the 
near  future.  Tnie,  interest  rates  are  falling,  but  so 
are  profit  growth  and  the  global  economy.  The  latter 
have  come  together  to  produce  the  Coirection  of  '98. 
That  should  give  you  an  ideal  opportunity  to  rebal- 
ance your  portfolio  and  target  those  funds  that  can 
take  advantage  of  Wall  Street's  weaker  tone. 

By  Jeffrey  M.  Laderman  in  New  York 


REJIGGERING  YOUR  PORTFOLIO? 
CONSIDER  THESE  FUNDS 


WHAT 
TODO 

Ifthe 

amounts  of 
your  holdings 
in  small-, 
mid-,  and 
large-cap 
funds  have 
shifted, 
restore  them 
to  their  former 
targets 


ASSETS 

EXPENSE 

TOTAL  RnURN{%)* 

($MILLiON) 

RATIO(%) 

1998 

1-YEAR 

3-YEAR 

LARGE-CAP  1 

AMERISTOCK 

10.7 

0.56 

17.6 

17.5 

26.9 

CLIPPER 

874.4 

1.08 

13.7 

12.4 

20.9 

LEGG  MASON  VALUE  PRIMARY  SH. 

4836.5 

1.73 

16.1 

5.0 

29.3 

T.  ROWE  PRICE  DIVIDEND  GROWTH 

998.7 

0.80 

5.1 

7.1 

21.6 

SMALL-  A^iD  MID-CAP 

FAM  VALUE 

301.4 

1.24 

-5.3 

-2.9 

13.3 

FASCIANO 

117.4 

1.30 

-1.2 

2.5 

16.6 

FIRST  EAGLE  FUND  OF  AMERICA  Y 

335.9 

1.70 

7.1 

7.1 

23.1 

MAIRS  &  POVI/ER  GROWTH 

498.7 

0.84 

-3.3 

-4.7 

16.2 

1\TER\ATI0\4L 

BT  INVESTMENT  INTL.  EQUITY 

1286.7 

1.50 

7.3 

-3.7 

13.7 

FIDELITY  DIVERSIFIED  INTL. 

1812.0 

1.23 

4.1 

-5.0 

11.9 

SCOUT  WORLDWIDE 

80.0 

0.87 

8.2 

-0.9 

13.3 

SCUDDER  GREATER  EUROPE  GR. 

1121.5 

1.66 

14,5 

16.9 

23.1 

•Annualized,  including  appreciation  plus  lemvestment  of  dividends  and  capital  gains,  betore  taxes.  Yeai-to-date  returns  tbrougti 
Oct.  23;  all  others  ttirougti  Sept.  30.  DATA:  MORNINGSTAR  INC.,  BW 
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(THE  $13,595  NETWORK  COLOR  PRINTER.) 
$19  9  5*  > 


JOOdpi  on  anything  from  labels  to  letterhead.  Plus,  it  does  everything  else  you've  dreamed  an  office 
rinter  should  do.  Except  make  coffee.  Which  is  why  there's  never  been  a  better  time  to  see  color  at  work, 

ow  that  you  knovir  the  bottom  line,  call  1-800-835-6100  ext.  5-1555,  or  visit  www.coloratwork.com 

dmated  U.S.  selling  price;  reseller  price  may  vary.  ©  1998  Tektronix  Jnp.  Tektronix  and  Ph^ 
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THE  BOND  JUNGLE 

There  are  still  some  good  buys-hut  this  is  an  especially  tricky  market 


In  just  a  year  and  a  half,  the  world  has  become 
a  lot  less  friendly  for  bond-fund  investors 
seeking  incoine.  Since  1996,  the  yield  on  30- 
yeai'  Tt'easuiy  bonds  has  fallen  more  than  two 
percentage  points,  from  7.15%  to  an  all-time  low 
of  just  4.75.  With  the  economy  slowing  and  the 
Federal  Reserve  cutting  short-term  interest 
rates,  long-teiTn  Treasury  yields  could  head  even 
lower — perhaps  4.7%  by  1999,  estimates  Michael 
R.  Rosenberg,  manager  of  international  fixed-in- 
come research  at  Merrill  Lynch  &  Co. 


into  a  high-yield  corporate  bond  fund  right  now. 
With  investors  fleeing  riskier  securities  in  the 
wake  of  Russia's  summertime  debt  default  and 
the  subsequent  implosion  of  Long-Term  Capital 
Management  and  other  hedge  funds,  the  spread 
between  yields  on  even  better-rated  junk  bonds 
and  on  Treasuries  has  soared  a  couple  hundred 
basis  points  lately.  "It  is  this  premium  that  makes 
the  [junk]  market  most  attractive  nght  now," 
notes  Jeiry  Paul,  manager  of  the  invesco  High 
Yield  fimd.  But  you  need  both  patience  and  an 


Those  who  got  into  bonds  early,  of  course, 
have  now  earned  hefty  capital  gains.  But  if  the 
past  few  months'  gyrations  on  Wall  Street  are 
making  you  nervous  about  stocks  and  prompting 
you  to  increase  the  weight  of  bonds  in  your  port- 
folio, you're  in  for  a  formidable  challenge.  To 
maximize  your  income,  you  now  must  accept 
greater  credit  risk,  try  to  capture  the  best  pos- 
sible total  return  by  moving  into  funds  with 
longer  maturities  and  more  volatility,  or  sit  tight 
in  short-term  fimds  until  long-tenn  rates  reverse 
their  course.  We've  selected  a  number  of  bond 
funds  that  have  turned  in  solid  performances  in 
the  past  (table,  page  134).  But  before  you  buy, 
you  need  to  get  a  handle  on  the  dynamics  of 
the  turbulent  bond  market. 

If  you're  really  hungry  for  yield  in  a  world  of 
5%  Treasuries,  it  might  be  tempting  to  plimge 


iron  stunuieh  Lo  buy  a  high-yield  fund  today. 

Indeed,  income  investors  who  were  already 
in  junk  ftrnds  are  now  seeing  the  flip  side  of  this 
sector.  Junk  debt  shares  many  characteristics 
with  stocks,  and  when  the  equity  market  staited 
to  slide  over  the  summer  amid  concerns  over 
earnings  and  a  weaker  economy,  high-yield  bonds 
also  gave  way.  The  average  high-yield  fund  lost 
more  than  7%  in  the  third  quarter,  while  other 
bond  fimds  were  enjoying  one  of  theii'  best  peri- 
ods in  years.  Some  popular  fimds  were  hit  even 
harder,  including  the  $2.7  billion  Fidelity  High-In- 
come Fund,  which  lost  8.34%,  even  though  it 
still  has  one  of  the  best  three-year  returns 
(table).  "Liquidity  is  awful,"  complains  Paul.  But, 
of  course,  "that  is  also  what  makes  for  opportu- 
nity." Given  the  sector's  volatility,  and  given  that 
it's  unclear  when  the  market's  current  problems 
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will  be  resolved,  Paul  tliinks  investors  consideiTng 
high-yield  funds  should  be  prepared  to  let  their 
money  sit  for  at  least  three  to  five  years. 

If  junk  funds  are  too  risky  for  your  taste  but 
you  think  interest  rates  w\\\  keep  falling,  consid- 
er moving  into  higher-quality  funds  with  longer 
maturities.  Long-term  Ti-easury  and  municipal 
funds,  for  example,  ai"e  more  sensitive  to  interest- 
rate  changes  than  short-term  bond  funds.  So 
their  net  asset  value  will  go  up  more,  and  their 
total  returns  w\\\  gain  faster  as  rates  drop.  Not 
surprisingly,  Ti-easuiy  funds  vdth  maturities  in 
excess  of  10  years  were  the  stars  dui'ing  the 
third  quarter,  with  a  total  return  of  about  5.3%. 
They  looked  better  over  the  past  12  months, 
scoring  a  total  return  of  about  14.5%.  The  top 
funds  in  the  category  achieved  even  highei-  re- 
turns. The  .$1.2  biUion  Vanguard  Fixed  Income 
Long-Term  U.  S.  Treasury  fund  was  up  7.7%  foi" 
the  third  cjuarter  and  21%  over  12  months.  At 
the  same  time,  it  has  held  a  yield  of  just  under 
5.5%.  The  $325  milhon  T.  Rowe  Price  U.  S.  Tr-ea- 
sury  Long-TeiTn  fimd,  meanwliile,  scored  a  third- 
quarter  return  of  7.4%,  a  12-month  result  of 
21.2%,  and  a  yield  of  5.1%.  While  yields  appear 
set  to  fall  finlher,  that  will  translate  into  capital 
gains  and  tidy  total  returns,  say  many  analysts. 


JUNK  FUNDS 


HIGH  YIELDS,  BIG  LOSSES 


TOTAL  RETURN  (%) 

3-YR. 

YEAR- 

3RD 

12-MO. 

FUND 

TO-OATE* 

QTR. 

YIELD 

FIDELITY  HIGH-INCOME 

10.35 

-5.67 

-8.34 

9.10 

INVESCO  HIGH-YIELD 

10.98 

-5.99 

-6.97 

9.17 

NORTHEAST  INVESTORS 

9.53 

-6.95  - 

-10.45 

9.21 

SAFECO  HIGH-YIELD  NO  LOAD 

9.00 

-1.54 

-3.32 

8.95 

T.  ROWE  PRICE  HiGH-YIELD 

9.45 

-2.05 

-4.72 

9.27 

GOVERNMENT  FUNDS 

LESS  RISK,  SUPERIOR  RETURNS 

TOTAL  RETURN  (%) 

3-YR. 

YEAR- 

3R0 

12-MO. 

FUND 

TO-DATE' 

QTR. 

YIELD 

AMERICAN  CENT-BEN.  L/TTREAS 

11.56 

10.42 

7.21 

5.15 

DREYFUS  U.S.  GOVT.  SECURITIES 

10.28 

9.68 

7.16 

4.96 

INVESCO  U.S.  GOVT.  SECURITIES 

9.47 

8.64 

5.53 

4.81 

RUSKMORE  U.S.  GOVT.  BONO 

11.13 

12.21 

8.47 

4.48 

T.  ROWE  PRICE  U.S.  TREAS  L/T 

11.37 

11.13 

7.42 

5.12 

MUNI  FUNDS 

HIGH  AFTER-TAX  YIELDS 


TOTAL  RETURN  (%) 


3-YR. 

YEAR- 

3RD 

12-MO. 

FUND 

TO-DATE* 

QTR. 

YIELD 

DREYFUS  BASIC  MUNI  BONO 

9.26 

6.14 

3.64 

4.77 

FIDELITY  SPARTAN  MUNI  INCOME 

8.09 

5.31 

3.11 

4.69 

SAFECO  MUNICIPAL  BOND  NOLOAD 

8.93 

5.72 

3.32 

4.87 

SCHWAB  LONG-TERM  TAX-FREE  BOND 

8.16 

5.63 

3.01 

4.73 

STRONG  MUNICIPAL  BOND 

8.32 

5.83 

2.83 

5.06 

Through  October  23                   DATA:  MORNINGSTAR  INC. 

WHAT 
TODO 

If  you're 
unsure  how 
long  interest 
rates  m\\  stay 
low,  consider 
money-market 
funds,  now  up 
near  5% 


For  investors  in  higher  tax  brackets,  munici- 
pal-bond funds — especially  longer-maturity  port-i 
folios  in  excess  of  15  years — are  tempting.  In-| 
vestors  worldwide  have  been  flocking  to] 
Tr'easuries,  leaving  muni  bonds  unappreciated! 
despite  their  tax  advantages.  Thomas  G.  Doe, 
president  of  Municipal  Market 
Advisors  Inc.,  a  money  man- 
ager in  Concord,  Mass.,  notes 
that  long-term  muni  yields  are 
now  more  than  100%  of  those 
on  30-year  Treasuries  after  av- 
eraging 80%  to  90%  since  1990. 
Figuring  out  whether  a  muni 
fund  is  right  for  you  is  easy. 
First,  calculate  a  fund's  tax- 
equivalent  yield,  or  the  yield  a 
taxable  fimd  would  have  to  of- 
fer to  equal  that  of  a  municipal 
fimd.  Divide  the  tax-fi'ee  yield 
by  1  minus  your  tax  b)'acket. 
For  example,  the  average  liigh- 
quality,  long-teiTn  national  mu- 
nicipal bond  fund  currently  yields  about  4.5%. 
That's  equivalent  to  a  7.45%  taxable  yield  for 
an  investor  in  the  top,  39.6%,  federal  bracket.  Af- 
ter taxes,  the  only  fimd  categoiy  that  even  comes 
close  is  corporate  high-yield.  | 
HAVEN.  While  few  believe  rates  will  rise  in  the 
near  term,  it's  important  to  remember  that,  as 
with  any  bond  fund  of  longer  maturity,  an  in-| 
crease  in  interest  rates  can  erase  any  income  ben-^ 
efit  you  may  have  gained.  That  happened  in  1994] 
when  the  Fed  raised  rates  2.5  percentage  points 
and  long-temi  muni  and  government  bond  funds 
lost  more  than  6%  in  total  I'etum  for  the  year.  } 

If  you're  unsure  how  long  interest  rates  will 
stay  low,  you  might  sit  tight  in  a  money-market] 
fimd.  That's  not  a  bad  place  to  be,  considering  the! 
average  rate  on  taxable  money  funds  is  holding 
just  below  5%.  In  money  fimds,  you  face  little 
risk  to  your  principal  because  shares  remain  sta- 
ble at  $1,  although  they  aren't  federally  insured. 
Money  fund  assets  are  up  20%  tliis  year,  to  $1.33 
trillion,  as  investors  have  sought  a  haven  ft-om 
stock  mai'ket  volatility.  The  third  quarter  saw  the 
largest  inflow  in  money  funds  histoiy,  with  $94 
billion  in  new  money  added. 

If  intei'est  rates  do  an  about-face  someday,  in- 
vestors in  money  funds  will  see  returns  go  up 
even  as  longer-term  investors  take  a  hit.  But  il 
you  want  to  gain  yield  or  go  for  total  return  to- 
day, you  must  take  some  extra  risks — there's  no 
way  out  of  it.  Wliether  you  want  to  concentrate 
on  total  return  or  gi-ab  for  the  attractive  yields 
still  available  in  muni  and  junk  funds,  there  is 
still  a  case  to  be  made  for  moving  into  bonds. 

By  Chip  Norto')i  in  Le.rington.  Mass. 
Norton  is  managing  editor  of  s&p  Personal 
Wealth. 


S&P 

PERSONAL  WEALTH 


Want  more  help  witn  fixed-income  investing'  Click  on 
www.personalwealth.com  and  go  to  the  "news/research" 
area  for  the  latest  on  bonds  and  mutual  funds. 
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YOUR  NEXT  MOVE 


TAMING  THE  TAX  MAN 

Ease  the  sting  of  this  year's  market  correction  with  smart  tax  moves 


If  there's  a  silver  lining  to  this  year's  market 
turmoil,  maybe  it's  this:  1998  is  going  to  be  one 
heck  of  a  year  for  tax  planning. 
0.  K.,  so  maybe  the  vision  of  quality  time  with 
your  accountant  doesn't  make  your  heart  sing.  But 
with  the  right  tax  moves,  you  can  let  the  Internal 
Revenue  Service  share  the  pain  of  tumbling  mar- 
kets. Meanwhile,  yom-  portfolio's  roller-coaster 
ride  has  created  ample  opportunities  to 
make  tax-savvy  gifts  to  your  heirs  ■r^#!lM 
and  tune  up  your  retirement  ac-  ^ 
counts.  But  it's  best  to  act  now — 


WHAT 


if  you  have 
a  mixture  of 
potential 
iong-term 
gains  with 
short-term 
losses,  take 
some  losses 
now 


conversion  and  then  redo  it  only  once  per  account  be- 
tween Nov.  1  and  the  end  of  1999.  After  that,  the  tax 
agency  hinted,  such  round  trips  might  be  banned. 

If  you're  like  most  investor,  the  bigger  concern  is 
the  state  of  yom-  taxable  accounts.  The  foui'-yeai- 
bull  market  and  thi'ee-months-and-counting  con-ection 
have  left  most  investors  with  a  mix  of  long-term 
gains  and  short-term  losses.  Take  someone 
who  plugged  $1,000  a  month  into 
stocks  matching  the  Standard  & 
Pooi-'s  500-stock  index  starting  in  Jan- 
uaiy,  1994,  reinvesting  aftertax  divi- 
dends. By  Oct.  1,  Ibbotson  Associ- 
ates calculates,  that  person  would 
have  been  sitting  on  $35,055  in  po- 
tential long-tenn  capital  gains  on 
stocks  held  for  more  than  12 
months,  plus  $:349  in  potential 
short-term  profits  and 
$495  in  potential  short- 
term  losses.  Those 
gains  and  losses  ai'e 


not  when  youi'  tax  prepai'er  calls  in 
mid-December  to  schedule  a  year- 
end  checkup. 

Start  with  yom*  retirement 
accounts.  If  you  hurried  to 
convert  a  traditional  individ- 
ual retii'ement  account  to  a 
new    Roth    IRA  during 
1998's  fii-st  half, 
you  probably  made 
a  good  choice  but  at 
a  bad  time.  To  make  that 
conversion,  you  must  pay  taxes  on  the 
old  ira's  value,  less  any  nonde- 
ductible contiibutions.  But  if  you 
converted  a  $100,000  ira  before 
the  market's  tumble, 
you  now  face  taxes  on 
$100,000,  while  the  ac- 
count's   value  may 
have  fallen  to  $75,000 
or  less. 

Fortunately,  Congress 
gave  you  an  escape  hatch. 
You  can  undo  the  traditional 
iRA-to-Roth  conversion,  then  re- 
convert to  a  new  Roth  ira  at  the  ac- 
count's new  and  diminished  value.  If  the 
reconverted  ira  is  worth  only  $75,000, 
you  only  face  taxes  on  $75,000— and  can, 
if  the  ti'ansaction  is  wrapped  up  in  1998, 
spread  the  tax  load  evenly  over  four 
years.  On  Oct.  20,  the  iRS  announced  that 
savers  would  be  allowed  to  undo  a  Roth 


""Ul^] 


uni'ealized,  and  have 
no  tax  effects  until  a  sale. 
But  what  if  you  cashed  out  some 
positions  during  the  seU-off?  You're  now 
staring  at  some  sizable  realized  capital  gains. 
"Take  some  losses  now  to  offset  those  gains," 
advises  Thomas  R  Ochsenschlager,  a  part- 
ner at  accountants  Grant  Thornton. 
WILD  CARD.  Be  sure  to  take  enough 
short-teiTn  losses  to  wipe  out  any  re- 
alized short-tenn  gains,  which  would 
be  taxed  at  your  top  federal  rate, 
up  to  39.6%.  You  can  also  use  net 
short-teiTO  losses  to  cover  long-tenn 
profits  dollar  for  dollar.  But  that's 
less  rewarding,  since  net  long-tem 
gains  are  taxed  at  20%  or  less.  If 
-  '        youi"  realized  losses  already  exceed 
your  capital  gains,  you  can  use  the  ex- 
cess to  shelter  up  to  $3,000  ($1,500  for 
manned  taxpayers  filing  separ-ate  returns)  in 
salary,  interest,  or  dividends.  (Congress  eliminated 
1997's  awkward  medium-temi  category,  for  assets 
held  12  to  18  months,  in  this  year's  iRS  refonn  bill.) 

The  wild  card  in  these  calculations  may  be  yom- 
mutual  funds.  During  the  summer  slump,  many 
funds  sold  stocks  and  realized  short-  and  long- 
term  gains  that  must  be  distributed  to  sharehold- 
ers by  yearend.  It's  not  bad  enough  that  your 
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fund  may  be  down  20%  off  its  peak.  You're  go- 
ing to  face  a  tax  bill  as  well. 

What  can  you  do?  First,  call  your  fund  to  get 
an  estimate  of  the  distribution's  size  and  its 
record  date.  If  you  own  shares  on  that  day,  you'll 
be  credited  with  the  dividends  and  long-  and 
short-term  capital  gains  the  fund  distributes. 
Some  fund  families,  like  Vanguard  Group,  have 
already  published  figxires.  Fidelity  Investments, 
the  lai'gest  ftmd  gi'oup,  expects  to  post  estimates 
in  late  November  Your  fund  company  can  also 
help  figure  your  basis — usually  the  average  cost 
you  paid  for  shares  bought  directly  and  via  divi- 
dend reinvestment. 

Then  consider  whether  this  fund  belongs  in 
your  portfolio  for  the  long  teiTO.  If  not,  sell  it  be- 
fore the  recoixl  date,  and  don't  buy  a  replacement 
until  the  new  fimd  has  distributed  its  gains.  If  it's 
a  fimd  you  want  to  keep,  compare  its  cuiTent  val- 
ue to  yoiu'  basis.  If  it's  worth  less  than  you  paid, 
you  might  want  to  sell  now  to  claim  the  loss 
and  avoid  the  distribution.  If  you've  profited,  as 
you  probably  have  on  most  funds  you've  owned 
more  than  a  yeai;  the  tax  on  your  gain  if  you  sell 
probably  exceeds  the  tax  on  the  distribution. 
Swallow  hard  and  look  for  losses  elsewhere  to 
offset  the  distribution. 

"DOUBLING  UP."  What  if  you've  lost  money  on 
funds  or  stocks  that  you  nevertheless  think  have 
a  future?  You  can  sell  to  claim  a  loss,  then  buy 
them  back.  But  be  careful.  Under  the  iRS'  "wash 
sale"  lule,  the  loss  will  be  disallowed  if  you  buy 
the  same  or  substantially  identical  seciuities  with- 
in 30  days  before  or  aftei-  the  sale.  Note  that  op- 
tions on  the  stock  you're  selHng,  or  the  same  is- 
suer's bonds  with  the  same  interest  rate,  would 
be  deemed  "substantially  identical,"  according  to 
tax  experts  at  the  J.  K.  Lasser  Institute. 

To  avoid  being  out  of  the  market  for  a  month, 

LESSENING  THE  TAX  BITE 


Check  Your  Funds 


•  Call  now  for  estimates  of  short-  and  long-term  capital 
gains  and  record  dates  for  the  distribution. 


Keep  a  Fund  or  Dump  It? 


•  If  a  fund  is  worth  less  than  you  paid  for  it,  sell  before 
the  distribution.  If  it's  up  only  slightly,  compare  the  tax  on 
the  distribution  with  the  tax  on  profits  when  you  sell.  Ask 
yourself:  "Is  this  a  position  I  want  for  the  long  term?" 


Avoid  a  Tax  Bill 


•  Don't  invest  in  a  fund  until  after  it  has  made  its  yearend 
distribution. 


Match  up  Winners  and  Losers 


•  If  you  have  big  capital  losses,  use  them  to  shelter  capital 
gains  and  up  to  $3,000  in  ordinary  income.  Look  for  short- 
term  winners  owned  less  than  12  months  to  cash  in. 


TO  DO 


Sell  the  Right  Lots 


•  Instruct  your  broker  or  fund  company  to  sell  the  most 
costly  shares  to  minimize  your  capital  gains. 


you  can  buy  similar  securities — a  different  gi'owth 
fund,  say,  or  Exxon  instead  of  Shell.  Or  you  can 
"double  up"  by  purchasing  another  block  of  the 
same  security  before  Nov.  30,  then  selling  the 
original,  loss-ridden  block  31  days  later.  That  as- 
sumes you  always  insti-uct  your  broker  or  fund  to 
sell  specific  shares,  the  best  practice  if  you  want 
to  minimize  taxes. 

You  don't  have  to  sell  weak  WHAT 
stocks  to  get  tax  advantages 
ft'om  them.  When  share  prices 
are  down,  giils  of  stock  to  yom-    ^^^^  j^g^g 
children  or  gi-andchildren  can 
pay  off.  Say  your  stock  falls    priceS  are 
fi-om  $50  to  $40.  Your  $10,000    ^q^^  gjf^j  Qf 
gift,  the  amount  you  can  give  ' 
one  recipient  annually  without    STOCK  10  yOUf 
triggering  gift  tax,  will  now    children  OF 
cover  250  shares,  rather  than  ,  ,  .,  , 

200.  Your  recipient's  portfolio  grandcnimren 

will  be  larger  and  your  even-  can  payoff 
tual  estate  tax  bill  smaller         .      ■  . 

Stock  options  can  put  an  ex-  nanOSOmeiy 
tra  spin  on  the  strategy.  Say 
your  employer  awarded  you  nonqualified  options, 
the  most  common  type.  They  are  now  vested 
but  under  water.  In  other  words,  the  stock  is  sell- 
ing for  less  than  what  you  would  pay  to  exercise 
your  option.  As  a  result,  the  option's  value  may 
be  a  fraction  of  the  shares'  actual  price.  Planner 
William  Baldwin  of  Pillar  Financial  Advisors  in 
Lexington,  Mass.,  cites  a  client  with  12,975  op- 
tions, exercisable  at  $15  a  share,  in  a  biotech 
stock  selling  for  $5.13.  Under  the  iRS's  valua- 
tion, the  options  were  worth  $1.42.  But  the  client 
had  a  longer  view  than  the  tax  man.  "He  believes 
these  shares  are  going  to  go  to  $50  oi-  higher," 
Baldwin  says.  So  Baldwin  advised  the  client  to 
give  the  options  to  his  grandchildren  in  ti"ust.  If 
the  stock  recovers  and  the  tnistee  exei'cises  the 
options  and  sells  the  shares,  the  client  will  then 
have  to  pay  tax,  at  ordinary-income  rates,  on 
the  difference  between  the  stock's  market  value 
and  the  exercise  price.  But  by  then,  "his  other 
shares  [in  the  company]  will  be  up,  he'll  be  feel- 
ing flush,  and  he'll  have  avoided  a  lot  of  estate 
tax,"  Baldwin  says.  This  strategy  won't  work 
for  incentive  stock  options  because  they  aren't 
transferable. 

Once  you  know  where  your  investments  stand, 
you  need  to  rough  out  your  total  tax  picture  for 
1998.  Pay  special  attention  to  the  alternative 
minimum  tax,  a  special  levy  that  bites  when 
yoiu-  deductions  and  other  tax  breaks  exceed  ms 
limits.  Lots  of  net  short-term  gains,  or  heavy 
state  and  local  tax  payments,  can  throw  you  into 
the  AMT.  If  so,  you'll  want  to  stand  the  traditional 
yearend  tax-planning  ad\ace  on  its  head:  Postpone 
deductible  expenses,  which  the  AMT  devalues, 
and  speed  up  income,  which  the  AMT  taxes  at 
28%  instead  of  rates  up  to  39.6%. 

Tax  planning  is  no  one's  idea  of  fun.  But  then, 
neither  is  a  beai'  mai'ket — ^let  alone  a  beai"  mai'ket 
followed  by  a  big  check  to  Uncle  Sam.  Hine  up 
your  portfolio  now,  and  you'll  at  least  have  the 
pleasm'e  of  sharing  the  bear  with  the  iRS. 

By  Mike  McNam.ee  in  Washington 
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Paradox: 


$20,495 


i'  tough  to  categorize  the  1999  Dodge  Intrepid.  On  the  one  luind.  it  has  a  lease  rate  that's  lean  and  a  price  tag 
It's  midsize.  Yet  Intrepid  offers  so  much  interior  space  that  it's  officially  recognized  as  a  Un-ge  car  hy  the  EFA. 
standard  aluminum  engine  delivers  a  stingy  EPA  estimated  mpg  of  21  city,  30  highway,  yet  it  generates  a  stout 
horsepower  That's  more  power  per  liter  than  any  regular-fuel  V-6  engine  available  today.  And  while  Intrepid 's 
de  is  supple,  its  handling  is  crisp  and  controlled.  Large  car,  mid-size  car,  family  car  lu.xuiy  car,  sports  sedan. 
That's  not  a  parado.x,  it's  an  Intrepid.  Dodge  Intrepid.  We're  changing  everything.  Again. 


Intrepid  1^  The  New  Dodge 

800-4-A-DODGE  or  www.4adodge.com 


*Base  MSRP  excludes  lax.  Color  shown  ^200  extra.  Always  use  seat  bells.  Remember  a  backseat  is  the  safest  place  for  children. 


Information  Technology 


COMPUTERS 


UNISYS  AIMS  FOR 
THE  TOP  OF  THE  TREE 

Will  Weinbach's  new  push  erase  its  second-tier  status? 


The  faces  around  him  said  it  all. 
Wlien  Lawi-ence  A.  Weinbach  took 
the  top  job  at  ailing  Unisys  Corj). 
in  the  fall  of  1997,  he  quickly  no- 
ticed that  no  one  in  the  halls  of  the  Blue 
Bell  (Pa.)  computer  company  smiled.  In 
fact,  many  employees  didn't  even  look 
him  in  the  eye.  And  when  Weinbach 
went  out  to  visit  big  customers,  most 
asked  the  same  uneasy  question:  "Is 


Unisys  viable?"  Says  Weinbach:  "Nobody 
thought  this  company  had  a  futui'e." 

These  days,  there's  little  worry  about 
Unisys'  survival.  One  year  after  his  ar- 
rival, Weinbach,  58,  has  slashed  the  com- 
pany's staggering  debt  load  by  near-ly  $1 
billion,  to  a  more  manageable  $1.3  bil- 
lion. That  has  helped  the  company  tur-n 
in  strong  ear-nings  aU  year-  long.  On  Oct. 
15,  Unisys  announced  that  profits  near- 


MASTER  REBUILDER 

Weinbach  has  reduced  debt| 
and  sent  profits  soaring.  Noi 
he  wants  to  shore  up  Unisys 
service-oriented  businesses 

ly  doubled  in  the  thir-d  quarter,  to 
million  on  $1.8  billion  in  sales.  And 
stock  has  more  than  doubled,  to 
since  Weinbach's  an-ival. 

Not  bad  for  the  first  year-  on  the 
But  Weinbach's  next  year  will  be  an  e 
bigger  test.  He  wants  to  build  the  o 
pany's  ser-vices  business — expected  to 
$5  billion  this  year* — into  a  high-oct 
profit  engine,  focusing  on  ar-eas  wh 
Unisys  has  proven  expertise — such  a 
nancial  ser-vices  and  telecommurricatic 
The  trouble  is,  Weinbach  faces  a  deli( 
balancing  act:  He  has  to  rev  up  the 
vices  side  as  he  copes  with  the  expec 
declirre  of  the  company's  tr-aditional  m 
frame  business,  which  still  generj 
about  60%  of  the  company's  earrrii 
"The  challenge  is  to  do  tlris  and  be  i 
ceived  as  a  top-tier  [ser-vices]  play 
says  Men-ill  Lynch  &  Co.  analyst  Ste 
M.  MUunovich.  "They  are  still  viewec 
a  second-tier-  computer  company."  C 
cedes  Weinbach:  "Ar-e  we  ther-e  yet? 
But  we  ar-e  on  oiu-  way." 
REVENUE  RAISER.  Certairrly  Weinbae 
not  used  to  playing  in  the  second  1 
An  accoimtant  by  tr-aining,  he  previ( 
ly  had  a  36-year  career  at  account 
and  consulting  giant  Andersen  Wo 
wide.  Chief  executive  for  his  last  ei 
years  ther-e,  he  upped  revenues  fi 
$3.4  bilhon  to  $11.3  billion.  But 
Andersen's  mandator-y  i-etirement 
of  62  five  year's  away,  Weinbach  deci 
to  start  a  second  career  "The  challe 
of  coming  into  a  turnaround  and 
ing  if  we  could  get  [Unisys]  to  C( 
alive  was  ver-y  enticing,"  he  says 

At  Unisys,  Weinbach  quickly  mo 
to  impose  financial  discipline  on  the  c 
pany's  en-atic  infor-mation  services  b 
ness.  That  unit  focuses  on  a  variet; 
ser-vices  including  the  design  and 
stallation  of  sophisticated  docun; 
imaging,  voice-messaging,  or  custor 
infoi-mation  systems  for  companies 
Norwest  Financial,  the  consumer-fin? 
business  of  Nor-west  Cor-p.  Those  b 
nesses,  together-  with  the  company's 
wor'king  and  maintenance-ser'vice  gri 
ar'e  expected  to  generate  67%  of  Uni 
$7.2  billion  in  annual  revenues  this 
But  the  ser-vice  unit  contributes 
39%  of  the  company's  operating  inc. 
One  reason:  Unisys  bid  so  aggressi  ; 
to  win  some  contracts  that  a  nune 
of  them,  including  one  to  manage 


] 


138  BUSINESS  WEEK  /  NOVEMBER  9,  1998 


FOR  THE  BEST 
DIGITAL  DOCUMENT 
HANDLING  SOLUTIONS 
HERE  ARE  TWO 
NUMBERS  TO  CALL 


[    ]993    I      award-winning  technology  essential  to  boosting  productivity  in  p^iSSSSi^ 
today's  digital  offices.  With  fast,  versatile,  connectable  digital  imaging    i  'y---^-"^^  , 
systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  —  right  from  your 
desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into  brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedicating  our- 
selves to  becoming  the  fastest,  most  responsive,  most  easy  to  work  with  name  in  the  business. 


(Hey,  we  may  be  competitive;  but  we're  not  stupid.) 


® 


'in  Corporation 


Xerox®  is  a  trademark  of  XEROX  CORPORATION. 


Information  Technology 


With  mainframes  expected  to  decline,  Unisys  is  plowing 
millions  into  R&D  for  high-end  servers 


health  insurance  system  for  Florida 
state  employees,  were  money  losers. 

Indeed,  the  information  service  gi'oup 
racked  up  losses  of  $400  million  in  1995 
and  1996  alone.  Now,  before  a  bid  is 
made,  the  proposal  gets  a  stringent  in- 
ternal review  by  executives  who  don't 
receive  commissions  on  the  deal.  And 
Weinbach  says  Unisys  won't  be  chas- 
ing huge  outsoui'cing  deals,  in  part  be- 
cause profits  on  such  projects  are  slim. 

Where  Weinbach  is  scrambling  after 
new  business  is  in  midsize  service  deals 
that  can  help  the  company  build  up  its 
Internet  expertise.  A  Uni.sys  package 
called  Cool  icE,  for  example,  is  the  soft- 
ware glue  that  helps  customers  create 


Stm.  "Their'  key  was  they  were  success- 
ful in  Europe  with  customer  that  were 
happy  with  them,"  says  Bill  Hack,  pub- 
lishing systems  director  at  Philadelphia 
Newspapers  Inc.,  which  is  rolling  out 
Hennes  at  its  Phikidelphia  Inquirer  and 
Philadeiphia  Daily  News  operations.  So 
fai;  the  midsize-senice  effort  is  pacing 
off.  In  the  fh-st  nine  months  of  this  yeai; 
total  service  revenue  rose  17%,  to  $3.5 
billion,  generating  operating  income  of 
.$221  million,  compai'ed  with  just  $86  mil- 
lion in  the  yeai-eariier  period.  And  more 
than  25%  of  orders  in  services  this  year 
are  from  new'  chents. 

While  Weinbach  says  services  ai^e  the 
future  of  Unisys,  he  isn't  turaing  his 


None  of  Weinbach's  ambitious  pi 
will  flouiish,  how^ever,  if  he  isn't  abL 
overhaul  the  companj^'s  stodgy  old  m 
fi-ame  image.  That  holds  Unisys  b 
in  everything  from  recraiting  to  b( 
considered  a  serious  candidate  for  ' 
flight  contracts.  A  new  ad  campai^ 
costing  $20  million  in  the  fourth  qua 
alone — is  aimed  at  blowing  aw^ay  i 
image.  With  its  show^casing  of  hip  yo 
professionals  who  are  so  obsessed  \ 
theii-  jobs  that  their  heads  are  actu 
computer  screens,  the  ads  ai'e  a  br 
from  Unisys'  traditional  pitch. 

Weinbach  also  is  raising  the  bar 
training.  He's  planning  to  roll 
"Unisys  University,"  a  technical 


LARRY  WEINBACH'S  HEALTH  PLAN  FOR  UNISYS 


SERVICES  Focus  on  key  markets 
where  the  company  has  expertise, 
including  financial  services,  publish- 
ing, and  transportation.  The  goal: 
Pump  up  the  operating  mcome  con- 
tribution from  services  to  about  65% 
in  a  few  years  from  39%  now. 


PRODUCTS  Continue  to  upgrade  the 
existing  mainframe  line.  Hardware 
sales — the  bulk  of  which  still  come 
from  mainframes — account  for  33%  of 
total  revenue.  At  the  same  time,  devel- 
op a  new  line  of  servers  that  will  run 
Microsoft's  Windows  NT  software. 


TALENT  After  years  of  head-count 
cuts,  the  company  is  trying  to  boost 
morale  and  upgrade  the  workforce. 
Unisys  University  is  being  establishei 
to  upgrade  the  service  expertise  with 
the  company,  and  a  company  match 
Its  401(k)  program  was  reinstated. 


electronic  commerce  applications  that 
link  their  databases  to  Web  sites.  Al- 
though coming  off  a  small  customer 
base,  sales  are  up  300%  this  year. 
Unisys  also  is  hawking  another  pro- 
gram, FBA  Navigator,  a  system  for  man- 
aging customer  information  at  retail 
banks  that  allows  banks  to  send  per- 
sonally tailored  marketing  pitches  to 
customers  over  the  Web. 

Products  like  Navigator  are  pait  of 
another  scheme  to  drive  service  rev- 
enue. Weinbach  calls  it  repeatable  solu- 
tions. These  are  predesigned  systems 
that  ai'e  developed  to  meet  the  needs  of 
industries  such  as  publishing,  telecom- 
munications, and  transportation,  which 
can  then  be  tailored — using  Unisys  ex- 
perts— to  fit  the  specific  requii'ements  of 
individual  customers  and  any  number 
of  hardware  platforms. 

Uni.sys,  for  instance,  oilers  daily  news- 
papers a  system  called  Hermes.  Devel- 
oped in  Europe  in  the  1970s,  Hermes 
manages  the  flow  of  everything  from 
archived  stories  and  photos  to  the  news- 
papers daily  content  and  layout.  It  has 
caught  fire  in  the  la.st  three  yeai-s,  with  a 
total  of  100  newspaper's  now  using  the 
system — ■i'A  signed  up  in  1998  alone — in- 
cluding Rupert  Mui'doch's  News  Inter- 
national PLC,  publisher  of  London's  Tlte 


back  on  hardw^are.  Instead,  he's  zero- 
ing in  on  high-end  sei-vers  and  main- 
frames. Earlier  this  year,  he  outsourced 
the  production  of  low-end  servers  and 
personal  computers  to  Hewlett-Packard 
Co.  That's  allowing  the  company  to  tar- 
get much  of  its  $300  million  research 
and  development  budget  on  a  new  gen- 
eration of  high-end  sei-vers.  The  new 
machines — the  fu'st  line  will  be  ready 
by  mid-1999 — will  mn  Microsoft  Coqj.'s 
Windows  .\T  operating  system  as  well  as 
other  operating  systems  and  use  new- 
generation  Intel  Coi-p.  chips. 
MICRO-BET.  That  bet  isn't  without  risks. 
Right  now  NT  is  the  hot  ticket  among 
corporate  users,  but  it  isn't  viewed  as 
reliable  enough  to  handle  the  high  vol- 
ume, mission-ciitical  functions  topically 
iiin  on  mainframes.  Unisys  is  betting 
that,  by  partnering  with  Microsoft,  the 
two  companies  can  boost  NT  to  handle 
those  tasks  for  industries  such  as  finan- 
cial sei-vices.  If  the  new  hardware  de- 
livers, Unisys  will  be  set  to  exploit  the 
hot  market  for  NT  software  and  ser- 
vices. "The  risk  is  that  making  NT  in- 
dustrial-strength takes  longer  and  is 
more  difficult  than  they  currently  pro- 
ject," says  analyst  Charles  C.  Bums  of 
technology  researx-her  Giga  InforTnation 
Group  Inc. 


management  tr-aining  progi'am,  in  Ji 
ary  of  1999  to  keep  employees  uj 
technical  issues  and  build  a  pool  of 
perts.  He  reinstated  a  matching  coi 
bution  fi'om  the  company  in  empk 
401(k)  progr-ams — cut  during  ] 
years — and  started  a  pr-ogram  in  w 
employees  can  buy  Unisys  stock  ; 
discount.  Now,  employee  turnove 
dowTi  from  14%  in  1996  to  about  9*; 
the  fir'st  quarter  of  this  year.  "We  v 
concerned  about  morale  and  suppoi 
the  company,"  says  George  F.  Thor 
du'ector  of  InforTnation  systems  at  I 
Yoi'k  Clearing  House  Assn.,  a 
Unisys  mainfi'ame  customer.  "Now 
can  see  a  tuiTiar-ound  in  attitude." 

There's  still  a  lot  of  r-oom  for 
pr-ovement,  though.  One  senior  execi 
at  the  company  says  some  infigh 
continues  between  the  hardwar-e 
ser-vices  teams  on  issues  Uke  financia 
sourx-es  and  manpower  Weinbach  kr 
those  units  need  to  coordinate  sales  " 
service  efforts  better,  so  earlier 
year  he  created  one  sales  gr-oup  to  . 
die  the  company's  200  largest  accoi 
"We  are  trying  to  change  the  cul 
of  this  company,"  Weinbach  says.  I , 
can  do  that,  Unisys  may  be  able  t<a 
cus  on  pr'ospering  instead  of  sui'viv  t 
By  Amy  Barrett  in  Blue  Bell,  \ 
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You  can't  predict  the  market's  ^  -i 

UPS  AND  DOWNS. 

But  you  can 

prepare  for  them. 

-  Peter  Lvneh 


To  help  moderate  your  exposure  ^ 
to  risk  in  turbulent  markets, 

consider  these  Fidelity  funds. 


>-  Fidelity  Asset  Manager'" 

Seeks  t  cdiiced  risk  over  the  long  term.  The  fund's  assets 
fluctuate  around  a  neutral  mix  of  50%  stocks,  40% 
bonds,  and  10%  sliort-term  / money  market  instruments: 

Fidelity  Balanced  Fund 

Invests  m  high-yielding  equity  and  debt  securities, 
including  at  least  25%  of  total  assets  in  fixed-income 
senior  securities. 

>^  Fidelity  Puritan  Fund 

Invests  m  a  bioadlv  diveisilied  poiljolio  oj  high- 
yielding  stocks  and  bonds.  The  fund  also  considers 
potential  for  growth. 

>-  Fidelity  Convertible  Securities  Fund 

Normally  invests  at  least  65%  in  convertible  saii/KR-s 
which  are  bonds,  preferred  stocks,  and  other  securities 
which  pay  interest  and  offer  the  fund  the  option  of 
converting  the  security  into  common  stock. 


Each  of  these  hmds  invests  m  a  mix  ol  securities  that 
cross  asset  classes,  inckidmg  stocks,  bonds,  and  short- 
term  instruments.  As  a  result,  these  types  of  funds  can 
have  less  short-term  fluctuations  m  turbulent  markets 
than  pure  stock  funds. 


Fidelity 


Inuestments " 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST. 
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■  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  at  fidelitycom. 
ase  read  it  carefully  before  you  invest  or  send  money 

D  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

lis  mix  will  vaiy  over  shon-ierm  periods  wiihin  dclmed  ranges:  slocks  can  range  30-70%,  bonds  20-60%,  shon-iemi /money  market  instruments  0-50%, 
elity  Distributors  Corporation  6471 1 


Information  Technology 


INTERNET 


CAN  BR0ADGAST.COM 
KEEP  MAKING  A  BIG  NOISE? 

The  Web's  audio  and  video  pioneer  now  has  a  host  of  rivals 


For  Mai'k  Cuban  and  Todd  Wagner, 
success  has  come  almost  too  easily. 
When  the  co-founders  of  Broad- 
cast.coni,  a  sei-vice  that  sends  video  and 
audio  clips  over  the  Internet,  took  then- 
company  jjublic  in  July,  investore  snapped 
up  shares  and  made  the  small, 
three-year-old  firm  worth  al- 
most $1  billion.  Then,  Pi'esident  Clinton's 
gTand  jmy  testimony  bi'ought  more  than 
1  million  visitore  to  theii"  site  on  Sept.  21, 
shoiing  up  the  company's  vision  that  de- 
livering audio  and  video  is  much  more 
than  ham  radio  over  the  Web. 

Bi'oadcast.com's  jump-start  helps  ex- 
plain the  mai'ket's  enthusiasm  in  a 
sector  famous  for  steroidal  valua- 
tions. Much  as  Yahoo!  Inc.  pio- 
neered Web  directories  and  be- 
came a  portal  for  topics  from 
finance  to  sports,  Broa<lca.st.com  is 
the  leader  in  bringing  together 


He    ought    to    look  WAGNER  AND 

again.  Although  far  be-  CUBAN:  NBC 

hind,  major  media  and  and  Disney 
savvy  tech  companies  are  nipping 
such  as  RealNetworks,  at  their  heels 
Intervu,  and  nbc  are 

eyeing  Broadcast. corn's  con- 
sumer and  coiporate  business. 
In  a  few  years,  when  online  audio  and 
video  go  mainstream,  they  thi"eaten  to 
commoditize  Broadcast.com's  franchis- 
es. "Broadcast.com  is  going  to  get  com- 
petition on  all  fi'onts,"  says  analyst  Mai'k 
Mooradian  of  Jupiter  Communications. 
To  be  fair,  Cuban  and  Wagner  have 

TUNING  IN  BR0ADCAST.COM 


been  running  too  fast  to  look  bs 
Broadcast.com  earns  money  fr-om  ban 
ads  on  its  Web  sites  and  multimedia 
that  precede  its  feeds.  But  its  most 
crative  service  is  broadcasting  busin 
events,  such  as  analysts'  conferences  . 
earnings  announcements.  More  tl 
1,100  companies  including  Intel  and  1 
aco,  pay  up  to  $350,000  foi-  the  bi"c 
casts,  which  at  44%  of  Broadcast.co 
thir'd-quarter  revenue,  are  the  com 
ny's  biggest  revenue  source. 

The  Web  allows  Broadcast.com  to 
together  niche  programming  beyond 
reach  of  any  cable  operator.  The  C( 
pany  offei's  live  broadcasts  of  more  t 
370  radio  stations  and  30  TV  stati 
and  has  exclusive  Internet  rights 
audio  feeds  of  baseball  games  and 
Super  Bowl.  There  are  also  CDs, 
corns,  and  audiobooks— and  a  host 
specialized  feeds  including  airport  tra 
control-tower  babble.  In  September, 
company  served  520,000  daily  user: 
30%  jump  in  the  past  tliree  months. 

It's  an  attractive — and  improvin 
picture  for  investors.  Even  thoi 
Bi'oadcast.com  posted  a  thii-d-quaiter 
of  $3.9  million  on  revenues  of  $4.5  mill 
the  numbers  were  stronger  than  s 
lysts'  expected.  Mary  G.  Meeker,  a  IV 
gan  Stanley  Dean  Witter  analyst  \ 
recommends  the  stock,  forecasts  p 
itabihty  in  2002,  with  net  income  of  \ 
million  on  revenues  of  $66.1  million. 

But  rivals  ai'e  gimning  on  eveiy  fr^ 
RealNetworks  and  Intervu  Inc.  cL 
their  networks  ai'e  more  efficient  si 
data  are  stored  on  large  comput 
around  the  Net,  in  contrast  to  Brc 
cast.com's  approach  of  broadcast 
everything  fi'om  its  Dallas  headquart 
"GNATS."  Competition  is  building  am; 
media  giants  as  well,  nbc  has  a  1 
stake  in  Intervu  and  is  beefing  up 
own  sites  with  video  and  audio.  V 
Disney  Co.,  with  interests  in  portal 
foseek  Corp.,  plans  to  introd! 
the  Go  Network  site  later  I 
year,  which  will  boast  cont 
fi-om  Disney,  abc,  and  espn.  i 
TCI  Music's  Sonicnet  offers  i 
braiy  of  music  videos. 

Broadcast.com  dismisses  n 


NETWORK  Has  the  largest  commercial  broadcast 
network  for  the  Web  through  ties  with  35  Internet 
service  providers.  Rival  InterVU  claims  its  smaller, 

more  decentralized  network  is  superior.  ^  ,       .      ,         r,^  . 

and  broadcastmg  audio  and  video    of  these  mterlopers.  Iraditu 

CONTENT  Broadcasts  some  370  radio  stations  and 
30  TV  stations  daily  and  offers  live  coverage  of 
more  than  420  sports  teams.  But  rival  RealNet- 
works pulls  together  more  than  1,100  live  stations, 
and  media  giants  such  as  NBC  are  moving  in. 


content.  And  even  though  the  re 
cent  slide  in  tech  stocks  sent  its 
stock  down  36%-  fi'om  a  July  jxjak, 
Cuban's  shares  are  worth  some 
.$200  million,  wlule  Wagner's  are 


players  like  NBC  will  never 
the  lead  in  new  media  that  c 
pete  with  their  primaiy  busin 
argues  Cuban.  And  for  now, 
vals  for  business  sei-vices  sucl 


valued  at  more  than  $100  million.    Intervu  "are  nothing  more  t 


But  the  pail-  are  not  cai'efi'ee.  "I 
worry  about  everything,"  says 
CEO  Wagner,  38.  "But  I'm  almost 
more  afraid  because  I  don't  see 
anybody  in  the  reai-view  mirror." 


BUSINESS  SERVICES  Has  hosted  business  events 
for  more  than  490  organizations  in  nine  countries. 
Competitor  InterVU,  though,  is  making  business 
services  its  primary  focus. 


gnats  nipping  around  the  edg 
he  boasts.  Still,  Broadcast.co 
days  of  not  seeing  anyone  in 
reai^view  ai'e  over 

By  Steven  V.  Brull  in  Da 
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tIMill 


It  set  four  Guinness®  Book  World  Records.  The  France  '98 
Web  site,  developed  using  Sybase's  Enterprise  Application  Server 
Technology,  generated  the  most  recorded  hits  in  a  month,  in  a 
day,  in  an  hour  and  in  a  minute.  In  all,  it  accumulated  over  1.1  billion 
hits  from  more  than  170  countries.  Shoppers  purchased  World  Cup 
merchandise  via  an  e-commerce  store  that  averaged  over  760,000 
hits  per  day.  Journalists  and  staff  members  accessed  valuable, 
timely  information  through  an  intricate  intranet.  In  every  aspect, 
France '98  was  a  global  success,  and  one  that  we  can  replicate  for 
your  business.  With  our  proven  technology,  we  can  create  complete 
Web  solutions  that  bring  together  and  distribute  mountains  of 
information  to  provide  the  competitive  advantage  you  need  to 
achieve  your  organizational  goals.  To  learn  more  about  what  we 
can  do  for  your  business,  visit  www.sybase.com/worldcup  or  call 
1-800-8-SYBASE  (Ref.  CPBU6). 

©1998  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  therr  respective  owners 
Photomosaic"  Rob  Silvers  www  pholomosaic  com 


Governments 


THE  WHITE  HOUSE 


MR.  BOWLES 
LEAVES  WASHINGTON 

Clinton  will  miss  his  Chief  of  Staff.  So  will  business 


Erskine  B.  Bowles  knows  he 
has  beaten  the  odds,  and 
that  makes  him  smile  a  bit 
as  he  recounts  his  adven- 
tui'es  in  Clintonland.  A  courtly 
North  Carolina  investment 
banker  and  Presidential  golfing 
chum,  Bowles  sits  in  his  White 
House  Chief  of  Staffs  office,  his 
chronically  sore  back  supported 
by  a  cushion,  and  makes  mental 
lists  of  the  things  he  did,  or 
meant  to  do,  in  the  service  of 
Bill  Clinton. 

Though  Bowles  is  too  discreet 
to  acknowledge  it,  his  number 
one  accomplishment  has  to  be  in 
spite  of  the  Prez — leaving  town 
with  his  reputation  intact.  On 
Oct.  30,  he'll  prepare  to  head 
home  to  weigh  a  run  for  gover- 
nor after  spending  four  years 
working  for  Clinton  in  jobs  rang- 
ing from  head  of  the  Small  Busi- 
ness Administi'ation  to  White 
House  Chief  of  Staff.  Along  the  way, 
Bowles,  53,  notched  some  key  aceom- 
phshments:  He  put  a  chronically  undis- 
ciplined President  on  a  schedule,  bro- 
kered a  balanced-budget  deal  with 


ON  CLOSING  A  DEAL  IN  WASH- 
INGTON VS.  THE  BUSINESS 
WORLD  It's  not  a  whole  lot  differ- 
ent...if  I  haven't  done  my  homework, 
I'm  going  to  lose.  Also,  time  is  a 
precious  commodity  here.  In  the 
business  world,  the  time  constraints 
are  not  quite  so  tight. 

ON  THE  FAILURE  OF  FAST- 
TRACK  I  made  a  mistake  there.  I  so 
believed  in  the  benefits  of  free  trade 
that  it  was  inconceivable  to  me  that 
the  opponents  could  mount  a  jihad 
against  it. ...Had  I  understood  the 
extent  of  the  opposition,  I  would 
have  gone  for  half  a  loaf  instead  of 
the  whole  thing. 


SIDEMAN:  Bowles  separated  scandal  from  substance 


Republicans,  and  kept  the  Administi-a- 
tion's  policy  machinery  running  while 
the  Wliite  House  was  rocked  by  scandals 
fi-om  Donorgate  to  the  Lewinsky  mess. 
The  buttoned-down  Bowles  was  so 


BOWLES:  THE  EXIT  INTERVIEW 


good  at  his  job  that  he  helped  bri 
the  curse — spawned  by  the  misad\r 
tures  of  former  staff  chiefs  Donak] 
Regan   and   Clinton   Arkansas  ; 
Thomas  F.  "Mack"  McLarty  HI— ij 
renders  many  crackerjack  busir; 
execs  dreadful  White  House  manag: 
The  scion  of  a  long  line  of  politic- 
connected  Southern  gentiy,  Bowle.- 
an  efficiency  expert  who  ran  a  ti 
ship.  But  diuing  Clinton's  periodic  si 
dal  emptions,  liis  aide  fastidiously  ax- 
ed a  pubhc  role,  leading  to  some  gT( 
ing  fi-om  Clinton  loyalists  that  he  i 
MIA  during  Monicagate. 
NO  CAKEWALK.  In  his  defen 
Bowles  says  his  desire  to  k 
the  'WTiite  House  from  being  | 
alyzed  by  scandal,  plus  his 
comfort  with  the  role  of  T\"  s 
meister,    kept    him  in 
background.  "If  we  were  gi 
to  deliver  on  the  Presidt:- 
agenda,   [Donorgate  and 
Lewinsky  matter]  needed  ic 
segregated,"  he  says.  "I  d 
think  we  could  have  had  a 
anced-budget  agreement 
100,000  additional  teachers  if 
had  been  distracted." 

But  Bowles's  desu'e  to  sticl 
the  high  road  will  be  sorely  t 
ed  in  2000,  if  as  some  fi-ie 
expect,  he  mns  for  goverim 
North  Carolina,  a  state  km 
for  its  rough-and-tumble  pdlii 
Political  pros  say  that  des| 
the  fact  that  both  his  father 
grandfather  were  promin 
Democrats,  Bowles  won't  have  a  <  i 
walk  in  Carolina.  He's  an  unktu 
quantity  to  many  voters  and  has  m 
held  elective  office.  Plus,  the  Clii 
factor  could  be  a  drag.  "There's  a  In 


ON  THE  FUTURE  OF  TRADE  LIB- 
ERALIZATION It's  good,  but  some 
things  will  have  to  be  done  in  order 
for  fast-track-type  legislation  to  pass. 
First,  the  business  community  is  going 
to  have  to  do  more  in  terms  of  educat- 
ing the  public  and  their  workers  about 
the  benefits  of  opening  up  markets 
and  bringing  down  trade  barriers.  They 
have  also  got  to  be  more  flexible  in 
the  areas  of  labor  and  the  environ- 
ment. If  you  have  some  compromise 
that's  not  too  extreme,  then  I  think 
you  could  pass  bipartisan  legislation. 

ON  A  TAX  CUT  Just  speaking  per- 
sonally, I  believe  if  you  get  Social 
Security  reform,  a  tax  cut  should  be 


on  the  table.  But  it  shouldn't  come 
before,  because  it  is  an  incentive  fc 
some  people  in  the  opposition  part\ 
to  come  to  the  table. 

ON  HIS  "MAN  IN  THE  WHITE 
SUIT"  IMAGE  If  you  ask  Jesse 
Helms  or  Jesse  Jackson  about  me, 
you'd  probably  get  a  similar  report. 
I'm  not  the  guy  in  the  white  suit. 
I've  got  plenty  of  mud  splattered 
on  me.  I've  survived  25  years  in 
the  business  world.  I've  survived 
four  years  in  Washington.  I  kept  a 
good  reputation,  but  I've  taken 
some  hits.  I  tried  to  do  things  righ1 
[But]  I'm  not  worried  about  taking 
a  punch. 
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IS  YOUR  NOTEBOOK 
THE  SUBJECT  OF 


PRE-MEETING  CONVERSATION? 


THE  IBM  THINKPAD  600  SERIES 


Why  do  people  notice  a  ThinkPad  notebook''  Because  It's  thinner?  Lighter?  More  powerful?  In  a  world  of  slapdash 
computers,  there's  just  something  special  about  a  ThinkPad  notebook.  Take  the  ThinkPad  600,  for  example.  Huge  hard 
drive.  Huge  screen.  Fast  Intel  processor.  It's  a  machine  that's  been  designed,  not  just  patched  together.  Something  to  talk 
about.  Something  to  see.  ThinkPad.  See  them  all  at  www.ibm.com/thinkpad.  Or  call  us  at  1  800  426  7255,  ext.  5019. 


i)e-biisiness  tool> 


Pentium' II  processor  (up  to  300  MHz)  /  Optional  CD-ROM  /  Up  to  13.3"  TFT  screen  /  About  5  lbs.  / 1.4 'thin  /  From  $2,899 


Media 


antipathy  for-  Bill  Clinton  in  North  Cai-- 
olina,"  notes  media  consultant  Don 
Ringe.  "Bowles  has  a  consei-vative  de- 
meanor, but  I  don't  see  how  anybody 
could  be  Chief  of  Staff  and  not  be  aware 
of  some  of  these  things." 

Bowles  plans  to  sidestep  the  muck 
of  Washington  to  spend  most  of  his  time 
expounding  his  New  Democratic  vision. 
If  he  i-uns,  he'll  trampet  his  devotion 
to  economic  development,  education,  and 
high  tech.  "I'm  not  going  to  run  if  I 
have  to  ran  a  negative  campaign,"  he 
vows.  "I'm  also  not  going  to  be  Don 
Quixote  on  some  kind  of  damned  white 
horse.  If  ran,  I  want  to  win." 

Bowles  promises  a  decision  by  early 
next  year.  If  he  forgoes  the  race,  he's 


"  Bowles  has  a  consemtive 
demeanor,  but  I  don't  see 
how  anybody  could  be  Chief 
of  Staff  and  not  be  aware  of 
some  of  these  things  " 
DON  RiNGE.  MEDiA  CONSULTANT 


Ukely  to  plunge  back  into  the  financial 
world.  "A  lot  of  people  have  talked  to 
me  about  opportunities,"  he  says,  "from 
ranning  a  sigTiificant  coi-poration  to  gen- 
erating business  for  a  large  investment 
bank."  Barring  those  moves,  Bowles 
could  return  to  Carousel  Capital,  the 
Charlotte-based  merchant  bank  he 
helped  start  in  1996. 
SHEDDING  TEARS.  No  mattei'  what  path 
he  takes,  Bowles  will  be  missed  at  Chez 
Clinton.  With  Ti-easury  Secretaiy  Robert 
E.  Rubin  also  itching  to  depart  in  '99,  the 
White  House  stands  to  lose  its  two  most 
influential  jjro-business  centrists.  Incom- 
ing White  House  staff  chief  John  D. 
Podesta,  who  succeeded  Bowles  on  Oct. 
20,  is  a  traditional  party  activist  who 
lacks  Bowles's  rappoit  with  GOP  leaders. 

What  concerns  Clintonites  even  more 
is  that  the  President  is  losing  his  chief 
confidant  and  one  of  the  few  contem- 
poraries with  whom  he  can  relax. 
Among  those  shedding  tears:  business 
leaders,  who  found  Bowles's  fiscal  con- 
servatism reassuring  amid  a  sea  of 
Clintonescjue  good  intentions.  Bowles 
"did  a  good  job  in  a  ver-y  difficult 
time,"  says  NationsBank  ceo  Hugh  L. 
McCoU  Jr.  "He  didn't  hide  in  a  hole.  He 
was  able  to  stand  above  all  the  politics 
and  just  do  his  job."  Not  a  bad  testa- 
ment for  a  former  small-busines 
financier  who  always  consider-ed 
Washington  the  last  stop  on 
the  road  to  hell. 

By  Ricliard  S.  Dunham,  mid  ^ 
Lee  Walczak  i-n  Washhigtmi 
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CAUTIOUS  COMPANY. 
RISK-TAKING  CEO 

Bertelsmann's  new  CEO  will  keep  up  his  dealmaking  wa> 


It  was  a  joke,  but  it  says  a  lot  about 
the  way  Thomas  Middelhoff  views 
the  status  of  Bertelsmann,  the  Ger- 
man media  giant  wher'e  he  will  take 
over  as  chief  executive  on  Nov.  1.  Re- 
cently, Middelhoff  was  at  a  party  in 
New  York  hosted  by  Random  House 
Inc.,  the  U.  S.  book  publisher  Bertels- 
mann bought  eariier  this  year,  to  mark 
the  launch  of  a  memoir-  by  Walt  Disney 
Co.  chief  Michael  D.  Eisner.  "We'll 
make  you  famous,"  Middelhoff  quipped 
to  one  of  the  world's  best-known  CEOs. 

The  subtext  was  serious:  Bertels- 
mann is  a  global  media  powerhouse  to 
rival  heavy  hitters  such  as  Disney.  Mid- 
delhoff, 45,  is  one  main  reason.  The  es- 
timated $1.5  billion  Random  House  ac- 
cjuisition  was  one  of  a  spate  of  deals  he 
engineered  as  strategy  chief  under  out- 
going CEO  Mark  Wossner.  Already  in 
partnership  since  1995  with  Ameri- 

TWO  FRONTS 

Middelhoff  aims 
to  boost  U.S.  sales 
while  bringing 
the  online  revo- 
lution to  the  Old 
World 


ca  Onhne  Inc.  to  expand  aol's  serv 
in  Europe,  Bertelsmann  on  Oct.  7  { 
nounced  that  it  will  invest  $300  n 
lion  in  a  50-50  joint  venture  w: 
Barnes  &  Noble  Inc.  to  sell  books  ( 
line  in  the  U.  S.  With  aol,  it  acquir 
CompuServe  Inc.'s  European  divisi 
in  Febr-uar-y.  It  is  also  planning  a  jo: 
venture  in  Australia. 

Middelhoff  has  just  begun  maki 
his  mark  on  the  company,  based 
Giitersloh,  the  north  German  to' 
where  it  started  out  163  years  ago  a; 
hymnal  publisher.  He  is  expected 
ran  Bertelsmann  until  the  compan 
mandatory  retirement  age  of  60.  j 
ready,  thanks  to  his  dealmaking,  n( 


CASH  FLOW  FUNDED 
ALL  HIS  MOVES 
INTERNALLY 


•man  sales  account  for  69%  of  Ber- 
mann's  $14  billion  annual  total, 
ok  at  the  big  moves  he  has  made 
n  before  officially  becoming  ceo, 
you  can  just  imagine  what's  in 
•e  now,"  says  America  Online  ceo 
jhen  M.  Case. 

Inch  of  what's  in  store  is  likely  to 
•isky  by  the  standards  of  privately 
1  Bertelsmann.  Middelhoff  has  been 
ing  to  spend  heavily  on  global  ex- 
5ion  in  slow-gr-ovi^h,  often  low-mar- 
businesses  that  other  media  moguls 
£w,  including  books,  magazines,  and 
irded  music.  Meanwhile,  he  is  in- 
,ing  in  state-of-the-art  electronic- 
ia  businesses,  from  Intei-net  ser- 
s  such  as  AOL  to  a  major  digital 
■TV  joint  venture  in  Germany, 
is  bet  is  that  a  high-tech  infu 
will  draw  new 


How  Middelhoff 
Is  Building  Up 
Bertelsmann 


MUSICS 


Boosting  profits  at  the  $4.8  bil- 
lion BMG  while  scouting  for 
acquisitions. 


BOOKS 


Launching  an  U.S.  online  book 
venture  with  Barnes  &  Noble  and 
a  Bertelsmann  online  semce  in 
Europe.  Buying  other  publishers. 


Owns  half  of  America  Oiiliiie's 
European  service.  Plans  to  double 
European  unit  of  CompuServe, 
which  it  co-owns  with  AOL. 


TIRELESS  PURSUIT 
WON  MIDDELHOFF  A  50-50 
T  VENTURE  WITH  BARNES  &  NOBLE 

omers  to  Bertelsmann's  mature 
nesses.  But  it  also  puts  old-line 
elsmann  on  a  collision  coui-se  with 
;  of  the  hottest  U.  S.  Internet  play- 
from  Yahoo!  to  Amazon.com — to 
lothing  of  huge  nvals  ranging  from 
s  Corp.  and  Time  Warner  Inc.  to 
)pe's  national  telecom  giants, 
evertheless,  the  U.  S.  is  Middel- 
s  main  target.  His  goal  is  to  boost 

sales  from  31%  of  Bertelsmann's 

to  40%  over  the  next  few  years, 
has  spent  most  of  the  past  16 
;hs  in  Manhattan,  working  on  his 
iish  and  hobnobbing  with  media 
ies  such  as  Advance  Publications 
5  S.  I.  Newhouse  Jr.,  from  whom 
Dught  Random  House.  Bertelsmann 
insidering  building  a  second  sky- 
3er  to  house  the  book  company, 

to  the  44-story  tower  already 
mes  Square.  "There's  no  question," 

Middelhoff,  "that  in  15  years, 
rica    will    be    far    and  away 
biggest  part  of  our  country 
ortfolio." 

Further  buyouts  seem  likely, 
ddelhoff  is  scouting  foi-  more  mag- 
,ines  after  the  successful  purchase 
and  revamp  of  seven  titles  from 
^  The  New  York  Times  Co.  in 


Scouting  new  magazine 
acquisitions  in  the  U.S. 
Launching  offshoots  of  popu- 
lar European  magazines. 


TELEVISION 


Expanding  CLT-UFA,  Europe's 
largest  radio  and  TV  group. 
Hopes  to  revive  a  German  digital 
pay-TV  venture  with  Kirch  that 
was  blocked  by  regulators. 

DATA;  BUSINESS  WEEK,  COMPANY  REPORTS 

1994,  but  thinks  valuations  arc 
stOl  too  liigh.  He  also  wants  ti 
expand  rmc,  his  $4.8  billion 
music  operation.  One  often- 
rumored  target:  London- 
based  EMI  Group  PLt 
whose  stars  include 
Garth  Brooks,  and 
which  likely  would 
go  for  at  least  $5 
billion. 

Yet   the  acid 
test  for  Middel- 
hoff's  strategy 
will  probably  be 
in  Europe,  where 
the  company  gen- 
erates 61%'  of  its 
sales.  He  intends 
to  import  the  on- 
line revolution  to 
Old  World  mar- 
kets  that  arc 
far  more  reg- 

TONI  BRAXTON 
IS  IN  MUSIC 
GROUP  BMG'S  STABLE 


ulated  and  far  less  wired  than  the  U.  S. 
With  Amazon.com  launching  new  Eu- 
ropean services,  Beitelsmann  is  late  to 
the  party.  "Their  products  will  have  to 
be  excellent,"  says  Therese  Torris,  an 
analyst  at  Forrester  Research  Inc.  in 
Amsterdam. 

But  Middelhoff  has  several  advan- 
tages over  rivals.  For  one  thing,  as 
CEO  of  a  private  company,  "he  doesn't 
have  to  watch  stock  prices  every  day," 
notes  Thomas  E.  Dooley,  Viacom  Inc.'s 
deputy  chairman.  Also,  Bertelsmann 
generated  nearly  $900  million  in  cash 
flow  in  the  fiscal  year  ended  June  30. 
That,  plus  $500  million  raised  by  selling 
off  noncore  assets,  allowed  it  to  fund  all 
of  Middelhoff's  moves  internally. 

Financial  clout  lets  Middelhoff  pur- 
sue his  goals  stubbornly.  He  I'epeated- 
ly  courted  Amazon.com  ceo  Jeff  Be- 
zos with  offers  of  a  partnership.  After 
being  rebuffed  by  Bezos  and  book  re- 
tailer Barnes  &  Noble,  he  worked  on 
launching  his  own  service  before  per- 
suading B&N  chief  Leonard  S.  Riggio  to 
make  a  deal.  Now,  he  will  challenge 
Amazon.com  in  the  U.  S. 

For  all  his  dynamism,  Middelhoff  is 
imbued  with  Bertelsmann's  conserva- 
tive corporate  culture.  He  has  worked 
there  for  nearly  his  entii'e  career,  stall- 
ing as  a  management  assistant  in  1986. 
He  lives  with  his  wife  and  their  five 
children  on  an  estate  about  20  min- 
utes outside  GUtersloh,  along  with 
dozens  of  peacocks,  horses,  and  oth- 
er animals.  But  he  increasingly  finds 
himself  on  airplanes.  "He's  per- 
haps the  most  global  guy  in 
our  industry,"  says  Viacom's 
Dooley. 

The  question  is  how  far 
Bertelsmann's  supervisory 
board  will  let  Middelhoff 
I'ide  with  his  strategy.  The 
ijf         company  says  its  multimedia 
-...r,  ^_  ventures  turned  a  profit  on 
sales  of  about  $450  million  in 
the  last  fiscal  year.  But  if 
those  profits  dry  up,  resis- 
tance to  his  risk-taking  could 
build.  Some  outsiders  felt  the 
board  was  sometimes  reluctant 
to  follow  Middelhoff  this  fai-. 
"He's  a  very  good  [negotiator]," 
says  Steven  L.  Rattner,  the 
Lazard  Freres  &  Co.  deputy 
CEO  who  handled  the  Random 
House   deal   for  Newhouse. 
'But  we  sensed  at  times  that 
it  wasn't  easy."  With  ambi- 
tions as  big  as  Middelhoff's, 
no    one    could    expect  it 
to  be. 

By    Thane  Peterson 
in  Frankfurt,  with 
Ridiard  Siklos 
in  New  York 
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Pressure  mounts  on  the 
Seagram  CEO  as  the 
Polygram  deal  and  other 
moves  fail  to  help  the  stock 


205  - 


On  Nov.  4,  Edgar  Bronfman  Jr.  will 
be  in  Monti'eal  for  the  annual 
meeting  of  the  company  that  his 
gTandfather  Samuel  founded  and 
his  father,  p]dgar  Sr.,  expanded.  For  the 
fouilh  consecutive  year,  the  New  York- 
based  SeagTam  Co.  president  and  chief 
e.xecutive  will  talk  about  the  dramatic 
transfonnation  he  is  spearheading,  mov- 
ing Seagram  out  of  the  slowing  drinks 
business  into  the  hot  field  of 
entertainment.  He'll  argue 
that  liis  latest  moves — ^the  sale 
of  juice  maker  Ti-opicana 
Products  Inc.  to  PepsiCo  Inc. 
and  the  pending  acciuisition  of 
music  giant  Polygram  NV — 
will  pay  off  big  down  the  road. 

If  shareholdei's  were  antsy 
before,  they  may  now  be  ex- 
periencmg  something  like  mo- 
tion sickness.  Buying  Poly- 
gram for  $9.86  billion  is  only 
the  latest — anfl  biggest — in  a 


whirlwind  of  acquisitions  and  divesti- 
tures totaling  $42  billion  that  Bronfman 
has  overeeen  in  the  decade  or  so  that  he 
has  played  a  senior  role  at  Seagi'am, 
taldng  over  fi'om  his  father  as  chief  ex- 
ecutive in  1994.  Even  as  SeagTam  puts 
the  final  touches  on  the  PolygTam  deal, 
it  is  liu'cMng  hei-e  and  thei-e,  negotiating 
to  sell  its  champagne  brands,  Mumm 
and  Penier-Jouet,  and  straggling  to  un- 
load Polygi'am's  film  unit  for  exti'a  cash. 
SHAKEUP.  And  Bronfman  is  not  done 
yet.  Enteitainment-industiy  soui'ces  say 
that  once  the  Polygram  deal  closes, 
Bronfman  is  considering  a  major  over- 
haul of  Seagram,  reorganizing  it  into 
thi'ee  separate  operating  units — music, 
films  and  theme  parks,  and  the  beverage 


SEARCHING  FOR  A  HIT 


Seagram  stock  lags  its  entertainment 
and  beverage  peers 


MAR.  31, '95 
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OCT,  27,  '98 
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biz.    Bronfman   is  BRONFMAN:  fi- 

said  to  want  to  unloading  a s.s. 
oversee  all  tlu-ee  di-  to  raise  cash 
visions  and  will 
play  an  especially  hands-on  role  in 
sic.  But  such  a  move  would  likely 
duce  the  roles  of  two  of  his  top  er 
tainment  executives — Universal  Stu 
Inc.  Chairman  and  CEO  Frank  J.  Bi 
Jr.  and  music  chief  Doug  Morris 
Bi-onfman  were  to  split  off  the  sudd 
lai'ger  music  unit,  that  could  force  E 
di  to  leave  as  soon  as  the  end  of 
yeai',  predict  executives  who  know 
WhDe  Bronfman  may  be  hoping  to  s 
he's  taking  chai-ge,  such  a  manager 
shakeup  could  instead  add  to  a  gro\ 
sense  of  timnoO.  SeagTam  and  Univ( 
declined  to  comment,  ci 
the  reg-ulatoiy  "quiet  per 
for  stock  they  ai-e  issuing 
Could  all  these  moves 
lock  the  value  Bronf 
keeps  promising  shai'ehold 
At  43,  he  is  the  younges 
the  global  media  barons 
ai-gnably,  just  getting  war 
up.  But  there  are  gro\ 
questions  about  his  abilit 
deliver.  Seagram  stock 
month  dipped  below  $2 
depth  it  hadn't  plumbed  s 
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TOan  steered  the  company  headlong 
iollywood  in  1995.  And  despite  a  re- 
uptick  to  $30,  the  stock  has  under- 
rmed  the  Standai-d  &  Poor's  index- 

•  both  entertainment  and  beverage 
anies  (chart).  "As  much  as  I  hke 
r  Jr.,  there  is  no  cleai'ly  ailiculated 
plan,"  says  Porter  Bibb,  an  invest- 
banker  at  Ladenburg,  Thalmann 

.  in  New  York. 

ETIC  AGENDA.  Next  on  Bronfman's 
tic  agenda  is  to  persuade  skeptics 
oeing  the  leader  in  the  music  in- 
y  makes  sense.  Indeed,  when  the 
closes  later  this  month  or  early 
Universal  will  command  a  22% 

I  market  share,  surpassing  Sony 

•  Entertainment  Inc.  at  17%.  Cei- 
music  is  a  business  that  can  gen- 
rivers  of  cash  flow  without  the 

p-front  costs  of  movies  or  theme 
,  Analyst  Alan  Kassan  at  Deutsche 
projects  that  music  alone  vM  gen- 
43%  of  Seagram's  $2.38  billion  in 
igs  before  interest,  taxes,  depreci- 
and  amortization  in  the  year  end- 
me  30,  1999.  But  sales  gi-owth  has 
modest,  and  Bronfman  has  pinned 
pes  on  new  mai'kets  in  the  volatile 
)ping  world  and  on  uncertain  new 
Dlogies  and  the  Internet. 

II  also  have  to  wrestle  vwth  higher 
which  will  balloon  150%,  to  $9.5 
..  To  that  end,  Bronfman  aims  to 
;  much  as  $300  million  a  year  in 
by  pooling  Polygi'am's  resources 
Jniversal  Music.  Men-ill  Lynch  & 
fialyst  Jessica  Reif  Cohen  antici- 
a  $600  million  charge  this  quaiter, 
d  to  the  Polygi'am  deal. 

!  piece  of  cold  comfort  for  Bronf- 
Seagram's  slumping  stock  has  ef- 
;ly  reduced  the  Polygi-am  pui"chase 
from  $10.4  billion  to  $9.86  billion, 
because  Royal  Pliilips  Electi'onics 
i%  owner  of  Polygi-am,  agi-eed  to 
;ome  Seagi-am  stock  in  exchange 
e  music  unit.  At  cuirent  levels, 
I  lion  of  shares  to  be  issued  to 
s  would  be  worth  27%  less  than 
].75  they  were  fixed  at  when  the 
/as  struck  in  May. 
course,  Bronfman  also  knows  what 
;e  to  sell  too  soon.  Still  haunting 
the  1995  decision  to  unload  Sea- 
5  24%  holding  in  DuPont  Co.  for 
lillion,  parlaying  it  into  what  is 
n  84%  stake  in  Universal.  As  few 
lolders  have  forgotten,  that 
it  stake  would  today  be  worth 
llion. 

lilarly,  a  $1.8  billion  paper  gain 
ieagram  enjoyed  on  the  complex 
ironfman  cut  with  old  friend  Bar- 
•ler's  USA  Networks  Inc.  a  year 
is  shi-unk  to  about  $400  million. 
'  that  deal,  Seagi'am  contributed 
of  Universal's  tv  operations,  in- 
r  the  USA  Networks  cable  channel, 


THE  OTHER  BRONFMANS 
ARE  STIRRING 


Edgar  Jr  isn't  the  only  Bronfman 
of  his  generation  with  a  taste  for 
the  entertainment  biz.  The  Sea- 
gram Co.  chief  executive's  cousin 
Stephen  Bronfman  also  has  interests 
far  beyond  his  family's  roots  in  Cana- 
dian whiskey. 

Montreal-based  Stephen  is  being 
gi-oomed  to  succeed  his  father, 
Charles  R.  Bronfman,  at  the  helm  of 
a  diverse  gi'oup  of  family  enteri^ris- 
es — chief  of  which  is  their  $1.7  billion 
Seagi'am  stake.  To  represent  his  in- 
terests and  those  of  his  sister,  Ellen, 
Stephen  is  expected  to  eventually 


join  the  Seagram  board  of  directors. 

Wlien  that  happens,  the  family  dy- 
namic will  be  worth  watcliing. 
Thi'oughout  theii'  cai-eers,  Charles  has 
defen-ed  to  his  brother,  Edgar  Sr., 
when  it  comes  to  Seagi'am.  But  he 
has  also  expressed  doubts  about  Sea- 
gi'am's  move  into  entertainment,  ac- 
cording to  Edgai'  Sr.  One  possible 
sign  of  his  displeasure:  Charles  has 
sold  2.5  million  Seagram  shares  in  the 
past  two  years — though,  admittedly, 
that's  only  a  fi-action  of  the  55  million 
his  family  still  holds.  Combining  those 
shares  with  Edgar's  family's  62  mO- 
hon,  the  Bronftnans  own  34%  of  Sea- 
gram, wluch  will  be  diluted  to  29% 
when  the  Polygi-am  acquisition  closes. 

Meanwhile,  Stephen  is  becoming  a 
growing  presence  in  Canadian  media 
cii'cles.  He  is  deputy  chairman  and 
23%  owner  of  Toronto-based  Netstar 
Communications  Inc.,  a  privately 


held  operator  of  cable  specialty  chan- 
nels in  Canada.  Bronfman  is  also  an 
investor  in  a  concert-promotion  busi- 
ness and  a  recently  licensed  wireless 
communications  staitup  north  of  the 
border,  Maxlink  Communications  Inc. 
One  source  says  Bronfman  is  now 
working  on  a  deal  to  invest  in  Toron- 
to-based Imax  Corp.  that  could  in- 
volve helping  it  finance  original  pro- 
ductions for  its  big-screen  and  3-D 
theaters. 

FAMILY  UNITY.  In  the  style  of  his  fa- 
ther, who  maintains  a  low  profile, 
Stephen,  who  associates  say  is  33, 
did  not  return 
phone  calls.  But  ac- 
cording to  people 
who  know  him,  the 
scion's  main  inter- 
ests are  sports,  busi- 
ness, and  philan- 
thi-opic  activities 
related  to  the  envi- 
ronment. Apart  from 
Seagram,  Charles 
Bronfman's  business 
interests  are  man- 
aged through  his 
Montreal-based  in- 
vestment company, 
Claridge  Inc.  A 
staunch  supporter  of 
Israel,  Charles 
counts  as  his  biggest 
hands-on  investment 
a  20%  holding  in 
Koor  Industries,  the 
largest  conglomerate  in  Israel. 

As  Charles,  67,  and  Edgar  Sr.,  69, 
pull  back  from  the  business  their  fa- 
ther founded,  Edgar  Jr.'s  relationship 
with  Stephen  and  Ellen  will  be  as 
critical  as  his  rapport  with  his  own 
siblings.  When  asked  about  family 
unity  earlier  this  year,  Edgar  Sr.  not- 
ed that  the  company  had  recently  re- 
configured its  executive  committee  to 
ensure  that  Chai'les's  side  has  equal 
say.  "We  ai'e  now  starting  to  recog- 
nize that  there  are  two  families  in- 
volved here:  my  brother's  family  and 
my  family,"  he  said. 

According  to  Netstar  Chief  Execu- 
tive Gordon  Craig,  relations  between 
Stephen  and  Edgar  Jr  are  "very 
positive  and  reasonably  close,"  and 
the  two  talk  at  least  once  a  week. 
These  days,  there  is  surely  much  to 
talk  about. 

By  Riclmrd  Siklos  in  New  York 
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but  received  a  46%  stake  in  a  bigger  TV 
operation  with  rights  to  buy  it  back 
when  Diller  retires.  But  the  more  im- 
mediate effect  was  to  marginalize  Uni- 
versal Chairman  Biondi,  who  wasn't  ap- 
prised of  the  Diller  deal  untU  just  before 
it  was  announced.  "Frank  says  all  the 
right  things,  but  you  see  the  pain  in 
his  face,"  says  a  top  media  executive 
who  knows  him  well. 
BOX-OFFICE  DROUGHT.  As  for  Bronfman, 
one  friend  who  met  with  him  recently 
says:  "He  doesn't  have  the  same  boimce 
in  his  step  he  seemed  to  have  a  year 
ago."  But  don't  coimt  the  part-time  l>ii- 
cist  out  yet.  Some  of  Seagram's  opera- 
tions may  have  hit  bottom,  including  its 
Asian  liquor  business  and  its  flagging 
film  studio.  In  a  ch'ought  since  the  1997 
hits  Liar  Liar  and  The  Lost  World: 
Jurassic  Park,  Universal  Studios  has 
eked  out  only  a  42%  box-office  share — 
last  place  among  the  majoi's.  Still,  Lar- 
ry Haverty,  senior  vice-president  of 
State  Street  Research  Inc.  in  Boston, 
predicts  Universal  is  poised  for  a  turn- 
around, with  a  sequel  to  the  hit  pig 
movie  Babe  in  the  offing,  as  well  as 
Patch  Adatns,  a  Robin  Wilhams  featiu'e 
generating  strong  advance  buzz. 

Haverty  also  likes  the  investments 
Univei-sal  has  been  making  in  its  theme- 
park  business;  it  is  expanding  its  Uni- 
versal Studios  attraction  in  Florida  and 
recently  broke  gi'ound  on  a  park  in  Osa- 
ka, Japan.  "It  reminds  me  of  when  Ru- 
pert Mui'doch  nearly  went  bankrupt  10 
years  ago,"  says  Haverty.  "He  didn't 
have  a  lot  of  fiiends,  but  he  was  on  the 
verge  of  a  tumaround." 

Bi'onfman  could  do  worse  than  being 
compared  with  Miuxloch.  One  key  dif- 
ference, though,  is  that  Bronfman's  con- 
trol over  Seagram  is  not  absolute.  He, 
Edgai"  Sr.,  and  related  family  tmsts  con- 
trol 18%  of  Seagi-am's  stock.  That,  com- 
bined with  the  16%  owned  by  Edgar 
Jr.'s  uncle  Chaiies,  gives  the  Bronfmans 
control  of  the  company.  If  Bronfman 
can't  improve  Seagram's  perfomnance, 
the  stockholders  to  whom  he  is  most 
closely  accountable — his  own  family — 
could  gi'ow  restless,  especially  his  Cana- 
dian cousins  (page  149).  "There  is  a  lot 
of  dissension  among  the  family,"  claims 
Bibb,  who  is  also  pemiing  a  biogi-aphy  of 
the  Seagi'am  chief. 

Bronfman  cannot  have  lost  sight  of 
his  family's  expectations.  In  FebiTiaiy, 
1996,  at  one  of  his  first  appearances  af- 
ter buying  Universal,  he  joked  that  "the 
speech  I  want  to  give  you  is  about 
three  years  away."  He  added:  "I  hope 
I'm  around  long  enough  for  you  to  in- 
vite me  back."  As  the  remaking  of  Sea- 
gram rambles  ahead,  Bronfman  may 
soon  be  asking  for  still  more  time. 

By  Richard  SikLos  in  New  Yofrk.  mth 
Ronald  Grover  in  Los  Angeles 
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FLY,  DAMN  IT, 
FLY 

A  new  Boeing  crew  tries  to  navigate  a  turnaround 


CEO  COI 
PUT  NE\ 
EXECS  I 
CHARGE 
THREE  I 


BACK  TO  THE  HANGAR  Boeing  execs  say  they  have  productu 


FIX  PRODUCTION  FOR  GOOD  Boeing  has 
unklnked  the  snarls  that  plagued  its  Seat- 
tle factories  for  the  past  year.  But  comput- 
er systems  that  were  supposed  to  stream- 
line purchasing  and  production  still  aren't 
in  place,  and  costs  remain  above  historic 
levels.  Fixing  those  problems  is  Job  No.  1 
for  new  management. 


MAKE  UP  WITH  SUPPLIERS  Durii 
ramp-up,  Boeing  stretched  suppli 
extravagant  demands  for  parts  an 
materials — and  then  lured  away  n 
their  workers.  Now,  it  is  trying  to 
those  companies  more  like  partne 
including  them  on  decisions  and 
long-term  contracts. 
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k^ince  Alan  R.  Mulally  was  named 
president  of  Boeing  Co.'s  commer- 
jkcial  aii-plane  unit  on  Sept.  1,  he 
'"has  conferred  with  his  top  14 
igers  every  Thiu'sday  morning  for 
houi's.  The  meetings  move  from  one 
;t  Sound  plant  to  another,  but  the 
da  remains  the  same:  fixing  Boeing, 
e  managers  aren't  jawboning  about 
vision  statements.  They're  poring 
production  numbers  and  cost  i"e- 
!,  trying  to  chive  operating  mai'gins 
Boeing's  largest  business  from  near 
back  up  to  8%  or  more.  Mulally  re- 
the  same  mantra  at  each  meeting: 
data  will  set  us  free." 


Tliat  focus  on  numbers  is  a  novel  and 
long  overdue  change  in  Boeing's  hide- 
bound cultiu-e.  Underlying  its  well-pub- 
licized travails — staggering  production 
snafus  and  cost  overruns  that  led  to  big 
losses  despite  a  record  boom  in  ordere — 
are  much  deeper  problems.  In  an  era 
when  price  and  efficiency  are  king,  the 
company  is  saddled  with  biu'eaucracy, 
redundant  processes,  and  antiquated  in- 
formation technology.  "Boeing  has  not 
changed  very  much  since  World  War 
II,"  says  Bill  Wliitlow,  investment  man- 
ager for  SAFEt;o  Northwest  Fund,  hold- 
er of  $2.7  milhon  in  Boeing  stock.  Adds 
Paul  H.  Nisbet,  president  of  aerospace 


itrol,  but  more  steps  are  needed  to  assure  long-term  health 


:K  deliveries  Given  the  state 
j  economy,  Boeing  needs  to  take 
eck  on  its  goal  of  making  620 
!ar.  If  Boeing  can  persuade  cus- 
lelay  deliveries,  it  will  gain  some 
oom  and  hold  on  to  the  orders 
,  w/hen  annual  deliveries  drop  to 


DEAL  WITH  UNHEEDED  ASSETS  By 

2001,  all  commercial  McDonnell  Douglas 
lines  will  have  been  shut  down  in  Long 
Beach,  Calif.  The  100-seat  717  won't  gen- 
erate enough  volume  to  carry  the  facility. 
Boeing  needs  to  pare  away  or  redeploy 
excess  personnel  and  facilities  like  Long 
Beach  that  it  acquired  through  mergers. 


analyst  .jsa  Research  Inc.:  "Boeing 
needs  a  thorough  scmbbing  of  its  oper- 
ations from  top  to  bottom." 

Now,  after  a  management  shakeup  at 
its  August  boai'd  meeting,  the  scnibbing 
has  begim  in  earnest.  The  reorganiza- 
tion came  in  the  wake  of  $4.45  bilhon  in 
writedowns  over  the  past  18  months  and 
net  profits  of  only  $308  rmlHon — or  less 
than  1.2% — on  first-half  1998  revenues 
of  $26.3  billion.  Boeing  was  split  into 
three  units — commercial,  defense,  and 
space — and  the  fomier  head  of  commer- 
cial aircraft  was  forced  out.  New  execu- 
tives ai'e  now  in  charge  of  the  units,  in- 
cluding two  who  aren't  Boeing  lifers. 
That's  almost  imprecedented,  and  reflects 
how  far  Chief  Executive  Pliilip  M.  Con- 
dit,  57,  and  Cliief  Operating  Officer  Hai"- 
ly  C.  Stonecipher,  62,  are  willing  to  go. 

They  don't  have  much  choice:  Theu' 
own  jobs  are  on  the  line  if  they  can't 
end  Boeing's  seemingly  endless  litany 
of  troubles.  One  Boeing  director  says 
privately  that  the  pair  still  has  board 
support.  But  Peter  L.  Aseritis,  an  ana- 
lyst with  Credit  Suisse  First  Boston 
Coi"p.,  figiu'es  the  boai-d  will  give  Condit 
a  nine-month  grace  period  before  "tak- 
ing him  by  the  scniff  of  the  neck  and 
throwing  him  out  the  door." 

Those  nine  months  will  go  by  fast. 
Condit  and  team  say  they  are  on  the 
verge  of  fixing  the  bottlenecks  that  have 
slowed  airplane  deliveries  and  hammered 
profits.  Facing  enomious  pressui'e  to  de- 
liver airplanes  on  time,  Boeing  execs  say 
they  have  to  focus  fii-st  on  getting  prod- 
ucts out  the  door.  "We  have  to  get  pro- 
ductivity back  to  the  levels  we've  had 
before,  and  then  redesign  the  process  to 
take  more  cost  out,"  Condit  says.  But 
beyond  that,  the  plan  Condit  has  spelled 
out  is  a  com"se  of  incrementalism.  Ajid  so 
fai;  it's  lacking  in  details.  The  bi-oad  out- 
lines: complete  stalled  plans  to  modernize 
the  computer  systems  used  to  produce 
planes,  trim  tens  of  thousands  of  jobs, 
and  remake  relationships  with  Boeing's 
enomnous  supply  chain. 

WiU  it  be  enough?  As  long  as  Boeing- 
continues  to  beat  profit  estimates,  as  it 
did  for  the  third  quarter.  Wall  Street 
seems  to  be  regaining  patience.  Boe- 
ing's turmoil  battered  its  stock  by  50%, 
from  60!/  in  July  1997  to  S0%  last  Au- 
gust. But  since  the  reorganization,  it 
has  recovered  16%,  to  around  35. 
"They've  bought  themselves  some  time," 
says  investor  Robert  Finch,  whose  Ael- 
tus  Investment  Management  in  Hart- 
ford, Conn.,  holds  .$4.6  million  in  Boeing 
shares.  The  reorganization,  he  says, 
shows  the  company  is  "paying  atten- 
tion to  the  bottom  line." 

Certainly  the  changes  come  none  too 
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Your  most  valuable  business  opportunities  are  often 
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soon.  A  redesign  actually  lias 
been  under  way  for  five  yeai's, 
but  it  was  seriously  side- 
tracked by  Boeing's  production 
push.  Tlie  process  began  in  the 
early  1990s,  dming  the  trough 
of  the  last  business  cycle, 
when  Boeing  unveiled  an  am- 
bitious plan  to  sti'eamline  air- 
craft assembly.  But  when  busi- 
ness took  off  in  1995,  Boeing 
focused  on  gi-abbing  as  many 
orders  as  it  could.  Manage- 
ment had  been  shocked  the 
year  before  when  its  arch-ii- 
val,  the  Eui'opean  government- 
subsidized  Airbus  Industrie  ORDER  BOOM:  Cost 
consoitium,  outsold  it  for  the  overruns  put  a  lid 
first  time.  To  protect  share,  07i  Boeing's  profits 
Boeing  launched  an  all-out  wai;  from  aircraft  sales 
with  discoimts  as  high  as  25%, 
analysts  say. 

Boeing  won  the  battle,  but  ended  up 
with  a  bulging  order  book  of  lowballed 
planes.  Scaling  up  production  to  build  all 
those  planes  sent  costs  soaring.  That's 
why  analysts  expect  the  commercial  air- 
plane group,  wiiich  lost  $1.8  billion  after 
charges  in  1997,  to  end  this  year  some 
$61  million  in  the  red.  "I'm  convinced  it 
was  one  of  the  most  dysfunctional  ma- 
neuvers in  the  history  of  American  busi- 
ness," says  Richard  Aboulafia,  director 
of  aviation  consulting  for  Teal  Group 
Coip. 

HOMELESS  PLANES.  Boeing  is  still  dig- 
ging out.  Its  anem.ic  net  margins,  which 
are  expected  to  be  1.7%  this  year,  will 
creep  up  to  3.4%  in  1999,  analysts  pre- 
dict. Even  customers  are  feeling  the 
cost-cutting  push;  Boeing,  for  example, 
now  makes  them  pay  for  nonstandard 
features  on  planes.  In  early  October, 
both  United  Airlines  Inc.  and  United 
Parcel  Service  Inc.  complained  to  Boe- 
ing that  it  was  balking  at  making  minor 
fixes  to  planes  they  had  ordered.  Aftei'  a 
heated  meeting  on  Oct.  8,  however, 
United  went  away  satisfied.  "I  am  very, 
very  positive  about  the  steps  they  are 


taking,"  says  Andi'ew  P.  Stud- 
dert,  a  senior  vice-president 
for  United  parent  ual  Corp. 

Customers  and  investors 
are  pinning  then-  hopes  espe- 
cially on  Stonecipher.  The  hard-nosed 
fornier  ceo  of  McDonnell  Douglas  Coip., 
who  arrived  in  1997  with  Boeing's  $16.3 
billion  acquisition,  has  ab-eady  instilled  a 
more  by-the-numbers  approach.  He 
pressed  Boeing,  for  the  fii'st  time,  to 
provide  earnings  guidance  to  Wall 
Street.  And  he  supported  Mulally's  plan 
to  push  profit  and  loss  responsibility 
down  to  individual  plants,  another  first. 

Still,  any  fixes  could  be  swamped  by 
worldwide  economic  problems.  As 
America's  largest  exporter,  Boeing  is 
especially  vulnerable  to  turmoil  in  Asia, 
where  it  sells  a  third  of  its  commercial 
planes.  Even  as  it  gets  production  back 
on  track,  34  finished  au'ci'aft  ai'e  parked 
in  the  Arizona  desert,  unclaimed  by 
strapped  airlines  such  as  Garuda  In- 
donesia and  Philippine  Airlines.  Condit 
himself  now  admits  that  earlier  esti- 
mates of  Asia's  impact  on  orders  may 
have  been  too  low. 

Tliose  undelivered  planes  weigh  heav- 
ily on  the  balance  sheet,  and  Boeing  can't 
tuin  off  its  production  spigot  cjuickly.  In- 
deed, the  company  is  still  planning  to 
raise  output  to  a  record  51  planes  a 
month  in  the  fii'st  quarter  of  1999  be- 


AS  PRODUCTION 
LEVELS  OFF... 


.BOEING'S  PROFITS 
SHOULD  IMPROVE 


DATA:  CREDIT  SUISSE  FIRST  BOSTON  CORP 


cause  it  has  to  meet  1 
standing  delivery  com 
ments.  Yet  it  told  analyst 
Oct.  22  that  up  to  15%  c 
output  for  the  next  five  c 
ters,  01-  more  than  120  pli 
may  go  homeless,  pending 
financing  deals  or  resale 
other  auiines. 

Longer  term,  Condit  i 
take  a  cold  look  at  den 
for  aircraft.  He  still  hok 
forecasts  that  the  global 
ket  will  demand  new  pi 
at  an  avei'age  annual  rai 
8%.  of  the  world's  fleet 
the  next  20  years — 5%  growth  anc 
replacement.  But  analysts  and 
tomers  say  that  may  be  high.  "Bo 
is  like  a  huge  freight  train  that  tal 
couple  of  miles  to  slow  down," 
John  Plueger,  co-chief  operating 
cer  of  International  Lease  Fina 
"They  have  to  talk  to  their  custoi 
now  about  deferrals."  On  Oct. 
Malaysian  Airlines  became  the  \i 
Asian  carrier  to  back  out,  delayin 
planes  worth  $2  billion. 

Boeing's  challenges  aren't  bome 
ly  by  the  commercial-airplane  i 
which  accounts  for  64%  of  revenue 
the  defense  arena,  executives  musf 
m-e  out  how  to  hike  revenues  while 
itaiy  budgets  shrink.  Indeed,  some 
duction  lines  could  shut  down  in 
years  if  new  orders  don't  appear 
the  U.  S.  or  abroad.  And  in  the  fas 
veloping  space  and  commiuiications 
ness,  a  nm  of  bad  luck  and  heavj 
search  spending  are  holding  mai'gii 
less  than  4%  (page  156). 

The  new  management  team  h 
healthy  dose  of  non-Boeing  blood, 
commercial  aii-plane  group,  based 
Seattle,  is  now  under  Mulally,  52, 
previously  headed  Boeing's  Informa 
Space  &  Defense  Systems  gi'oup. 
gi"oup  is  now  split  in  two:  Michae 
Sears,  51,  a  veteran  McDonnell  Doi 
exec,  nms  the  defense  operation  o 
McDonnell's  old  St.  Louis  home. 
•James  F.  Albaugh,  48,  who  came  to 
ing  when  it  bought  Rockwell  Inte 
tional  Coip.'s  space  business  in  199i 
.$3.1  billion,  heads  space  and  comn 
cations  in  Southern  California. 

All  three  need  to  boost  pi-ofit 
gins,  but  Mulally  faces  the  toughest 
So  far,  though,  his  plans  are  shor 
specifics.  Cleaiiy,  fii'st  priority  is  to  : 
cleaning  up  Boeing's  production  v 
Once  parts  ai-e  all  arriving  on  time 
workers  are  better  trained,  he'll  i 
on  cutting  costs.  "We  have  another 
to  go  before  we  get  back  to  effici 
levels  we  had  before  we  traumaf 
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Riled  out  of  bed  at  10. 
walked  15  feet  to  her  lounge  chair, 
turned  over.  Twice. 

has  another  hectic  day  planned  tomorrow, 
who  is  she  sleeping  with? 


s  a  lot  to  do  at  any  one  of  Westin's  31  resorts.  Just  thinking  about  it 
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the    whole    system,"    he  concedes. 

Aside  from  twealdng  the  production 
flow,  the  only  ways  he  can  lower  costs 
now  are  automation  and  layoff's.  Both 
ai-e  ah-eady  imder  way.  Boeing  has  said  it 
aims  to  cut  total  payi-oU,  now  at  235,000, 
to  as  low  as  210,000  by  the  end  of  1999. 
For  a  change,  much  of  the  pain  could 
fall  to  white-collar  workers,  not  to  the 
factory  staff  Boeing  needs  to  get  planes 
out  the  door.  Pink  slips  have  already 
gone  out  to  1,100  employees.  But  analyst 
Nicholas  P.  Heymann  of  Pnidential  Se- 
cuiities  Inc.  thinks  Boeing  might  have 
to  cut  as  many  as  70,000  people. 

The  automation  problem  is  even 
more  nagging.  Boeing  is  one  of  the 
world's  largest  users  of  information 
technology,  but  it  hosts  a  bewildering 
array  of  400  systems.  Data  are  so  dif- 
fused that  Boeing  can't  centralize  pro- 
curement of  the  millions  of  paits  used 
across  its  product  line:  An  identical 
part  may  be  manufactiu'ed  in-house  for 
one  airplane  and  outsourced  for  anoth- 
er. Boeing  is  putting  in  place  a  new  $1 
billion  system  that  ties  together  all  its 
old  computers,  but  it  has  ballooned  in 
complexity  and  now  won't  be  fully  op- 
erational until  after  2000. 
PROCUREMENT  OVERHAUL.  With  good 
systems  in  place,  Mulally  should  even- 
tually be  able  to  better  track  inventory 
and  forecast  demand  for  parts.  Even 
so,  Boeing  is  years  behind  Airbus  in 
electronically  managing  its  supplier  re- 
lations, a  ciucial  step  that  saves  costs  on 
both  sides.  And  software  alone  won't 
make  partners  of  suppliers,  many  of 
whom  felt  burned  by  Boeing's  extrava- 
gant demands  for  paits  and  I'aw  mate- 
rials during  the  production  surge.  Foi' 
that,  Boeing  is  overhauling  prociu'ement, 
foi'ging  long-tenn  deals  like  the  10-yeai-, 
$4.o  billion  contract  it  announced  Aug. 
81  to  buy  aluminum  from  just  five  firms 
instead  of  the  j^revious  50.  Top  suppliers 
invited  to  a  two-day  Boeing  schmooze- 
fest  in  early  October  say  they  were  im- 
pressed by  the  company's  new  focus. 

Still,  Boeing  has  to  prove  it  can  keep 
that  focus,  even  as  boom  times  come  to 
an  end.  But  the  economic  crisis  could 
have  a  silver  lining:  Order  deferrals 
from  earners  could  help  Boeing  smooth 
the  peaks  and  valleys  of  the  cycle.  "Just 
about  the  time  we  need  another  good 
kick,  [Asian  carriers]  are  going  to  be 
ready  to  go  again,"  says  Condit.  "That'll 
help  us  cany  on  long-teiTn."  Assuming 
that  by  the  time  orders  pick  up  again, 
Boeing  has  learned  how  to  build  planes 
for  a  profit. 

By  Atidy  Reinltardt  iit  San  Mateo 
and  Seanna.  Browder  in  Seattle,  with, 
bureau  reports 


A  SPACE  VENTURE 
THAT'S  SPUHERING 


It  wasn't  supposed  to  work  out 
this  way.  When  Boeing  Co. 
bought  McDonnell  Douglas  Corp. 
and  Rockwell  International  Corp.'s 
space  and  defense  unit  in  1996,  the 
Seattle-based  company's  goal  was  to 
meld  an  assortment  of  products  and 
services — rockets,  satellite  vehicles, 
launch  operations,  and  electronics — 
into  an  entity  that  would  dominate 
commercial  and  government  space 
progi"ams.  Boeing  wanted  to  gi-ab 
hold  of  an  industry  set  to  blast  off— 
and  one  able  to  bal- 
ance the  ebbs  and 
flows  of  commercial 
aviation. 

Oops.  The  strategy 
was  valid,  and  the 
company  is  indeed 
No.  1  in  space.  But 
the  past  year  has 
been  nearly  as  tiying 
for  Boeing's  $5.5  bil- 
hon  space  operation 
as  it  was  for  the 
$26.9  billion  commer- 
cial-airplane unit.  At 
fault  are  geopolitics, 
unproven  technology, 
and  a  remarkable  run 
of  bad  luck.  James  F. 
Albaugh,  the  new 
president  of  Boeing's 
Space  &  Communica- 
tions gi'oup,  insists 
he  will  hit  1998  rev- 
enue and  profit  tar- 
gets. "But  it  could 
have  been  better," 
Albaugh  concedes. 

What  went  wrong?  Just  about 
everything  imaginable.  Boeing's 
prized  new  Delta  III  rocket  blew  up 
on  its  maiden  flight  on  Aug.  26,  tak- 
ing with  it  a  $225  million  PanAmSat 
Corp.  satellite.  Overconfidence  lured 
Boeing  into  taking  the  risky  step  of 
carrying  a  live  payload  on  the  maid- 
en voyage.  The  quirky  Sea  Launch 
program,  which  aims  to  loft  rockets 
from  a  platform  in  the  Pacific  Ocean, 
is  a  year  behind  schedule  because  of 
difficulties  coordinating  with 
Ukrainian,  Norwegian,  and  Russian 
partners.  Boeing  was  outbid  by 
Lockheed  Martin  Corp.  on  a  $4  bil- 
lion contract  to  manage  NASA's 


BLOW-UP:  Boen 
rocket  exploded 


gi'ound  operations.  And  the  Interna 
tional  Space  Station,  for  which  Boe- 
ing is  the  prime  contractor,  has  bee 
delayed  by  economic  turmoil  in  Rus 
sia,  where  the  main  control  module 
is  being  built. 

"ENVIRONMENT  OF  EXTREMES."  As 

troubling  as  these  setbacks  are,  an< 
lysts  say  that  they're  unsurprising. 
"Space  is  an  environment  of  ex- 
tremes," notes  Brett  Lambert  of 
Washington-based  researcher  dfi  Ii 
ternational.  Boeing  certainly  isn't 
alone:  A  Lockheed 
rocket  blew  up  just 
weeks  before  the 
Delta  III  explosion, 
for  instance.  And  the 
news  isn't  all  bad.  Or 
Oct.  16,  Boeing  beste 
Lockheed  to  win  a 
$1.38  bilhon  Air  Fore 
contract  to  launch  a 
new  generation  of 
rockets. 

Indeed,  Boeing  re- 
mains bullish  on  spac 
despite  all  of  its  sna- 
fus. From  about  $40 
billion  this  year,  the 
industry  could  hit 
$150  billion  in  a 
decade,  thanks  to  the 
global  communica- 
tions-satellite boom.  ? 
Boeing  has  its  hands  j 
in  many  of  the  key  } 
programs,  as  both  anf 
investor  and  a  con-  I 
tractor,  including  the  ; 
ambitious  Teledesic  Corp.  "Internet'; 
in-the-sky"  venture  backed  by  Craic 
0.  McCaw  and  William  H.  Gates  II  i 

Boeing's  biggest  challenge  in 
space  will  be  to  drive  down  costs  ai 
relentlessly  as  it  must  in  its  jet  air- 
plane operations.  "This  is  going  to 
be  a  classic  commercial  business," 
says  CEO  Philip  M.  Condit — a  far  cr 
from  the  cushy  gover'nment  v^ork  o 
the  past.  Albaugh  thinks  that  the 
space  gi'oup  can  eai"n  margins  of 
10%  within  five  years.  But  vdth 
margins  now  less  than  4%,  Boeing 
has  a  ways  to  go  before  space  takei 
its  profits  into  orbit. 

By  Andy  Reinhardt  in  San  Ma- 
teo, with  Seanna  Browder  i7i  Seattl 


ig'.s  Delta  III 
after  liftoff 
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)W  see  a  business  deal 


We  see  data 


Over  90%  of  the  Business  Week  Top  50  rely  on  Sprint  for  data. 

Millions  of  deals  are  made  every  day.  But  as  unique  as  each  may  be,  they  all  have  one 
thing  in  common  —  the  exchange  of  data.  That's  why  Sprint  offers  such  a  wide  range  of 
data  applications  to  meet  your  challenges,  from  simple  Internet  access  to  complex 
integrated  solutions.  And  soon,  Sprint  ION,'"  our  Integrated  On-Demand  Network, 
will  deliver  virtually  unlimited  flexibility  while  seamlessly  integrating  all  of  your 
information  services  —  making  your  commimications  even  faster  and  more  productive. 
Business  Runs  on  Data.  Data  Runs  on  Sprintl"  www.sprint.com    1  •  8 88  •  7 30  •  D ATA 


Sprint 


We  help  your  business  do  more  business 


Not  when  you  order  direct  from  Compaq.  With 
products  like  the  Compaq  Deskpro  EP  Small  Business 
Series  of  desktops,  and  the  Compaq  Armada  Small 
Business  Series  ot  notebooks.  They  both  come 
pre-installed  with  Microsoft'  Office  97  Small  Business 
Edition.  And  Compaq  Small  Business  servers, 
equipped  with  Microsoft:  BackOftlce  Smdl  Business 
Server,  give  vou  the  most  technology  ior  your  money. 
Order  by  calling  us  directly  or  visiting  our  website. 
More  technolog)'  and  more  ways  to  get  it. 


Model  6300A/4300 

$1,259 

Leasing  price:  $42/Month' 

•  InteP  Celeron "  Processor  300A  MHz 

•  4.3  GB'  SMART  II  Hard  Drive 

•  32  MB  SDRAM 

•  Compaq  S700  17" 
(15,7"  viewable)  monitor 

•  Matrox  MGA  AGP  Graphics 

•  Towerable  ctiassis  converts  from 
desktop  to  minitower 

•  3-year  limited  warranty' 


Model  6450/10000 


$2,239 

Leasing  price:  $77/Month' 

•  Intel  Pentiunr  II  Processor  450 
MHz 

•  10  GB'  SMART  II  Hard  Drive 

•  64  MB  SDRAM 

•  Compaq  S700  17" 
(15,7"  viewable)  monitor 

•  Matrox  Millennium  AGP  Graphii 
with  8  MB  VRAM 

•  32X  Max'  CD-ROM 

•  Towerable  chassis  converts  fro 
desktop  to  minitower 

•  3-year  limited  warranty' 


Microsoft 


(0\'->'->^  t  <iiiip.u]  (  (im|mii.-r  <  <jrp(>r.iiii>ri  ,\\\  ri^lirs  reserved,  (  imip.n].  tlu- 1  unipaq  I  op\  ncNkpru.  I'rtAiynij,  Arnuiij,  .mil  Sii|icrl_)isk  .irc  rci^isicrcd  trademarks  of  Compaij  LompLitcr  Corpt)raiU)n-  Intel  and  PcJj| 
Ate  rf^isicictl  ir.idc[ii.i[ks  .iu<\  MMX  and  ( "eleron  are  tr.idenurks  (jI  Intel  (  orpor.uion  in  the  V.S  and  other  Limntrie^.  MicroNott.  the  MKrusiilt  logo,  and  BackOffice  arc  registered  trademarks  of  Microsofr  Corporll 
Other  products  mentioned  herein  may  he  trademarks  or  registered  trademark.s  of  their  respccrivc  companies.  Operating  system  pre-installcd  on  all  desktop  and  portable  products.  Compaq  is  nor  liable  for  picto  T 
t>'pographKal  errors  in  this  advertisement  All  prices  and  diseounts  shown  refer  to  L'  S.  estimated  selling  prices  on  select  models.  Reseller  prices  ma\  van,-.  Specifications  and  priees  are  subject  to  change  or  cancel  l| 
without  lunice  'Ixasing:  Available  through  (Compaq  (Capital  Corporation  to  qualified  businesses  for  a  term  of  months  with  a  f-air  Market  Value  purchase  option,  and  is  subject  to  approved  crcd;)^ 
certain  terms  and  conditions  Does  not  include  taxes,  fees,  or  shipping  charges.  "For  hard  drives.  GB  ^  billion  bytes.  2()X  Max  (^D-ROM  data  transfer  rates  may  vary  from  1 50  KB/s  to  30(J0  KB/s ! 
Max  Cn-ROM  tiata  transfer  rates  may  vary  from  150  KB/s  to  .WiO  KB/s;  and  ^2X  Max  CD-ROM  from  ISO  KB/s  to  4800  KB/s.  "^Designed  (miy  to  allow  faster  downloads  from  K%Hex<ompNant  so : 
Maxnniiin  .Kliicv.ible  download  ttansinissioii  rates  curreruh  dt>  not  reach  56  KB/s.  .md  will  vary  with  line  conditions.  "^Sofrware  is  prebundled  and  will  come  with  limited  user  do(.umentation.  Aft  i 
dd\'s.  inoiithlv  charges  ami  restiniions  applv.   Some  restrictions  and  exclusions  apply,  ^^all  (800)  OK  (X)MPAC^  for  warranty  details  ' 


Armada  Notebooks  | 

Options  1 

Armada  1700 

Armada  3500 

Armada  1573: 

CO  QOO 

CO  OQQ 

•  Convenience  Base 
(pass-through):  $189* 

)rice:  $54/IVIonth' 

Leasing  price:  $101/IVIontti' 

Leasing  price:  $111 /month' 

•  Additional  Li-Ion  battery:  $189* 

ntel  Pentium  Processor 

•  Mobile  Intel  Pentium  II 

•  Mobile  Intel  Pentium  II 

Armaoa  i/uu. 

IX'"  Technology  233  MHz 

Processor  266  MHz 

Processor  266  MHz 

SMART  Hard  Drive 

•  4.0  GB'  SMART  Hard  Drive 

•  4.1  GB'-  SMART  Hard  Drive 

•  Compaq  Value  Case:  $49* 

^AM 

•  32  MB  SDRAM 

•  32  MB  RAM 

•  32  MB  Memory  Module:  $95* 

able  to  96  MB) 

(expandable  to  160  MB) 

(expandable  to  160  MB) 

Armada  3500; 

STN  SVGA  display 

•  13.3"  CTF  (1024  x  768)  display 

•  12.1"  CTFTSVGA  display 

CD-ROM 

•  24X  Max'  CD-ROM,  optional  DVD 

•  512  KB  L2  Cache 

•  Mnhilp  Fxnan^inn  Unit 

modem' 

•  K56flex  modem" 

•  Optional  CD-ROM  or  DVD 

24X  Max'  CD:  $199* 

id  AC  Adapter 

•  Integrated  AC  Adapter 

via  Mobile  Expansion  Unit 

•  Mobile  Expansion  Unit 

ittery 

•  Multibay  design 

•  4.4  lbs.  and  1.3"  thin 

with  DVD:  $399* 

mited  warranty' 

•  1  -year  limited  warranty' 

•  Magnesium  display  for  durability 

•  Additional  Li-Ion  battery:  $209* 

•  3-year  limited  warranty' 

i 
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1  ice:  $84/IVIonth' 

tium  Processor  with 
)<  :hnology  233  MHz 
'  3MART  Hard  Drive 
V  AM 

!  FT  SVGA  display 
p  ri  56K  modem",  24X 

ROM,  and  AC  Adapter 
ri  ft' Office  97 
al  isiness  Edition^ 
ii  ree  Internet  access 
'«  irough  GTE' 
3:  lilted  warranty' 


Deskpro  EP  6300X/4300/CDSM       ProSignia  200  6/300 


$1,699 

Leasing  price:  $57/Month' 

•  Intel  Pentium  II  Processor  300  MHz 

•  4.3  GB  SMART  II  Ultra  ATA 
Hard  Drive 

•  32  MB  SDRAM 

•  S700  Color  Monitor 

•  ATI  RAGE  lie  AGP  64-bit  Graphics 
Controller  with  2  MB  VRAM 

•  24X  Max'  CD-ROM 

•  56K  Data/Fax  modem" 

•  IVIicrosoft  Office  97 
Small  Business  Edition 

•  3-year  limited  warranty' 


$4,719 

Leasing  price:  $157/Month' 

•  Intel  Pentium  II  Processor  300  MHz 

•  4.3  GB  Wide-Ultra  SCSI-3 
hard  disk 

•  64  MB  ECC  Memory 
(upgradable  to  384  MB) 

•  4/8GBSLRenterpnse-class 
tape  drive 

•  Microsoft  BackOffice® 

•  Insight  Agent  Events  Notification 
Tool  detects  potential  server  issues 

•  3-year  on-site  limited  warranty' 


Options 


Deskpro  EP  Series: 

•  Additional  32  MB 
SDRAM  Memory:  $99* 

•  Upgrade  to  Compaq  19" 
monitor:  $220* 

•  SuperDisk  LS-120 
Drive:  $119* 

•  Compaq  C-Series  810 
Handheld:  $499* 

Armada  SB: 

•  Armada  1700/3500 
Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-Ion 
battery:  $195* 


J  lirect  from  Compaq  at  1 800-888-0365  COMPAQ 
vsit  www.directplus.compaq.com/bw  DirectPlus 

or  if  you  prefer,  call  1 800-AT-COMPAQ  for  a  reseller  near  you.  Better  answers  ' 


A. 


Finance 


HEDGE  FUNDS 


HOW  LONG-TERM 
ROCKED  STOCKS,  TOO 

It  wasn't  just  the  bond  market  that  LTCM  endangered 


It's  widely  believed  that  Long-Term 
Capital  Management  nem-\y  collapsed 
because  of  huge  bond  trades. 
But  that's  only  part  of  the  stoiy. 
Equally  important  were  its  gai'gantuan 
equity  positions.  What  really  shocked 
and  alamned  Wall  Street  banlcs  and  bro- 
kerages was  the  havoc  that  an  ltcm 
collapse  would  wreak  in  the  stock 
mai-ket.  "We  were  most  concerned  about 
the  equity  book,"  says  Jon  S.  Corzine, 
chairman,  Goldman,  Sachs  &  Co.,  I'efer- 
ring  to  ltcm's  equity  holdings. 

Wall  Street  execs  who  attended  meet- 
ings at  the  New  York  Federal  Resei-ve 
before  the  Sept.  23  bailout  were  staitled 
at  the  enomnous  size  of  many  of  ltcm's 
equity  positions.  While  each  finn  that 
traded  with  LTCM  knew  about  its  own 
positions,  it  was  unaware  of  the  extent 
of  ltcm's  trading  vdth  others.  "We  knew 
about  the  fixed-income  positions.  We  had 
no  idea  about  the  equity,"  says  another 
banker  involved  in  the  $3.6  billion 
bailout.  "Tliat's  what  scai-ed  Wall  Street." 
Another  top  banker  put  it  this  way:  "It 
was  a  hand  gi-enade  i-eady  to  explode." 

The  hedge  fimd  was  deeply  involved 
in  thi-ee  types  of  equity  trading:  "pab-s" 
tra(ling,  risk  ai'bitrage,  and  bets  on  over- 
all mai'ket  volatility.  A  major  Wall  Street 
finn  says  that  ltcm's  arbitrage  positions 
in  merger  stocks  alone,  called  risk  ai'bi- 
trage,  reached  $6.5  billion,  and  ltcm's 
positions  in  individual  takeover  stocks 
were  5  to  10  times  as  lai'ge  as  this  Wall 
Street  firm's  own  arbitrage  positions. 
Some  i3air\s-trading  positions  were  even 
larger'. 

Of  most  concern  was  a  massive  $2.3 
billion  position  in  Royal  Dutch  Petroleum 
and  Shell  Transport,  two  closely  related 
stocks.  This  position  is  called  a  pairs 
trade,  or  an  arbitrage  between  two 
stocks,  often  in  the  same  industiy,  that 
usually  move  closely  together  but  some- 
times diverge.  SheU  Transport  owns  40%^ 
of  Royal  Dutch/Shell  Group,  while  Roy- 
al Dutch  Petroleum  owns  60%  of  Royal 
Dutch/Shell  Group.  Both  get  their  in- 
come from  dividends  from  Royal 
Dutch/Shell  Group. 


Histoiically,  Shell  had  sold  at  an  18% 
discount  to  Royal  Dutch.  When  the  dis- 
count rose  above  that,  ltcm  bet  that 
Shell  was  cheap  compared  to  Royal 
Dutch.  So  LTCM  effectively  bought  shares 
of  Shell  Ti-ansport  and  simultaneously 
sold  shai-es  of  Royal  Dutch.  The  idea: 
If  oil  stocks  moved  up.  Shell  would  rise 
more  than  Royal  Dutch,  and  if  oO  stocks 
moved  down,  Shell  would  fall  less  than 
Royal  Dutch.  Instead,  the  stocks  di- 
verged even  further. 
FORCED  SELL.  David  H.  Komansky,  chief 
executive  of  Mennll  Lynch  &  Co.,  feared 
that  if  LTCM  had  to  liciuidate  its  huge 
Shell  position  as  well  as  its  other  equity 
positions,  it  would  roil  the  prices  of  the 
two  oil-company  stocks  as  well  as  the 
overall  stock  market.  Says  Komansky: 
"That  whole  potential  scenario  of  un- 
winding their  equity  portfolio  under  a 
forced  environment  could  have  had  ex- 
tremely negative  consequences  on  the 
[overall]  market." 

The  dangei's  to  the  mar'ket  were  ex- 
aggerated by  the  way  ltc'M  executed 
its  positions.  Rather  than  going  the  tra- 
ditional route — buying  stocks  and  selling 
stocks  short — LTCM  entered  into  total- 
i"etum  swaps  vrith  the  Wall  Street  finns. 
This  did  two  things:  It  allowed  LTCM  to 
pump  up  its  positions  using  leverage, 
and  it  shifted  much  of  the  risk  from 


LTCM  to  its  trading  partners — the  ^ 
Street  banks  and  brokerages. 

Here's  how  a  total-return  swap  w( 
in  risk  arbitrage:  LTCM  wanted  to  ( 
talize  on  the  discrepancy  between 
prices  of  two  companies  that  had 
nounced  a  merger,  say,  Citicorp 
Travelers  (table).  Based  on  the  mei 
temis,  Citicoi-j)  is  underpriced  relativ 
Traveler's.  Rather  than  buying  Citic 
LTCM  buys  a  total-return  swap  fro 
bank.  The  bank  agi'ees  to  pay  ltcm 
total  retiu-n  on  Citicorp  stock — the  s 
appreciation  and  the  dividend.  If  ( 
coi'p  declines,  LTCM  must  pay  the  I 
the  decHne  in  the  stock  price. 

In  effect,  this  allows  LTCM  to  own 
stock  without  putting  up  a  penn; 
margin.  But  the  bank  that  sold  the  s 
must  buy  Citicoi-p  stock  to  hedge  i1 
against  a  rise  in  the  stock  price.  If 


Why 

Total-Return 
Swaps  Scare 
Wall  Street 

This  example  demonstrates  how 
banks  and  brokerages  would 
have  faced  huge  equity  losses  if 
LTCM  had  defaulted 


THE  DEAL 

Under  the  proposed  merger  of  Citicorji 
Travelers,  each  Citicorp  share  will  be 
exchanged  for  2.5  shares  of  Travelers, 
on  June  1,  for  example,  Citicorp  stock 
selling  for  $153  a  share,  while  Travelc 
traded  at  $63,  a  ratio  of  2.43  to  1.  Ear 
Citicorp  share  should  be  selling  for  $1 
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falls,  the  bank  goes  back  to  ltcm 
isks  for  its  money.  The  problem 
hat  LTCM  was  fast  nmning  out  of 
y'.  The  bank  was  left  with  positions 
vere  hard  to  unwind. 
tEJ.  Since  ltcm  had  its  near-death 
ience,  it  has  liquidated  much  of  its 
rbitrage  portfolio,  says  a  source 
to  LTCM,  though  it  still  has  some  of 
irs  trades.  But  Wall  Sti-eet  remains 
ed  by  the  bets  ltcm  still  has  on 
?t  volatility,  the  third  string  in 

equity-trading  bow. 
m  was  wagering  that  the  swings  in 
:ock  market,  which  had  become 
mde,  would  revert  to  a  more  nor- 
almer  pattern.  How  does  one  make 
let?  Generally,  the  more  volatile  a 
the  more  expensive  the  puts  (bets 
I  )rice  decline)  and  calls  (bets  on  a 

increase).  Similarly,  the  more 


volatile  the  overall  stock  market,  the 
higher  the  prices  of  the  puts  and  calls  on 
the  stock  indexes. 

Early  this  year,  ltcm  was  convinced 
that  volatility  was  abnormally  high.  To 
ltcm,  that  meant  that  the  puts  and  calls 
on  the  indexes  were  overpriced.  The 
firm  sold  puts  and  calls  on  stock  indexes 
to  Wall  Street  finns,  betting  that  volatil- 
ity would  decline  and  so,  too,  would  the 
prices  of  these  options.  In  the  lingo  of 
the  Street,  ltcm  was  "short  volatility." 
But  the  opposite  happened:  Instead  of 
volatility  declining,  it  reached  record  lev- 
els. And  LTCM  had  to  put  up  more  col- 
lateral to  cover  its  losses  and  maintain 
its  put  and  call  positions. 

ltcm's  foray  into  U.S.  equity  arbi- 
trage began  in  1995,  only  a  year  after 
the  fvrm  was  started,  ltcm's  partners 
believed  their  bond  expertise  was  trans- 


Long-Term 
Capital  Manage- 
ment pumped  up 
its  profit  poten- 
tial via  leverage 
vv^hile  shifting 
the  risk  to  its 
trading  part- 
ners-Wall Street 
banks  and 
brokerages 


ferable  to  stocks.  "They  didn't  think  of 
themselves  as  just  fixed-income  people," 
says  someone  close  to  ltcm.  The  part- 
ners thought  they  could  earn  attractive 
returns  and  that  such  a  move  would 
provide  diversification.  And  conceptually, 
stock  arbitrage  was  similar  to  what  the 
firm  was  already  doing  in  bonds.  LTCM 
would  go  long  one  bond  and  short  an- 
other bond  in  the  expectation  that  the 
spread  between  the  two  bonds  would 
converge  to  its  historical  relationship. 

LTCM  never  hired  an  experienced  eq- 
uity arbitrager,  say  sources  close  to  the 
firm.  Instead,  ltcm  partner  Lawi-ence 
E.  Hilibrand  headed  the  hedge  fund's 
move  into  equity  arbitrage.  Hilibrand 
made  his  name  as  a  quantitative  expert 
on  mortgage-backed  securities  as  head  of 
Salomon  Brothers  Inc.'s  bond-arbitrage 
group,  ltcm  was  soon  doing  complicated 


fLAY 

re  this 
ium, 
uld  buy, 
llion 
■  Citi  at 
shorts 
ion 

Travelers.  Instead  of  buying  Citi- 
i  k,  LTCM  buys  a  total-return  swap 

n  X.  In  this  swap,  Firm  X  agrees  to 
1 1  the  total  return  on  Citicorp  stock, 
irees  to  pay  Firm  X  a  fixed  interest 
\cchange.  And  LTCM  shorts  Travel- 

t  Firm  X  but  through  its  account  at 


THE  SAFETY  NET 

Firm  X  hedges  itself  by  buying  1  million 
shares  of  Citicorp  stock  at  $153.  This  way, 
if  Citi  goes  up,  Firm  X's  profits  on  its  Citi 
shares  offset  its  payments  to  LTCM.  If 
Citi  declines,  Firm  X's  share  losses  are 
offset  by  payments  from  LTCM  (since  Citi's 
total  return  is  negative). 


THE 

BLOWUP 

By  Sept.  23, 
Citi's  stock  has 
declined  to  $95 
a  share.  Under 
its  swap 
arrangement, 
LTCM  posts  $58  million  with  Firm  X 
to  cover  the  los.ses.  But  if  LTCM 
defaults,  Firm  X  is  left  with  its  Citi  stock 
and  no  offsetting  short  position 
in  Travelers  stock  since  LTCM  did 
the  short,  trade  with  Firm  Y.  Firm  X 
would  be  forced  to  dump  Citi  stock 
in  a  declining  market. 
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trades,  such  as  going  long  a  basket  of  30 
stocks  of  target  companies  and  short  a 
basket  of  the  30  companies  that  were 
expected  to  acquire  them.  Stock  arbi- 
tragers gi'adually  became  aware  of  the 
new  800-pound  gorilla  on  the  block. 
"Their  whole  m.o.  was  to  take  a  rela- 
tively risk-free  deal  and  lever  it  up," 
says  one  arbitrager. 

For  several  years,  risk  ai'bitrage  was 
profitable  for  ltc:m,  as  was  pairs  trad- 
ing and  volatility.  But  in  1998,  the 


world  changed.  In  August,  the  firm  got 
hit  vvith  massive  losses  in  its  fixed-in- 
come positions  and  in  its  various  equi- 
ty positions,  ltcm  was  forced  to  liqui- 
date its  lisk-ai'bitrage  positions  to  meet 
margin  calls.  It's  still  holding  its  Shell 
position  and  its  volatility  trades,  which 
are  more  difficult  to  unwind.  That's 
why  Goldman  Sachs,  one  of  six  main 
firms  managing  the  bailout,  chose  J. 
David  Rogers,  the  head  of  its  global 
equities  trading,  instead  of  a  debt  spe- 


cialist, to  sit  on  ltcm's  overt 
committee. 

Since  the  bailout,  equity  markets  s 
improved,  and  prices  are  less  vol 
than  in  August  and  September, 
may  have  helped  ltcm,  even  thouj 
Oct.  27,  it  laid  off  one-fifth  of  its^ 
But  if  the  mai'kets  convulse  again, 
will  have  to  come  back  to  Wall  S 
for  another  transfusion. 

By  Leah  Nathans  Spiro,  with  Ji 
M.  Laderrywn,  in  New  York 


UBS  FAILED  RISK  MANAGEMENT  101 


In  a  world  where  investors  large 
and  small  try  to  manage  risk,  you 
would  think  ubs,  Europe's  largest 
bank,  would  have  the  resoui'ces  and 
the  smarts  to  do  it  right.  Instead, 
when  it  came  to  the  bank's  dealings 
with  Long-Term  Capital  Manage- 
ment, it  was  amateur  night  in 
Zurich. 

The  blunders  cost  about  $700  mil- 
lion and  foui-  top  executives — includ- 
ing Chairman  Mathis  Cabiallavetta — 
their  jobs.  The  bank  has 
acknowledged  "shortcomings"  in  risk 
management.  In  fact,  there  was  no 
risk  management  at  all.  Spokesmen 
for  the  bank  declined  to  comment  be- 
yond their  press  releases. 

But  based  on  what  the  bank  has 
disclosed,  and  on  interviews  vrith  de- 
rivatives speciahsts  and  with  sources 
close  to  Long-Term  Capital  Manage- 
ment, here's  what  happened.  In  the 
summer  and  fall  of  1997,  ubs  sold 
ltcm's  managers  a  series  of  call  op- 
tions on  shares  of  their  own  fund. 
The  options  allowed  the  ltcm  man- 
agers to  benefit  from  the  rise  in  the 
value  of  the  fund  over  the  next  sev- 
en years  without  actually  owning  it. 
TAX  ANGLE.  It's  the  same  thing  as  an 
investor  who  is  bullish  on  ibm  buying 
an  option  on  Big  Blue  stock.  If  the 
stock,  now  at  146,  goes  up  to  200 
during  the  life  of  the  option,  the 
owner  sells  the  option  and  pockets 
the  $54-a-share  difference.  With 
ltcm,  the  options  covered  shares 
worth  about  $800  million  at  the  time 
UBS  issued  them.  If  the  hedge  fund 
prospered  and  the  value  of  the  op- 
tions' underlying  shares  rose  to  say 
$4  billion,  the  managers  could  sell 
the  options  and  profit  from  the  dif- 
fei-ence  between  the  $800  million 
original  value  and  the  $4  billion  that 
they  would  now  be  worth — a  $3.2  bil- 


LTCM  GAMBLE:  UBS  had  owr  $1  billion 
at  risk  i)t  the  fimd — and  didn't  hedge 

Hon  profit.  For  these  options,  ltcm 
managers  paid  ubs  $266  million. 

Why  would  the  hedge  fund's  man- 
agei's  pui'chase  call  options  on  their 
fimd  instead  of  just  putting  the  mon- 
ey in?  For  one,  the  options  gave 
them  three  times  the  leverage  of  a 
conventional  equity  stake.  If  you're 
expecting  to  make  a  bundle,  that 
magnifies  the  winnings.  There's  a  tax 
angle,  too.  If  the  managers  sold  ap- 
preciated options  before  expiration, 
theii'  gains  would  be  taxed  at  the  fa- 
vorable long-tenn  ca})ital-gains  rate. 
Had  they  invested  that  money  in  the 
fund  dir-ectly,  it  would  likely  be  gen- 
erating short-tenn  gains,  taxed  at 
much  higher  rates.  That's  the  reason 
these  sorts  of  options  are  often  pur- 


chased by  hedge-fund  investors. 

But  ubs'  behavior  was  anything 
but  typical.  True,  the  bank  investec 
$800  million  in  ltcm  to  assure  that 
could  make  good  on  the  options.  Bi 
most  banks  would  have  pocketed  tl 
$266  milhon  fee.  Instead,  ubs  rollec 
the  dice.  It  had  so  much  faith  in  th 
gurus  of  Greenwich  that  it  investec 
its  fee  in  the  hedge  fund,  putting  a 
total  of  more  $1  bOlion  at  risk  in 
lt(-m.  What  the  bank  failed  to  do 
was  to  protect  itself  against  a  decli 
in  the  value  of  ltcm.  It  violated  thi 
first  rule  of  risk  management — dow 
side  protection. 

Some  options  traders  say  it  is  lU 
ly  ubs  never  planned  to  protect  its 
downside.  "The  bet  was  that  ltcm 
would  be  worth  more  in  seven  yeai 
than  it  was  today,"  says  one  specia 
ist.  "That  probably  looked  like  a  be 
that  didn't  need  hedging." 

Most  pros  can  hardly  believe  th 
ubs  would  have  made  such  a  one- 
sided bet.  Robert  N.  Gordon,  pres 
dent  of  Twenty-First  Securities 
Corp.,  says  his  firm  would  have  re 
quired  the  ltcm  managers  to  sell  1 
put  options  that  go  up  in  value  as 
the  underlying  shares  go  down. 
With  put  options,  the  bank  could 
have  protected  some  of  its  downsii 
by  forcing  ltcm  to  buy  back  the 
shares  at  a  price  that  would  have 
prevented  too  great  a  loss.  "I  can' 
believe  UBS  didn't  demand  puts," 
says  Gordon. 

Of  course,  had  UBS  tiied  to  exer- 
cise those  puts,  the  fijiancially  blud 
geoned  ltcm  managers  may  have 
come  up  short  in  buying  them  out. 
But  at  least  the  experts  at  ubs  con 
have  argued  there  was  some  risk 
management  in  place. 

By  Jeffrey  M.  Laderm 
in  New  Yc 
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:STMENT  BANKING  

IINGIDENGE- 
{ COLLUSION? 

academics  question  the  standard  7%  IPO  fee 


I  lusion  on  Wall  Street  is  not  easily 
)otted.  When  academics  William 
Christie  and  Paul  H.  Schultz 
igiired  out  that  nasdaq  market 
s  rarely  quoted  stocks  in  inci'e- 
of  less  than  25(2,  their  1994  trea- 
i  the  Journal  of  Finance  didn't 
ively  conclude  that  anything  was 
But  the  paper  tiiggered  lawsuits 
two-yeai"  federal  investigation  that 
red  widespread  collusion  among 
s  to  fix  prices  or  hunch'eds  of 
Q  stocks.  The  result:  dramatic 
is  that  lowered  spreads  and 
investors  more  than  $25  billion, 
another  academic  study  lead  to 
•  upheaval  in  one  of  Wall  Street's 
iherished  businesses — the  lucra- 
arket  in  initial  public  offerings? 
jpcoming  Journal  of  Finance  ar- 
wo  University  of  Florida  acade- 
aise  disturbing  questions  about 
!s  that  investment  banks  charge 
:  companies  public.  Then-  research 
that  investment  banks  almost  in- 
ly charged  a  flat  rate  of  7%  of 
r-share  offering  price  in  the  vast 
ty  of  IPOS  over  the  last  three 
[chart).  The  fee  is  twice  as  high 
t  charged  by  investment  banks 

CLUSTERING.  Coincidence,  or  an- 
case  of  price-fixing?  Professors 
Ritter  and  Hsuan-Chi  Chen  don't 
at  they  wondei'  why,  in  the  sup- 
f  highly  competitive  investment- 
g  market,  no  one  competes  on 
I'm  not  sure  tliis  is  a  smok- 
n,  but  regulators  need  to 
leir  eyes  and  eai"s  open  for 
2e  of  collusion"  among  big 
treet  firnis,  Ritter  says, 
jcurities  &  Exchange  Com- 
1  panel  last  reviewed  ipo 
in  1994  and  spotted  a  sim- 
-tem.  "Ritter's  study  raises 
s  of  troubling  issues,"  says 
SEC  Commissioner  Steven 
Wallman.  "The  clustering 
the  7%  spread  seems  veiy 
lal.  There  are  possible  in- 
I  explanations,  but  there  ai-e 
ssible  nefarious  ones."  John 
ijgibbon,  editor  of  the  ipo 


But  since  the  1994  study,  }:iricing  has 
become  even  moi'e  unifonn,  Ritter  says. 
Between  1992  and  1994,  for  example, 
only  about  half  of  all  ipos  had  7%  fees, 
according  to  Wallman.  But  in  the  last 
three  years  investment  bankers  charged 
precisely  7%  about  75%  of  the  time.  The 
fee  clusteiing  recently  prompted  the  Na- 
tional Association  of  Securities  Deal- 
ers to  warn  underwriters 
not  to  collude  on 
pincing. 


Reporter  newsletter,  says  it's  an  "oli- 
gopoly." In  recent  yeai's,  IPO  volume  has 
averaged  $40  billion  per  year.  If  fees 
were  on  average  1%  too  high,  that 
would  mean  excess  banking  fees  of  $400 
million  a  year,  Ritter  calculates. 

Antitinst  officials,  though,  have  had 
little  interest  in  the  issue.  The  reason: 
No  one  has  come  foi-ward  to  complain 
that  the  cost  of  going  public  is  too  high, 
Wallman  says.  For  companies  that  want 
to  go  public,  banker's  fees  are  low  on 
their  hst  of  concerns.  Much  more  im- 
portant is  how  much  money  their 
bankers  can  raise  in  an  ipo  and  how 
strongly  they  can  push  it  with  investors. 

PRICE-FIXING? 

Gross  underwriting  spreads  on  IPO  deals 
between  $20  million  and  $80  million 

i  BELOW  7%    ■  7%    a  ABOVE  7% 


'91 

▲  PERCENT 


'93         '94         '95         '96  '97 
DATA:  HSUAN-CHI  CHEN  AND  JAY  R  RinER,  UNIVERSITY  Of  FLORIDA 


On  Wall 
Street,  the  7%  fee,  or 
"spread"  in  Street 
parlance,  "is  viewed 
as  the  last  bastion 
of  the  old,  clubby, 
cigar-smoking 
world   of  invest- 
ment banking,"  says 
Andrew    D.  Klein, 
founder  of  Wit  Capital 
Coi^i.  in  New  York,  an  in- 
vestment banking  boutique 
that  sells  ipos  over  the  Net. 
With  margins  on  brokerage  and 
other  fees  shi'inking,  ipo  fees  are  cru- 
cial sources  of  profits.  "Out  of  mutual 
self-interest,  most  bankers  have  lived 
by  a  not-needed-to-discuss  code  that 
they  wouldn't  cut  spreads,"  Klein  says. 
HAGGLE-PROOF.  Investment  bankers 
and  IPO  lawyers  say  there  are  numer- 
ous reasons  why  banks  maintain  the 
7%  spread.  Most  important,  says  John 
J.  Egan  III,  an  ipo  attorney  at  Good- 
win Procter  &  Hoar  in  Boston,  a  stan- 
dard fee  makes  it  easier  for  invest- 
ment banks  to   work  together  in 
syndicates,  since  it  eliminates  haggling 
over  the  division  of  fees.  Few  compa- 
nies going  public  question  the  fee 
because     "it's     much  more 
important  to  have  a  harmonious 
offering,  and  for  syndicates  to 
work  harmoniously  you  have  to 
have  a  standard  set  of  fees," 
Egan  says. 

It  may  not  be  obvious  there's  a 
problem  that  needs  to  be  fixed. 
Still,  investors  bought  nasdaq 
stocks  at  unfau"  prices  for  decades 
imtU  a  couple  of  academics  pushed 
regulators  into  giving  the  matter  a 
look.  The  Ritter-Chen  study  may 
provide  the  ammunition  for  a  sim- 
ilar review. 

By  Geoffrey  Smith,  iti.  Boston, 
with  Paula  Dwyer  in  Washingtoyi 
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THE  CASE  OF  THE  GYM  BAG 
THAT  SQUEALED 

An  accidental  find  in  New  York  tips  the  Feds  to  a  stock  scam 

It  was  the  kind  of 
oversight  that  is, 
usually,  pretty 
haiTnless.  A  "Marina 
Shap"  failed  to  pay 
the  rent  on  her  cubi- 
cle at  Manhattan 
Mini-Storage  in  the 
SoHo  section  of  New 
York.  When  the  man- 
ager opened  the  bin 
last  January,  howev- 
er, he  found  an  in- 
triguing assortment 
of  knickknacks:  Two 
9-millimeter  pistols,  a 
12-gauge  shotgun, 
and,  the  FBI  asserts 
in  a  court  filing,  "var- 
ious documents  in  a 
box  and  gym  bag." 

The  fluke  discov- 
ery of  the  guns  was 
hardly  earth-shatter- 
ing   in  gun-happy 
New  York.  But  the 
documents  drew  the 
attention  of  the  FBI's 
Russian  organized 
crime  squad.  According  to  a  sealed 
criminal  complaint  filed  with  the  U.  S. 
District  Court  in  Brooklyn  and  ob- 
tained by  BUSINESS  WEKK,  the  FBI 
maintains  that  the  mini-storage  docu- 
ment trove  sets  forth  a  tale  of  stock 
manipulation  and  money  laundering. 
Allegedly  involved  are  more  than  30 
foreign  shell  companies  and  bank  ac- 
counts that,  the  complaint  maintains, 
were  used  to  launder  the  proceeds 
from  illegal  stock  sales  during  1994  and 
1995. 

MONEY  LAUNDERING.  The  feds  are 
charging  that  the  stock  scheme  involves 
two  individuals — Gennady  "Gene"  Klots- 
man  and  Felix  Safer — who  they  say  ran 
a  now-defunct  micro-cap  brokerage. 
White  Rock  Partners  &  Co.,  which  later 
changed  its  name  to  State  Street  Capi- 
tal Markets.  Both  are  charged  with 
stock  manipulation  and  money  launder- 
ing. The  lawyer  hsted  in  the  couit  dock- 
et as  Klotsman's  attorney,  Michael  W. 
Kahn,  did  not  respond  to  a  recjuest  for 


SOHO  STASH:  The  FBI  inaij  be  inrestigafnig  litikH  to  Rnssiaii  iHobstei's 


comment.  Klotsman  was  arrested  in 
September  and  is  in  custody.  Efforts  to 
reach  Safer  were  unsuccessful. 

The  stock  targeted  in  the  complaint 
was  a  Bala  Cynwyd  (Penn.)  company 
called  Holly  Products  Inc.  The  company 
makes  electronic  components  for  casino 
equii)ment,  among  other  tliuigs,  and  was 
the  subject  of  a  public  offeiing  by  Wliite 
Rock  in  late  IdM.  Its  shai'e  piice  was  el- 
evated through  1995  but  swiftly  plum- 
meted, down  96%  over  the  past  year  to 
a  recent  price  of  3(2.  The  feds  do  not 
charge  any  involvement  by  officials  of 
Holly,  whose  most  recent  phone  listing  is 
inactive.  According  to  the  FBI,  Safer  and 
Klotsman  manipulated  Holly  and  other 
shares  in  a  "pum])  and  dump"  scheme, 
and  then  laundered  the  proceeds. 

Accoi'ding  to  the  complaint,  the 
scheme  began  when  Klotsman  and  Safer 
secretly  acquired  large  blocks  of  stock 
for  offshore  corporations  they  controlled. 
The  FBI  maintains  that  the  two  men  in- 
flated share  prices  by  under-the-table 


payoffs  to  brokers  at  White  Rod 
other  finns,  pegged  to  sales  volume 
two  men's  profits,  $10  million  acco 
to  the  complaint,  then  went  thi-oi 
trans-national  money  laundiy. 

According  to  the  feds,  the  monej 
came  in  from  hapless  investors  was 
on  a  round-the-world  tour — to 
Netherlands  Antilles  and  Switzei 
and  then  to  Israel,  Luxembourg 
Netherlands,  Ireland,  the  Chann( 
lands,  and  the  U.  S.  The  feds  say 
Safer  and  Klot 
i^'^T  sometimes  used 
ny  names — and 
times  did  not- 
evidently  made 
FBI's  job  easier. 

The  prosecuti 
Klotsman  and 
bears  strong  sin 
ties  to  the  pro 
tion  of  New 
jeweler  Aleks  1 
who  is  not  charg 
this  case  (BW- 
10).  Paul  was  ai 
ed     in  July 
charged  with  e; 
ing  in  a  money- 
dering  scheme 
White  Rock, 
pleaded  not  i 
and  his  lawyer 
he  is  vigorously 
ing  the  charges. 

One  issue 
by  the  Klots 
Safer  complaii 
the  possibility 
the  FBI  may  be 
ing  ties  to  Russian  organized  cri 
which  has  long  been  beheved  to  b 
meshed  in  the  world  of  shady  mici 
brokers.  The  FBI  agent  handlinj 
Klotsman/Sater  case,  Leo  Taddec 
longs  to  the  FBI's  Russian  orga 
crime  squad.  Sources  familiar  wit 
Paul  case  say  the  fbi  is  also  pr 
possible  Russian  and  Italian  mob 
in  the  Paul  investigation.  Paul's  la 
Benjamin  Brafman,  denies  know 
of  any  mob  probe. 

If  indeed  the  feds  are  pursuing 
ties,  they  need  more  than  lucky  b 
like  unpaid  mini-storage  bills, 
need  confidential  informants  far 
with  the  opei'ations  of  these  firms 
the  complaints  in  both  cases  inc 
that  they've  got  sever'al.  Perhap 
of  them,  someday,  will  answer 
question:  Who  owned  those  two 
limeter  pistols  and  that  12-gauge 
gun?  And  what  was  he  or  she 
ning  to  do  with  them? 

By  Gary  Weiss  in  New 
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Storagc^k. 

Information  Made  Powerful 

!  Storage  Technology  Corporation.  StorageTek  is  a  registered  tra(lemarl<  and  OPENstorage  and 
tion  Made  Pov/erful  are  trademarks  of  Storage  Tecfinology  Corporation,  All  other  trademarks  and 
!d  trademarks  are  property  of  their  respective  owners.  ,  , 


ne  s  noL  sure  wriere  ine  neiworK  ciosei 
is  yet.  But  he  does  understand  how 
vital  information  is  to  the  success  of 
the  company.  And  with  a  StorageTek® 
solution  in  place,  he  knows  his  users 
can  access,  move  and  share  that 
information  effortlessly,  across  the 
enterprise.  (Not  a  bad  thing  when  you're 
the  new  guy.) 


f;  FIRST  DAY  ON  THE  JOB. 
course  he  already  knows  everything) 


With  the  latest  StorageTek  innovations, 
you  can  manage  information  in  ways 
you  never  thought  possible.  Our  unique 
OPENstorage™  solutions  combine  the 
best  of  disk  and  tape  with  ultra-SCSI 
and  fibre  channel  connectivity,  for 
exceptional  speed  of  access  across  NT? 
NOS  and  UNIX®  platforms.  And  you'll 
have  the  power  to  control  it  all  from  a 
single  location. 

StorageTek  solutions  give  you  maximum 
scalability,  so  you  can  handle  growth 
with  ease.  And  built-in  redundancy 
eliminates  single-point  failure,  so  your 
data  is  always  available.  All  of  which 
means  storage  you  can  feel  confident 
about  from  day  one.  To  learn  more,  call 
1-800-STORTEK  today,  or  visit  us  on 
the  Web.  Next  thing  you  know,  you'll 
know— well,  pretty  much  everything. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BUILDERS  GOING 
THROUGH  THE  ROOF 

Investment  strategist  Steven  Ki'oll 
plays  the  market  with  aplomb — and 
pinidence:  He  buys  shares  only  in  fast- 
growth  companies — with  yearly  earn- 
ings rises  of  20%  to  25% — that  are 
cheap,  trading  at  book  value  or  less. 
They  must  also  be  buyout  tai'gets  in 
consolidating  industries.  And  Kroll 
seeks  U.  S.  plays:  no  Asian  or  emerg- 
ing-market exposui'e. 

Where  to  find  such  stocks?  Kroll,  a 
managing  director  at  Monness,  Crespi, 
Hai'dt,  a  Wall  Sti-eet  reseai'ch  boutique 
that  caters  to  large  institutions,  is 
snapping  up  specialty  homebuilders, 
where  "consolidation  is  just  picking 
up,"  he  says.  Kroll's  top  choices:  Stan- 
dai-d  Pacific  (spf),  Del  Webb  (wbb),  and 
Ryland  Group  (ryl). 

He  thinks  lai-ge-caps — the  Cokes  and 
Gillettes — are  still  overpriced.  Kroll 
was  a  champion  of  such  blue  chips  at 
J.  P.  Morgan,  where  he  was  a  portfolio 
manager  for  11  years,  before  forming 
Hutton  Asset  Management  in  1981. 

Hutton's  assets 
had  ballooned 
fi-om  zei'o  to  $38 
billion  by  the 
time  he  left  in 
1991  to  join  Mon- 
ness. Kroll  thinks 
the  best  values 
now  are  to  be 
found  in  small-  to 
mid-cap  stocks. 

Standard  Pa- 
cific, a  builder  of 
upmarket  houses 
in  California  and 
Texas,  trades  at 
9%  a  share — way  below  its  estimated 
book  value  of  $12.40.  On  Oct.  26,  Stan- 
dard reported  that  its  third-quarter 
earnings  jumped  68%,  to  $11  million,  or 
38(2  a  share.  Kroll  expects  Standard  to 
earn  $1.40  a  shai-e  in  1998  and  $1.80  in 
1999,  compared  with  last  year's  81(2. 
He  thinks  the  stock's  long-tei-m  worth 
is  25. 

Del  Webb,  wliich  develops  residential 
communities  in  Sunbelt  states  such  as 
Arizona,  Florida,  and  Nevada,  trades  at 
22 — equal  to  its  book  value.  For  the 
quarter  ended  Sept.  30,  earnings 
jumped  35%.  Analysts  expect  Del 
Webb  to  earn  $2.58  in  fiscal  1999  ended 


KROLL:  He  looks 
for  torrid  growtJt 


June  30,  up  from  fiscal  1998's  $1.96. 
Kroll  sees  th^  stock,  now  at  22,  hit- 
ting 40  in  a  year. 

Ryland  specializes  in  single-family 
attached  and  detached  houses  and  of- 
fers mortgage-related  services  to  its 
customers.  Now  at  25,  Ryland  is  a  dou- 
ble in  a  year,  according  to  Kroll.  Gold- 
man Sachs  analyst  Stephen  Dobi  re- 
cently upped  his  1998  estimate  from 
$2.10'to  $2.40,  and  raised  his  1999  num- 
ber fi-om  $2.55  to  $2.95,  compared  with 
$1.33  in  1997. 


DOES  DATA  GENERAL 
NEED  A  PARTNER? 

Data  Genei'al  (dgn),  which  skidded  to 
7  on  Aug.  31 — dovm  from  17  in  eai- 
ly  June — ^is  back  on  the  i-adai"  screens  of 
investors  who  play  the  takeover  game. 
They  are  betting  that  Data  General, 
which  has  lisen  to  13,  is  being  piu'sued 
by  the  Hkes  of  Storage  Technology  or 
Sun  Microsystems.  Wliat  is  the  logic 
behind  tliis  reasoning?  Tliey  figure  Data 
General  is  a  compelling  buy  both  on 
fundamentals  and  as  takeover  bait. 

"DGN  is  an  undervalued  player  in 
the  attractive  entei'prise  [data]  stor- 
age market,"  says  Don  Young,  a  tech- 
nology analyst  at  PaineWebber.  Data 
General  is  too  small,  he  adds,  "to  stand 
alone."  It  "needs  to  align,  partner,  or 
merge  with  other  industry  playei's." 
He  figures  that  Data  General  has  a 
breakup  value  of 


$40  a 


IT  TOOK 
A  SAVAGE  BEATING 


$23  to 
share. 

The  company's 
Clariion  storage 
division  alone  is 
worth  $15  to  $22 
a  share,  estimates 
Young.  And  the 
company's  other 
m.ajor  business — 
the  Aviion  sei'ver 
unit — "appears  to 
be  in  the  best 
strategic  shape," 
says  Young,  who 
figures  it  is  worth 
$11  a  share. 

PaineWebber  investment  sti-ategist 
Edward  Kerschner  picks  Data  General 
as  one  of  his  takeover  bets  in  technol- 
ogy. He  says  other  possible  buyers  in- 
clude Hewlett-Packard  and  IBM.  "With 
DON  tradiiig  at  just  20%  to  30%.  of  rev- 
enues, the  stock  is  attractively  valued," 
says  Kerschner.  DGN  spokesman  Jim 
Dunlap  declined  comment. 
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CRITICAL  MASS 
AT  ROCK  OF  AGES 

Rock  of  Ages  (ROAC)  is  neithe 
chiu'ch  chou-  nor  a  rock  band.  It 
company  in  which  Goldman  Sachs 
set  Management  has  taken  a 
stake.  Other  investors  include  Well 
ton  Management,  with  9%-,  and  Fic 
ty,  with  5%'.  What's  Rock's  appeal? 
the  leader  in  the  tombstone  busine 

"Rock  of  Ages  is  the  kind  of 
cial-situation  stock  we  hanker  for,"  s 
Mike  Connor,  co-head  of  CB  Partner 
New  York  investment  frnn.  The  st 
now  at  11,  traded  as  high  as  21  a  j 
ago.     Rock  of 
Ages  is  a  pure  TOPPLED 
play  in  the  rapid-  TOMBSTONES 
ly  gr'owing  tomb- 
stone market. 

Lower  death 
rates  have  been  a 
concerTi  for-  funer- 
al homes.  But 
Rock  "has  a  vir- 
tual lock  on  its 
business — from 
quarrying  marble 
and  gr'anite  to 
making  and  dis- 
ti'ibuting  tomb- 
stones," Connor 
notes.  So  Rock  is 
gaining  mar-ket  shar'e  and  raising  pri 

Connor-  and  his  partner*,  Jerry 
Ian,  think  the  pr-ice  could  double 
to  12  months,  based  on  the  30% 
nual  earnings  gr-owth  they  see  for 
next  few  years.  They  think  Rock 
i-esents  a  "very  strong  takeover 
get."  They  note  that  the  stock  tra 
at  a  pr-ice-earnings  ratio  of  just  1 
lower  than  others  in  the  death-( 
industry,  such  as  Ser-vice  Corp.  In 
national,  whose  p-e  is  20 

Rock  owns  and  oper'ates  13  qi 
r-ies  and  13  plants.  It  sells  its  prodi 
thr-ough  2,125  disti-ibutors  and  42  c 
pany-owned  r-etail  stor-es.  The  comp 
has  been  acquiring  smaller  tombst 
makers.  As  the  only  fully  Integra 
memor-ial  maker-.  Rock  has  a  "sig 
cant  advantage"  in  the  industry, 
Susan  Little,  an  analyst  at  Raym 
James  &  Associates.  She  figures  E 
will  earn  95?  a  shar*e  this  year 
$1.24  in  1999.  vs.  last  year's  57(2. 


ROCK  OF  AGE! 
STOCK  PRICE 
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For  more  coverage  of  the  markets 
visit  our  Web  site  at  businessweek.c 
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Time  is  Running  Ou 

Don't  let  the  value  of  your  inventory 
slip  away  as  the  year-end  approaches^ 
MRI  can  provide  full  val^^^r  youip 
underperfoitning  assets:  excess  inventorie 
short-dated  product,  returns,  refurbishec 
and  reconditio 
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For  more  information  please  contact 
Martin  Schwartz  at  212.557.7575  x  201 
275  Madison  Avenue,  New  York,  NY ,10016 
ww^w.mediar^sources.com 
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The  Workplace 


AUTOS 


GM:  MODULAR  PLANTS 
WONT  BE  A  SNAP 

What  works  for  rivals  in  Brazil  may  not  for  the  U.S.  giant 


Auto  executives  have  a  dream. 
They  envision  a  super-efBcient  fac- 
tory where  premade  chunks  of  a 
car  roll  in  to  be  bolted  together 
into  a  finished  vehicle  by  a  handfiil  of 
assembly-line  workers,  the  way  a  child 
snaps  together  Lego  blocks.  The  result: 
spectacular  savings  on  capital  invest- 
ment, payroll,  and  per-vehicle  costs. 

The  dream,  or  at  least  some  attempt 
to  reach  it,  is  slowly  nearing  reality.  So 
far,  low-volume  versions  have  appeared, 
mainly  in  emerging  markets  like  Brazil, 
where  Volkswagen,  Chrysler,  Ford,  and 
GM  ai-e  jumping  in,  or  for  niche  products 
hke  Mercedes-Benz's  tiny  smart  car  in 


France.  General  Motors  Corp.'s  first 
modular  plant,  the  cutting-edge  Blue 
Macaw  factory  in  Brazil,  will  open  next 
spring.  But  gm,  in  a  plan  called  Project 
Yellowstone,  also  intends  to  roll  out  sev- 
eral more  such  plants  over  the  next  few 
years  to  replace  inefficient  plants  in  the 
U.  S.  Rust  Belt. 

gm's  effort  will  be  the  most  ambitious 
test  of  the  futuristic  factory.  No  other 
carmaker  plans  to  go  modular  in  so 
many  plants.  Ford  Motor  Co.  and 
Chrysler  Corp.  won't  risk  a  falling-out 
with  their  workforces  in  the  U.  S., 
where  the  United  Auto  Workers  (uaw) 
is  sure  to  oppose  shifting  thousands  of 


jobs  to  lower-wage,  often  nonunion  !| 
pUers.  Critics  warn  that  the  whole  i5 
of  modular  assembly  is  overblown  i 
unlikely  to  achieve  big  savings.  Bi 
gm  can  pull  it  off,  carmakers  around  i 
globe  will  likely  rush  to  follow  suit, 
pliers  can  "come  up  with  better  s; 
tions  [than  gm's]  and  take  costs  out ' 
smart  designs,"  says  gm  President 
Richard  Wagoner  Jr.,  who  adds  that 
will  decide  in  early  1999  which  vehi 
Yellowstone  will  make  first.  One  li 
candidate,  say  analysts,  is  the  ChevTi 
CavaHer,  now  built  at  aging  plant 
Lordstown,  Ohio,  and  Lansing,  Mic 
Modular  assembly  is,  at  heart,  an> 
tension  of  outsourcing,  the  comi 
practice  of  buying  parts  from  out. 
suppliers.  For  years,  auto  makers  ii 
been  shifting  away  from  producing  n 
of  a  car's  5,000  components  by  contrj 
ing  parts,  or  even  groups  of  themt 
suppliers.  The  module  approach 
further,  handing  off  engineering  and 
duction  responsibility  for  entire  chi 
of  the  car,  such  as  the  chassis  or  ini 
or.  Suppliers  design  a  module,  mal 
some  of  its  hundreds  of  parts  and  li 
contracting  others.  They  set  up  pl;i 
next  to — or  even  inside — the  auto  nJ 


■I 


TECHNIQUE  OF  THE  FUTURE? 

GM  plans  to  introduce  modular  manufacturing,  a 
method  in  limited  use  at  other  carmakers.  Instead 
of  making  individual  parts,  suppliers  build 
entire  sections  of  a  car,  such  as  this 
chassis  made  for  Chrysler  in  Brazil  Tubing 


Calipers 


Shocks 
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Knuckles 


Steering  Link 


Steering 
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In  today's  world,  workers  need 
more  skills  than  ever,  and  it  all  starts  with  literacy. 
As  an  employer,  you  have  a  lot  to  offer. 


Cheri  Chappelle  and  her  employer,  ITW  Switches  of  Chicago,  IlHnois, 
are  generous  with  their  time,  space,  and  money.  They  let  their  workers  know 
that  supporting  literacy  is  important.  Like  Cheri  and  ITW,  you  can  make  a  difference 
by  working  with  one  of  the  many  literacy  programs  in  your  community. 

For  mere  infermatien  call  1-800-228-8813. 


LITERACY 


^     IT'S     A     WHOLE     NEW  WORLD 


National  Institute  for  literacy 

800  Connecticut  Ave,  NW  •  Suite  200  •  Wasiiington,  DC  20006 
iittp://www.niffl.gov 
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solutions  to  enhance  the  future  of  your  business.  Only  at  The  Third  Annual  Business  YJex 
Conference  on  the  Digital  Economy. 
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The  Workplace 


er's  and  deliver  modules  right  to  the 
assembly  line,  where  carmaker  employ- 
ees bolt  them  together. 

The  idea  looks  gi-eat  on  paper.  Sup- 
pliers shoulder  more  risk  and  invest- 
ment, allowing  auto  makers  to  cut  the 
size  of  an  assembly  plant  by  two-thirds. 
A  camiaker  can  slash  its  worWorce  and 
capital  investment  in  new  plants — often 
$1  billion  a  pop — by  half.  It  also  can 
slice  its  engineering  and  testing  bud- 
get. Auto  makers  say 
such  cost-sharing  is  es- 
sential. "It  is  impossi- 
ble for  any  auto  com- 
pany to  have  all  the 
resoui'ces  in-house  to  do 
all  of  the  R&D  and  tech- 
nology investment 
needed  today,"  says 
Chrysler  Chairman 
Robert  J.  Eaton. 
DESPERATE.  Advocates 
say  the  result  can  be 
more  efficient  designs 
with  fewer  parts.  "It's 
easier  to  handle  com- 
plexity if  you  break 
[cars]  into  modules  and 
enlist  your  suppliers," 
says  Daimler  Benz 
marketing  chief  Dieter 
Zetsche.  Adds  Mike 
Laisure,  vice-president 
for  modules  at  auto 
parts  maker  Dana 
Corp.:  "We  can  get  the 
job  done  quicker." 

For  GM,  modulai"'s  ap- 
peal is  particularly 
strong;  the  auto  giant 
desperately  needs  the 
promised  savings  for  its 
small  cars,  on  which  an- 
alysts estimate  gm  los- 
es at  least  $1,000  each. 
gm's  Wagoner  says  small 
cars  and  compact  j^ick- 
ups  are  likely  modular 
candidates. 

But  the  pitfalls  are 
many.  For  one,  the  idea 
won't  please  gm's  union 
workers,  with  whom  re- 
lations still  are  frayed 
after  crippling  sti'ikes.  While  gm  says 
it  will  shiink  staff  by  attrition,  the  UAW 
won't  like  outsourcing  thousands  of  jobs. 

GM  is  pressing  ahead  anyway.  Small- 
car  chief  Mark  Hogan,  who  launched 
the  Blue  Macaw  project  and  is  s])ear- 
heading  Yellowstone,  says  he  discussed 
gm's  plans  with  Richard  Shoemaker, 
head  of  the  UAw's  gm  unit,  on  Oct.  14. 
"We're  going  to  have  to  find  some  mid- 
dle gi'ound,"  was  all  Hogan  would  say 


aftei-ward.  The  UAW  declined  comment. 
UAW  officials  may  seize  on  a  possible 
silver  lining,  though:  the  chance  to  re- 
ciiiit  lower-wage  supplier  workers,  who 
will  work  side-by-side  with  higher-paid 
union  ones.  "That's  a  perfect  oppoituni- 
ty"  for  UAW  recruiters,  says  Wayne 
State  University  labor  historian  Steve 
Babson. 

Chrysler  and  Ford,  whose  plants  al- 
ready are  efficient,  don't  feel  the  ur- 


AVALIERS  AT  THE 
GING  PLANT  IN 
LORDSTOWN,  OHIO 


BUILDING  THE  MODUUR  GAR 

Here's  how  auto  executives  hope  to  boost  efficiency: 


SUPPLIERS 


Help  design  whole  sections  of  a  new  vehicle,  such  as  the  chassis  and 
interior,  striving  for  simplicity  and  greater  efficiency;  suppliers  also  do 
engineering,  assembly,  and  testing  of  modules. 


SUB-SUPPLIERS 


Provide  hundreds  of  individual  parts  and  are  accountable  to  the 
suppliers. 


The  suppliers'  workers  are  stationed  near  or  even  in  the  carmaker's 
assembly  plant.  Carmaker  employees  work  mainly  on  bolting  togeth 
er  the  finished  chunks  to  complete  the  car. 


COSTS 


The  auto  maker  cuts  its  R&D  budget  and  engineering  staff,  has  a 
shorter  assembly  line,  and  can  employ  half  the  number  of  workers 
It  can  halve  the  $1  billion  typical  cost  of  building  a  new  plant. 

gency  to  follow  gm.  They  already  have 
modular  operations  or  plans  in  Brazil: 
Chiysler  opened  a  $315  million  modulai- 
truck  plant  there  this  summer,  and 
Ford's  Project  Amazon  aims  to  build  a 
Brazilian  car  plant  by  2001.  But  neither 
plans  a  modular  U.  S.  plant.  "You  can't 
lay  people  off  and  pay  somebody  else  to 
do"  the  work,  says  Chiysler's  Eaton. 

Supplier  relations  could  be  another 
stumbling  block  for-  gm.  Modular  assem- 


bly requii'es  auto  makers  to  work  cl( 
ly  vrith  key  suppliers.  But  General 
tors  still  hasn't  mended  all  the  rifts 
ated   in   the   early    1990s  by 
heavy-handed  cost-cutting  tactics 
then-pm-chasing  czar  Jose  Ignacio  Lc 
de  An-iortiia.  gm's  Hogan  says  its 
plier  relations  are  improving  but 
cedes  they  still  aren't  perfect. 

Naysayers  of  modular  note  Daim 
I'ocky  ex])eiiment  with  the  SMART  min 
Earlier  this  year, 
German    auto  ma 
launched  its  micro-ca 
a  joint  venture 
smh,  the  Swiss  make 
Swatch  watches, 
plant  in  eastern  Fra 
Quality  problems  m 
rife,  delaying  the  ( 
introduction  by 
months.  "We  had 
learn  that  what  m; 
sense   in  theory 
headaches  in  real  1 
says  Daimler's  Zets 
Although  he  says  m( 
lai'  assembly  now  w( 
well    for  the 
SMART  cai;  Daimler  d 
n't  want  to  entnast 
pliers  with  big  piece 
its  more  complex 
cedes  luxury  sedans 
EXTRA    VALUE.  S 
critics  see  the  mo( 
concept  as  little  n 
than  a  shell  game, 
it  does  is  shift 
from  one  facility  to 
other,  without  redu 
the   labor  involv 
says  ING  Baring 
mam  Selz  auto  an; 
Maryann  Keller, 
only  real  gain  com* 
suppliers  can 
parts  better  than 
carmakers.  If 
they'll  try  to  recou] 
raising  prices.  Japai 
auto  makers  are  L 
in  part  foi-  this  rea 
With  modules,  "Toy 
labor  cost  is  just  tr 
fen-ed  to  suppliers,  which  has  no  m 
ing  for  cutting  costs,"  says  To; 
spokesman  Koki  Konishi. 

(;m  is  betting  that  the  module 
proach  can  wi-ing  big  efficiencies  oi 
its  U.S.  factories.  But  rocky  relat 
with  suppliers  and  blue-collar  wor 
make  the  difficult  job  of  turnini 
untested  rh-eam  into  reality  even  touj 
By  Kathleeyi  Kerwin  in  Detroit, 
bureau  reports 
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IMAGINE 

DRIVING  HOME 
FROM  THE  OFFICE 
AT  7:55.  YOU'RE 
TIRED  —  BUT  IT'S 
THE  KIND  OF  SAT- 
ISFIED TIRED  THAT 
COMES  FROM 
HAVING  A  GREAT, 

productive  day  at  work. 
As  the  telecommunications 
manager  for  your  company, 
you've  just  engineered  the 
biggest  improvement  to  your 
communications  system  ever. 
Now  every  desktop  will  have 
simultaneous  access  to  both 
voice  and  data  capabilities. 
Users  will  be  able  to  manage 
multiple  calls  with  a  single 
line  and  a  single  telephone 
number,  and  will  have  access 
to  advanced  services  like  Call- 
er ID  and  Conference  Calling. 
Furthermore,  managers  will 
have  desktop  videoconfer- 
encing capabilities  on  the 
same  line  they  use  for  voice 
and  data. 

Arriving  home,  you  notice 
that  the  evening  activities 
are  in  full  swing.  Your  hus- 
band is  listening  to  audio 
clips  on  the  Internet,  while 
your  daughter  is  talking  to 
two  friends  on  a  three-way 
call.  Halfway  through  her 
call  she  receives  an  e-mail. 
After  dinner,  you  decide  to 
dial  up  the  corporate  Local 
Area  Network  and  send 
e-mail  to  your  department 
head  detailing  the  advan- 
tages of  your  company's 
digital  Centrex  telecom- 
munications capabilities. 
While  your  husband  is 
scanning  the  news  Web 
sites  to  get  caught  up  on  ; 
the  day's  events,  you 
upload  a  list  of  tomorrow's 
planned  activities. 

Now,  it's  time  to  relax... 
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ON: 


communications  capabilities 
lested  by  this  scenario  are 
isticated,  but  also  quite  attain- 

Welcome  to  the  world  of 
rated  Services  Digital  Network 
si).  It's  a  switched,  end-to-end 
ork  that  allows  for  simultane- 
ransmission  of  voice,  data,  and 
)  information.  With  two  full 
;x  digital  channels,  Basic  Rate 
ace  (BRI)  ISDN  provides 
ds  up  to  128  Kilobits  per  sec- 
Kbps).  This  is  the  version  most 
snces  and  small  businesses 

Primary  Rate  Interface  (PRI) 

bundles  23  channels  together, 
ovide  speeds  of  up  to  1,544 

This  is  the  version  most  larger 
9sses  use  to  ne^/vork  their  geo- 
lically  dispersed  sites. 


Interaction 
Processor 


JAVA 


remains  the  only  high-speed 
rk  that  is  available  throughout 
of  the  world  today.  While  new 
unications  technologies  such 
K  Modems,  Cable  Modems, 
^DSL  (Asynchronous  Digital 
riber  Line)  promise  to  emerge 
jrnative  access  methods  into 
ta  network,  ISDN  deployment 
ues  to  grow  phenomenally, 
'ith  good  reason.  ISDN  is  a 
5  'high  speed'  service  that  is 
3jle  now,  everywhere,  to  sup- 
=9w  and  emerging  applications 
33,  voice,  and  video  collaboration. 

IDN  APPLICATIONS 
iCLUDE: 

:jrnet  Access  —  ISDN  flexible 
'1  speed  access  to  this  popu- 
eapplication. 


•  Remote  Local  Area  Network 
(LAN)  Access  —  The  distributed 
computing  network  employed  by 
so  many  corporations  can  be 
accessed  remotely  via  ISDN. 

•  Work  At  Home  —  ISDN's  ability 
to  carry  multiple  calls  simultane- 
ously means  that  a  single  ISDN 
line  can  serve  a  home  office  (typ- 
ically, voice,  data,  and  fax). 

•  Centrex  and  Key  Telephone 
Capabilities  —  ISDN  supports  a 
full  range  of  advanced  voice  ser- 
vices for  small  and  large  busi- 
nesses. 

•  Videoconferencing  and  Imaging 
—  ISDN  supports  a  host  of 
image  data  transfer  capabilities 
that  serve  industries  as  diverse 
as  banking  and  telemedicine. 

•  Telemetry  —  ISDN's  separate 
signaling  channel  (the  D  channel) 
is  commonly  used  for  utility 
meter  reading  and  alarm  moni- 
toring. 

•  Transaction  Services  —  ISDN 
enables  high-speed  credit  verifica- 
tion for  point-of-sale  applications. 

•  PBX  Trunking  —  ISDN  PRI  allows 
PBXs  the  ability  to  manage  multi- 
ple call  types  such  as  DID,  WATS, 
800,  and  foreign  exchanges. 

Internet  Service  Providers  are  better 
served  by  ISDN  PRI.  The  fast  call 
set  up  and  tear  down  of  the  digital 
ISDN  PRI  increases  the  effective 
amount  of  traffic  that  can  be  han- 
dled by  ISPs.  Unlike  T1  technology 
that  can  only  handle  analog  modems, 
PRI  has  the  ability  to  terminate  ana- 
log and  ISDN  BRI  generated  calls. 

There's  a  new  exciting  ISDN  innovation 
—  it's  called  Always  On/Dynamic 
ISDN  (AO/DI).  Using  AO/DI  (see 
sidebar),  a  user  can  keep  the  con- 
nection with  their  office  or  Internet 
Sen/ice  Provider  (ISP)  up  as  long  as 
they  keep  their  computer  turned  on. 
They  can  continually  receive  and 
send  e-mail  and  small  files,  make 
and  receive  fax  and  voice  calls  —  all 
simultaneously,  without  the  frustra- 
tion of  dialing  and  logging  in  many 
times  throughout  the  day. 


'NTERACTIVE 
.NTELLIGENCE 


HOW  AO/DI  WORKS: 
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Normally,  AO/DI  utilizes  th^ 
ISDN  D-Channel  to  maintaii^ 
an  X.25  connection  to  the  ISR 
—  this  provides  the  low  band-i 
width  connection  for  e-mai| 
notification,  "push"  data,  etc.! 
However,  when  additional 
bandwidth  is  needed  (foil 
example,  to  handle  a  graphics-^j 
intensive  download  from  the^ 

■I 

Internet),  AO/DI  automatical!^ 
adds  circuit-switched  B-channel^ 
at  64  Kbps  each.  With  both| 
B-channels  in  use,  128  KBps' 
are  available.  After  bandwidthi 
needs  decrease,  the  B-chan-J 
nels  are  released.  The  X.2li 
call  remains  connected  thr<| 
oughout  the  entire  login  ses^ 
sion.  if  a  voice  call  comes  in| 
during  a  download,  the  useil 
may  choose  to  take  it,  reduc<| 
ing  the  bandwidth  to  64  KBpJ 
temporarily,  (important  Note;i 
The  user  need  not  understanci 
any  of  this  to  make  it  work.)  I 
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ISONI: 

SOME  KEY  POINTS 
TO  REMEMBER 
ABOUT  ISDN: 

•  It  provides  guaranteed  bandwidth 
—  ISDN  offers  dedicated  band- 
width to  the  user;  it's  not  shared 
with  anyone  else,  offering  securi- 
ty and  consistency. 

•  It  uses  the  existing  phone  line  — 
in  most  cases,  the  existing  analog 
telephone  line  can  easily  be  con- 
verted for  ISDN  service. 

•  It  simultaneously  supports  feature 
rich  voice,  data,  and  video  calls. 

PRODECTIONS 
INDICATE  A  BULL 
MARKET  FOR  ISDN 

According  to  the  National  ISDN 
Council,  there  are  currently  more 
than  one  million  BR!  ISDN  lines  and 
80,000  PRI  ISDN  lines  in  use  in  the 
United  States.  The  Council  indicates 
that  ISDN  BRI  is  growing  in  excess 
of  40%  a  year,  while  the  PRI  base  is 
growing  at  more  than  130%  a  year. 
And  within  two  to  three  years,  25% 
of  the  Centrex  lines  in  the  country 
will  be  ISDN. 

Dataquest,  a  respected  market 
researcher,  reports  a  similar  trend; 
BRI  lines  will  grow  to  nearly  four  mil- 
lion deployed  in  the  U.S.  by  the  end 
of  2001. 

initiatives  to  make  ISDN  more  con- 
sumer-friendly are  playing  a  signifi- 
cant role  in  the  growth  of  ISDN. 
Working  with  the  National  ISDN 
Council,  the  Vendors'  ISDN  Association 
(VIA)  has  sponsored  programs  to: 

•  Simplify  and  automate  the  ISDN 
ordering  process. 

•  Establish  ISDN  ordering  codes, 
which  provide  consumers  with 
"packages"  of  most-requested 
ISDN  features. 

•  Introduce  new  features  to  ISDN 
like  AO/DI. 


WHY  ISDN"? 
WHY  NOW"? 


BECAUSE  YOU  WANT  TO 
STREAMLINE  OPERATIONS 

Phones.  Faxes.  Computers.  If  they're 
operating  independently  on  different 
phone  lines,  different  phone  num- 
bers and  one-at-a-time  operation, 
you  can  have  all  the  pieces  of  infor- 
mation technology  but  still  not  have 
all  the  advantages.  The  world's  largest 
companies  know  the  value  of  inte- 
grating these  tools  into  a  single  pow- 
erful system. ..and  they  have  the  bud- 
get for  building  the  private  communi- 
cations networks  to  gain  that  com- 
petitive edge.  Now,  you  can  have  this 
same  advantage.  Without  a  private  net- 
work. Without  new  telephone  wiring. 
And  without  a  huge  capital  invest- 
ment. That's  because,  now.  Bell 
Atlantic  makes  it  possible  for  you  to 
do  it  all  with  ISDN. 

BECAUSE  YOU  WANT  TO 
CUT  COSTS  AND  BOOST 
PRODUCTIVITY 

With  ISDN,  one  phone  number  and 
one  phone  line  can  do  it  all:  carrying 
images  from  your  fax,  conversations 
from  your  phone,  and  data  from  your 
computer  -  all  simultaneously.  The  pro- 
ductivity  benefits  are  significant... 
and  the  cost  savings  can  be  substantial. 

BECAUSE  YOU  NEED  NEW 
COMPETITIVE  TOOLS 

Whether  you're  looking  for  greater 
control  over  voice  communications 
or  fast,  virtually  error-free  transmis- 
sion of  data,  ISDN  delivers  the 
speed,  reliability,  and  functionality 
you  need. 


Bell  Atlantic 

rmation  on  Bell  Atlantic  ISC 
for  your  business,  please 
visit  Bell  Atlantic  online  at 
ww.BellAtlantic.com/abou1 
/business.htm. 

THE  VOICE  OF 
THE  SUPPLIERS: 
THE  VENDORS'  ISDt 
ASSOCIATION 

The  Vendors'  ISDN  Associatic 
(VIA)  is  a  non-profit  corporati( 
composed  of  equipment  supplie 
3Com,  ADC  Kentrox,  ADTRfi 
Inc.,  Arescom,  Inc.,  Ascend  Coi 
munications.  Inc.,  AT&T,  Bay  N( 
works.  Inc.,  BinTec  Communic 
tions,  Cisco  Systems,  Digi  lnt( 
national.  Inc.,  EC!  Telecom,  Eio 
Technology,  Hermstedt  Gmb 
Intel  Corporation,  ITK  Telecoi 
munications,  Microcom,  Microsc 
Corporation,  Motorola,  NetAce; 
Inc.,  OmniLink  Communicatior 
Shiva  Corporation,  Telenetworl 
Toshiba  America  Information,  Tumk' 
Solutions,  and  Virtual  Access.  VI/ 
primary  function  is  to  simplify  ai 
accelerate  the  availability  of  inti 
operable  ISDN  customer  equ 
ment  solutions  based  on  the  nee 
of  end-users  worldwide. 


I NEW  INTERNET 
APPLICATIONS 

. . .  revolutionize  the  way  people  v 
and  live.  Nortel  Networks  is  leac 
these  efforts  and  evolving  its  IS| 
products  and  services  to  del 
unparalleled  value  and  solution; 
the  marketplace.  Through  its  I 
BRI  and  PRI  solutions,  N 
Networks  delivers  revenue-genera 
services  to  its  customers  that 
vide  increasingly  sophisticated  c 
sumers  with  seamless,  high-sp 
access  and  multimedia  capabiliti 


With  ISDN  as  a  critical  componer 
Nortel  Networks'  own  telecomr|; 
ing  solution,  the  global  company 
an  aggressive  and  rapidly  grov 
telecommuting  program  with  rr 
than  3,600  employees  participa 
worldwide.  "Nortel  enjoys  a  tren 
dous  competitive  advantage  in 
area  of  telecommuting,"  said  Ricf 
Reid,  VP  DMS  North  America,  Nc 
Networks. 
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I  minutes  from  Mars  to 


Earth. 


Hn  hour  and  a  half 

from  the  NASA  website  to  your  desktop. 

sn't  it?  We  can  drive  around  on  a  planet  34  million  miles  away,  but  you  have  to  "watch  paint  dry"  just  to  see  the  pictures.  Of  course,  it  doesn't  have 
H|  lat  way  Nortel  Networks  is  working  with  telephone  companies,  carriers,  and  ISPs  to  give  everyone  fast,  affordable  web  access.  From  ISDN  BRI  and 
SI  ur  new  i-Meg  Modem,  Nortel  Networks  is  busy  making  today's  analog  modems  look  downright  drowsy  To  learn  more  about  how  Nortel  Networks 
ih,  ing  build  the  New  (faster,  more  reliable,  more  profitable)  Internet,  call  1-800-4  Nortel,  department  DL,  or  visit  www.nortel.com. 

N0RTEL 

NETWORKS 

How  the  world  shares  ideas. 

©1998  Northern  Telecom  Nortel  Networks,  the  Nortel  Clobemark  and  i-Meg  Modem  are  trademarks  of  Northern  Telecom, 
Sojourner,-  Mars  Rover  ■  and  Spacecraft  design  and  images  are  ©1996-98.  California  Institute  of  Technology.  All  rights  reserved 
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"Through  the  ISDN  network,  we 
offer  our  telecommuting  employ- 
ees high-speed  IP  connections 
that  bring  the  power  of  the  corpo- 
rate network  to  their  home  —  with 
all  the  reach,  reliability,  and  com- 
bined voice  and  data  services 
they  need.  This  advantage  helps 
us  attract  and  keep  the  best  talent 
while  increasing  employee  produc- 
tivity and  satisfaction." 

Easy-to-install  and  easy-to-use,  the 
ISDN  solution  provides  bandwidth- 
on-demand  capability  that  dynami- 
cally manages  connections  to  meet 
the  remote  networking  needs  of 
consumers.  And  Nortel  Networks' 
ISDN  solutions  combine  cost-effec- 
tive access  with  the  ability  to  deliver 
advanced  call  handling  features  like 
conferencing,  call  forwarding,  call 
transfer,  caller  ID,  and  speed  dialing. 

Nortel  Networks  continues  to  devel- 
op and  deploy  advanced  voice  and 
high-speed  data  access  technolo- 
gies to  its  customers.  PacificNet,  a 


local  Internet  Service  Provider  in  the 
Los  Angeles  area  (www. pacific- 
net. net),  uses  ISDN  PRI  for  its 
Internet  dial-up  connections.  ISDN 
PRI  enables  more  efficient  use  of 
PacificNets'  PM3  dial-up  hubs  and 
drives  cost  savings  on  equipment 
and  maintenance.  PRI's  flexibility  to 
handle  both  digital  and  analog  calls 
has  helped  make  PacificNet  one  of 
the  fastest  growing  and  most  reli- 
able ISPs  in  the  Los  Angeles  area. 

Nortel  Networks  works  with  cus- 
tomers worldwide  to  design,  build, 
and  deliver  telecommunications  and 
IP-optimized  networks.  Customers 
include  public  and  private  enterpris- 
es and  institutions;  Internet  service 
providers;  local,  long-distance,  cel- 
lular and  PCS  communications  com- 
panies, cable  television  carriers,  and 
utilities.  Nortel  had  1997  revenues 
of  US$15.5  billion  and  Bay 
Networks,  a  wholly-owned  sub- 
sidiary of  Nortel  Networks,  had  rev- 
enues of  US$2.4  billion  during  its 
most  recent  fiscal  year. 
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t  nstant 
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File  Transfer 
Video  Conferencing 
Telephone  Conferencing 
.Call  Management 
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INTERACK 

Communications  Inc. 
765  Flynn  Road 
Camarillo,  OA  93012-8056 
(805)  738-0379 
http://www.interack.com 


THE  NATIONAL 
ISDN  COUNCIL: 
THE  ENGINE  BEHIND 
ISDN 

The  National  ISDN  Council  (NIC; 
an  association  of  companies  tl 
fund  Bellcore,  a  leading  provider 
communications  software,  engine 
ing,  consulting  and  training  servic 
based  on  world-class  research, 
provide  technical,  operational,  a 
marketing  support.  Members  inciu 
Ameritech,  Bell  Atlantic,  BellSou 
Cincinnati  Bell  Telephone,  Lua 
Technologies,  Nortel  Networ 
and  SBC  (which  includes  Pac 
Bell  and  Southwestern  Bell). 

The  NIC  resolves  technical  and  p 
icy  problems  related  to  Natio 
ISDN  and  determines  the  needs 
industry  players  (including  serv 
providers,  equipment  suppliers,  a 
end  -  users)  to  utilize  National  iSI 
effectively.  The  NIC  also  creates  i 
fosters  ISDN  awareness  amc 
mass  market  and  business  us 
while  helping  to  set  indus 
expectations  on  the  course 
National  ISDN. 


The  NIC  develops  requirements 
new  National  ISDN  features  £ 
ensures  their  timely  deployrri' 
through     the     National  ISIj 
Enhancements  process.  The  H 
also  oversees  the  development 
Bellcore's    Customer  Premii 
Equipment  (CPE)  Guidelines,  j 
addition,  the  NIC  is  an  originatoi| 
key  player  in  National  ISDN  indi 
try  initiatives  designed  to  simpf 
the  ordering  process  and  impri 
the  customer  experience. 


Interactive  Intelligence  offers 
Windows  NT-based  commum 
tions  system,  Enterprise  Interact 
Center  (EIC),  for  call  centers  c 
enterprises.  EIC  replaces  \egi 
telecom  devices  including  PB^ 
ACDs,  IVRs,  voice  mall  systems,  I? 
servers,  and  CTI  gateways.  |, 

EIC  provides  facilities  that  all'; 
organizations  to  efficiently  procf' 
not  only  telephone  calls  but  ^a>^ 
e-mail  and  voice  mail  messacp» 
text  chats,  Web  call-back  requei 
pages,  voice  over  Net  calls,  etci' 


iforldng 
'~~  "Refiability 

Call  Ms  for  your  Terminal  Adapter  Needs 
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imon  applications  are  automat- 
ill  distribution,  interactive  voice 
onse,  and  unified  messaging, 
r  approach  is  IT-concentric, 
s  a  much  lower  cost  of  owner- 
and  takes  great  advantage  of 
J  PRI  service,  "  says  Dr.  Donald 
n,  CEO  of  Interactive  Intelligence, 
are  seeing  widespread  adop- 
of  ISDN  PRI  around  the  world 
for  high-quality  voice  connections 
I  centers  and  other  businesses." 


CENTREX:  IT  HELPS  YOU 

DOWN  TO  BUSINESS 

to  have  access  to  sophisticated 
and  data  business  services 
ut  having  to  support  a  lot  of  on- 
ises  equipment?  Consider  ISDN 
rex.  Like  its  analog  counterpart, 
Qentrex  provides  a  host  of 
less  capabilities  such  as  Hold, 
srence.  Transfer,  and  Additional 
Offering  from  the  Telco's  central 
'.  However,  with  its  basis  in  the 
il  network,  ISDN  Centrex  also 
4orts  Electronic  Key  Telephone 
Ibilities.  This  allows  the  user  to 
ijge  multiple  simultaneous  calls 
tnultiple  telephone  numbers.  It 
I  permits  users  to  share  tele- 
i«e  numbers,  while  still  having 
Udual  key  access. 


ERESTED? 

s,|  Id  be  clear  that  anyone  who  needs  to 
131  id  receive  voice,  data,  and/or  video  is 
I  c  candidate  for  ISDN.  To  find  out 
3  I'out  ISDN,  check  out  the  Web  sites 
■  S'.itional  ISDN  Council,  (www.bell- 
^  nvnic)  or  the  Vendors'  ISDN 
sJ  ition  (www. via-isdn.org}. 

}  re  ready  to  order  ISDN  for  your 

'r  >r  business,  contact  your  local  tele- 

\c  company  (service  provider).  ISDN 

'  ovides  the  capability  you  need  for 

e  plications  you  want,  TODAY. 


At  Bell  Atlantic, 
we  know  ISDN 
from  experience. 


ISDN  lines  installed  in  U.S.A. 


If  experience  is  the  best  teacher,  then  Bell  Atlantic®  is  at 
the  head  of  the  class  in  ISDN. 

Bell  Atlantic  has  installed  and  maintains  nearly  half  of 
the  ISDN  lines  in  service  in  the  United  States.  We  help 
customers  create  and  implement  innovative  communica- 
tions to  improve  productivity  and  meet  the  competitive 
challenges  of  today  and  tomorrow. 

You  can  take  advantage  of  the  flexibility  and  versatility 
of  Bell  Atlantic's  ISDN  features  and  options  to  carry  your 
business  into  new  areas  of  opportunit)'  with  individually 
tailored  solutions. 

For  more  information  or  to  order  ISDN,  call  your 
Bell  Atlantic  Account  Manager  or  call: 

1  800  550-ISDN  in  NT,  iMA,  ME,  \T  RI,  NH 

1  800  570-ISDN,  Ext.  20  in  DC,  DE,  AID,  NJ,  PA,  VA,  WV 


©Bell  Atlantic 


ISDN  supplement  was  prepared  by 

vledge  Industry  Publications,  a 

idiary  of  Phillips  Business  Information,  Inc. 

ten  by:  Deepak  Kamlani,  Managing  Director, 
iterprise  Ventures  and  Chris 
eising,  Senior  Consultant,  Bellcore 

gned  by:  Arch  Street  Design,  Greenwich,  CT 

5r  Illustration  by:  Eric  Yang 

irial  Offices:  701  Westchester  Avenue, 
/hite  Plains,  NY  10604 


v\-\\w.BelIAtlantic.coiTi 


ISDN  is  available  in  most  Bell  Atlantic  service  areas  and  where  facilities  permit. 
Monthly  ISDN  and  usage  fees  apply.  You  will  need  some  equipment  Bell  Atlantic 
does  not  supply. 

For  More  Information  Circle  Free  Product  Info  No.  84 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  60611 


Education/Instruction 


@ 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance;  ' 


UPCOMING  COURSES 


The  Columbia  Senior  Executive  Program 

(May  2  -  28.  1999)    (Aug  8  -  Sept  3,  1999) 

Marketing  Management 

(Dec  6  -  11.  1998)    (Feb  21  -  26,  1999) 

Finance  &  Accounting  for  the  Nonfinancial  Executive 

(Dec  6  -  11.  1998)    (Mar  21  -  26,  1999) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  53 

Visit  our  web  site  at:  www.columbia.edu/cu/business/execed 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call: 

Direct  To  Catalogs,  Inc. 

23  W  W/alnut  St,  Hanover  PA  17331 

717-633-1850 


Corporate  Gifts 


Logo  Tattoos! 

m 

Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Peisonalized  Oolf  Balls 


TOB^UTt 

WiExm. 


PRECEPT  ^S^KivC* 


MAXFLL 


Corporate  Gifts/Premiums 


NO  time  to 
wait  for  a 
catalogt 


Order 
thousands 
of  impriiitable 
Inisiiiess  gifts  online 
...  24  hours  a  day. 


www.promomart.coIn^w 

EiitiT  monthly  to  win  .S1,I)I)0  in  Kifis! 


Education/instruction 


AWARD  mNNING 


EDUCAfiOH 

MBA  ft  MS  Degiretts 
Executive  Education 


800.441.4746 

 www.isiiBtf.eritf  

Accredited  by  the 
Distance  Edi  cation  Training  Council 


MONTICELLO 
UNIVERSITY 


Tht"  Frai  titioner's  MBA  &  JD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
www.moiiticello.edu 
Fax  913-661-9414 
800-405-7935 


An  NBA  You  Can  Fit 
into  Your  Schedule 


Innovative  and  flexible,  you  can  struclute  your  study  to 
lit  your  schedule,  location  and  budget  Earn  your  lully- 
accredited  MBA  by  distance  learning  through  Leicester 
University's  Management  Centre 


,  Call  us  now'  800-874-5844 
•  E-mail  rdiusa&erols  com  ^  * 

I  www  le  ac  uk/luma  ^  ^  ' 


No  Classroom  attendance 
Accelerated 
Degree  programs  based  on  work  experience 


BUSINESS  -  ENGINEERING  -  ARTS 


www  wastiinl  edu 

PO  BOX  1138-  Bryn  Mawr,  PA  19O10  I 
Fax.  610-S27.:CI08  •  washunivnop  net  j 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor*Master«Doctor 

Business  (Mgmt,  HRM.  Health  Care) 
Management  of  Technology. 
Pschology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW.  Santa  Ana,  CA  92705 
800-477-2254  www.scups.edu 


MBA  BY  Distance  Learning 

Major  British  university  offers  acorediletJ  I^BA,  no 
BacHelor's  or  GMAT  needed  Cfioseii  by  Economist 
Intelligence  Unit  as  one  of  world's  best  MBA  programs 

HERIOT-WAU  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  I       Ask  for  exf  20 
6921  Stockton  St,  Suite  2,  El  Cerrito,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
tax  machine's  phone,  call  (510)  486-8900. 


Education/lnstructio 


University  DEGk 


Bachelor's,  Master's,  Ph. 
Taking  courses  using  texts/p 
mail/Email.  No  classes.  Low  < 

Columbia  Pacific  Umve( 

105  Digital  Dr.,  Novate,  ( 
94949 
800-552-5522 


Business  Software 


(.Irder  cnu)\  credit  cjnl  pructj.sing,  shipping,  \ 
aimaa  nun^emeni  widi  incegr^ied  mtemti  c-m. 

invenlory  management,  reporang.  Il^i  manjgcn", 
majlitig — everything  you  need  for  older  taJanj;  hv  [' 
even  the  Woild  Wide  Web  lii  one  simple  asv-t, 
aiTordifile  Windows  program  from  iXdjce 
Call  1  -800-858-3666  or  visit  www.dwiammp.i 

Mail  Orff rManageii 


Francliising 


Franchis 

your  busineai 

Call  fcr  information  on  franchj 
your  business  or  seminail 
scheduled  througtiout  the  coij 

mncorp' 

Specialists  In  Franchise  Oevolopmi 

1-800-FRANCHISE« 


Business  Financim 


Get  Cash  for  Invo  ? 

Finance  Your 
Accounts  Receiva^i 

Low  Rates  •  No  Hassles  •  No  Fin ; 
We  can  customize  financin 
to  suit  your  company 

AeroFund  Financial,  a 
(800)  747-4234 


Investment  Opportuni^ 


$Earn  42  to  1200% 
more  on  your  Savin 

►  7  to  12%  Return  on  Investrii 
APY  (Guaranteed) 

►  6  months  to  2  year  terms  (lik . 

►  $500  to  $50,000  per  accouni 

►  Toll  Free  1 -888-883-3C5 

►  requesi  Kevin  {est  123)  say  you  saw 


Financial  Service: 


$30,000 .0  $SOO,l^ 

Start  or  expand  your  buvi 
with  a  business  loan  th 
Guaranteed  by  the  Go . 
www.business-capital  r 

1-888-745-6756  Extll^ 


1000  Temporary  Tattoos  with  your  Logo, 
JustS189.00!l 

plus  $fO,.pO  S&H  (CA  add  7.25%  sales,  tax) 
Cu»lomized!  Full  Color!  2"x2\. 

Calico  ~ 

3000  Alaino  Drive.  Ste  201  • , Vacaville,  CA  95687 
Tel;  707/448-7072  •  Fax;  707/446-8273 


FOR  AD  RATES  AND  INFDRMATIDN 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


I  ness  Opportunities 


HEALTH  FREEDOM 


^ED  HOME  BUSINESS 

soplfc's  Choice  Award  Winner 
OK  per  month  from  home  with 
g  NASDAQ  Health  company, 
ap  cost.  Team  Training/Support 
a  FREE  Report,  call 

388-575-0246 

;lobalhomebusiness.net 


bored?  Want  to  be  your  own 
!d  your  business  &  would 
challenge''  Need  a  part  time 
/e  are  seeking  qualfied  aflfili- 
ne  to  benefit  from  your  own 
5  &  our  40  year  background 
SESS  MEDIATION  CON- 
T  Exceptional  traming  & 
support  can  provide  a  sub- 
ome&  personal  satisfaction 
,  bank  loans,  insurance  R  E 
i  business  transfers,  etc  )$12k 
all  for^ei?  brochure&  video 


1^ 


siness  Loans  and  Equipment 
Sl.OOO  to  $10  million.  No  co- 
Work  directly  with  National! 
ilmiited  earnings  potential  and 

\  ,  '  —^\ 

I  :  mar  and  l  /| 

n  packet      _  ^ 

•800'336-3933 

)an  Consultants,  Inr.  ^ 


\fW^  Proven 

Cuctative 

fosed  l^ix  hits  nation! 

rowing  company  in  personal 
ition  industry  -  not  MLM 
il  Leader.  Strong  support  team 
product  cost ■  guaranteed. 
I|  ness/success-minded  call: 
891-3460  (24hrs) 


r  id  of  Making 
t  one  Else  Rich? 

V'  )wn  wholesale  distribution 
ef  specialty  gift  items.  Easy  to 
lien!  profits,  huge  market. 
^,  3r  only  $25  deposit  &  $5  S/H 
13   nided  with  $250  purchase) 

1  ;.N.I.  Gift  World 
)5-495-3822 


al  Goldmine  $$ 


't;;  Residual  Income 
^  eat  Product 
P  v^en  Industry 
0  lling,  No  MLM, 


Turnkey 

FESCUE 


Business  Services 


SAVE  30%  to  50% 


3-TO-A-PAGE 

Business  Checks 
& 

Laser/InkJet 

Computer  Checks 

(  all  for  a  FREE  brochure 

1-800-239^087 

Designer  Checks 

www  clesignerchecks  torn 


100%  SATISFACTION  GUARANTEED 


TRADEMARKS 


•  Trademark  by  Phone! 

'  Protect  your  logo,  slogan 
or  business  name 

'  Attorney  owned/operated 


800-67-TRADEMARK 


INCORPORflTE 


'  FREE  Information 

■  All  U.S.  States  and  Offshore 

'  Attorney  owned  and  operated 


www.corpcreations.com 


1-800-672-9110 


TRHDEMRRK 


RESEARCH  REPORTS 


■  20,000  ACADEMIC  TOPICS  AVAILABLE! 

I     Send  $2  for  the  290  page  catalog 

I      Cuslom-wiiHen  leporls  Jlso  Mildble 

,  RESEARCH  ASSISTANCE 

'  11 322  Idaho  Ave,  #206BF 

i  Los  Angeles.  CA  90035 

L  TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.coin 


Financial  Services 


No  Cradit  Check  -  72  hr  Svce.  -  EZ  approval 
100K  to  5  mil.  5,5%  -  Borrowing  Made  Easier 
with  compensating  balance  deposits. 


I  1-888-745-6752  ext.  1005  I 
Golf  Resorts/Vacations 


At  Its  Greatest 

For  more  intormaDon 
visit  our  web  site  at 
www.  infinitydub-com 
u,  1-800-727-7388 


Ft  LmiderrLde's  C^iiiy 
AU'Indusnv  Goif  Restm 

Your  .  hour  of  S  .  Our,f> 
mrluJzng  che  Imrrrary  Fast 

Roam  -  Meak  -  Gotf  -  Tamis 
-Be^«agps-  Beaj^&fitnes 
Cener  -  Tax  &  SaviCE- 
A  L  L  - 1  N  C  L  L)  D  t  D 
ban$l  l^pa'pason/prrni^ 


Fine  Art 


DALI 

Collect  Rar«,  Authentic 
Llmlteil  Edition* 
from  (  2S00 
CALL  FOR  CATALOO 

1-S00-999-DALI 

»  13101  851-4714 


ISO  9000  Certification 


ISO9000  Made  EASY  &  CHEAP 
$2,495  (BusinessWeek  Special) 


/  QS9000  &  CE  Mark 
^  Thousands  sold  world  wide 

e-mail:  lucidi@ix.netcom.com 
(fax:  562-403-3796) 


Free  Demo  Kit:  888-735-7604 


Home  Furnishings 
F    Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FuRNrrURE  COMPANY 
P.O.  Box  1548.  Mt.  Airy,  NC  27030 
^  (800)  334-9094  (336J  786-6151  > 


Travel 


WHOLESALE 
PRICES  TO  ASIA 

Corporate/Individual 

1-800-886-5944 

www.pacifictravel.com 


MAJESTIC  YOSEMITE 

UNLIMITED  GOLF  FOR  2  -  JOHNNY 
MILLER  CHAMPIONSHIP  COURSE 
YOSEMITE-CASINO-SK.I-3  LAKES- 
FISH  -  SAIL  -  TENNIS-SWIM 
3  BR  CUSTOM  HOME  $1850/WEEK 


1-877-310-1234 


Executive  Gifts 


MANAGEMENT  TOOL 


The  Shamrock  4  in  1  is  a 
unique  single  writing 
instrument  with  black, 
blue,  and  red  ballpoint 
pens  and  a  0.5mm  pencil. 
Elegant  European  styling, 
precision  crafted  in  brass, 
multi-coat  black  lacquer 
finish  and  gold  trim.  Here 
are  PROVEN  TECHNIQUES 
that  get  results: 

•  For  a  positive  response 
sign  your  name  in  blue  ink 

•  To  emphasize  &  edit,  use  red 

•  For  reproduction,  use  black 
•Where  changes  are  needed, 

use  a  pencil  with  an  eraser 
A  prestigious  gift  for 
clients  and  friends  Includes 
engraved  company  or 
personal  name,  gift  box. 
Fully  guaranteed.  Only  $30 
Prepaid.  M/C-Visa.  Call  or  fax 

Shamrock  Pens 

Tel  760-770-0266 
Fax  760-770-7896 

49  Lincoln  Place 
Rancho  Mirage,  CA  92270 


Publishing  Services 
Publish  Your  Book 

7,5  year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types  For 
free  Author's  Guide  wxAk  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l'8()()-fiy.5-<J.59l) 

Books 


GREAT  ADVERTISING 
BOOKLET! 

Find  out  how  you  can  actually 
QUANTIFY  the  effectiveness 
of  your  Advertising!  Read 
"Ttie  Barrows  Popularity 
Factor"  by  Robert  Barrows, 
Pres.  of  R.M.  Barrows,  Inc. 
Advertising,  Burlingame,  CA. 

CALL  1-800-247-6553 

$29.95  plus  $4.50  s/h  in  the  U.S 
($6.50  s/h  outside  the  U.S.)  CA 
res,  add  8.25%  sales  tax.  Order 
on  line  at  www.barrows.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  JROTC  school  with  distinction 

■  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


•  Computer  in  every  dorm  room 

-  Full  athletic  program 

•  Band,  Fine  Arts,  and  Aviation 

-  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 

■  www  cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


STOP  DREAMING 
START  FLYING. 


CALL  NOW  AND  GET  A  SPECIAL  INTRODUCTORY  FLIGHT  FOR  ONLY  $35 

i-e  0  D-B  B  i-n  3 1 


www.beapilot.com 


usiness  Week  Index 


DUCTION  INDEX 


hange  from  last  week:  -0.3% 
hange  from  last  year:  4.3% 


PRODUCTION  INDEX 

Oct.  17=135.1 
1992=100 


)ct.  Feb. 
)97  1998 
index  IS  a  4-weel<  moving  average 


June 
1996 


Oct. 
1996 


reduction  index  fell  for  the  fourtfi  consecutive  week.  Before  calculation 
■  tour-vi(eek  moving  average,  ttie  index  was  also  dov^n  to  134.6,  from 

in  tfie  previous  vneek.  After  seasonal  adjustment,  output  of  autos 
ed  3.2%,  electric  power  fell  0.6%,  coal  and  lumber  were  botti  down 
:nd  rail-freight  traffic  and  crude-oil  refining  dipped  0.7%.  Only  steel  and 
production  sfiowed  any  upward  movement. 

ucfion  index  copyright  1998  by  The  McGraw-Hill  Companies 


II 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

K  PRICES  (10/23)  S&r'  500 

1070.67 

1056.42 

13.7 

DRATE  BOND  YIELD,  Aaa  (10/23) 

6.52%  6.40% 

-6.6 

Y  SUPPLY.  M2  (10/12)  billions 

$4,315.8 

$4,315.2r 

8.3 

iL  CLAIMS.  UNEMPLOYMENT  (10/16)  tfious  318 

316r 

1.3 

GAGE  APPLICATIONS.  PURCHASE  (10/23) 

299.6 

296.9 

46.6 

GAGE  APPLICATIONS.  REFINANCE  (10/23)  2,774  3 

2,507.0 

306,1 

standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  lyiortgage 
Assn   (Index:  March  16,  1990=1001 


REST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

AL  FUNDS  (10/27) 

5.00% 

4.80% 

5.49% 

ERCIAL  PAPER  (10/27)  3-month 

4.96 

5.01 

5.58 

FICATES  OF  DEPOSIT  (10/28)  3  month 

5.16 

5.13 

5.67 

MORTGAGE  (10/23)  30-year 

6.99 

7.02 

7.51 

TABLE  MORTGAGE  (10/23)  one  year 

5.68 

5.56 

5.70 

(10/28) 

8.00 

8.00 

8.50 

Feoeral  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (10/24)  thous.  of  net  tons 

1,986 

2,011# 

-6.8 

AUTOS  (10/24)  units 

132,648 

124,686r# 

4.2 

TRUCKS  (10/24)  units 

140,600 

148,060r# 

-2.2 

ELECTRIC  POWER  (10/24)  millions  of  kilowatt-hrs 

.  50,858 

61,583# 

1.6 

CRUDE-OIL  REFINING  (10/24)  thous  of  bbl  /day 

13,712 

13,454# 

-6.5 

COAL  (10/17)  thous.  of  net  tons 

21,485# 

21,395 

2.6 

LUMBER  (10/17)  millions  of  ft. 

497. 5# 

500.3 

11.4 

RAIL  FREIGHT  (10/17)  billions  of  ton-mtles 

28. 2# 

28.2 

4.4 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,   Energy  Dept.,  WWPAl.  SFPA2,  Association  of 
American  Railroads 


1  PRICES  1 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

GOLD  (10/28)  $/troy  oz. 

293.150 

295.250 

-6.5 

STEEL  SCRAP  (10/27)  #1  heavy,  $/ton 

85.50 

85.50 

-38.7 

COPPER  (10/23)  e/ib. 

76.7 

76.5 

-20.8 

ALUMINUM  (10/23)  i/ib. 

63.5 

64.3 

-16.8 

COTTON  (10/23)  strict  low  middling  1-1/16  in. 

«/lb.  66.09 

67.58 

-5.0 

OIL  (10/27)  $/bbl. 

13.89 

13.18 

-31.9 

ORB  FOODSTUFFS  (10/27)  i967=ioo 


221.89  223.60 


-13.7 


CRB  RAW  INDUSTRIALS  (10/27)  1967=100 


273.98  275.20 


-17.4 


Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals  Week,  Memphis 
market,  NYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (10/28) 

117.53 

116.95 

120.84 

GERMAN  MARK  (10/28) 

1.65 

1.64 

1.73 

BRITISH  POUND  (10/28) 

1.68 

1.70 

1.67 

FRENCH  FRANC  (10/28) 

5.55 

5.51 

5.81 

ITALIAN  LIRA  (10/28) 

1636.6 

1626.0 

1701.5 

CANADIAN  DOLLAR  (10/28) 

1.54 

1.55 

1.40 

MEXICAN  PESO  10/28) 

10.145 

10.035 

8.170 

TRADE-WEIGHTED  DOLLAR  INDEX  (10/28) 

106.4 

106.0 

105.3 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.   l^Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA^Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


NAL  INCOME 

',  Nov.  2,  8:30  a.m.EST^  Personal 
probably  increased  0.2%  in  Sep- 
while  consumer  spending  rose  a 
'  0.4%,  says  tine  median  forecast  of 
ists  surveyed  by  Standard  &  Poor's 
jnit  of  The  IVlcGraw-Hill  Companies, 
st,  income  advanced  0.5%,  and 
surged  0.6%. 

lURVEY 

Nov.  2,  10  a.m.EST^  The  Nation- 
nation  of  Purchasing  Management's 
s  index  probably  stood  at  49%  in 
,  down  from  49.4%  in  September.  A 
below  50%  suggests  that  the  man- 
ng  sector  is  shrinking. 


CONSTRUCTION  SPENDING 

Monday,  Nov.  2,  10  a.m. est  >■  Building 
outlays  probably  edged  up  0.2%  in  Sep- 
tember, after  rising  just  0.1%  in  August. 

FACTORY  INVENTORIES 

Wednesday.  Nov.  4.  10  a.m. est  >■  Manu- 
facturers probably  increased  their  invento- 
ries by  0.2%  in  September,  the  same  small 
gain  posted  m  August. 

BEIGE  BOOK 

Wednesday,  Nov.  4,  2  p.m. est  >■  The  Fed- 
eral Reserve's  roundup  of  economic  region- 
al activity  will  be  released  in  advance  of 
the  next  policy  meeting  on  Nov.  17.  Fed 
watchers  will  be  very  interested  in  any 


anecdotes  showing  that  businesses  are  hav- 
ing a  tough  time  getting  financing  during 
the  current  credit  and  liquidity  crunch. 

EMPLOYMENT 

Friday,  Nov.  6,  8:30  a.m.EST^  The  s&p 
MMS  median  forecast  calls  for  nonfarm  pay- 
rolls to  show  a  healthy  increase  of  178,000 
in  October,  after  a  small  gain  of  69,000  in 
September.  The  October  unemployment  rate 
likely  remained  at  4.6%. 

INSTALLMENT  CREDIT 

Friday,  Nov.  6,  3  p.m.EST>  Consumers 
probably  added  about  $4.4  billion  in  new 
credit  in  September,  on  top  of  $4.6  billion 
added  in  August. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
.  ComDanies  listed  only  in  tables  are  not  included. 


ABB  26 

Advance  Publications  146 
Aeltus  Investment 

Management  150 
Aetna  (AET)  45 
Agency.com  76 
Aitbus  Industrie  150 
AirCal  50 
Alaska  Air  (ALK)  50 
Albertson's  (ABS)  124 
Alcatel  (AU\)  116 
All  American  Cash  Register  54 
Amazon  com  (AMZN)  76.124,146 
American  Airlines  (AMR)  46. 50 
American  Electric  Power  (AEP)  103 
American  Express  (AXP)  47 
American  International  Group 

(AIG)  90 

American  Stores  (ASC)  124 
America  Online  (AOL)  76.146 
Ameristock  128 
Amway  90 

Andersen  Worldwide  54,138 
Apple  Computer  (AAPL)  34, 46 
Associates  First  Capital  (AFS)  42 
Astoria  Financial  (ASFC)  44 
AT&T(D  56,116 
Avon  Products (AVP)  90 

B 


Baker  Hugties  (BHD  124 
Baker  (J)  54 
BankBoston  (BKB)  44 
Bankers  Trust  (BT)  47 
Bank  ot  New  York  (BK)  124 
Barnes  &  Noble  (BKS)  76,124,146 
Bear  Stearns  (BSC)  124 
Belden  (BWC)  45 
Bell  Atlantic  (BEL)  56, 76 
Berkstiire  Hathaway  (BRK)  6 
Bertelsmann  124.146 
Bingham  Osborn  & 
Scarborough  128 
Blockbuster  Video  (VIA  B)  108 
BMG  146 

Boeing  (BA)  103, 150, 156 
Bozell  Retail  Advertising  76 
Bozell  Sav^yer  Miller  Group  52 
BP  America  (BP)  103 
Bristol-Myers  Squibb  (BMY)  76,124 
British  Airways  (BAB)  50 
Broadcast  com  (BCST)  160 
BT  Investment  International 
Equity  128 
Burr  Group  50 


Candescent  56 
Cantor  Fitzgerald  124 
CardWeb  44 
Carnival  (COL)  124 
Carousel  Capital  144 
Caterpillar  (CAT)  128 
Cathay  Pacific  Airways  50, 116 
CB  Partners  166 
CBS  (CBS)  56 
Century  Holdings  42 
Charming  Shoppes  124 
Chase  Manhattan  (CMB)  42,44 
Chrysler  (C)  168 
CIBC  Oppenheimer  162 
Circuit  City  Stores  (CO  108 
Cisneros  Group  8 
Citigroup  (CCD  6.12,47.160 
Clipper  Fund  128 
Coca-Cola  (KO)  76,124 
Commercial  Financial  Services  4i 


CompuServe  146 
Conference  Board  39 
Conoco  42 

ContiAsset  Receivables 
Management  48 
Continental  Airiines  (CAI  B)  56 
Covington  &  Burting  54 
Credit  Suisse  First  Boston  150 
Cushman&  Wakefield  30 


Daimler  Benz  (DAI)  168 

Dana(DCN)  168 

Data  General  (DGN)  166 

Dell  Computer  (DELL)  76 

Delta  Air  Lines  (DAL)  45 

Del  Webb  (WBB)  166 

Deutsche  Bank  148 

DFI  International  156 

DHL  Worldwide  Express  52 

Digital  Video  Express  108 

Donaldson  Lufkin  &  Jenrette  52.56 

Dow  Stereo/Video  108 

Duke  Energy  (DUK)  124 

DuPont  (DD)  42, 148 


eBay  (EBAY)  56 
Eddie  Bauer  86 
Edwards  (AG)  124 
Electrobras  116 
EMI  Group  146 
Enron  (ENE)  103 
Ericsson  (ERICY)  70 
e-tailing  Group  86 
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Fannie  Mae  128 
FascianoFund  128 
Federal  Express  (FDX)  52 
Fidelity  Investments  116,128.132, 
166 
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First  Union  (FTU)  124 
FMC(FMX)  103 
Ford(F)  168 

Forrester  Research  (FORR)  8. 76. 
146 

Foster  Wheeler  (FWC)  124 
Fu|i  Keizai  8 


Gannett  (GCI)  124 

Gartner  Group  54 

Garuda  Indonesia  Airways  150 

Gateway  (GTW)  70 

Gazprom  62 

GE  Capital  (GE)  47 

General  Motors  (CM)  76.103,168 

General  Motors  Acceptance  47 

General  Signal  (GSX)  44 

Gibson's  Discount  Centers  44 

Giga  Information  54. 138 

Gilford  Securities  42 

Golriman  Sachs  56,160,166 

Good  Guys  (GGUY)  108 

Grant  Thornton  135 


Hewlett-Packard  (HWP)  138, 166 
Hitachi  (HIT)  116 
Holly  Products  164 
Hollywood  Entertainment  108 
Hutton  Asset  Management  166 


Ibbotson  Asssociates  135 
IBM  (IBM)  34,76,162,166 
Imax  149 
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Infonautics  8 
Infoseek  160 
InfoTech  Research  108 
ING  Baring  Furman  Selz  168 
Intel  (INTO  26,128.138,160 
International  Lease  Finance 
(AIG)  150 
InterVu  160 
Intuit  (INTU)  46. 54 
INVESCO  High-Yield  Fund  132 

J.K,L 


Johnson  &  Johnson  (JNJ)  6 
JSA  Research  150 
Jupiter  Communications  160 
Kellogg  (K)  47 
Kmart  (KM)  56 
Konsortium  Perkapalan  68 
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Kroll-G'Gara  (OGAR)  90 
LadenburgThalmann  148 
Lands'  End  (LE)  56 
Lazard  Fre[g]res  146 
Legend  Computer  70 
Legg  Mason  Value  Primary 
Shares  128 
Leonhardt  Group  76 
Loan  Pricing  42 

Lockheed  Martin  (LMT)  103. 156 
Long-Term  Capita!  Management  12, 
132, 160, 162. 186 
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Procter  &  Gamble  (PG)  26, 7''!| 
Prudential  Securities  150 
Pueblo  8 


Macy's(FD)  76 
Mairs  &  Power  Growth  128 
Malaysia  Airlines  68 
Manhattan  Mini-Storage  164 
MasterCard  76 
Maxlink  149 
MBA  Strategies  12 
McDonald's  (MCD)  76,128 
McDonnell  Douglas  (BA)  150,156, 
McGraw-Hill  (MHP)  183 
McKesson  (MCK)  90 
McKinsey  70 
Mellon  Bank  (MEL)  124 
Merrill  Lynch  (MER)  42,66,132. 
138, 148, 160 

Microsoft  (MSFT)  6,46,56,128.138 

Monness  Crespi  Hardt  166 
Monsanto  (MTC)  103 
Montgomery  Ward  128 
Moody's  Investors  Service  (DNB)  48 
Morgan  (J  P)(JPM)  166 
Morgan  Stanley  Dean  Witter 
(MWD)  124,160 
Morningstar  124.128 
Motorola  (MOT)  26 
Municipal  Market  Advisors  132 
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National  City  (NCO  44 
NationsBank  (NB)  108,144 
NBC(GE)  160 
Netscape  Communications 
(NSCP)  46. 76 
Netstar  149 
News  Corp  (NWS)  138 
Northrop  Grumman  (NOC)  124 
Northwest  Airlines  (NWAL)  50, 56 
Norwest(NOB)  138 

0,P 


Oak  Value  Fund  128 
PaineWebber  (PWJ)  30, 166 
PanAmSat  (SPOT)  156 
Paragon  Capital  Management  128 
Petroliam  Nasional  68 
Plizer(PFE)  128 
Philip  Morris  (MO)  124.128 
Philippine  Airlines  150 
Pillar  Financial  Advisors  135 
PIMCO  Advisors  116 
Pioneer  Standard  124 
Polygram  148 

Primark  Decision  Economics  42 
Probusiness  Services  124 


Random  House  146 
RCA  108 
RealNetworks  160 
Reno  Air  50 
Renong  68 

Rock  of  Ages  (ROAC)  166 
Rockwell  International  (ROK) 
Rothschild  North  America  Si 
Royal  Dutch/Shell  (RD)  26, 1 
Royal  Philips  Electronics  141 
Royce  Total  Return  Fund 
(RYTRX)  124 
Ryland  Group  (RYU  166 


SAFECO  150 
Salomon  Smith  Barney  (CCI) 

50,124 
Schering-Plough  (SGP)  124 
Schroders  166 
Scout  WortdWide  128 
Scudder  Greater  Europe  Grov 

Fund  128 

Seagram  (VO  148,149 
Service  Corp.  International 
(SRV)  166 

Shell  Transport  (SO  160 
SMH  168 

SonyiSNEi  56,108,148 
Southwest  Airlines  (LUV)  5( 
SPX  (SPVfl  44 
Standard  &  Poor's  (MHP)  i: 
State  Street  Capital  Markets 
Standard  Pacific  (SPF)  168 
Storage  Technology  (STK)  1 
Sun  Microsystems  (SUNW) 
Swire  Pacific  116 
Symantec  (SYMO  54 
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Teal  Group  150 
Tec-America  54 
Teledesic  156 
Teligent  (TGNT)  56 
Texaco  (TX)  45,160 
Third  Avenue  Value  Fund  I 

IMMM)  103 
Toyota  (TOYOY)  168 
Toys  -R'  Us  ffOY)  76 
Transamerica  Premier  Aggn 
Growth  Fund  124 
T  Rowe  Price  128,132 
Twenty-First  Securities  162 
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UAL  (UAL)  150 
UBS  162 

Unilever  (UN)  6,76 
Unisys  (UlS)  138 
United  Airlines  (UAL)  50, 1 
United  Technologies  (UTX) 
UPS  52, 150 
US  Dermatologies  116 


Vanguard  Group  132 
Viacom  (VIA.B)  146 
Volkswagen  168 
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Wal-Mart  Stores  (Wm  «■ 
Walt  Disney  (OlS)  108, 14«l 
Wellington  Management  1 
White  Rock  Partners  164 
Wilshire  Associates  128 


Yahoo'  (YHOO)  76, 146 
YTL  68 
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nvestment  Figures  of  the  Week 


i&P  500 

ct.    Apr.    Oct.    Oct.  22-28 


1080 

1063.03 

1060 

1050 


-week  change  1 -week  change 
16.2%  -0.2% 


IHMENTARY 

unsettling  week  in  the  U.S. 
ancial  markets,  which  gave 
;k  some  of  the  gains  real- 
d  in  the  previous  week.  The 
n  Jones  industrial  average 
iked  at  8533  on  Oct.  22, 
then  slid  81  points  the 
owing  day.  It  was  the  first 
line  in  eight  days,  as  prof- 
aking  took  hold.  The  market 
tinued  to  fall  on  Oct.  26 
1  Oct.  27,  with  retailers 
ding  the  declines.  Still, 
h-tech  stocks  rallied.  The 
lar  climbed  against  the 
'k,  and  bonds  were  helped 
word  of  weaker-than-ex- 
ted  home  sales. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8372.0 

-1.7 

11.5 

NASDAQ  Combined  Composite 

1737.4 

3.7 

8.4 

S&P  MidCap  400 

324.0 

2.3 

1.9 

S&P  SmallCap  600 

155.5 

2.4 

-13.5 

C9D  Ciinorfnmnncito  1  l«nn 

dotr  oupcruoniposiic  1  jUU 

OOS?  1 
1 

0.1 

13.5 

%  change 

Latest 

Week 

Year 

Bloomberg  Information  Age 

369.5 

2.2 

31.0 

S&P  Financials 

1 14.4 

-2.0 

3.2 

S&P  utilities 

249.4 

-0.6 

21.1 

PSE  Technology 

345.8 

4.4 

13.8 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5293.9 

1.7 

8.7 

Frankfurt  (DAX) 

4536.3 

0.3 

19.6 

Tokyo  (NIKKEI  225) 

13,516.1 

-4.9 

-19.8 

Hong  Kong  (Hang  Seng) 

9927.1 

2.7 

-7.8 

Toronto  (TSE  300) 

6033.8 

3.2 

-11.9 

Mexico  City  (IPC) 

3843.7 

-0.2 

-19.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield              1 .48  % 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  26.6 
S&P  500  P/E  Ratio  (Next  12  mos.)*  21.1 

1.49% 

26.7 

20.7 

1.65% 

23.0 

18.3 

First  Call  Earnings  Surprise* 


TECHNICAL  INDICATORS 


0.94%     1.36%  2.42% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


1072.6    1069.6  Negative 

24.0%    23.0%  Positive 

0.55       0.54  Negative 

0.41        0.46  Positive 


BEST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                         months  % 

Machine  Tools 

21.4 

Genl.  Merchandise  Chains 

64.3 

Toys 

20.1 

Drug  Chains 

55.0 

Cosmetics 

19.6 

Communications  Equip. 

48.7 

Soft  Drinks 

16.1 

Long-Dist.  Telecomms. 

48.3 

Household  Products 

15.7 

Drugs 

44.8 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                         months  % 

Personal  Loans 

-14.8 

Oil  &  Gas  Drilling 

-55.6 

Pollution  Control 

-11.0 

Metals 

-41.0 

Domestic  Oil 

-9.3 

Leisure  Time 

-39.7 

Chemicals 

-8.8 

Oil-Weil  Equip.  &  Svcs. 

-36.1 

Life  Insurance 

-8.7 

Oil  Exploration  &  Prod. 

-29.7 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Wells  Fargo 

361 

-2 

Yahoo! 

123^^4 

-4^16 

Citicorp 

79'Vl6 

-20 '^16 

Ell  Lilly 

76 '/8 

-3 

Amgen 

77^8 

-2 

Microsoft 

105'/t6 

-5'/8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

MCI  WorldCom 

52^)6 

2"/l6 

Tellabs 

53  ^'s 

7Vl6 

Washington  Mutual 

36^16 

V2 

eBay 

82 '72 

34  Vi 

Becton  Dickinson 

40 '^16 

Northern  Trust 

72^16 

Vs 

BREST  PATES 


tEASURY  BOND  INDEX 

I.    Apr.    Oct.    Oct.  22-28 


;i750 

:  1736.38 
:  1725 


veek  change  l-weekchanje 
:.0%  +0.7% 

te  Bloomberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.89 

4.93 

5.14 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.25 

4.00 

5.19 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.47 

4.57 

5.10 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.06 

4.02 

5.35 

GENERAL  OBLIGATIONS 

4.09% 

4.04% 

4.79% 

4.73% 

10-YEAR  TREASURY  NOTES 

4.56 

4.59 

5.91 

PERCENT  OF  TREASURIES 

89.75 

88.43 

93.55 

93.29 

30-YEAR  TREASURY  BONDS 

5.12 

5.08 

6.23 

TAXABLE  EQUIVALENT 

5.93 

5.86 

6.94 

6.86 

LONG-TERM  AA  INDUSTRIALS 

6.28 

6.28 

6.75 

INSURED  REVENUE  BONDS 

4.20 

4.18 

5.02 

4.96 

LONG-TERM  BBB  INDUSTRIALS  7.21 

7.05 

7.12 

PERCENT  OF  TREASURIES 

92.16 

91.50 

98.04 

97.82 

LONG-TERM  AA  TELEPHONES 

6.63 

6.67 

7.01 

TAXABLE  EQUIVALENT 

6.09 

6.06 

7.28 

7.19 

'UAL  FUNDS 


I   '  Sfiir  •       u  S  Diuersilied       All  Equity 
total  return         52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Newport  Tiger  T 
Wright  EqulFd.-Hong  Kong 
Newport  Tiger  Cub  A 
Guinness  Flight  China 
Newport  Greater  China  A 

Leaders 

S2-week  total  return 


Laggards 

Four-week  total  return  % 


lorningstar,  Inc. 


Smith  Barney  Telecomm.  Inc. 
Flag  Inv.  Communications  A 
Berger  Balanced 
Transamerica  Aggr.  Gr.  Inv. 
Janus  Twenty 


28.2  Reserve  Informed  Investors  -i  1 .8 

27.2  GAM  Global  D  -10.6 

23.3  PBHG  Select  Equity  -9.1 
23.1  DVB  Emerging  Growth  A  -8.9 
22.6  Bridgeway  Aggressive  Gr.  -8.6 

Laggards 

%  52-week  total  return  % 

49.5  Lexington  Troika  Russia  -87.0 

45.6  Vontobel  Eastern  Europ.  Eq.  -55.4 
45.1  Frontier  Equity  -54.2 

43.7  Dreyfus  Aggressive  Grth.  -54.0 
40.7  Eaton  Vance  Wwde.  Dv  Res.  B  -53. 1 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Pacific/Asia  ex-iapan 
Diversified  Pacific/Asia 
Japan 

Diversified  Emerging  Mkts 
Foreign 

Leaders 

S2-week  total  return 


13.2  Real  Estate 

7.4  Precious  Metals 

5.5  Health 

4.1  Mid-cap  Growth 

3.9  Natural  Resources 


Laggards 

52-week  total  return 


-3.3 
-2.7 
-1.8 
-0.7 
-0.4 

% 


Utilities  22.0  Diversified  Emerging  Mkts.  -35.6 

Communications  21.0  Latin  America  -35.2 

Large-cap  Growth  18.6  Pacific/Asia  ex-Japan  -26.8 

Large-cap  Blend  15.2  Natural  Resources  -26.0 

Europe  9.2  Diversified  Pacific/Asia  -23.4 


■  as  of  market  close  Wednesday,  Oct.  28,  1998,  unless  ottierwise  indicated.  Industry 
ude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Oct.  27.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


TIME  TO  THINK  ABOUT  A  TAX  CUT 


Call  it  a  KejTiesian-style  tax  cut  of  the  kind  that  John 
Kennedy  passed  in  the  '60s  or  a  Reaganesque  supply-side 
cut  of  the  '80s,  but  the  time  has  come  to  start  thinking 
about  a  significant  tax  cut  for  the  '90s.  Not  one  that  re- 
wards loyal  political  constituencies  under  the  guise  of  family 
values,  but  a  tax  cut  that  promotes  economic  growth.  When 
Congress  returns  after  elections,  it  should  begin  a  serious  de- 
bate over  dropping  income  tax  rates.  While  the  current  focus 
on  restoring  confidence  and  liquidity  to  panicky  financial 
markets  is  the  right  one,  the  next  big  problem  facing  the 
U.  S.  will  be  bolstering  demand  in  the  real  economy.  The 
risks  are  increasingly  on  the  downside.  Growth  is  slowing, 
perhaps  more  than  most  people  anticipate.  There  is  even  a 
whisper  of  recession  in  the  air. 

The  case  for  lower  taxes  begins  with  a  profits  recession. 
Thanks  to  deflationary  pressures  ai'ound  the  world,  companies 
don't  have  much  pricing  power.  Profit  margins  peaked  more 
than  a  year  ago.  After  a  long  period  of  double-digit  increases, 
corporate  earnings  per  share  are  now  flat  and  will  probably 
be  do'WTi  for  the  third  quarter  compared  with  a  year  ago. 
They  will  be  weak  for  all  of  1999.  To  rebuild  those  profits, 
companies  will  soon  be  cutting  back  on  capital  spending  and 
hiring.  That  will  hui"t  U.  S.  economic  gi'owth  at  a  time  when 
Asia  remains  mired  in  recession,  Latin  America  hovers  near 
one,  and  Europe  shows  signs  of  slowing  dowTi. 

The  U.  S.  economic  expansion  has  been  investment-led 
fi'om  the  beginning.  While  capital  spending  is  still  at  high  lev- 
els, there  already  are  signs  that  it  has  begun  to  flag.  Banks 
and  other  financial  institutions  are  curbing  investment  plans 
for  next  year.  Manufacturers,  deeply  hit  by  the  Asian  crisis, 
are  cutting  back  even  further.  Surveys  of  business  confi- 
dence show  a  precipitous  drop  to  the  lowest  levels  since  the 
last  recession,  boding  ill  for  the  months  ahead. 

Hiring  appears  to  have  hit  a  wall,  as  well.  At  a  time  when 


coi-porate  layoffs  are  proliferating,  as  chief  executives 
to  cut  costs,  job  growth  is  at  its  weakest  in  three  yeai*s. 
number  of  people  receiving  unemplojTnent  benefits  is  stai 
to  rise.  Home  sales  appear  to  have  plateaued,  even  th( 
mortgage  rates  ai'e  unusually  low.  Consumers  still  are  sp 
ing,  but  confidence  is  down.  The  wealthy  already  have  b( 
to  cut  back  in  the  aftershock  of  stock-market  losses, 
rest  of  the  countiy  will  probably  follow. 

Giving  America  a  big  tax  break  will  boost  demand  as 
economy  decelerates  fi^om  its  3%  growi;h  rate  of  the  past 
yeai-s,  down  to  1%  to  VA% — or  lower — in  1999.  But  man; 
cal  conservatives  oppose  any  tax  cuts  that  would  erod( 
new-found  federal  budget  surplus.  What  they  don't  reali 
that  any  surplus  is  based  on  continued  economic  growth 
ready,  the  projected  sui-plus  for  1999  is  looking  optimistic 
cause  tax  revenues  have  begun  to  fall  short  of  projections 
sides.  Congress  is  proving  to  be  untrustworthy  wit] 
new^-found  money.  It  is  frittering  it  away  on  spending  for 
cial  interests,  ranging  from  the  raisin  lobby  to  highway 
struction  (the  highway  bill  is  the  biggest  in  history). 

The  trick,  of  coui'se,  is  to  do  what  Kennedy  and  Re 
did — cut  the  basic  rates  in  the  tax  tables  so  that  more  m 
stays  in  the  pockets  of  all  taxpayers,  raising  the  incenti 
work,  spend,  and  invest.  Ending  "maniage  penalties"  an 
creasing  child  tax  credits  don't  do  this  efficiently.  Wh 
needed  is  a  return  to  the  spirit  of  the  1986  tax  refonn:  no 
holes,  a  couple  of  basic  tax  brackets,  and  a  top  rate  belo\ 
current  39.6%.  Lower,  simpler  taxes  would  give  Main  Str 
boost,  just  as  lower  interest  rates  have  buoyed  the  spii* 
Wall  Street.  It  may  be  that  Federal  Reseive  Chairman 
Greenspan  has  forestalled  a  credit  crunch  by  restorinj 
uidity  to  the  financial  markets.  But  that  may  not  be  enou 
stop  a  slide  into  near-recession.  In  a  world  increasingly  st 
for  demand,  tax  cuts  make  enormous  sense. 


WHO'S  WATCHIIVG  THE  HEDGE  FUNDS? 


The  saga  of  Long-Term  Capital  Management  continues 
to  amaze.  It  may  be  that  hedge  funds  in  general  con- 
tribute to  the  overall  liquidity  and  smooth  functioning  of 
markets,  but  ltcm's  brush  with  near-death  highlights  the 
need  for  disclosure  and  oversight  of  all  financial  institutions, 
both  by  private  lenders  and  by  government  regiilators.  ltcm's 
flameout  came  close — too  close — to  seriously  hurting  the  en- 
tire world  financial  system. 

Nowhere  is  this  clearer  than  in  the  surprising  new  disclo- 
sure that  LTCM  engaged  in  riskj'  equity  arbitrage  of  enoiTnous 
size  and  that  it  was  the  imminent  blow-up  of  these  posi- 
tions that  led  the  Federal  Reserve  to  organize  a  bailout. 
Had  the  six  major  Wall  Street  investment  houses  with  whom 
LTCM  did  business  not  come  to  its  rescue,  the  stock  market 


w'ould  have  been  badly  shaken  and  the  firms  thems 
might  have  lost  billions  of  dollars,  ltcm,  of  course,  pres 
itself  to  investors  as  a  hedge  fund  that  did  "market-nei 
investing  in  debt  instruments  with  little  or  no  risk.  TI 
put  it  mildly,  appears  not  to  have  been  the  case  (page 
The  lessons  are  clear.  More  disclosure  is  an  absolut 
cessity  in  this  age  of  leverage  and  global  capital.  Hedge 
are  no  exception.  Someone  must  also  be  watching.  The  \ 
certainly,  must  take  an  active  role  in  monitoiing  their  loa 
well  as  the  kind  of  derivative  transactions  they  suppor 
ltcm's  wild  ride  shows  that  banks  have  a  difficult  time 
toring  themselves,  much  less  others.  Federal  regulator 
consequence,  must  accept  the  fact  that  the  public  holds 
responsible  for  the  nation's  financial  stability. 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


mi 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

TM 

CFO  Vision 


When  you're  under  pressure  to  make  critical 
ljusiness  decisions,  CFO  Vision  software  delivers 
the  timely  and  accurate  information  you  need. 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitability,  the  potential 
Tipact  of  a  reorganization,  or  key  performance 
'idicators— in  any  currency 

You  can  view  your  business  from  all  angles 
ecause  CFO  Vision  is  the  first  financial  consoli- 
lation  and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (CLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  1 00. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/vision 


E-mail:  bw@sas.com      www.sas.com/vision  919.677.8200 


/M 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


In  Canada  1.800.363.8397 


SAS  IS  a  registered  trademark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc      Copyright  1997  by  SAS  inslitute  Inc. 
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Is  it  possible  lo  engineer  ihoughlfulii: 
vigilance  into  a  vehicle?  One  ride  in  the  all-n ' 
Jeep  Grand  Cherokee  Limited  and  you'll  a 
leather-trimmed  cabin  was  built  for  your  well" 

The  Infrared  Dual  Zone  Climate  Control 
first,  uses  infrared  technology  to  read  amb  i 
surface  body  heat.  Automatically,  the  systen 
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Imagine  a  world  which  gets  progressively  cleaner. 

Imagine  a  world  where  city  planning  actually  improves  the 
quality  of  people's  lives. 

Imagine  a  world  where  new  forms  of  communications 
technology  are  more  user-friendly. 

Vivendi  has  already  imagined  this  world.  What  is  more,  we 
have  begun  to  build  it.  Our  water  companies  are  continually 


improving  the  quality  of  supplies  to  more  than  80  millior' 
around  the  world.  Our  waste  management  systems  ei 
recycling.  Our  power-generating  stations  lead  the  way  i 
efficiency.  Some  even  use  waste  as  fuel. 

Thanks  to  Vivendi  companies,  transportation  systemsi 
across  Europe  are  better  planned  and  more  cost-effectiv 

Every  year,  our  consLruction  companies  manage  over ^ 


i'  id  the  world.  Recent  projects  have  included  the  Stade 
a:  ,  Cairo's  new  rapid  transit  system  and  the  Vasco  da 
'  i.;  ge  in  Lisbon. 

ave  also  become  a  major  player  in  the  field  of  com- 
-5  IS,  providing  easy  access  to  mobile  phone  networks, 
■tt  't  and  digital  media. 


Reading  this,  you  might  deduce  that  such  wide-ranging 
activities  are  commensurate  with  considerable  financial  growth 

And  you'd  be  right.  Vivendi  is  one  of  Europe's  largest  companies 
with  annual  revenues  approaching  $35  billion. 

All  things  considered,  it  seems  that  when 
the  customer  comes  first,  success  soon  follows. 
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TALK  SHOW  u Dull  wins" 


— Campaign  slogan  of  Gray  Davis,  the  newly  elected  governor 
of  California,  known  for  his  political  caution 


A  BIG  FAT  RAISE? 
FAT  CHANCE  

NEW   YORK   MKTS  CATCHER 

MD\f  Piiizza  recently  siwed  a 
seven-year,  $91  million  pay 
package,  the  I'ichest  in  base- 
ball history.  But  when  it 
comes  to  compensation,  the 
rest  of  us  won't  be  hitting 
any  dingers  out  of  the  park. 
Raises  for  salaried  woi'kers 
at  large  companies  will  stay 
flat,  at  4.1%,  next  yeai;  a  new 
compensation  survey  says. 

Buck  Consultants  in  New 
York  City  reports  that  the 
average  salary  hike  for  ex- 
empt employees  in  1999  will 
remain  the  same  as  in  1997 
and  1998.  Executives  will  see 
a  4.3%  projected  pay  rise. 

This  isn't  draconian:  Low 
inflation  and  an  uncertain 
economy    have  companies 


holding  the  line  on  salary  in- 
creases, says  Paul  Gavejian,  a 
principal  at  Buck.  With  infla- 
tion running  about  2%,  the 
real  wage  increase  is  also  in 
the  2%  range,  meaning  extra 
purchasing  power. 

Feel  shoitchanged?  Take 
heart  :  Tlii-ee  out  of  foiu'  com- 
panies use  hiring  bonuses  to 
attract  talent,  and  half  award 
bonuses  to  retain  star  per- 
fonners.  What's  more,  27%  of 
the  1,000  companies  sm-veyed 
issue  stock  options  to  staff 
below  senior  management 
level.  But  scrumptious  raises 
in  '99?  Fuhgeddaboudit.  As 
they  say  in  baseball,  wait  'til 
next  year.        Edward  Baig 


BORDER  PATROL 

WAL-MART  GETS 
SQUEEZED 


CHECKPOINT:  Neiv  reg  nails  the  retailer 


BEWARE   THE  GUACAMOLE 

police:  The  nation's  largest 
retailer,  Wal-Mart  Stores, 
has  been  slapped  with 
$156,000  worth  of  charges  by 
the  Agriculture  Dept.  for 
illegally  shipping  avocados 
from  Mexico  to  Iowa,  Ten- 
nessee, North  Carolina, 
Georgia,  and  Missouri.  The 
charges  are  the  first  under  a 
new  federal  regulation  allow- 
ing limited  avocado  imports. 
Those  imports  are  the  first 


in  83  yeai's,  with  good  reason: 
Foreign-grown  avocados  can 
introduce  pests  and  disease  to 
the  $165  million  U.  S.  crop.  So 
the  crackdown  on  Wal-Mart 
is  no  surprise. 
"Tliese  ai"e  veiy  se- 
nous  chai'ges,"  says 
the  agency's  Craig 
Reed.  To  minimize 
risk,  the  new  reg 
allows  foreign  ship- 
ments into  only  19 
cold-weather  states, 
from  November 
to  February.  The 
usda's  156-count 
complaint  was  filed 
on  Oct.  21  because  Wal-Mart's 
untainted  produce  reached  off- 
limits  states. 

Wal-Mart  will  fight  it. 
Spokeswoman  Betsy  Reithe- 
meyer  argues  that  a  third- 
party  imj^orter,  not  Wal-Mait, 
arranged  the  shipments  and 
adds  that  the  retailer  coop- 
erated. "Did  we  make  an  er- 
ror? Yes,"  she  says,  adding: 
"I  guess  the  USDA  is  using 
Wal-Mart  as  an  'education 
tool.' "  Dennis  Blank 


BALLPARK  FIGURES 

HOW  TO  WIN 
YOURSELF  A  STADIUM 

SAN    D I  E  G  (J    IS  REAGAN 

country  and  one  of  the  last 
places  in  America  where 
you'd  expect  taxpayers  to 
pony  up  for  a  new  ballpark. 
Yet  on  Election 
Day,  voters  gave 
the  thumbs-up  to  a 
new  downtown  sta- 
dium for  their  Na- 
tional League  pen- 
nant winners,  the 
Padres.  How?  Cred- 
it a  pro-stadium 
strategy  that  could 
prove  a  model  for 


other  down-on-theu- 
luck  teams  in  small  BROWN:  New  hire  roll  dice  and  buj 


majority  owner  John  Moo: 
says  that  assembling  1 
team  with  the  referendum 
mind  "suggests  a  certain  c; 
ical  attitude  that  I  would  1 
terly  resent."  But  equati 
happy  fans  with  generc 
voters  isn't  necessarily  cy 
cal.  And  the  reward  v 
worth  it:  a  42,000-seat  sta 
um — financed  w 
the  $275  million  \ 
i  fs  approved,  in 
dition  to  $115  r 
lion  from  the  P 
themselves. 

Would  the  te 
have  spent  so  he 
ily  without  a  re: 
"ndum  loomi: 
Probably  not. 
by  rolling  the  p 


markets:  winning. 

To  field  a  j^ennant-gTabbing 
club,  the  Padres  raised  their 
payi'oll  fi'om  $35  million  in  '97 
to  $50  million  this  season- 
including  $4.8  million  for  ace 
pitcher  Kevin  Brown.  Padres 


a  powerhouse  c 
the  San  Diego  Padres  h 
landed  a  state-of-the-art 
dium  that  may  lift  them 
of  the  ranks  of  have- 
clubs.  Are  you  listen 
Kansas  City?  Mark 


THE  LIST  DO  YOU  SPEAK  BUSINESS? 


"Current  workplace  language  reflects  a  new,  more  competi 
live  attitude  as  companies  tight  to  survive,"  says  CEO  John 
Challenger,  whose  outplacement  firm  is  compiling  a  work- 
place dictionary  to  fit  these  times.  Some  sample  entries: 

PEOPLE  A  boss  who  drives  away  talented 

CHURNER         people  J 

INTER-ECON  Person  capable  of  tackling  a  host  0| 
WORKER  tasks  and  working  as  needed 

BOTTOM  Person  willing  to  dive  into  seeminglj 

FISHER  hopeless  situations  [ 
 1 

SKILL-SHORT    Lacking  experienced  workers,  oftenj 

COMPANY        because  of  job  cutbacks 

PROTECTED      Workers  with  experience  badly 
CLASS  needed  by  skill-short  companies 


BOOMERANG 
WORKER 


Retiree  returning  to  former 
employer 


CLOCKLESS  Working  management-style,  not 

WORKER  strictly  9  to  5;  committed 

TOXIC  Worker  with  anti-employer 

EMPLOYEE  reputation  or  attitude 

GENDER  The  increasing  obsolescence  of 

BLURRING  jobs  perceived  as  "male"  or  "femaj 

DATA;  CHALLENGER.  GRAY  &  CHRISTMAS 
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DRAWN  &  QUARTERED 


ASSEMBLY  LINES 

'O.K.,THINeC-WHERE 
IS  THAT  WRENCH?' 

MILLION'S  OF  PARTS  gO 

into  building  a  Boeing 
jet,  but  sometimes 
there  are  a  few 
parts  too 
many: 

Stray  bolts, 
trash,  and 
wrenches  find 
their  way  into 
finished  planes. 
To  control  this 
problem, 

mechanics  at  Boe- 
ing's Everett 
(Wash.)  plant 
now  must  check 
out  their  tools  at 
the  start  of  each  shift, 
then  check  them  back  in.  It's 
all  part  of  an  effort  to  stop 
FOD — foreign-object  debris — 
on  new  planes. 

The  hazards  can  be  seri- 
ous. "We  were  getting  reports 
from  the  aii'lines  finding  flash- 


lights and  stuff  like  that  in 
places  that  are  supposed  to 
be  sealed,"  says  Dennis  Cai-- 
penter,  Boeing's  777  field  hai- 
son.  One  plpne  was  gi'ound- 
ed  after  a 
flashlight 
was  found 
sealed  in- 
side its  wing.  The 
problem  only  sui'- 
faced  because  the 
flashlight's  cor- 
roded batteries 
shorted  out  a 
landing  light. 
Beyond  the  safe- 
ty factor  is  the  fi- 
nancial one:  fod 
costs  Boeing  and  its 
clients  up  to  $4  bil- 
ion  a  year  in  re- 
pairs, the  company 
says.  So  Boeing  is  of- 
fering noncash  piizes  for  the 
most  FOD  retrieved.  The  idea 
is  a  hit:  One  eagle-eyed  cable 
rigger  at  Everett  has  found 
so  much  debris  she's  now- 
known  as  "FODzilla." 

Lorraine  Woellert 


CHARITY  CASES 

DOM  PERIGNON, 
TEDDY? 


ONE   WAS   OUTFITTED   IN  A 

leather  outfit  from  Hermes' 
1998  winter  collection. 
Another  sported  a 
Breitling  watch.  Yet 
another  held  a 
Davidoff  cig- 
ar.  These  luxu-  . 
riously  appoint- 
ed jet-setters 
were — get 
ready — teddy 
bears. 

A  total  of  42 
handmade  mohau* 
bears  crafted  by 
Germany's  Steiff 
and  outfitted  by 
HeiTnes,  Louis  Vuit- 
ton,  and  40  other 
luxury  companies 
were  up  for  auction  in  Bras- 
sels  on  Nov.  6.  Said  organizer 
Alain  Semels  before  the  gala: 
"This  event  is  definitely  not 
for  children."  More  than  500 


teddy  beai'  fanatics  were  fly- 
ing in  fi'om  as  far  away  as 
Japan  and  the  U.  S.  and  pay- 
ing $1,000  for  the  privilege. 
The  goal  was  S5  milUon  for  a 
Belgian  children's  hospital. 
That  sum  looked  possible: 
One  Steiff  bear  from  1902 
.  fetched  $175,000  in 
1994,  while  a  contem- 


STUFFED:  But 

SO  much  style 


poraiy  Steiff  attract- 
ed $75,000— without 
haute  coutui'e  garb. 
Luxury  makers 
can  be  loath  to  lend 
'  <  their  image  to  oth- 
f  er  products — but 
not  here.  "We 
don't  make  teddy 
bears,"  said  Louis  Vuit- 
ton's  Anne  Visart.  As 
for  those  cuddly 
items:  "We'll  sell 
these  beai-s  jiast  hke 
you  sell  Picassos." 
boasted  Francois 
De  Jonker  of  the  Belgian 
Chambre  du  Haut  Commerce, 
the  event's  sponsor.  So  how 
much  would  a  Picasso  bear 
fetch?       William  Echikson 


PRODUCT  PEEK 

THIS  CREDIT  CARD 
IS  QUITE  A  LOOKER 

HOW  HARD  CAN  IT  BE  TO 

fit  a  credit  card  with 
a  tiny  rectangular 
magnifying  lens? 
Chase  Manhattan 
Bank  needed  four 
years  to  do  it.  First, 
Los  Angeles  inventor 
Alan  Finkelstein  had  to 
come  up  with  the  idea: 
He  realized  that  middle- 
agers  and  up  often  use 
credit  cards  but  can't  read 
their  restaurant  bills.  So 
why  not  install  a  built-in 
magnifying  glass? 

Finkelstein  pitched  the 
project.  Chase  bought  it,  and 
the  LensCard  was  bom.  Well, 
conceived.  A  spokesman  says 
it  took  foui"  years  of  trial  and 
en'or  to  produce  a  cai'd  with 
a  l!^-by-]^-inch  lens  that  still 


held  up  imder  the  impiint 
machines  and  other  wear  { 
tear  of  life  as  a  credit  car' 
Chase  finally  launched 
no-fee  card — which  carr 
a   standard  inter 
rate — ^in  eai'ly  Octo 
in  MasterCard  i 
Visa  varieties.  J 
a  gimmick?  Dc 
scoff,  paiticulai'l; 


sue"'' 


NOW  YOU  SEE  IT: 

Chase's  neiv  card 


you're  over  40.  That's  tl 
age  when  presbyopia — nat 
hai'dening  of  the  lens — set; 
It  happens,  alas,  to  us 
So  . . .  Where'd  we  put 
credit  card?   Jeanette  Bn 


THE  BIG  PICTURE 


WHY  WORKERS  DONT  SHOW  UP  iiiness,  long  t 

chief  cause  of  work  absences,  has  lost  ground  to  newer 
excuses:  "stress"  and  "entitlement  mentalitj'" — i.e.,  "1^ 
worked  my  tail  off;  I  deseive  time  off."  The  message?  P 
attention  to  employees'  emotional  well-being. 

REASONS  FOR 
ABSENCE 
■  '95 


STRESS 


ENTITLEMENT 
MENTALITY 
,SlS^  FAMILY 
ISSUES 

nSTOPERSONAL 
NEEDS 
PERSONAL 
ILLNESS 


0 


10  20 


►  PERCENT 


FOOTNOTES  U.S.  workers  who  watched  Web  simulcast  of  John  Glenn  launch:  5  milNon;  productivity  loss:  $18.7  million 


8  BUSINESS  Vv'EEK  /  NOVEMBER  16,  1998 


DATA:  CAHNERS  IN-STAT  C 


SHE'S  A  CHAMPION  OF| 

retirement  security.  Helping  lier, 
clients  achieve  financial  inde-j 


pendence  is  par  for  the  course,  j 

Retirement  Prd 


A  superstar?  Yes.  WeVe  got 
lots  of  them.  As  part  of  the  global 
AXA  group,  a  financial  services 
powerhouse  with  more  than 
$530  billion  under  management''; 
Equitable  has  a  full  line  of  prod 
ucts  and  services  for  all  life's 
opportunities  and  challenges 
Our  representatives  hold  more 
dual  CLU  and  ChFC  professional 
designations  than  anyone  in  the 
industry.  And  they're  ready  to 
help.  Contact  us  and  start  your 
planning  today.  We'll  put  a  pro 
right  on  It.  Call  1-800-590-5995 
or  visit  www.equitable.com 


EQUITABLE 


Member  of  the  Global 


I  Group 
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HIGH-DEFINITION  TV: 
WHO  NEEDS  IT? 


When  20%  of  the  population  controls 
80%  of  the  wealth,  can  85%  of  house- 
holds afford  such  a  luxmy  as  an  hdtv 
("Digital  D-day,"  Cover  Stoiy,  Oct.  26)? 
I  come  from  a  middle-class  household, 
and  if  I  had  several  thousand  dollars 
burning  a  hole  in  my  pocket,  I  would 
find  something  to  spend  it  on  other  than 
a  digital  TV. 

I,  for  one,  refuse  to  be  bulhed  into 
purchasing  the  next  state-of-the-art, 
ovei-priced  toy.  I  don't  plan  on  replacing 
a  perfectly  good  tv  just  because  broad- 
casters and  TV  manufactm-ers  made  it 
obsolete.  Not  being  able  to 
watch  TV  will  hardly  be  a 
tragedy  and  may  be  a 
blessing — by  breaking  what 
has  become  nothing  more 
than  a  bad  habit. 

Stacie  A.  Svbrandt 
Camp  Hill,  Pa. 


porations  operate  ensures  that  cori 
rations  adopt  a  simphstic,  transaction 
"paper  trail"  approach.  This  frequem 
magnifies  the  flaw  cited  above. 

3.  Limited  hedging  tools:  Most  bar 
and  investment  banks  market  off-tl 
shelf  nominal  fx  hedging  produc 
which  are  inappropriate  for  the  exj 
sures  you  mention. 

It  is  ti-ue  that  "natiu'al  hedges"  i 
an  improvement  over  nominal  FX  pre 
ucts.  but  they  break  down  when  hi 
governments  adopt  pohcies  that  int^ 
fere  with  the  smooth  functioning  of  t 
private  sector.  For  instance,  the  impc 
tion  of  price  controls  in  a  foreign  coi 
trv  can  destroy  the  local  cost-reven 


The  transition  to  hdtv 
would  be  much  easier  if  we 
were  not  biu'dened  with  obsolete  over- 
the-air  broadcasters.  Let  cable  and  di- 
rect-broadcast satellites  take  over  the 
distribution  function.  Television  will  be 
better  as  a  result. 

Jack  Haley 
Warner  Robins,  Ga. 

THE  COMPLEX  WORLD 

OF  GLOBAL  HEDGING  

"Perils  of  the  hedge  highwire"  (The 
Corporation,  Oct.  26)  highlights  an  issue 
that  has  been  the  subject  of  endless  de- 
bate among  corporations  and  investors. 
You  build  a  case  that  "locking  in  ex- 
change rates  isn't  always  a  great  idea." 
The  topic  is  more  complex.  The  problem 
is  threefold: 

1.  Identification  problem:  Tlie  fx  [for- 
eign exchange]  exposLU'es  you  cited  are 
real  exposures,  not  nominal  ones.  Not  a 
single  coi-poration  mentioned  identified 
the  exposiu'es  as  such. 

2.  Accounting  constraints:  The  ac- 
counting framework  in  which  U.  S.  cor- 


HDTV:  AN  OVERPRICED  TOr 

"I,  for  one,  refuse  to  be  bullied  into 
purchasing  the  next  state-of-the-art,  over- 
priced toy.  I  don't  plan  on  replacing  a  per- 
fectly good  W  just  because  broadcasters 
and  TV  manufacturers  made  it  obsolete." 


balance,  making  the  global  eaiTiings  ]! 
tui'e  even  worse.  There  are  financial  I 
ternatives  to  stmctural  hedges,  bu: 
naive  accounting  fi-amework  only  ni 
forces  what  your  article  imphes:  C- 
porations  would  rather  be  exactly  wtu 
than  approximately  right. 

Eileen  M.  Del 
Vice-Presid 
Global  Risk  Management  Servi 
Bank  of  New  Y 
New  Y 

LET'S  REGULATE  ALL  SOFTWARE 
-NOT  JUST  GO  AFTER  MICROSO 

While  reading  about  Micri-; 
Corp.'s  business  plan  and  U.  S. 
Microsoft  in  "No  letup — and  no  ap 
gies"  (InfoiTnation  Technology',  Oct. 
I  found  myself  once  again  longini, 
the  software  equivalent  of  the  Foi 
Drug  Administration. 

A  day  or  two  before,  I  had  r. 
about  a  situation  in  which  different  e 
cipients  of  the  same  electronic-mail 
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received  significantly  different  ver- 
ms. A  meeting  had  become  con- 
itious  because  some  key  figures  did 
t  reach  everyone  on  the  list.  The  au- 
)r  took  pains  to  point  out  that  "this 
s  a  100%-pure-Microsoft  situation,  in- 
ving  no  version  of  Word  more  than  a 
ir  old."  In  the  same  time  frame,  my 
ndows  95  desktop  was  invaded  by  a 
Ty  of  messages  saying  that  the  ap- 
;ation  had  performed  an  illegal  op- 
tion and  would  be  shut  down.  The 
)lication?  When  I  ask  for  more  in- 
mation,  it  always  tells  me  it  is  Win- 
vs  Explorer.  As  far  as  I  can  deter- 
le,  this  is  common  for  users  of 
idows  95. 

tlicrosoft  surely  is  not  the  only  of- 
der:  Most  of  the  software  we  use  is 
j  complex  ever  to  function  reliably. 
1  I  am  not  at  all  pleased  by  the 
spect  that  the  mind-set  that  has  pro- 
ed  it  all  will  soon  manage  entertain- 
it  consoles,  PC  phones,  milk-purity 
litors,  check  scanners,  fast-food  or- 
ng  kiosks,  and  many  more  critical 
ems.  And  they  tell  me  that  by  open- 
the  package,  I  am  accepting  the 
:ept  that  there  is  absolutely  no  guar- 
ie  the  software  will  work.  I  am 
h  more  concerned  about  this  than 
ther  or  not  Microsoft  is  a  monopoly. 

Charles  J.  Wertz 
Associate  Professor 
Computer  InfoiTnation  Systems 
Buffalo  State  College 
Buffalo 

I'T  BASE  B-SCHOOL  RANKINGS 
CTDENT  SURVEYS  

read  "The  best  B-schools"  (Cover 
y,  Oct.  19)  and  noted  the  article  on 
dIs  attempting  to  bolster  their  rank- 
by  encouraging  students  to  inflate 
•  survey  answers.  As  a  '98  mba 
uate,  as  well  as  a  participant  in  the 
3nt  survey,  I  appreciate  the  fact 
you  have  at  least  identified  the 
lem  of  biased  sm-vey  results, 
igardless  of  whether  or  not  thei-e  is 
ttempt  on  campuses  to  sway  the 
ts,  I  wonder  why  you  would  use  as 
of  the  rankings  a  metric  that  is  so 
ly  flawed.  Every  student  respond- 

0  the  sui'vey  is  presented  with  a 
ict  of  interest,  business  week's 
ngs  are  visible  throughout  busi- 
and  it  clearly  helps  a  student's  ca- 
— as  well  as  his  self-esteem — to 

his  school  perform  well  in  the 
ngs. 

truggled  with  the  issue,  torn  be- 

1  answering  honestly  on  the  sur- 
.md  presenting  my  school  favor- 
II  urge  you  to  remove  this  variable 
the  rankings  foi-mula.  While  I  rec- 
i  the  value  of  measuring  the  qual- 
'  the  program  from  those  closest 


to  it,  student  surveys  are  just  not  an 
objective  enough  measure. 

Doug  Rosien 
University  of  Notre  Dame  MBA  '98 
Manchester,  Conn. 

HOW  PATENTS 

SPUR  INNOVATION  

"What's  next — a  patent  for  the 
401(k)?"  (Legal  Affairs,  Oct.  26)  com- 
pletely misses  the  key  benefits  that 
patents  deliver — to  patent  holders  and 


to  society  as  a  whole.  Patents  don't  slow 
the  spread  of  innovation;  they  accelerate 
it.  By  definition,  a  patejit  is  a  contribu- 
tion to  a  common  pool  ui'  learning  v^ath 
the  promise  to  teach  it  to  the  world. 
In  return  for  20  years'  worth  of  rights, 
the  inventor  is  legally  bound  to  Uave 
his  idea  and  its  underlying  concepts 
published  for  all  to  see.  Others  can  build 
on  the  idea,  enhance  it,  and  create  new 
concepts  they  can  own  vrith  a  similar 
promise  to  teach.  Inventors  unwilling 
to  license  their  inventions  will  lose  out, 
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Winter's  a  comin'.  So  don't  take  chances  with  a  questionable 
energy  supplier.  Call  that  reliable  Williams  energy.  We'll 
make  sure  you're  covered  all  winter  long.  Even  if  the 
creek  rises. 


that  Williams  energy 


www.wilttales.coni/energy 
1-800-WILLIAMS 
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certain  recordl<eeping  and 
shareholder  services  tothe 
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A  ROTH  IRA  AND 

WHY  DO  I  NEED  ONE? 

YOU  CAN  USE  rr 

FOR  EDUCATION 
OR  HOME-BUYING 

And,  in  some  cases,  a  Roth  IRA  can 
mean  thousands  more  in  retire- 
ment dollars  over  a  traditional 
IRA  Want  to  know  more?  Although 
we're  not  tax  advisors,  an  IN\'ESCO 
IRA  specialist  will  help  you  eval- 
uate your  individual  situation 
and  help  you  decide  which  IRA 
option  is  best  INVESCO  A  family 
of  no-load  funds  Over  65  years 
of  experience  A  global  perspective 

YOU  SHOULD  KNOW  WHAT  INVESCO  KNOWS!' 


1  INVESCO  INDUSTRIAL  INCOME  FUND  1 
1  Average  Annualized  Returns^  1970,-1997  j 

UP  MARKETS 
(25  of  28 years) 
1916%       18  59% 

■ 

DOWN  MARKETS 
(5  of  28 years) 

Industrial 
S£rP  500  Income 

-1172% 

1 

S&P  500  Industrial 
Income 

Tlif  MTiSiO  huliL^tnul  hwme  Fund  admni  97%  of  the 
positive  average  anuiml  retiims  of  the  S&P  500  ami 
siiffaed  onh/Jn  of  the  neqative  avenwc  nwnml  rehin]s  of 
the  S&f  Xll  The  aveidqe  annimzed  return  for  the 
Ii\TE5C0  hukiti-ial  hicdme  Fund  has  been  270% fori 
mr,  J.!  6.''',','.  for  5  years  anl  156S%  for  10  years  as  of  9/30/98. 
Tlif  5(VP  500  averaqe  annualized  retiim  has  been  901% 
for  1  year,  22.55%  0r5  years  and  1987%  for  10  years 

CALL  FOR  A  FREE  INVESTMENT  KIT 

1-800-220-6792,  EXT  155 
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INVESCO 


www.invesco.com 


The  principal  (out-ot-pocket  contributions)  ol  a  Roth  IRA  can  be  used  at  any  tinne  tor  any  reason  without  tax  or  penalty.  Earnings  removed 
lor  higtier  education  purposes  are  subiect  to  ordinary  income  tax  but  have  no  early  withdravi/al  penalty  Earnings  removed  for  a  first 
time  home  purchase  are  not  subiect  lo  early  withdrawal  penalty  They  are  not  subject  to  income  tax  as  long  as  any  Roth  accouni 
has  been  held  for  5  or  more  years. Total  return  assumes  reinvestment  of  all  dividends  and  capital  gain  distributions.  Investment  return 
and  principal  value  will  vary  so  that,  when  redeemed,  an  investor's  shares  may  be  wonh  more  or  less  than  their  original  cost.  Please 
consult  a  tax  advisor  for  specific  questions  about  your  individual  tax  circumstances.  ©  1998  INVESCO  Distributors,  Inc.,  Distributo 
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MONTGOMERY  INTERNATIONAL 
GROWTH  FUND 


★★★★★ 

A  five-star  rating  from  Morningstar 

Morningstar  rating  tor  3  year  period. 
Ending  9/30/98  among  819  international  equity  Funds 


Invest  in  a  fund  based  on  the  idea 
that  opportunity  is  always  knocking 
r      somewhere  in  the  world. 


Invest  Wisely} 


The  Montgomery  Funds 

800-572-FUND 

www.montgomeryfunds.com 

For  complete  information,  mcluding  charges  and  expenses, 
call  for  a  prospectus  to  read  carefull\'  before  investing. 


Past  performance  is  no  guarantee  of  future  results.  Foreign  hra'Umg  mvobes  certain  rish  including  cnricncj 
fliicliialinni  and  jinliliciil  and  econaniic  imtahililr-  Rdnrri  and pruh  i/ial  value  of  an  investment  u  ill Jhiciualc,  so  stiaci  •.. 
ivhen  redeemed,  may  he  icorlli  nioic  ur  li  \^  than  then  original  cost.  Rating  stated  is  fur  Class  R  shares.  The  Fund  also 
offers  Class  P  shares,  ivliuh  have  di/Jeienl  ^ales  charges  and  expense  levels  that  may  affect  performance.  Alorningstar's 
ratings  are  calculated  from  the  fund's  three,  five,  and  icii-rcur  average  annual  total  returns  (if  available)  in  excess  of 
90-day  Treasury  bill  returns  with  appropriate  fee  acfa^liihiih  ,iod  a  risk  factor  that  leflects  fiind  peiformance  below  90-day 
T-bill  relurns.  If  the  fund  .scores  in  the  top  1 0%  of  its  cbus  it  receives  5  stars.  Fuuds  Distributor,  luc.  (10/98). 
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ouldn't  interrupt 
your  weekend. 


w,  business  news     ■  , 


iS5$fe&l<fnci  that  will  have  an  impact  on 
your  life.  That's  why  there's  "This  Week 
in  Business'0a,PBS.  Join  host  Sheilah 
Kast  for  the  business  news  you 
absolutely  need  to  know. 
Weekends  on  PBS. 
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The  1999  Business  Weel(  Pocltet  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  \NYEK  PLANNER  and  mail  to 
DEPT.  BC39,  PO.  Box  1597,  Fort  Lee,  NJ  07024  U.SA  Enclose  separate  sheet 
w-ith  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
Full  refund  if  not  completely  satisfied  with  materials 
and  workmanship. 


Gold 
blocking 
of  your 
full  name 
add  $4.75. 

  USA  Credit  card  holderN  may  call  "^^^^^^^^^    f ,  . 

ijai  TOLL-FREE  800-553-3575  o/,  xj/,  xa 

Ask  for  Dept  BC39 
We  honor  AmEx/DinersA'isa/MasterCard 

For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201461-0040.  or  fax  to  201461-i 
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because  they  have  already  given  ecr 
petitors  the  blueprints  to  enginee 
noninfringing  alternative. 

As  holder  of  U.S.  Patent  #5,794, i 
for  our  buyer-driven  E-commerce 
tern,  priceline.com  has  already  siia 
the  underlying  technology'  througli  . 
patent  process  and  is  absolutely  wiT 
to  hcense  its  invention. 

Patents  also  provide  a  protect 
"nest"  in  which  new  ideas  and  con  . 
nies  can  develop  and  gi'ow.  Much  nt' 
day's  initial-public-offering  mania 
nothing  to  do  with  money.  It's  a  nuc 
of  survival.  Startups  know  that  v, 
out  patent  protection  there's  no  ~ 
tiling  as  a  long-range  business  phi' 
theu'  idea  is  good  and  it's  not  prott 
some  big  company  will  copy  it  i 
criminately.  There's  tremendous 
siu'e  to  cash  in  quick.  Patents  leve 
placing  field  and  make  it  possibli- 
new  companies  to  attract  capital,  laii 
products,  and  compete  with  more  i 
tablished  playei-s.  Simply  put,  protee  i 
intellectual  capital  is  the  only  wa\[ 
generate  more  of  it. 

Jay  S.  \\  a 
Founder  and  Vice-Chaii 
priceline.coii 
Stamford,  v 

PUTTING  THE  GOP  CONGRESS 
IN  A  BAD  LIGHT  

I  am  not  too  happy  with  the  acti 
that  has  taken  place  in  Congi'ess 
ing  this  past  yeai-,  but  youi'  article  ( 
not  tell  the  whole  story  ("The  1( 
Congi-ess:  How  the  Republicans  I 
it,"  Washington  Outlook,  Oct.  26^ 
may  have  been  a  blessing  that  s 
or  all  of  the  initiatives  that  w-ere  n 
tioned  in  the  column  went  to  the 
islative  boneyard."  The  antismol 
and  campaign-finance-reform  effc 
for  instance,  were  both  dumb  id 
Believe  it  or  not,  sometimes  the 
package  coming  out  of  congressi 
deliberations  is  bad  law. 

The  most  distressing  aspect  of 
column,  though,  is  the  way  in  which 
Congi'ess  and  the  President  are 
trayed.  All  the  so-called  bad  actio 
inaction  is  shown  as  the  fault  of  ' 
gress,  while  the  President  is  show 
just  trjing  to  get  his  "education  ii 
fives"  implemented.  The  Repubhcar 
to  use  some  of  the  budget  surplus  i 
tax  cut  is  portrayed  straight  out  oJ 
Clinton  spin  book  as  a  "reckless  ru 
Social  Secmity."  But  the  President' 
forts  to  use  that  same  budget  surpli 
fund  "education  initiatives"  is  portr 
as  a  "lofty  fight." 

Why  should  we  be  surprised  v 


You've  chosen  your  employees 
for  their  talent  and  expertise. 


Choose  their  health  plan 
for  the  same  reason. 


When  choosing  the  right  health  plan,  it  helps  to  know  all  the  facts.  That's  why 
we'd  like  you  to  know  that  a  board  of  experts,  the  California  Cooperative 
Healthcare  Reporting  Initiative,  recently  reported  that  it  gave  Kaiser  Permanente 
high  marks  on  eight  out  of  nine  clinical  measures,  from  cervical  cancer  and  breast 
cancer  screening  to  beta  blocker  treatments  after  heart  attacks. 

Setting  the  benchmark  in  California  for  quality  care  is  nothing  new  to  Kaiser 
Permanente.  In  fact,  we're  continually  recognized  for  practicing  great  medicine. 

So  give  your  employees  a  health  plan  that  works  as  hard  as  they  do.  After  all,  they 
are  one  of  your  company's  most  valuable  assets. 


KAISER  PERMAMEMTE 


www.ca.kaiserpermanente.org 


If  you  think 
earning  money  is  hard, 
try  giving  it  away. 

//'  we  had  a  nickel  for  everyone  who  ever  got  a  headache 
ivhile  trying  to  understand  tax  and  estate  planning,  xve'd 
all  be  rich  by  now.  Tlie  fact  is.  it's  confusing  and  getting  even 
more  so.  Winch  is  why  partnering  with  the  Jewish  Community 
Foundation  for  philanthropic  giving  makes  good  sense.  Some 
of  the  country's  finest  minds  have  been  enlisted^  to  help  you 
realize  significant  legal  and  tax  benefits.  We  offer  a  number  of 
altematwes  to  private  foundations  and  charitable  lifetime  income 
plans.  As  far  as  charitable  groups,  you  can  assist  practically 
whomever  you  like.  Tliough  'Jeivish  "  is  part  of  our  name,  you  can 
provide  for  non-Jewish  organizations  as  well.  Tlie  point  is.  both 
you  and  your  favorite  causes  can  benefit.  And  we're  here  to 
help  you  do  so.  To  find  out  more  about  Tlie  Foundation,  call  us  at 
(3zi)  ^61-8100.  Tliere's  a  lot  of  good,  work  to  be  done.  Let's  get  started. 

'"'FOUND)0(TION 

Jewish  Community  Foundation 
."(ID  \Vi  I  sii  I  HI  Bi  \  II ,  los         I  I  s,  CA.  gno.u 
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YOU'LL   M  AK'ilfe|| 
LIFELONG  A  M I C  1^ 
PHUAN,  CAIRDE, 
TOMODACHI,  VENNER 
AND  AM  I  G  OS. 


Us  show  less  regai'd  for  Congress  than 
sy  do  for  the  President?  The  Ameri- 
n  people  practically  never  get  the 
mplete  story. 

Russell  W.  Whipple 
Mason,  Mich. 

A  GLOBAL  ECONOMY. 

L  PARTS  NEED  TO  PROSPER 

'So,  what  is  really  going  on  out 
ire?"  you  ask,  in  "The  age  of  uncer- 
ity"  (Editorials,  Oct.  26).  For  a  more 
oplete  answer,  look  to  the  principles 
systems  thinking.  A  "confluence  of 
mts"  is  not  the  only  thing  masking 
true  fundamentals  of  the  global 
nomy,  creating  this  "fog"  you  refer 
The  "fog"  is  being  created  by  the 
dency  to  see  globalization  from  a 
spective  gi-ounded  in  our  history  of 
ag  in  a  world  of  separate,  indepen- 
t  nations.  The  world's  economy  has 
ome  one  interdependent  system,  yet 
[  continue  to  view  it  thi-ough  inde- 
j  dent  eyes. 
Vhat's  really  gomg  on,  from  a  sys- 
s  perspective,  is  that  a  new,  single, 
)al  system  is  stmggling  to  be  seen 
what  it  is — a  system  that  can  pros- 
only  if  all  of  its  pails  prosper.  It  is  a 
:le  system,  one  that  innately  knows 
either  all  of  it  will  make  it  or  none 
:  Mill.  That's  the  way  healthy  sys- 
s  work.  The  business  world  will 
;per  beyond  its  wildest  imagination 
!  it  cuts  through  this  fog  and  stops 
ling  the  future  through  "past-fo- 
d  eyes." 

Steven  G.  Brant 
President 

Trimtab  Management  Systems 
Brooklyn,  N.  Y. 


MARKET  FOR  AMPLIGEN 

LD  BE  VAST  

ir  the  past  several  weeks,  we  have 
1  disparaging  assertions  by  Manuel 
MO  about  clii-onic  fatigue  syndi'ome 
and  the  potential  profitability  of 
yen  ("Why  Hemispherx  could  take 

Inside  Wall  Street,  Sept.  28).  At 
are  whether  Ampligen  is  an  effi- 
is  treatment  for  CFS,  whether  there 
sizable  market  for  this  ding,  and 
her  the  value  of  Hemispherx  Bio- 
ma  stock  should  dechne. 
is  difficult  to  come  up  with  a  sohd 
'er  to  estimate  the  size  of  the  po- 
ll market  for  Ampligen.  Because 
ne  methodology  shortcomings,  the 

Centers  for  Disease  Control  & 
ntion  estimated  number  of  cases  of 
iiderestimate  the  true  pictm-e.  For 
pie,  the  early  CDC  figures  did  not 
le  a  potentially  large  gToup  of  peo- 
vith  CFS  who  gave  up  seeking 
I  care  because  they  were  treated 
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The  new  Concord 
Impresario  Chrosiographe 
is  power-packed. 

Inside:  The  world's  first 
automatic  chronograph 
movement  that  measures 
time  to  1/10  of  a  second, 
and  reports  day,  date  and 
month  via  windows  on 
the  dial. 

The  sapphire  crystal  case  back 
lets  you  see  it  work. 

The  balance  wheel  and  hair- 
spring beat  at  36,000  vibrations 
per  hour:  acutely  accurate. 

The  addition  of  31  jewels 
makes  it  a  virtually  friction-free 
operation. 

It  combines  intestinal  forti- 
tude with  efficiency  to  the 
max.  The  oscillating  weight  is  a 
dual  direction,  self-winding 
rotor  system.  What  that  means: 
one  day  of  normal  wear  revs  up 
50  hours  of  reserve  power. 

Overall,  this  chronometer 
is  one  of  the  most  precise 
timepieces  ever  made.  To 

prove  the  point,  each  Impresario 
Chronographe  is  individually 
tested  and  certified  by  the 
C.O.S.C.,  the  renowned  Swiss 
horological  authority. 

All  visible  movement  parts  have 
an  elegant  Cotes  de  Geneve 
finish.  But  that's  not  all... 


Face-to-face,  the  new 
Concord  Imp'  io 
Chronogra,;      lakes  a 
powerful  statement  as  one 
of  the  most  distinctive 
timepieces  of  its  kind. 

Heroic  st)k\  Se.ious 
substance:  216.7  grams 
worth  of  solid  18  karat  rose 
gold.  (Or,  if  you  prefer,  solid 
stainless  steel.)  All  cai'ved  and 
crafted  by  hand. 

Note  the  classic  contours. 
The  coin-edge  case  detiiil 
repeated  on  the  bracelet,  the 
dial,  and  the  crown. 

Observe  the  fingertip  controls. 
Push-buttons  operate  a  large 
second  hand -and  track  time 
to  tenths  of  a  second.  (Hours 
and  minutes,  as  well.) 

In  addition,  there's  a  sniiUl 
sweep-seconds  hand  at  9. 

A  fast-correction  button  on  the 
side  of  the  case  lets  you  change 
the  day  of  the  week  instantly 

And  like  idl  Concord  Impresaiio 
timepieces,  quartz  and 
mechanical,  the  Chronographe 
is  water  resistant. 

Inside  and  outside,  no 
other  automatic  chrono- 
graph measures  up  to  the 
Concord  Impresario. 
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so  derisively  by  theii-  doctors.  Addition- 
ally, those  early  numbers  would  not  cap- 
ture the  people  wlio  don't  meet  eveiy 
criteria  for  a  <  i  s  diagnosis  but  would 
nevertheless  fjenefit  from  Ampligen. 

Our  organization  has  received  a 
tremendous  number  of  inquiries  about 
the  availability  of  Ampligen.  For  the 
most  pait,  these  people  would  be  willing 
to  spend  the  money  if  they  could  get 
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Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.niaven.businessweek.com 


theii'  symptoms  under  control  by  such  a 
phaiTnaceutical  agent.  As  of  tliis  writing, 
Ampligen  is  undergoing  clinical  trials 
and  has  not  yet  been  approved  by  the 
Food  &  Di-ug  Administration.  While  we 
cannot  cjuantify  with  ceitainty  the  exact 
incidence  of  CFS  and  we  cannot  project 
the  exact  market  size  for  Ampligen,  we 
disagree  with  Mr.  Asensio's  statements. 

Ronald  B.  Gilbert 
President 
Chronic  Fatigue  Syndrome 
Society  of  Illinois 
'Skokie,  111. 

TO  TRACK  NET  PIRATES, 
PLANT  FALSE  INFORMATION 

I  am  a  first-time  user  of  a  PC  and 
have  just  about  managed  to  use  it  as  an 
expensive  typewriter.  I  am  still  light- 
years  away  from  being  a  Net-surfer. 
However,  when  it  comes  to  Net  privacy 
and  safeguai'ding  pei'sonal  details  ("Now 
it's  yom-  Web,"  Special  Report,  Oct.  5), 
one  idea  occurs  to  me: 

Each  time  you  "opt  in"  to  provide 
data  to  a  vendor,  you  should  include  a 
false  piece  of  information.  And  for 
every  "opted  in"  vendor,  use  a  different 
false  detail.  Doing  this  will  by  no 


means  stop  the  trading  of  personal  i; 
formation.  But  the  customer  will  1: 
able  to  trace  the  source  and  those  u; 
lawfully  benefiting  from  it.  As  you  ci 
see,  my  knowledge  of  the  Net  is  neg' 
gible,  but  sometimes  a  simple,  nonele 
tronic  solution  can  be  the  answer. 

David  Go; 
Barceloi 
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With  MSN  Internet  Access, 
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According  to  industry 
^andards,  all  CD-R  discs 
should  be  readable  on  every 
CD-ROM  drive.  That's  the 
theory.  In  reality,  data  recorded 
on  conventional  CD-R  discs 
may  he  unreadable  on  one  out 


of  every  50  CD-ROM  drives. 
•  Thai's  why  TDK  developed 
Certified  Plus  CD-R  discs, 
the  only  line  of  CD-R  media 
certified  for  100%  playback 
compatibility.  That  means  true 
global  information  exchange  - 


even  on  early-generation 
CO-ROM  drives  and  audio 
players.  And  their  MSi  cyanir 
recording  layer  makes  them 
the  most  accurate  discs  in 
the  industry. 


TDK  CD  R  media  exceeds 
Orange  Book  part  II 
industry  standards. 


rtified  plus 

FOR  GLOBAL  COMPATIBILITY 


IT  S  THE  PERFORMANCE  ADVANTAGE  THAT  HAS  MADE  TDK  THE 
WORLD'S  LEADING  SUPPLIER  OF  HIGH-PERFORMANCE 
RECORDING  MEDIA.  CD-R,  DVD-R,  DVD-RAM  DISCS 
AND  DATA  CARTRIDGES  WITH  THE 
CERTIFIED  PLUS  DIFFERENCE. 


coBOmic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  11.8.  COULD  USE  A  DOSE 

OF  EUROPE'S  PRIVACY  MEDICINE 


SENSIBLE: 

The  EU's 
new  rules 
drastically 
limit  the 
ability  of 
companies  to 
sell  data  on 
consumers- 
and  that's 
a  good  thing 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


The  European  Union  has  just  enacted  a 
new  law  for  the  protection  of  privacy 
that  raises  intriguing  questions  about 
the  relationship  between  property,  liberty, 
government,  and  the  niles  of  global  trade.  It 
also  portends  more  conflict  between  the  U.  S. 
and  its  European  trading  partners,  as  their 
economies  become  ever  more  tightly  linked. 

The  EU's  directive,  which  took  effect  on 
Oct.  25,  drastically  limits  the  ability  of  com- 
panies to  market  data  on  consumers,  some- 
thing taken  for  granted  in  the  U.  S.  This  is 
not  a  case  of  pointy-headed  biu'eaucrats  run- 
ning amok.  The  EU's  policy  reflects  what  has 
long  been  a  much  tougher  approach  to  con- 
sumer privacy  throughout  Europe.  The  di- 
rective requires  member  nations  to  enact 
conforming  national  laws.  Six  countries  com- 
ply now. 

Most  of  Europe  already  limits  telemar- 
keting. The  new  rules  extend  this  to  junk 
faxes  and  E-mails.  The  existing  laws  of  in- 
dividual Em'opean  nations  have  stricter  rules 
on  commercial  data  collection,  as  well  as  en- 
tire agencies  making  sure  government  and 
private  data  on  citizens  are  used  only  for 
their  original  purposes.  To  some  extent, 
these  safeguards  reflect  a  gi-eater  European 
anxiety  about  Big  Brother,  given  the  Conti- 
nent's experience  with  totalitarianism.  Yet 
they  recognize — appropriately — that  Big 
Brother  can  be  a  commercial  data  bank  as 
well  as  a  state  agency.  Americans  have  re- 
sisted government-issued  identification  cards 
as  an  invasion  of  liberty  and  privacy.  Most 
European  nations  use  such  cards,  with  im- 
portant benefits  to  law  enforcement  and  pub- 
lic health,  but  balance  them  with  compre- 
hensive privacy  protections. 
COMMON  LAW.  France  and  Germany,  among 
other  nations,  legally  codify  a  right  to  privacy. 
The  U.  S.,  supposedly  the  more  libertarian 
nation,  has  no  such  generic  right.  Rather,  as 
Supreme  Court  Justice  Louis  Brandeis  long 
argued,  the  fundamental  right  "to  be  let 
alone"  can  be  infei'red  fi'om  the  common  law. 
If  I  publicly  disseminate  yom-  pei^sonal  letters, 
I  may  be  sued  for  appropriating  a  literai-y 
work  or  for  violating  an  implicit  contract — but 
not  necessarily  for  a  more  general  breach  of 
your  privacy. 

The  new  EU  directive  creates  a  general 
right  for  citizens  to  opt  out  of  private  data- 
bases. If  a  citizen  requests  it,  data  collected 
for  one  purpose — say,  a  credit-card  purchase— 


cannot  be  bought  and  sold  for  other  purpose 
This  provision  is  a  deadly  assault  on  the  no\ 
vast  direct-marketing  industry,  and  it  affec 
anyone  selling  to  a  Eiu'opean  consumer,  i 
eluding  an  American  company. 

U.  S.  trade  negotiators  are  fighting  th 
directive,  on  the  grounds  that  it  violat( 
free  trade.  This  is  a  battle  they  ai'e  likely 
lose.  Indeed,  the  Europeans  are  not  conte: 
simply  to  protect  European  consumers.  Tl 
EU  also  wants  the  U.  S.  government  to  i: 
crease  privacy  safeguards  for  American  she 
pers.  If  this  demand  seems  a  little  cheek 
please  recall  that  the  U.  S.  has  long  throv 
ai'oimd  its  weight  on  trade  matters.  We  wa 
the  Japanese  to  change  their  distribute 
system;  the  Brazilians  to  accept  om*  conce 
tion  of  intellectual-property  protection;  t' 
French  to  modify  their  cultural  policy;  t' 
Canadians  to  cut  subsidies;  and  the  Midd 
East  to  accept  American  norms  of  what  co 
stitutes  bribery. 

AMERICAN  RULES.  As  different  customs 
systems  of  laws  become  interlinked  by  tra( 
common  gi-ound  rules  for  commercial  pr 
tices  must  be  negotiated.  But  the  laws 
commerce  slop  over  into  cherished  natioi 
customs  and  values.  Notwithstanding  po; 
cold  war  rhetoric  about  the  "end  of  histor 
with  its  facile  claim  that  there  is  one  tr 
model  of  capitalism  and  democracy  (whi 
just  happens  to  be  the  American  one),  it 
not  reahstic  to  expect  that  other  nations  m 
simply  embrace  American  rules.  It  does 
work  to  say  that  we  are  simply  enforci 
"fi-ee  trade."  because  issues  of  property  rigl 
in  databases  and  intellectual  property  are 
gal  constiucts  that  may  reasonably  differ  fr( 
country  to  country. 

It's  more  likely  that  the  U.  S.,  as  well 
Europe,  will  need  to  compromise  if  the 
are  to  be  viable  rules  for  global  commer 
That's  not  such  a  bad  thing.  Although  lib' 
tarian  ideology  holds  that  property  rigl 
are  pai-amount — even  that  they  anchor  ot? 
lights — the  reality  is  considerably  more  co 
plex.  A  telemarketer's  right  to  invade  i 
dinner  or  an  insurance  company's  view 
my  medical  records  as  mere  property  mv 
be  balanced  against  my  rights  as  a  citiz( 
We  Americans  happily  import  sophistical 
European  products — French  wines,  Itali 
fashions,  German  autos.  We  should  consic 
importing  Europe's  more  evolved  and  b 
anced  conception  of  privacy. 
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APC  Back-UFS  Pro'' 
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problems  a  month.  An  APC  uninterruptible 
power  supply  with  surge  suppression 
and  battery  back-up  protects  your  software, 
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APC  Back-UPS  Pro®  provides  clean,  reliable 
power  that  lets  you  function  at  peak  perfor- 
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One  fiat  monthly  paymen 
Welcome  to  communicatior 


Local-  Long  distance.  Interne 


Teligent  is  changing  the  way  you  manage  your 
company's  communications  expenses  forever. 
Suddenly  everything  is  one  predictable  flat  monthly 
charge.  Local.  Long  distance.  High-speed  Internet. 
All  for  up  to  30%  less  than  you're  currently  paying  for 
hese  services.  We  simply  take  the  average  of  several 


months'  charges  and  discount  that  amount.  That's  what  you  pi 
every  month.*  Yes,  you  heard  right.  You  see,  we're  not  buyir 
someone  else's  local  dial  tone  and  reselling  it  at  a  discount.  Th 
savings  are  actually  built  into  the  very  structure  of  our  network. 

With  our  interactive  online  billing  system,  e-magine,™  you  Ccl 
access  your  account  in  ways  you  never  before  thought  possibi 
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Right  through  your  Internet  browser.  Sort  and  analyze 
calls  by  account  code,  length  of  call,  originating 
number,  terminating  number,  almost  any  way  you 
want.  Download  the  data  tor  your  own  use.  Even  pay 
your  bill  right  online.  In  essence,  you  take  your  rightful 
place  as  master  of  your  communications  universe. 


We've  made  it  our  mission  in  life  to  see  that  small  and  mid-sized 
companies  get  the  same  advantages  as  the  bigger  guys.  And  it  all 
starts  with  our  little  12 -inch  antenna  on  the 
roof  of  your  office  building.  Sound  too  good 
to  be  true?  Pinch  yourself.  Then  visit  us  at 

www.  teligent.  com.  The  Sman  way  To  Communicate: 
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Ecgjpmic  Trends 


BY  GENE  KORETZ 

FALLO  f  FROM 

mapaCT  swings 

U.S.  exposure  vs.  that  of  Europe 

WW  That  a  difference  a  few  days  or 
TT  weeks  can  make  in  investor  senti- 
ment. Stock  markets  have  surged  liigh- 
er  in  the  wake  of  the  Federal  Reserve's 
twin  interest  rate  drops,  a  strong  thii-d- 
quarter  gTowth  report,  and  G-7  backing 
of  new  measures  to  fight  financial  ciises. 
Meanwhile,  credit  spreads  have  begim 
to  narrow,  and  corporate-bond  issuance 
has  picked  up  steam. 

Of  course,  there  are  still  clouds  on 
the  horizon.  Some  40%  of  the  global 
economy  remains  mired  in  recession, 

AMERICANS'  HOPES  RIDE 
MORE  ON  THE  MARKET 


150 


1997  HOUSEHOLD  EQUITY 
HOLDINGS  AS  A  SHARE  OF 
100           DISPOSABLE  INCOME  - 


FRANCE   GERMANY     ITALY      BRITAIN  US 
▲  PERCENT 

DATA  OECD,  SALOMON  SMITH  BARNEY 

the  outlook  for  emerging-market  giants 
China  and  Brazil  remains  problematic, 
and  some  slowdown  appears  unavoid- 
able in  the  U.  S.  and  Europe. 

That's  why  the  stock  market's  latest 
rally  is  so  heartening,  especially  for  the 
U.  S.  economy.  Americans  are  far  more 
sensitive  to  stock  market  declines  than 
Europeans,  say  economists  at  Salomon 
Smith  BaiTiey — and  for  good  reason.  In 
the  U.  S.  last  year-,  household  stock  hold- 
ings amounted  to  143%  of  disposable 
income.  But  in  Europe,  with  the  excep- 
tion of  Britain,  they  averaged  only  about 
20%'  of  disposable  income. 

Americans'  gr-eater  market  exposure 
also  shows  up  on  household  balance 
sheets.  Excluding  stock  market  assets, 
the  ratio  of  household  liabilities  to  (non- 
equity) financial  assets  last  year  was 
122%  in  the  U.  S.,  compared  with  an 
avei'age  90%  in  France,  Gennany,  and 
Italy.  So  a  stock  market  rally — or  cor- 
rection— tends  to  have  a  larger  and 
more  rapid  impact  on  U.  S.  consump- 
tion than  on  European  spending. 

Meanwhile,  on  the  busi/iess  side  of 
the  economy.  Corporate  America  is 


more  sensitive  than  Europe  to  capital- 
market  conditions,  observes  economist 
Stephen  Roach  of  Morgan  Stanley  Dean 
Witter.  Some  46%  of  U.  S.  corporate  fi- 
nancing occurs  in  the  capital  markets,  he 
notes,  and  31%  comes  from  banks.  In 
Germany,  by  contrast,  corporate  bonds 
and  money  market  paper  account  for 
just  2.6%i  of  corporate  debt,  and  bank 
loans  for  a  huge  69%. 

The  upshot  is  that  the  recent  im- 
provement in  the  bond  market  matters 
a  lot  more  to  U.  S.  than  to  Eiu'opean 
companies,  who  were  spared  the  finan- 
cial pressures  felt  by  their  American 
peers.  Eiu'ope's  greater  reliance  on  bank 
debt,  however,  could  prove  to  be  its 
Achilles'  heel.  Roach  points  out  that 
Eiu'opean  banks'  exposiu-e  to  emerging- 
market  debt — including  heavy  loans  to 
Latin  America — comes  to  7%  of  the  re- 
gion's gi'oss  domestic  product,  compared 
with  1.4%  of  CDP  for  American  banks. 

Tlius,  while  Eiu'opean  banks  have  yet 
to  tighten  credit  significantly  to  their 
corporate  clients  at  home,  there's  still  a 
risk  that  new  defaults  in  Latin  America 
and  elsewhere  could  seriously  crimp 
their  lending  ability. 


CYCLES  OF  DEATH 
AND  REBIRTH 

How  small  business  churns  out  jobs 

Here's  a  puzzle:  The  Small  Business 
Administration  reports  that  busi- 
nesses with  less  than  500  employees  ac- 
counted for  76.5%  of  the  6.85  million  pri- 
vate-sector jobs  added  to  the  economy 
between  1990  and  1995.  Yet  it  also  notes 
that  the  small  business  share  of  employ- 
ment has  actually  been  slipping — from 
54.6%  in  1988  to  52.5%  by  1995.  How 
can  these  reports 


AN  ANATOMY  OF 
EMPLOYMENT  GROWTH 

PRIVATE  SECTOR  lOB  GROWTH* 
1990-95  BY  BUSINESS  SIZE 

CONCERNS  WITH: 


be  reconciled? 

The  answer, 
says  the  SBA,  is 
that  the  job  cre- 
ation numbers 
count  net  employ- 
ees added  by 
businesses  origi- 
nally classified  as 
small  in  1990  (or 
later  if  they  wei-e 
founded  in  subse- 
quent years).  But 
the  1995  analysis 
of  employment 
shares  looks  only 
at  the  status  of 
concerns  in  that  year.  So  it  may  well  be 
that  the  smaller  employment  share  of 


►  PERCENT  OP  TOTAL  GROWTH 

*6  85  MILLION  NET  NEW  JOBS 

DATA  SMALL  BUSINESS 
ADMINISTRATION 


small  business  may  actually  reflect  tl 
fact  that  many  successful  small  fi 
grew  a  lot  larger  oi"  were  acquired  1 
bigger  outfits. 

What's  clear  is  that  small  business 
generated  much  of  the  net  job  grow 
in  I'ecent  years — even  as  many  bit  t] 
dust.  Between  1989  and  1995,  repoi 
the  SBA,  2.9  million  companies  we 
born,  and  2.6  million  died. 


DO  POLLIITIOIV 
REGS  COST  JOBS? 

Los  Angeles'  experience  says  no 


Critics  of  envii'onmental  regulatio 
often  charge  that  their  high  cc 
hurts  business  and  thus  impedes  or 
duces  employment.  Others  point  c 
that  pollution  abatement  activities  c 
result  in  the  creation  of  new  jobs, 
that  the  ultimate  effect  on  labor  ( 
mand  is  uncertain. 

In  a  new  National  Bureau  of  E^ 
nomic  Research  study,  economists 
Berman  and  Linda  T.  Bui  of  Bost 
University  assess  these  effects  by  co 
paring  changes  in  manufacturing  e 
ployment  in  regulated  plants  in  the 
Angeles  area  from  1980  to  1992,  w 
changes  in  the  rest  of  California  i 
across  America.  In  the  period  un( 
study,  air  pollution  regulations  in 
Los  Angeles  aii"  basin  were  tighter 
considerably — to  a  degi-ee  far  in  exc 
of  that  prevailing  elsewhere  in  the  st 
or  nation.  At  the  same  time,  manul 
tuiing  employment  in  the  area  declin 
as  it  did  in  many  areas  in  the  count 
The  study  revealed  that  the  new  r 
ulations  imposed  heavy  investment  c( 
exceeding  an  average  of  $500,000 
plants  in  the  ai'ea,  with  outlays  for  oO 
fineries  especially  high.  But  the  axitb 
found  no  impact  on  the  number  of  re 
ufactming  plants  leaving  or  enteiTng 
area.  And  they  found  a  slight  posit 
effect  on  employment,  possibly  due 
the  hiring  of  people  to  maintain  ab; 
ment  equipment  and  ensm-e  compliai 
"Plant  managers  interviewed  C( 
plained  about  the  regulations  but 
ported  no  adverse  impact  on  jobs,"  c 
ments  Bui. 

Indeed,  a  follow-up  study  by  Ben 
and  Bui  found  that  productivity 
refineries  in  the  Los  Angeles  area 
higher  than  in  similar  plants  in  Te 
and  Louisiana — apparently  because 
need  to  invest  in  pollution  abatenr 
equipment  accelerated  manageni 
decisions  to  invest  in  othei'  more  | 
ductive  technology. 


Advertisement 


Some  of  the  most  ^ 

valuable  things  in  your  life 
are  virtually 

invisible 


You  can't  see  those  sophisticated 
electronic  chips  which  help 
provide  vivid  images  on  your 
computer  screen, 


you  can't  see  the  technology 
which  helps  bring  digital 
television  into  your  living  room, 
and  you  can't  see  the  tiny  processor 
which  helps  make  your  car's  engine  run 
so  smoothly. 
Yet  without  this  "invisible  magic"  your  life 
wouldn't  be  the  same. 
That's  one  of  our  specialties  at  Mitsubishi  Electric 
'poration  —  designing  and  supplying  powerful, 
ovative  components  which  add  value  to  our  customers' 
ducts,  and  to  your  life. 

lese  products  -  some  of  the  most  famous  brand  names 
he  world  --  include  high-powered  automobiles,  digital 
leras,  computers,  mobile  phones,  even  space  station 
dules.  Inside  them  all,  Mitsubishi  Electric  components 
often  providing  essential  functions, 
ur  technology  may  often  be  invisible,  but  among  the 
"Id's  leading  companies  we're  well-known  as  one  of  the 
it  respected  and  honored  suppliers  of  value-added 
iponents. 


Last  year,  in  fact,  we  won 
Sun  Microsystem's 
highest  award  for  supplying 
products  of  excellent  quality 
and  meeting  delivery  schedules 
on  time. 

Mitsubishi  Electric  innovation  is  based 
upon  a  very  practical,  market-based 
philosophy. 
Our  research  teams  aren't  isolated;  they're 
focused  on  the  marketplace.  Their  goal  is  to 
develop  technologies  and  products  that  add  value 
in  the  form  of  new  functions  and  improved 
performance. 

In  pursuing  that  goal,  our  R&D  people  often  are  in 
touch  with  our  customers,  so  that  v^e  can  do  a  better 
job  of  matching  our  research  to  customer  needs. 

One  of  our  newest  innovations  is  a  "system  on  a 
chip"  which  senses  and  records  images  in  much  the 
same  way  as  a  human  eye.  It's  creating  new 
business  opportunities  in  entertainment,  building 
security,  customer  analysis  and  other  services. 


Aavertisement 


L.  ike  the  key  corrif)onent  of  the  human  eye,  Mitsubishi 
Eiectric's  patented  intelligent  CMOS  Image  Sensor 

(ICIS)--  the  first  of  its  kind  in  the  world  -  provides  not 
only  realtime  images,  but  also  a  new  vision  of  products 
and  services  to  come. 

*  Like  the  popular  Nintendo  Game  Boy  camera... 

*  Like  a  video  game  in  which  you're  part  of  the 
action... 

*  A  building  security  system  which  senses  the  slightest 
movement  of  an  intruder... 

*  A  tiny  mobile  camera  which  allows  you  to  transmit 
images  via  mobile  phone  no  matter  where  you  are...  ^'"tendo's  Game  Boy 

^  ,.,        1^.       i.,  Camera  is  a  hit  product 

*  Or  a  way  to  enter  your  automobile  or  home  m  which 

your  unique  fingerprint  replaces  your  key. 

"The  exciting  thing  about  this  technology  is  that  it  has 
many  practical  applications  which  create  new 
markets,"  says  Dr.  Kazuo  Kyuma,  head  of  the  ICIS 
Business  Promotion  Project  at  Mitsubishi  Electric  and 
the  man  who  conceived  the  ICIS. 

Equally  exciting  is  the  fact  that  its  revolutionary 
design,  which  includes  150  patents,  provides 
dramatically  superior  performance. 

Its  realtime  image  processing  is  ten  times  faster  yet 
consumes  ten  times  less  power  than  the  CCDs  (charge- 
coupled  devices)  which  currently  help  provide  images, 
and  in  a  smaller,  lighter  module. 

"As  semiconductors  are  the  heart  of  the  electronics 
industry,"  says  Dr.  Kyuma,  "the  ICIS  will  become  the 
'eye'  for  a  range  of  new  industries." 

The  ICIS  also  represents  a  new  approach  in  research 
and  development. 


During  a  year  as  a  researcher  at  the  California  Institute 
of  Technology,  Dr.  Kyuma  was  astonished  to  see  how 
scientists  were  also  business  entrepreneurs  --  turning 
their  ideas  into  market  realities. 

He's  used  that  concept  to  create  a  research  team  of  14 
Mitsubishi  Electric  engineers  with  the  differing  hardware 
and  software  skills  needed  to  develop  the  ICIS 

"The  Wright  Brothers  watched  birds,  and  designed  the 
first  airplane,"  he  notes.  "I  studied  the  human  retina, 
and  designed  iJie  (CIS." 


"I  studied  the  human 
retina,  and  designed  the 
ICIS"  --  Dr.  Kaziso  Kyuma 


en  some  people  were 
dreaming  of  the  "system  on  a 
chip"  era,  we  at  Mitsubishi 
Electric  were  already  shipping 
products. 

One  of  our  major  "systems  on  a  chip" 
innovations  is  called  eRAM  (embedded  memory).  It 
based  on  our  proven  ability  to  integrate  data  processi 
large-scale  memory  and  other  functions  within  a  sing 
silicon  chip. 

Putting  all  that  power  on  a  single  chip  means  not  or 
faster  processing  speed  and  less  power  consumption, 
but  smaller,  lighter  products. 

You'll  be  using  our  eRAM  chips  in  a  range  of  trendy 
products  such  as  "smarter"  digital  still  cameras,  more 
compact  Personal  Data  Assistants,  notebook  compute 
-hard  disk.d/ives,_and_digital_-yideo  dlsj<s  iDVDJ,_and  r 
car  navigation  system,  and  so  on. 

Perhaps  the  most  exciting  product  of  the  future,  aga 
made  possible  by  eRAM's  key  advantages  —  faster  im 
processing  in  a  lighter,  more  compact  chip  -  is  a  nevi 
of  mobile  phone.  It  will  feature  a  larger  display  for 
downloading  and  reading  email,  plus  a  tiny  camera 
capable  of  transmitting  images  by  radio  waves. 

Imagine  traveling  to  a  beautiful  mountain  resort,  tak 
"live"  pictures  with  your  mobile  phone,  and  then  sen( 
those  images,  real-time,  to  your  friends  many  miles  asf 
so  they  can  enjoy  them  with  you  at  the  same  time. 

You  may  even  be  able  to  experience  a  realistic  "virt 
world"  without  leaving  this  world,  thanks  to  eRAM 


To  see  more  examples  of  Mitsubishi  Eiectric's  innovative  j 
•  To  see  our  latest  products,  please  visit  us  at  COMDEX  '98 
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We're  Market-Oriented 

The  stories  on  these  pages  dramatically  illustrate 
how  Mitsubishi  Electric  is  re-focusing  to  maximize 
our  great  strength  in  leading-edge  technologies. 

To  be  a  player  in  these  highly  competitive  fields, 
you  must  be  able  to  make  quick  decisions.  We've 
reorganized  our  company  so  that  researchers  and 
marketers  can  focus  more  precisely  on  customer 
needs. 

We're  also  very  conscious  of  the  bottom  line. 
We're  putting  our  efforts  only  into  leading-edge 
fields  with  the  greatest  potential  for  growth  and 
profitability. 

Our  innovative  spirit  means  we  have  an  eye  for 
your  future  -  because  that's  part  of  our  future,  too. 


Ichiro  Taniguchi, 
President 


A  Bridge  in  Space 

IFor  more  than  30  years  Mitsubishi  Electric  has 


years  Mitsubishi  biectric  nas  been  a  leader  in  Japan 
satellite  industry,  and  over  this  period  we  have  been  involved  in  nearly 
200  satellite  programs  worldwide. 

Mitsubishi  Electric  has  developed  the  world's  first  unmanned  spacecraft 

docking  system  and  in  July  1998  this  system  was  successfully  tested  in  orbit 
The  experience  we  have  gained  from  testing  this  new  "bridge  in  space"  will  be 
used  in  the  unmanned  space  carrier  that  will  supply  the  International  Space 
Station  operated  by  Russia,  the  United  States,  Japan,  the  European  Space  Agency 
(ESA)  and  Canada. 
Mitsubishi  Electric  has  now  successfully  entered  the 
commercial  satellite  market  and  in  October  1998  was 
appointed  as  the  preferred  supplier  and  prime  contractor 
by  Cable  &  Wireless  Optus  in  Australia  to  supply  their  next 
generation  CI  Satellite.  Mitsubishi  Electric  has  also  celebrated 
the  ground  breaking  ceremony  at  our  Kamakura  Works  for 
an  expanded,  comprehensive  satellite  assembly  and  test  facility. 
We  are  excited  by  the  opportunities  that  this  new  space  business  offers 
\    and  the  chance  to  demonstrate  to  our  customers  our  proven  ability  to 
'^r  highly  sophisticated  systems  of  superior  quality  at  a  competitive  price,  and 
ritly,  on  time. 


ital:  Broadcasting 
trabegrns 

3w  erk of  digital  broadcasting  begins  in 
,  Mitsubishi  Electric's  technology  is 
a  key;  role. 

ll  gnal  compression  know-how  is  part  of  a 
eieviision  encoding/decoding  system 

;  being  used  by  key  CBS  Television 
■M  stations  for  both  broadcasts  and 
rif  sions  between  television  stations, 
fj  stem  provides  the  most 
ifj  encoding/decoding 
)ir!,  sion  yet  offered  for  DTV. 
tH  the  next  five  years, 
Ti  takes  over  as  the 
;   It  broadcast  technology, 
irj  iion  rapidly  expanding 
ii  for  our  unique  system. 


The  digital  TV  encoder 


It's  a  mobile  office 


The  world's  first  unmanned  space 
—f-l     .  I  i  i  craft  docker  (photo  courtesy  of  NASDA)/ 

Thinner  Is  Better 

It's  easy  to  see  why  the  Mitsubishi  Pedion  notebook 
computer  won  top  honors  last  year  at  COMDEX, 
the  largest  electronics  show  in  the  U.S. 

The  Pedion  is  just  0.7  inches  thick,  making  it 
the  world's  thinnest  notebook.  Even  better, 
it  weighs  just  a  little  over  three  pounds, 
which  makes  it  popular  among  the  new 
generation  of  constantly-traveling  business  people. 

But  size  and  weight  alone  mean  nothing  without  powerful 
functions,  and  the  Pedion  provides  the  fastest  data  processing, 
superior  quality  pictures  and  the  easiest  access  to  Internet  or  Intranet 
of  any  notebook  you  can  find. 

Our  AMiTY  CN  mini-notebook,  weighing  just  2.4  pounds,  is  ideal 
for  handling  a  variety  of  business  applications,  including  email, 
remote  network  access,  and  even  simple  presentations. 

And  our  AMiTY  VP  pen-based  computer  allows  easy  operation 
while  also  offering  a  full  array  of  functions.  People  in  health  care, 
financial  services,  on-site  sales  and  other  fields  are  discovering  the 
value  of  AMiTY  VP. 


if  s,  please  visit  our  Website,  at  www.mitsubishielectric.com 
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THE  CORROSION  OF  CHARACTER 

The  Personal  Consequences  of  Work  in  the  New  Capitalism 

By  Richard  Sennett 
Norton  •  176pp  •  t^.  .95 


YO»HAVEAJOB, 

Bl  T  HOW  ABOUT  A  LIFE? 


Richard  Sennett's  The  Corrosion 
of  Character  had  me  repeatedly 
musing  on  some  obscure  but 
durable  lines  of  poetiy:  "We  are  free, 
free,  free — /  Hke  empty  sailboats  lost 
at  sea."  Tlie  author,  a  minor  poet  named 
Tess  Slesinger,  was  reflecting  on  a  dif- 
ferent era,  the  1920s.  But  the  two  wint- 
ers have  a  similar  focus:  a  fi'eedom  that, 
for  all  of  its  promised  exhilaration, 
leaves  us  wanting.  As  his  subtitle  indi- 
cates, Sennett  explores  "the  personal 
consequences  of  work  in  the  new  capi- 
talism." In  our  flexible,  reengineered 
economy,  Sennett  asserts,  we  are  un- 
moored— fi'om  oiu'  pasts,  our  neighbors, 
and  ourselves.  Our  newfound  liberty 
may  be  so  costly  and  attenuated  as  not 
to  be  liberty  at  all. 

Sennett,  a  sociologist  at  New  York 
University,  is  among  the  countiy's  most 
distinguished  thinkers.  His  books — in- 
cluding The  Fall  of  Public  Man,  The 
Conscience  of  the  Eye,  and  The  Hidden 
Injuries  of  Class  (co-authored  with 
Jonathan  Cobb) — rate  comparison  with 
David  Riesman's  classic  The  Lonelij 
Crowd  and  the  incisive  social  criticjues  of 
the  late  Christopher  Lasch.  Sennett's 
works  span  25  years  of  thinking  about 
and  observing  our  civic  selves  and  civic 
spaces.  His  1994  work.  Flesh  and  Stone, 
considered  the  human  body  in  relation 
to  the  m-ban  environments  we  make  for 
it.  The  book  began  in  ancient  Athens 
and  ended  in  modern  New  York. 

The  Corrosion  of  Character  may  not 
seem  to  ]3ossess  the  sweep  and  ambition 
of  these  earlier  works.  But  don't  be  mis- 
led, for  Sennett  has  concentrated  into 
176  pages  a  profoundly  affecting  argu- 
ment as  to  what  we  are  doing  to  our- 
selves as  we  reshape  our  work  to  stress 
short-term  goals,  chop-and-change  pro- 
fessional paths,  decentralized  stiuctui'es, 
incessant  risk,  and  teamwork  as  against 
the  hierarchies  of  yesteryear.  Although 
Sennett  has  long  been  understood  as  a 


liberal-left  thinker,  this  is  not  a  shrill 
call  to  tm-n  back  the  clock:  His  pmpose 
lies  more  in  showing  us  where  we  are 
going.  At  the  end  of  this  road,  he  says, 
is  the  decay  of  personal  character. 
"Charactei'  is  expressed  by  loyalty  and 
mutual  commitment,  or  tlu'ough  the  piu-- 
suit  of  long-term  goals,"  he  writes. 
"How  do  we  decide  what  is  of  lasting 
value  in  ourselves  in  a  society  which  is 
impatient,  which  focuses  on  the  imme- 
diate moment?" 

Central  to  this  book  are  the  notions 
of  ft'agmented  time  and  its 
consequence,  the  loss  of  co- 
herent personal  histories 
with  beginnings,  middles, 
and  ends.  "Career,"  Sen- 
nett points  out,  originally 
meant  a  carriage  road — 
and  as  applied  to  work,  a 
clear  path  foi-ward.  We  can 
no  longer  coimt  on  that.  As 
he  notes,  these  days  one  is 
advised  to  anticipate  11  job 
changes  during  a  typical 
working  life.  And  as  we 
move  from  island  to  island 
in  our  corporate  archipela- 
goes, friendships  and  community 
take  on  "a  fugitive  quality." 

In  this  context  of  atomized  personal- 
ities and  communities,  Sennett  astutely 
points  out,  some  of  us  tilt  toward  Main 
Street  nostalgia  and  the  cultural  con- 
servatism that  often  goes  with  it — re- 
sentment dii'ected  towaixl  welfare  moth- 
ers, calls  for  reduced  immigration,  and 
so  on.  Seldom  do  we  recogruze,  however, 
that  the  vain  search  for  idealized  com- 
munities is  precisely  in  reaction  to  the 
conditions  of  work  that  we've  erected  in 
the  name  of  flexibility  and  efficiency. 

That's  the  thesis,  in  a  nutshell,  and 
exploring  it  soimds  daunting,  doesn't  it? 
Well,  Sennett  has  never  been  less  than 
challenging.  Th^  Corrosion  of  Character 
is  closely  argued,  and  the  intellectual 
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rigor  pays  off.  Along  the  way,  the  ai 
thor  draws  in  everyone  fi'om  philosc 
phers  Diderot  and  Adam  Smith  to  soc 
ologist  Max  Weber  and  journalist  Walte 
Lippmann.  He  also  introduces  us  t 
high-flying  consultants,  laid-off  IBM  e^ 
ecs,  bakers  on  the  overnight  shift,  and] 
barkeep  who  tried  life  in  the  glass-ano 
concrete  towers  only  to  conclude  th; 
she  pi-eferred  the  brass  rail. 

Sennett  takes  up  many  dimensior 
of  life  in  the  new  corporation.  Hig 
among  them  is  the  shift  fi"om  individu 
effort  to  teamwork,  which  he  calls  "tl 
work  ethic  of  a  flexible  political  econ 
my."  Because  it  relies  on  "the  fiction 
harmony,"  teamwork  stresses  mutu 
responsiveness  at  the  expense  of  orij 
nal  thinking.  Unity  requii'es  the  team 
confine  its  members  to  specific  tasl 
and  superficial  processes,  without  mu( 
reference  to  either  the  experience 
perspective  of  individuals.  In  the  tea 
context,  you  no  longer  have  a  boss- 
you  have  a  "leader."  This  obscures  o 
dinaiy  power  relationshij 
a  condition  Sennett  cal 
"powei-  without  authority 
Above  all,  Sennett  saj 
the  team  disallows  co 
flict — so  turning  itself  in 
a  new  form  of  dominatio 
This  takes  us  to  Se 
nett's  conclusion.  In  his 
nal  chapter,  "The  Dang( 
ous  Pi'onoun,"  he  examin 
the  idea  of  community, 
eluding  the  version  a 
vanced  by  those  who  c 
themselves  the  commui 
taiian  movement.  The  "w 
of  these  intellectuals  who  emphasize 
dividual  sacrifice  and  common  moi 
standards  creates  a  false  cohesion 
obscuring  conflict,  he  says.  "There  is 
community  until  differences  are 
knowledged  within  it.  Teamwork,  1 
instance,  does  not  acknowledge  diffi 
ences  in  privilege  or  power,  and  so  ii 
weak  form  of  community." 

That  sort  of  acuity  nans  thi'ougk 
Tlte  Corrosion  of  Character.  You  ra 
not  agi'ee  with  Sennett's  alignments,  l 
he'll  lead  you  to  new  places.  Tha 
every  wiiter's  challenge,  and  Senn^ 
meets  it  admirably  in  tliis  book. 

BY  PATRICK  SMI 
Fortner  BUSINESS  week  editor  Sm 
contemplates  the  New  Economy  fn 
a  dairy  farm  in  Connecticut. 


Richard  I 
Sennett  H 
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THE  NEW  ECONOMY'S  FLEXIBILITY,  SAYS  SENNETT 
COMES  AT  A  STEEP  COST  TO  OUR  HUMANITY 
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Move  over  Hollywood.  You  wont  leve 
tke  innovations  we're  Lrindin^  to  tke  Lid  screen. 


From  sending  x-rays  over  the  Internet 
EDS  is  leading  the  way  in  electronic 

^^^yiiese  Jays,  information  in  tke  kealtk  care  inclustr\' 
kas  reackeJ  titanic  proportions. 

That's  wkv  EDS  continues  to  develop  innovations 
in  electronic  commerce  that  kelp  lower  costs  and 
improve  patient  care. 

Like  tke  new  web-ena  kled  nnro  llment  izar 
simple  way  to  ck  oose  kealtk  kenekts,  instantlv,  eliminating 
needless  paperwork.  EDS  also  created  an  application 
tkat  sends  dental  x-ravs  over  tke  Internet  confidentiallv. 


to  choosing  health  benefits  in  seconds, 
business  in  the  health  care  industry. 


recently,  we  co-ventured  to  form  Kinetra,  to 
kuild  tke  keakk  care  industry"  s  most  comprekensive 
electronic  netrv^irk.  lnno\'ations  like  tkese  ka\'e  kept  EDS 
starring  in  tke  kealtk  care  industr}'  for  over  35  years. 

For  more  details,  call  1-800-832-3249.  E-mail  us  at 
info(S  eds.com.  Or  \'isit  us  at  kttp://www.eds.com.  And 
let  tke  kig  screen  work  for  vou. 


^  A  more  productive  way  el  working 
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BEYOND  Managed  Care 

How  the  Next  Healthcare  Revolution  Will  Change  Your  Company 


t's  back-the  healthcare 
lebate,  that  is. 

Much  of  the  chatter  comes  from 
rdent  consumers  who,  through 
lecdotal  stories,  have  created  a 
laeistrom  of  bad  feelings  about 
MOs.  And  while  Americans  seem 
latively  satisfied  with  the  kind  of 
?althcare  they  receive,  the  national 
Tception  seems  to  be  that  the  way 
is  delivered  just  doesn't  cut  it, 
pecially  when  it  comes  to  man- 
led  care. 

j^ecent  surveys  point  to  the  poten- 
ofthe  issue.Ar/me-CNNpoll 
)orts  that  Americans  trust  physi- 
I  ns,  nurses,  hospitals,  and  drug 
1  npanies  more  than  they  trust 
j  lOs.The  majority  of  those  polled 
1  HK  and  The  Wall  Street  Journal 
I  d  that  HMOs  have  worsened  the 
ij  ality  of  healthcare  services.  And 
j!  '/oofthose  contacted  in  a  1998 
|i  5lth  Confidence  Survey  by  the 
I  ployee  Benefit  Research  Institute 
H  Vashington,D.C.,  found  that  the 
ilthcare  system  is  in  need  of 
jor  refinement. 

lie  legislative  arena  is  respond- 
Myriad  new  legislative  propos- 
Iwhich  range  from  giving  con- 
lers  the  right  to  select  their  own 
sicianto  mandating  hospital 
)th-of-stay  requirements) 
aten  to  dramatically  alter  the 
Ithcare  business  altogether, 
le  there  is  no  telling  which,  if 
proposals  will  prevail  when  the 
ilative  debate  ends-or  how 
•  will  affect  patient  care,  many 
irts  sense  an  emerging  trend: 
healthcare  system  is  entering 
i:hroes  of  a  momentous  power 
-from  employers  demanding 
ced  costs  to  consumers  seeking 


their  own  control  over  those  costs, 
not  to  mention  access  to  care  and 
quality  of  care. 

Not  that  employers  are  no  longer 
interested  in  healthcare  trends.  After 
all,  they  drove  the  transition  of  the 
American  healthcare  delivery  sys- 
tem from  one  based  on  "do  whatev- 
er it  takes  to  cure  the  patient"  to 
"let's  make  affordable  treatment 
decisions."  Employers 
were  compelled,  of 
course,  by  bene- 
fits budgets 
blown  out  of 
control  in  the 
1980's. 
Indeed,  man- 
aged care 
organizations 
came  into  their 
own  by  reining  in 
those  spiraling  health- 
care costs.  And  by  most  measures, 
they  have  done  so  successfully. 
Throughout  the  1990's,  healthcare 
costs  have  fallen,  and  managed  care 
organizations  of  various  sizes  and 
shapes  (including  but  not  limited  to 
HMOs)  now  cover  the  lives  of  85% 
of  the  American  populace. 

Managing  Managed  Care 

But  the  decade  is  ending.  And  in 
the  wake  of  declining  stock  valua- 
tions for  many  HMOs  and  even  a 
few  spectacular  financial  failures, 
some  industry  observers  are  envi- 
sioning the  next  era  in  the  health- 
care revolution.  And  they  believe 
healthcare  consumers  are  the 
newest  force  to  shape  healthcare 
delivery:  Individuals  are  starting  to 
make  more  frequent  and  significant 
decisions  about  what  they're  willing 


to  pay  for  healthcare-and  to  whom. 

The  response  of  the  healthcare 
industry  is  to  create  new  services 
and  products  to  attract  those  fledg- 
ling consumers.  According  to  KPMG 
Peat  Marwick,  LLP,  preferred 
provider  organizations  (PPOs)  and 
point-of-service  (POS)  plans 
enhanced  their  market  share  from 
March  1997  to  March  1998, 
reflecting  the  public 
debate  about 
greater  con- 
sumer choice 
of  providers. 
HMOs  and 
convention- 
*     al  insurance 
plans  lost 
market  share 
over  the  same 
period. 
Healthcare  organiza- 
tions must  also  respond  to  the  cry 
for  consumer  protections.  In  addi- 
tion to  the  issues  of  physician  choice 
and  minimum  hospital  stays,  legis- 
lators are  examining  such  steps  as 
prohibiting  health  plans  from  using 
financial  incentives  to  encourage 
case  managers  to  limit  or  deny 
care-or  physicians  to  withhold 
information  on  expensive  laboratory 
tests.  Consumers  also  are  in  a  furor 
about  ensuring  access  to  emergency 
room  care,  as  well  as  mental  health 
and  vision  care. 

Quality,  Access,  and  Costs 

It  might  seem  that  consumers 
want  to  have  their  healthcare  cake 
and  eat  it,  too-meaning,  they  want 
the  very  best  medical  treatments  as 
employers  demand  the  very  lowest 
costs.  But  that's  exactly  why  many 


industry  observers  think  this  new 
healthcare  revolution  may  be  the 
industry's  best  hope  to  spur  market- 
place competition  and  enhance 
quality,  without  government  inter- 
vention. 

And  that  spells  good  news  for 
employers' interests  in  continuing  to 
keep  costs  under  control.  First,  how- 
ever, consumers  must  learn  to 
understand  and  trust  managed  care, 
in  all  its  existing  and  yet-to-come 
permutations.  Until  recently,  there 
has  been  a  lack  of  available  con- 
sumer-relevant information,  such  as 
how  to  pick  a  health  plan  or  which 
one  offers  the  best  "quality"  ser- 
vices. How  does  a  consumer  know, 
for  example,  whether  he'll  be 
screened  for  prostate  cancer  or 
whether  she'll  be  monitored  for 
breast  or  cervical  cancer?  How  can  a 
diabetic  consumer  be  assured  of 
regular  eye  exams  or  an  elderly  per- 
son receive  an  annual  flu  shot?  Con- 
sidering the  wide  availability  of  con- 
sumer tools  for  other  purchases, 
such  as  automobile  safety  ratings, 
the  absence  of  such  information  is 
perhaps  astonishing. 

So  the  scramble  is  on  to  develop 
meaningful  "report  cards."  For 
example,  the  Employer  Quality  Part- 
nership (EQP)  in  Washington,  D.C., 
made  up  of  seven  employer  groups, 
is  banking  on  the  increased  use  of 
information  to  foster  marketplace 
competition.  EQP's  toll-free  tele- 
phone number  (800-260-3783)  and 
Website  (www.eqp.org)  give  both 
consumers  and  employers  impor- 
tant tips  on  what  to  consider  when 
rating  health  plans. 

Many  health  plans  now  are  offer- 
ing data  on  plan  coverage,  perfor- 
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mance  ratings,  and  phy  i  jan  and 
consumer  satisfactioi  surveys  to 
satisfy  consumer  tliirst  for  informa- 
tion. And  independent  industry 
groups  are  developing  broad-based 
measures,  a  leading  example  being 
the  Health  Plan  Employer  Data  and 
Information  Set  (HEDIS),an  initia- 
tive of  the  National  Committee  for 
Quality  Assurance  (NCQA)  in  Wash- 
ington, D.C.  (w/ww.ncqa.org). 

But  the  complexity  of  that  sort  of 
data  poses  a  decided  challenge. 
"The  fundamental  things  we  in  the 
healthcare  industry  need  to  give 
consumers  are  just  not  available 
yet,"  says  Cynthia  Burghard,  research 
director  at  GartnerGroup,  a  leading 
provider  of  technology  advisory 
services  in  Boston. "We  barely  have 
enough  information  to  understand 
how  to  measure  quality,  much  less 
to  report  how  this  data  should  be 
used  by  consumers  to  make 
informed  healthcare  decisions." 

I.T,  to  the  Rescue 

How  do  healthcare  organizations 
hope  to  conquer  the  data  complexi- 
ty issue?  Many  are  relying  on  infor- 
mation technology  (I.T.)  to  find 
solutions.  For  example,  software 
developers  at  XyberNET  Inc.,  devel- 
oper of  a  computerized  benefits 
enrollment  system,  headquartered 
in  San  Diego,  offers  the  HealthFare 
system  to  simplify  benefits  adminis- 
tration for  health  plans  and  employ- 
ers, while  giving  consumers  imme- 
diate access  to  information  about 
health  plan  options  and  then  allow- 


The  healthcare  system  has  entered  the 
throes  of  a  momentous  power  shift-from 
employers  demanding  reduced  costs  to 
consumers  seeking  control  of  costs, 
access,  and  quality. 


ing  them  to  self-enroll.  Estimates 
reveal  this  technology  can  cut  the 
cost  of  a  single  health  plan  enroll- 
ment from  $4.75  to  under  $1.00  per 
employee. 

"But  there's  more  to  the  system 
than  administrative  savings,"says 
Eric  Peterson,  XyberNET  vice-presi- 
dent and  general  manager.  He 
explains:  "Health  plans  that  use  this 
technology  will  undoubtedly  have  a 
competitive  edge  in  the  market- 
place. Because  employers  are  now 
asking  for  these  systems  as  a  regular 
condition  of  doing  business,  many 
may  just  change  health  plans  for 
the  one  with  the  electronic  link." 

And  with  an  estimated  30  million 
Americans  now  linked  to  the  World 
Wide  Web,  more  healthcare  organiza- 
tions are  putting  great  trust  in  the 
Internet  to  serve  as  a  conduit  of 
information  and  to  harness  its  power 
to  effect  change.  At  least  29%  of 
HMOs  surveyed  in  a  1997  Gartner- 
Group  study  reported  using  the  Inter- 
net to  communicate  with  business 
partners  and/or  consumers.  Of  those, 
77%  have  developed  corporate  home 
pages  and  another  18%  report  using 
the  Web  to  market  their  services. 
Some  industry  observers  think  the 
Internet  will  become  the  standard- 
ized network  for  sharing  information 
transactions  and  analyses. 

Even  the  federal  government  is 


using  the  Internet  to  disseminate 
healthcare  information.  For  exam- 
ple, the  Health  Care  Financing 
Administration  (HCFA)  maintains  a 
website  (www.medicare.gov)  to 
help  Medicare  recipients  better 
understand  new  choices  in  Medicare 
Part  C.The  site  has  been  exclusively 
designed  for  seniors,  allowing  them 
to  compare  premiums  and  covered 
services  of  Medicare-fChoice  plans 
by  state,  county,  or  zip  code. 

The  Employers' Managed  Health 
Care  Association  (MHCA)  in  Wash- 
ington, D.C,  an  association  of  more 
than  100  employers  working  to  fos- 
ter a  better  healthcare  delivery  sys- 
tem through  managed  care,  has 
been  instrumental  in  such  efforts. 
Last  May,  MHCA  cosponsored  a 
Medicare  summit  with  HCFA's  Center 
for  Beneficiary  Services,  which 
focused,  in  part,  on  how  to  introduce 
and  explain  new  concepts  to 
Medicare  beneficiaries.  Pamela 
Kalen,  MHCA  executive  director, 
believes  initiatives  such  as  these  will 
become  more  popular  as  the  health- 
care industry  takes  greater  advan- 
tage of  I.T  solutions  such  as  the 
Internet.  "For  the  employer  commu- 
nity," says  Kalen, "the  advent  of  I.T  is 
making  the  difference  between 
offering  value-based  information 
about  health  plans  and  just  provid- 
ing cost-related  information." 


Despite  innovative  initiatives,  there 
are  still  many  industry  barriers 
impeding  successful  integration  and 
dissemination  of  healthcare  infor- 
mation."Most  of  today's  initiatives 
are  'infomercial-like,'  only  scratching 
the  surface  of  what  consumers  really 
need,"  says  Burghard. "These  efforts 
help  health  plans  distribute  market- 
ing and  basic  health  education  infor- 
mation to  consumers.  But  they  will 
not  have  an  effect  on  healthcare 
delivery,  unless  either  such  efforts 
are  personalized  to  specific  con- 
sumers or  they  drive  consumers  to 
actively  participate  in  their  care." 

Internet-based  solutions  also  fail 
to  consider  types  of  consumers-the 
working  poor,  the  illiterate,  and  the 
computer  illiterate,  for 
example-who  either  don't  have 
access  to  the  Internet,  don't  under- 
stand it,  or  opt  not  to  use  it. Those 
groups  will  be  left  out  of  the  infor- 
mation exchange. 

Strategic,  Financial,  and 
Clinical  Benefits 

The  I.T  industry  faces  other  chal- 
lenges. This  year,  NCQA  had  planned 
to  ask  health  plans  to  refine  their  I. 
systems  as  part  of  its  push  for  deve 
oping  more  sophisticated  informa- 
tion. This  request,  however,  was 
halted  in  consideration  of  the  plans 
need  to  be  Year  2000-compliant. 
Otherwise,  according  to  the  NCQA, 
the  potential  pressure  to  upgrade 
their  I.T  systems  would  have  literal 
ly  caused  an  information  overload. 

This  story  points  out  that  I.T 


JUST  Who  Are  the  New  Healthcare  Consumers? 

Consumers  are  not  just  the  patients  who  have  already  entered  the  healthcare  system. They  may  be  healthy  Individ 
uals  who  find  themselves  paying  a  higher  proportion  of  their  health  insurance  costs.  They  might  be  caregivers 
responsible  for  the  health  and  financial  well-being  of  loved  ones-aging  parents,  in  the  case  of  many  baby 
boomers.  And  consumers  increasingly  are  the  baby  boomers,  who  as  they  age  would  heavily  tax  any  health 
care  system.  One  estimate  suggests  tl,  n  if  present  trends  continue,  healthcare  costs  for  the  elderly  portion 
of  the  American  population  could  consume  10%  of  the  gross  domestic  product  by  2020.  That's  more  than 
twice  the  share  in  1995,  leaving  Americans  with  less  money  to  spend  on  other  goods  and  services. 
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To  succeed,  healthcare  organizations 
must  provide  quality  care  and  mem- 
ber satisfaction.  By  putting  information 
technology  to  work  for  you,  Sybase 
can  help  your  organization  assist 
caregivers  in  improving  care  and 
tailoring  programs  that  address  the 
specific  needs  of  individual  members. 
In  fact,  we  already  provide  powerful 
solutions  to  a  number  of  world-class 
managed  care  organizations,  including: 

•  Prudential  HealthCare'^" 

•  26  of  the  Blue  Cross  Blue  Shield  Plans 

Our  information  technology  enables 
healthcare  organizations  to  develop 
solutions  that  improve  the  wellness 
of  their  members,  to  improve  the  pro- 
ductivity of  their  staff  and  to  provide 
quality  care  analysis.  In  addition,  we 
help  these  organizations  work  more 
effectively  and  efficiently  in  areas 
such  as: 

•  Member  Retention 

•  HEDIS  Reporting 

•  Disease  Management 

•  Claims  Fraud  and  Abuse 

For  more  information  about 
putting  our  technology  to  work 
for  you,  visit  our  website  at 
www.sybase.com/infoanywhere 
or  call  1-800-8-SYBASE  (Ref.  CPBU5). 


1  Sybase 


i 

Information  Anywhere. 
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Show  iv^  , 
THE  Doctor! 

One  example  of  information  help- 
ing to  dri  /  market  change  is  the 
Consumer  Choice  System  used  by 
HealthPartners,  a  not-for-profit 
parent  group  of  several  health 
plans,  clinics,  and  hospitals  in  Min- 
nesota."For  decades,  the  health- 
care industry  has  asked  consumers 
to  make  more  decisions  about 
their  healthcare,  but  up  until  now 
it  has  not  offered  easy  access  or 
provided  the  right  type  of  infor- 
mation necessary  to  make 
informed  choices,"  says  George 
Halvorson,  president  and  CEO  of 
HealthPartners,  based  in  Min- 
neapolis."Our  interactive  comput- 
er program  helps  consumers  and 
the  public  make  decisions  by  giv- 
ing them  information  about  their 
physicians  and/or  clinics  through 
consumer  performance  measures 
and  outcomes  about  patient  care." 

The  database  includes  informa- 
tion on  more  than  7,000  physicians, 
1,900  clinics,  and  95  hospitals,  per- 
mitting users  to  review/  physician 
credentials  and  read  each  doctor's 
personal  statement  and  philosophy 
about  medical  care.  (It  also  includes 
a  photo  of  the  physician.)  The  sys- 
tem also  enables  consumers  to 
compare  their  provider's  perfor- 
mance to  nationally  recognized 
medical  standards,  such  as  screen- 
ing rates  for  childhood  immuniza- 
tion and  cervical  cancer  (See 
www.  healthpa  rtners.com) . 


applications  are  by  no 
means  limited  to  com- 
municating with  a 
growing  class  of  con- 
sumers.  Indeed,  much  of  the  I.I 
activity  within  healthcare  systems  is 
tied  to  internal  missions,  such  as 
streamlining  administrative  process- 
es and  scheduling.  Developing  com- 
prehensive and  secure  electronic 
medical  records  is  another  key 
objective,  and  planning  for  the  turn 
of  the  millennium  has  many  I.T.  spe- 
cialists working  overtime.  Further- 
more, healthcare  organizations  are 
looking  to  1. 1  to  address  fundamen- 
tal medical  matters  such  as  helping 
physicians  make  diagnostic  and 
treatment  decisions,  providing 
patient  education  material  to  tar- 
geted groups  of  individuals,  and 
tracking  patients' compliance  with 
prescription  medications.  In  other 
words,  savvy  ClOs  are  looking  to 
prove  I.T.'s  relevance  for  strategic, 
financial,  and  clinical  applications. 

G2R,  Inc.,  an  I.T  market  research 
and  consulting  firm  in  Mountain 
View,  California,  reports  that  health- 
care organizations  spent  more  than 
$15.6  billion  on  I.T.  products  last 
year  with  spending  expected  to 
exceed  $20  billion  by  2001.  I.T  com- 
panies continue  to  debut  innovative 
products  to  aggressively  meet  the 
needs  of  their  customers. 

For  example,  one  of  the  biggest 
issues  facing  healthcare  organiza- 
tions is  the  need  to  integrate  exist- 
ing computer  systems,  a  need  com- 
pounded by  the  recent  frenzy  of 
mergers  and  acquisitions.  Enter 
Microsoft  Corporation's  ActiveX  for 
Healthcare,  a  set  of  software  stan- 
dards designed  to  provide  "plug- 
and-play"  interoperability  so  that 
healthcare  organizations  can  select 
best-of-breed  components  from 
any  source.  As  a  company  increas- 
ing its  commitment  to  healthcare. 
Data  General  Corporation,  a  major 

supplier  of  storage  and  enterprise 


Healthcare  organizations  spent  more 
than  $15.6  billion  on  i.t.  products 
last  year,  with  spending  expected  to 
exceed  $20  billion  by  2001. 


server  solutions  based  in  Westboro, 
Massachusetts,  has  formed  an 
alliance  with  Microsoft  to  promote 
ActiveX  applications. 

With  more  than  1,200  hospitals 
using  Data  General  systems,  the 
company  certainly  has  found  satis- 
fied customers.  Says  Dick  Escue,CIO 
for  Baptist  Memorial  Hospital  Health 
System  in  Memphis, Tennessee, 
"ActiveX  appears  to  have  substantial 
value  to  an  integrated  delivery  sys- 
tem. Achieving  plug-and-play  inter- 
operability at  the  application  level 
with  diverse  applications  across  our 
enterprise  is  a  highly  desirable  goal." 
Perhaps  it's  no  surprise  that  health- 
care now  represents  Data  General's 
largest  vertical  market. 

Data  General  also  offers  its  Picture 
Archiving  Communications  System 
(PACS)  solution,  based  on  the  latest 
technology  for  digitizing  x-rays  and 
other  medical  images.  PACS  is  a  film- 
less  imaging  system  that  processes, 
reports,  reads,  archives,  and  stores 
images.  According  to  Afzal  Ahmed, 
MD,  chair  of  medical  imaging  at 
Princeton  Community  Hospital,  an 
acute-care  facility  based  in  southern 
West  Virginia,  the  solution  will  make 
Princeton  more  efficient  in  providing 
quality  healthcare. 

"Swapping  x-rays  for  images  will 
dramatically  reduce  the  chances  of 
losing  or  misplacing  x-ray  images 
due  to  human  error"  he  says."We 
will  be  able  to  distribute  electronic 
images  simultaneously  from  multi- 
ple locations,  transmit  images 
between  departments  and  remote 
or  satellite  facilities  with  a  single 
keystroke,  and  control  our  storage 
space  requirements." 

Seamless  exchange  of  electronic 
information  is  a  virtual  battle  cry  for 
the  healthcare  I.I  industry.  As  Jeffrey 
Karp,  director,  healthcare  industry  at 


Sybase,  Inc.,  a  world 
leader  in  distributed 
computing  architec- 
ture  in  Emeryville,  Cal 
ifornia,  succinctly  puts  it:  "Healthcart 
is  a  distributed  process,  which 
assumes  the  need  for  a  network.  An] 
clinician  is  better  served  by  context.' 
Karp  points  to  a  Sybase  installation 
in  the  far-flung  reaches  of  Canada  a: 
a  compelling  example.  Sybase  assist 
ed  the  government  of  the  Northwes 
Territories  in  developing  a  computer 
ized  healthcare  record-keeping  and 
management  system  to  span  the 
widely  scattered  population,  while 
adapting  to  different  service  deliver 
models. 

EDS,  a  leader  in  the  global  infor- 
mation services  industry,  is  pushinc 
the  logistical  limitations  of  health- 
care delivery.  EDS,  based  in  Piano, 
Texas,  has  partnered  with  Health 
Hero  Network,  Inc.,  of  Mountain 
View,  California,  to  implement  the 
latter's  HealthBuddy  Service, a  two 
way  communication  service  that 
enables  healthcare  organizations  t( 
have  frequent  meaningful  contact 
with  patients.Timely,  personalized 
communication  provides  more 
opportunities  to  identify  potentiall 
serious  situations  sooner  allowing 
providers  to  focus  additional  atten- 
tion on  those  patients  who  need  it 
the  most.  Patients  communicate  vi 
the  HealthBuddy  appliance,  a  low- 
cost  device  that  plugs  into  an  exist 
ing  telephone  jack  and  enables  dai 
interaction  via  simple  queries,  eda 
cational  information,  and  remindei 
The  device  also  transmits  updates  ■ 
key  measures  such  as  blood  glucos 
levels  from  the  privacy  of  patients' 
homes.  Healthcare  organizations  p 
a  monthly  per-patient  fee  that  is 
less  than  the  typical  cost  of  a  singi 
completed  call  made  to  the  patien 
by  a  care  manager 

"The  current  acute  care  focus  of  c 
healthcare  system  tends  to  addres! 
the  needs  of  the  chronically  ill  aftei 
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:hey  become  critical," say  Rob 
Jeardall,  MD,  EDS  medical  director 
'Combining  the  core  competencies  of 
lealth  Hero  Network  and  EDS  creates 
I  solution  that  shifts  this  model  to 
•ne  of  proactive  intervention  prior  to 
he  occurrence  of  a  crisis." 
EDS  also  is  addressing  the  access- 
>care  issue  for  another  challeng- 
ig  group  of  patients:  Medicaid 
!Cipients.The  company  provided 
16  automated  claims  verification 
'Stem  that  helped  win  the 
rkansas  Department  of  Human 
Hvices  a  Ford  Foundation  grant  as 
"Top  Ten"  Innovation  in  American 
wernmentfor  1997.  Since  the 
odel  program  called  ConnectCare 
35  implemented,  the  pool  of  doe- 
rs in  the  state  who  are  willing  to 
!at  Medicaid  patients  has  swelled 
1,600  and  emergency  room  use 
Medicaid  patients  has  fallen  10% 
low  that  of  the  general  popula- 
n.A  1995  study  concluded  that 
e  program  had  saved  $30  million 
er  its  initial  17-month  period, 
'hysicians  used  to  decline  Medi- 
d  patients  because  they  were 
willing  to  take  on  the  paperwork 
i  reimbursement  delays.  But  a 
/V  magnetic  "swipe"  card  allows 
lies  to  automatically  process 
ims  in  20  seconds,  verifying  eligi- 
tyand  benefit  status  and 
)ositing  payments  directly  into 
viders'  bank  accounts. 


ysicians  Take  Command? 

3metimes,  though,  physicians 
be  caught  between  what  their 
d  judgment  dictates  and  what 
irers  say.  I.T.  promises  to  also 
ressthat  gap,  fostering  clinical 
sion-making  within  a  context  of 
s.  For  example,  InterQual,  a 
Iborough,  Massachusetts,  firm 
developed  Clinical  Decision  Sup- 
Criteria  to  provide  patient-spe- 
I  information  to  assist  physicians 
1  making  admissions  and  dis- 
ge  decisions.This  year  Princeps, 


i 


For  the  employer  community,  the  advent 
of  i.t.  is  making  the  difference  between 
offering  value-based  information  about 
health  plans  and  just  providing 
cost-related  information. 


a  radiology  management  service 
organization  with  135,000  privately 
insured  lives  in  Alabama,  expects  to 
save  about  $1 .8  million  by  using 
InterQual's  criteria. 

And  earlier  this  year 
Sybase  nominated 
Disease  Manager 
Plus,  a  medical 
information 
database  system 
that  relies  heavily 
on  Sybase  soft- 
ware tools,  for  recog- 
nition as  a  1998lnforma 
tion  Technology  Innovator  by 
Computerworld  magazine  and  the 
Smithsonian  Institution. The  system, 
developed  by  MIQS,  Inc.,  in  Golden, 
Colorado,  transforms  medical  records 
into  an  analytical  tool  for  optimizing 
the  care  of  renal  patients.  In  installa- 
tions to  date,  it  has  enabled  clini- 
cians to  treat  42%  more  patients, 
reduce  hospitalizations  by  more  than 
25%,  and  achieve  a  mortality  rate 
nearly  25%  below  the  U.S. average 
in  the  treatment  of  chronically  ill 
patients.The  premise  of  Disease 
Manager  Plus  is  to  help  clinicians 
track  and  analyze-using  statistical 
models-any  combination  of  signs, 
symptoms,  diagnoses,  medications, 
and  laboratory  tests. 

Then  again,  physicians  may  balk 
at  technological  cues,  because  they 
often  are  based  on  heavily  stan- 
dardized approaches  to  diagnosis 
and  treatment.  From  a  survey  con- 
ducted last  summer,  United  Health- 
Care,  a  leading  managed  care  orga- 
nization in  Minneapolis,  learned 
that  in  spite  of  the  availability  of 
clinical  guidelines,  many  physicians 
did  not  use  them. The  doctors  might 
argue  that  they  wish  to  reserve  the 
right  to  treat  their  patients  their 


way.  However,  the  study  of  1 ,600 
cardiologists  and  internists  in  four 
states  suggested  that  physicians 
routinely  failed  to  prescribe  essen- 
tial drugs  and  order  diag- 
nostic tests  for  condi- 
lons  ranging  from 
heart  disease  to 
diabetes.The 
survey  also 
pointed  to  the 
need  for  national 
standards  that  all 
physicians  should 
follow  when  treating 
certain  illnesses,  and  it  indicated 
that  medical  technology  might  be 
developing  too  fast  for  many  physi- 
cians to  keep  up-to-date. 

Many  physicians  would  dispute 
those  conclusions.  Tired  of  practicing 
medicine  through  what  they  per- 
ceive as  "bean  counters,"  some 
physicians  have  responded  by  insti- 
tuting their  own  marketplace 
change.  Last  year  for  example,  600 
physicians  from  the  Harvard  Van- 
guard Medical  Associates,  a  nonprof- 
it multispecialty  group  practice  with 
offices  in  greater  Boston,  left  the 
Harvard  Pilgrim  Health  Plan  to 
establish  themselves  as  a  separate 
medical  group,  to  help  enhance  and 
create  a  role  for  the  physicians  in  the 
governance  of  the  delivery  of  care. 

In  some  markets,  employers  are 
starting  to  look  exclusively  to  physi- 
cians to  provide  and  manage  health- 
care, questioning  the  actual  value  of 
using  an  intermediary-such  as  an 
HMO-to  deliver  healthcare  services. 
"Employers  want  to  know  why  they 
may  be  paying  for  public  relations, 
marketing,  and  claims  administra- 
tion, when  those  functions  add  virtu- 
ally nothing  to  the  delivery  of  health 
services," says  Blaine  Boss,  principal 


at  William  M.Mercer,  a  benefits  con- 
sulting firm  in  Chicago. 

While  this  movement  is  still  in  its 
infancy  in  urban  markets,  it  has  been 
used  for  some  time  in  rural  markets. 
Boss  believes  that  within  the  next 
decade,  employers  will  more  likely 
go  directly  to  healthcare  profession- 
als to  establish  partnerships  aimed 
at  improving  employee  health. 

Winning  the  Revolution 

Whatever  may  be  next  for  the 
healthcare  revolution,  one  conclu- 
sion already  seems  clear:  All  inter- 
ested parties-employers,  con- 
sumers, and  providers-must  learn 
to  harness  I.T.  on  behalf  of  the 
mutual  goals  of  high-quality  care, 
widespread  access  to  care,  and  cost- 
effective  prices.  Only  with  the  aid  of 
electronic  tools  is  it  likely  that  the 
revolution  can  be  won.B 


For  More  information 
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An  Expanding 
Healtticare  RelationslTi[ 

The  relationship  between  Microsoft®  and  Data  General 
has  established  the  first  Healthcare  Competency  Center  -  a  Center 
that  provides  technology  labs  for  testing  interoperability  of  applications  that 
conform  to  ActiveX  for  Healthcare  standards. 

This  expanding  healthcare  relationship  now  provides 
the  capabilities  for  development  of  enterprise-level  solutions  built  for 
Microsoft  Windows  NT®  Server  on  Data  General  AViiON® servers. 
These  solutions  deliver  on  the  mission-critical  needs  of  high 
availability,  reliability  and  scalability.  This  relationship  also  provides  Data 
General  implementation  services  that  bring  further  benefits  of 
Microsoft  Windows  NT  Server  to  the  healthcare  marketplace. 

Now,  healthcare  enterprises,  from  a  single  physician's  office 
to  an  integrated  delivery  network,  can  share  crucial  data  among 
applications  from  a  variety  of  systems. 


Microsoft 


iw  Data  General 


www.dg.com/healthcare  1  -800-DATA  GEN 


Contact  Data  General  for  information  on  how  to  share  data. 


AViiON  is  a  regiistered  trademark  of  Data  General  Corporation.  IVIicrosoft  and  Windows  NT  are  registered  trademarks  of  Microsoft  Corporatiori 
in  tfie  United  States  and/or  other  countries.©  1998  Data  Qeneral  Corporation. 


Business  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


lON'T  BE  FOOLED 
!Y  THE  STRONG  DATA 

le  profit  outlook  is  bleak,  and  households  will  feel  the  backlash 


U.S..  ECONOMY 


The  world  is  breathing  a  little 
easier.  Asia's  hemorrhaging  has 
pped,  and  the  financial  firewall  around  Brazil  seems  to 
holding.  The  Federal  Reserve  and  other  central 
iks  are  cutting  interest  rates,  bringing  cheer  to  stock 
rkets,  especially  in  the  U.  S.  And  now  comes  word 
t  during  the  global  economy's  summer  from  hell,  the 
mingly  unflappable  U.  S.  economy  grew  a  soUd  3.3% 
id  a  continued  acceleration  in  workers'  pay  and  ben- 
s.  So  we  must  be  out  of  the  woods,  right? 
)on't  bet  on  it.  Nothing  could  spell  out  the  coming 
vdown  in  the  U.  S.  more  clearly  than  the  third- 
rter  reports  on  gross  domestic  product  and  em- 
fment  costs,  along  with  the  October  update  from 
nation's  purchasing  managers.  The  data  highlight 
ongoing  reversal  of  fortunes  between  Corporate 
erica  and  Household  America:  Amid  tight  labor 
■kets  and  weak  pricing  power,  profits  are  suffering 
n  in  a  strong  economy.  But  for  households,  the 
;ide  of  rising  labor  costs  and  weak  pricing  is  fatter 
checks  and  more  buying  power. 

Trouble  is,  this  shift  in 
the  nation's  bounty  from 
capital  to  labor  has  its  lim- 
its. Faced  with  weak  prof- 
its and  an  unforgiving  Wall 
Street,  companies  are  mak- 
ing investment  and  hiring 
decisions  that  are  already 
starting  to  slow  economic 
growth. 

Moreover,  the  spht  sets 


ANATOMY  OF 

A  SLOWDOWN 
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the  Federal  Reserve.  The 
strength  in  household 
spending,  fueled  by  sohd 
job  and  wage  growth,  is 
to  embolden  the  Fed's  hawks,  who  only  four  months 
riad  voiced  dissent  over  not  raising  interest  rates  to 
inflation  risks  in  '99.  But  at  the  same  time,  in- 
sed  global  uncertainty  requires  the  Fed  to  keep 
i  down  to  assure  that  credit  flows  smoothJy  through 
financial  markets  to  coiporations,  even  at  a  time 
1  bank  credit  continues  to  roll  freely  to  households. 

T  QUARTER'S  GDP  REPORT  looked  strong.  But  in 
:y  demand  is  slacking  off  (table).  The  Fed's  own 
iy  of  economic  activity  noted  that  growth  "moder- 
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ated  in  September  and  October."  Growth  over  the  sum- 
mer was  boosted  by  inventories,  which  grew  by  $57^  bil- 
lion, up  from  $38.2  bilhon  in  the  second  quarter.  But 
much  of  that  reflected  renewed  stock  building  of  cars  af- 
ter a  strike  crippled  output  at  General  Motors  Corp. 
That  plus  for  growth  is  not  being  repeated  in  the  fourth 
quarter. 

Domestic  spending,  however,  slowed  from  its  torrid 
6.7%  growth  rate  in  the  first  half  to  3%  last  quarter.  And 
that  slowdown  could  be  traced  to  the  divergence  be- 
tween households  and  businesses:  Consumer  spending,  up 
3.9%,  continued  to  provide  a  key  support  for  the  quarter's 
overall  gi'owth,  while  capital  spending  fell  1%  last  quar- 
ter, the  first  decUne  since  the  1990-91  recession. 

Business  investment  was 
dragged  down  by  a  drop  in        PURCHASERS  SAY 
construction  activity,  but  out-      ORDERS  ARE  SAGGING 
lays  for  equipment  barely  rose 
last  quarter.  A  GM  strike- 
related  plunge  in  spending 
for  transportation  equipment    so -activity - 
helped  to  pull  dovm  the  third-    45 . 
quarter  total,  but  even  exclud- 

ing  that  sector,  outlays  have     ^  percent  reporting  improvement 
slowed  this  year.  Quarterly        data  national  association  of 

,.  .         n  .  PORCHASING  MANAGEMENT 

spending  growth  in  all  equip- 
ment categories  was  below  their  average  gains  during 
the  previous  year. 

WHY  THE  SLOWDOWN?  Flagging  profits  play  a  big 
role:  Companies  aren't  generating  enough  cash  to  jus- 
tify further  increases  in  capital  budgets.  And  tighter 
credit  conditions  mean  companies  can't  easily  finance 
purchases. 

In  addition,  businesses  don't  need  to  add  to  their  pro- 
duction capacity  when  weak  foreign  demand  is  cutting 
overall  orders  and  output.  The  gdp  report  showed  that 
exports  last  quarter  fell  for  the  third  quarter  in  a  row, 
even  as  slower  U.  S.  demand  reined  in  import  growth  a 
bit.  The  trade  gap  widened  further,  although  by  less 
than  in  the  first  half. 

That  softness  in  demand,  both  from  abroad  and  at 
home,  is  clearing  out  order  books  and  cutting  into  factory 
production.  The  nation's  purchasing  managers'  index  of 
industrial  activity  fell  to  48.3%  in  October,  the  lowest  lev- 
el in  two  and  a  half  years  and  below  the  50%  mark,  in- 
dicating that  U.  S.  manufacturing  is  in  a  recession  (chart). 
Orders  were  a  big  drag,  especially  export  orders.  That 
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index  plunged  in  October  to  42%,  a  record  low. 

The  downshift  in  demand  means  that  businesses  won't 
be  able  to  boost  their  profits  by  increased  sales  volume. 
Of  course,  strong  gi'owth  hasn't  helped  them  so  far. 
Even  though  the  economy  expanded  by  3.4%  during 
the  past  year,  profit  growth  fell  to  zero.  Why?  Labor 
costs  are  still  rising  much  faster  than  most  companies  can 
mark  up  prices,  and  productivity  is  not  growing  fast 
enough  to  offset  that  gap. 

The  third-quarter  employment  cost  index  of  wages 
and  benefits  rose  a  greater-than-expected  1%  from  the 
second  quarter,  and  the  pace  from  a  year  ago  accelerat- 
ed to  3.7%,  the  fastest  grovidh  in  more  than  six  years. 
Wages,  up  4.3%,  haven't  grown  that  fast  in  eight  years. 
And  benefits,  whose  slow  growth  had  been  holding  back 
the  overall  pace  of  labor  costs,  are  also  accelerating 
now.  They  were  up  2.7%,  pushed  higher  partly  by  rising 
medical-care  costs  (chart). 

THE  PROBLEM  FOR  PROFITS:  Heading  into  1999, 

labor  costs  will  continue  to  rise  rapidly  at  a  time  when 
investment  is  slovring,  and  when  slower  economic  growth 
is  very  Ukely  to  depress  productivity  growth.  That  will 
leave  many  companies  with  only  one  option — cut  payrolls. 
And  when  that  happens,  the  consumer  juggernaut  will  fi- 
nally lose  steam. 

So  far,  though,  the  slowdovm  has  not  progressed  that 
far.  Indeed,  despite  having  some  questions  about  the 


SOUTH  KOREA 


LABOR  COSTS:  GROWTH 
IS  PICKIMG  UP 


future,  households  are  still  basking  in  the  brightness 
their  current  economic  conditions.  Consumer  spendi 
slowed  to  a  3.9%  gi'owth  rate  last  quarter,  from  6.1% 
the  first  half,  but  the  slowdown  really  was  not  th 
great.  Excluding  purchases  of  cars  and  trucks  to  eUn 
nate  the  ups  and  dovms  caused  by  the  GM  strike,  outla 
rose  5.1%  last  quarter,  only  slightly  slower  than  tl 
5.6%  pace  in  the  first  half.  And  in  the  fourth  quarter,  c 
sales  started  off  with  a  bang.  Also,  housing  showed  a 
other  good  gain  last  quarter,  posting  a  6.8%  increase. 

Keep  in  mind,  though,  that 
part  of  the  third  quarter's 
spending  spree  was  financed 
by  households  dipping  into 
their  savings.  In  fact,  the  sav- 
ings rate  was  negative  in  Sep- 
tember for  the  first  time  since 
1933.  And  in  coming  months — 
with  the  stock  market  no 
longer  a  dependable  source  for 
extra  cash — households  are 
likely  to  expect  bigger  pay 
raises  to  finance  any  buying  increases. 

However,  there  is  only  so  much  economic  pie  to 
around.  At  some  point,  the  shift  in  good  fortune  fr( 
Corporate  America  to  Household  America  will  stop.  1 
latest  data  suggest  that  companies  may  be  reaching  t 
breaking  point,  and  households  will  feel  the  backlash 
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AMID  THE  CARNAGE,  A  GLIMMER  OF  HOPE 


South  Korea  remains  mired  in 
its  deepest  recession  since  the 
Korean  War.  However,  the  worst 
may  be  over,  and  1999  looks  hope- 
ful. A  stronger  yen  vs.  the  won 
makes  Korean  exports  more  com- 
petitive. Cheaper  raw 
materials,  especially 
oil,  are  cutting  costs. 
Lower  interest  rates 
are  easing  the  credit 
crunch  for  debt-ridden 
companies.  And  the 
trade  accounts  are 
firmly  in  surplus, 
boosting  foreign-ex- 
change reserves. 

The  road  to  recovery 
will  be  tough,  though.  Feeble  de- 
mand is  decimating  profits.  And 
since  labor  mai'kets  remain  rigid, 
surviving  companies  are  coping  by 
slashing  capital  spending.  Septem- 
ber machinery  orders  dove  50.2% 


SEPTEMBER'S  BOUNCE  IN 
OUTPUT  IS  EXAGGERATED 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 

DATA:  STANDARD  4  POOR'S  ORI 


from  a  year  ago,  and  machinery 
imports  plunged  52.5%.  And  as 
20,000  companies  have  gone  belly 
up,  joblessness  has  tripled  this 
year,  to  8.4%  in  September,  hitting 
consumer  income  and  confidence. 

Second-quarter  gdp 
fell  6.6%  from  a  year 
ago,  and  third-quarter 
GDP  will  fall  by  even 
more.  Although  Sep- 
tember data  on  indus- 
trial production  and 
combined  wholesale 
and  retail  sales  looked 
better,  the  improve- 
ment was  due  to 
more  working  days 
compared  with  a  year  ago,  and 
October  data  are  hkely  to  weaken 
again  (chart). 

A  true  recovery  in  1999  will  de- 
pend on  the  pace  of  reforms  aimed 
at  cutting  excess  capacity,  labor 


costs,  and  debt.  The  government 
plans  to  sell  or  merge  three  out  o: 
every  four  companies  owmed  by  l! 
state-run  enterprises,  but  reform 
has  been  slow.  Nonperforming 
loans  of  banks  and  financial  compj 
nies  remain  huge,  and  corporate 
debt  is  high,  even  as  banks  contin 
ue  to  lend  to  nonviable  companies 
Also,  labor  market  rigidities  will 
be  hard  to  break  amid  rising  job- 
lessness and  strikes. 

For  1999,  stimulative  policy  wi 
offset  some  of  the  negative  effed 
of  reform.  Public  spending  is  set 
to  provide  more  support,  while  a 
stable  won  and  lower  inflation  wi 
allow  the  Bank  of  Korea  to  cut 
rates.  Already,  three-year  corpo- 
rate bond  yields  are  below  10%, 
down  from  31%  at  the  end  of  las 
year.  The  problem:  Short-term 
stimulus  could  stall  interest  in 
crucial  long-term  reform. 
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Linda  begged  Steve  to  log  off  the  Internet  for  a  day. 


'How  about  we  see  the  world  in  person  this  afternoon?"  she  challenged. 


And  before  you  could  say  "download,"  their  Ford  Expedition 


took  them  to  places  so  unreal  and  so  far  out  there,  Steve  thought, 

Hey,  the  information  superhighway  is  for  wimps." 


New  1999  Ford  Expedition 


Ranked  "Best  Full-Size  Sport  Utility  Vehicle  in  Initial  Quality"  byJ.D.  Power  and  Associates.' 
Industry  Exclusive:  New  available  power  adjustable  pedals  for  improved  driving  comfort" 
vailable  removable  fold -flat  third-row  seat  with  new  roller  system.  Available  S.4L  Triton™  V8  engine.     "  ^  j  |* 
Expedition  is  a  Low  Emissions  Vehicle  that  runs  cleaner  than  most  passenger  cars  on  the  road  today. 


pedition  was  the  highest  ranked  Full-Size  Sport  Utility  Vehicle  m  J  D  Power  and  Associates  1998  Initial  Quality  Study  "  Study  based  on  a  total  of  58J.17 
jsponses  indicating  owner-reported  problems  dunng  the  first  90  days  of  ownership  "Competitive  compansons  based  on  published  1998  competitive  data 


1-800-258-FORDor 
www.fordvehicles  com 


MEMO  TO 

CONGRESS: 
GET  GOING 

Voters  signal  they  want  pragmatic 
policies  and  consensus  politics 
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WINDOW  OF  OPPORTUNITY 

The  rebuke  of  the  ideologues 
gives  the  centrists  a  chance  to 
break  through  partisan  gridlock. 
First,  though,  there's  that 
matter  of  impeachment 


r  t 


')!'  fiesliman  Senator  Cacol  Moseley- 
1111  of  Illinois  were  eased  by  two 
tfiumphs:  Representative  Charles 
uiier's  upset  of  New  York  Senator 
inse  M.  D'Amato  and  trial  lawyer 
1  P]dwards'  ouster  of  Senator  Lauch 
rioth,  an  arch-conservative  from 
th  Carolina. 

alifomia  provided  extra 
i  news.  Lieutenant  Gov- 
ir  Gray  Davis  vaulted 

he  govemorsMp,  giving  liis  paity 
upi^er  hand  in  redistricting  in  2000. 
Senator  Bai'bai-a  Boxer  survived  a 
scai'e  to  win  reelection — helped  in 
e  part  by  support  from  unions  and 
•al  activists  (p.  45).  "We  wei-e  hoping 
I  wave,"  says  Georgia  Representative 
1  Linder,  chairman  of  the  National 
ubhcan  Congressional  Committee. 
5y  caught  it." 

he  contours  of  tliis  wave  aren't  hai-d 
iscem.  Based  on  exit  polls  and  the 
:orate's  late  tilt  toward  Democrats, 
y  voters  seemed  to  be  saying  that 


ELECTION  98 


they  want  CongTess  to  end  the  flagella- 
tion of  Clinton,  knock  off  the  partisan 
bickering,  and  proceed  with  a  loftier 
agenda  for  a  nation  confronted  with  se- 
rious social  and  economic  challenges. 

For  Democrats,  the  election  demon- 
sti'ated  the  potency  of  theii'  core  issues: 
Social  Security  reform,  more  spending 
on  education,  and  new  pro- 
tections for  patients  in  man- 
aged-care health  plans. 
Come  Januaiy,  party  lawmakers  and  a 
reinvigorated  President  Clinton  will 
push  an  aggressive  agenda  built  around 
this  troika. 

Republicans,  on  the  other  hand,  are 
too  busy  pointing  fingers  over  their  poor 
showing  to  coalesce  ai-ound  any  agenda. 
"Until  we  start  goveiTiing  with  a  vision 
instead  with  a  fear  of  losing  seats,  we'll 
continue  to  get  mauled,"  moans  Repre- 
sentative Joe  Scai'borough  (R-Fla.). 

That's  not  quite  the  way  GOP  pragrna- 
tists  see  matters,  of  course.  They  contend 
that  party  lawmakers  need  to  stop  push- 


ing hot-button  ideological  issues  and  stait 
forging  compromises  with  centrist  De- 
mocrats. "Voters  have  just  told  the 
House  to  start  building  bipartisan  coali- 
tions," asserts  fonnei'  Bush  White  House 
Cliief  of  Staff  Kemieth  M.  Duberstein. 
"The  message  is  to  get  on  with  it  and 
start  peribrming." 

Yet,  hard-hners  ai"e  di-avring  the  op- 
posite lesson.  "Consei^vatives  cannot  win 
elections  that  end  up  being  about  noth- 
ing," complains  Gaiy  L.  Bauer,  pi-esident 
of  the  Family  Research  Council.  Rather 
than  cutting  deals  with  Democrats,  the 
Chiistian  right  wants  conservative  mem- 
bers to  fight  for  huge  tax  cuts,  smaller 
government,  and  consei-vative  social  is- 
sues such  as  school  prayer  and  abortion 
cui'bs.  "Gridlock,"  Bauer  insists,  "is  an 
alternative  to  surrender." 

Which  way  vrill  Republicans  go?  If  re- 
cent history  is  any  guide,  in  all  du'ec- 
tions.  Take  the  party's  conundmm  over 
entitlement  reform.  Democrats  used  the 
fall  campaign  to  demonstrate  the  power 
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of  Clinton's  insistence  that  a 
Social  Secuiity  overhaul  pre- 
cede any  bout  of  gop  tax 
cutting.  Deep  down,  Repub- 
licans want  to  restructure 
the  retirement  system  as 
well,  reckoning  that  it  would 
take  away  a  winning  Demo- 
cratic issue  and  appeal  to 
Republican  desires  for  at 
least  some  privatization. 

Senate  Republican  lead- 
ers are  willing  to  work 
with  the  Administration  on 
a  bipartisan  fix,  but  they 
want  the  President  to  put 
the  first  blueprint  on  the 
table.  Wliile  House  Speaker 
Newt  Gingilch  has  adopted 
Clinton's  "save  Social 
Security"  rhetoric,  most 
House  conservatives  dis- 
tmst  Clinton  so  deeply  that 
they  are  leery. 

The  President  plans  to 
stakes  by  pledging  a  renewed  effort  to 
develop  a  bijDaitisan  refoiTn  plan.  In  De- 
cember, he  will  use  a  meeting  of  a 
White  House  Social  Securi- 
ty conference  to  summon 
Republicans  to  the  table 
and  will  follow  up  by  making  reform 
the  centeipiece  of  his  Januaiy  State  of 
the  Union  message. 

Without  a  Social  Security  accord. 


NEVER  SAY  DIE 

Despite  an 
overall  sense 
of  repudiation, 
the  election 
was  not  a 
total  loss  for 
hardline 
GOP  new- 
comers and 
incumbents 


the 
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there's  no  chance  that  a  major  gop  tax 
cut  will  become  law.  But  Republicans 
plan  to  charge  ahead,  hopeful  that  a  re- 
turn to  a  Reagan-style  an-ay  of  big  tax 
reductions  will  unite  their 
feuding  factions.  Gingiich  en- 
visions a  lO-yeai;  tiillion-dol- 
lar  package  built  around  a  10%  across- 
the-board  I'ate  reduction. 

Other  GOP  lawmakers  are  floating  tax 
cuts  of  as  much  as  $600  billion.  And  the 


PETER 
FITZGERALD 
OF  ILLINOIS 


Republican  wish-list  goes  beyond  n 
cuts:  marriage  penalty  relief,  repeal  of 
tate  taxes,  an  end  to  the  Alternati 
Minimum  Tax,  another  cut  in  capit 
gains  taxes,  and  a  whole  host  of  n( 
savings  incentives.  "There  is  pent-up 
terest  in  a  significant  tax  reduction,"  s,i 
Phillip  D.  Moseley,  foiTner  chief  of  staS 
the  House  Ways  &  Means  Committee 
It  makes  for  an  ambitious  goal,  l 
can  the  mv  actually  pull  off  such  a  m; 


NOW  THE  BANKS  HAVE  TO  GRAPPLE  WITH  GRAMM 


When  the  securities,  insurance, 
and  banking  industries  ended 
decades  of  infighting  this  fall 
and  agi'eed  on  compromise  legislation 
to  reshape  financial-services  laws, 
they  had  every  reason  to  think  the 
measure  would  pass  Congi'ess.  But 
they  didn't  figure  on  Senator  Phil 
Gramm  (R-Tex.)  scuttling  the  bill  sin- 
glehandedly  with  a  threatened  fili- 
buster. His  beef:  The  bill  would  force 
banks  to  increase  lending  to  low- 
income  gi'oups. 

Wall  Street  was  steamed  at 
Gramm.  But  it  had  better  get  over  it. 
The  fi-ee-market  ideologue,  a  tena- 
cious fighter  for  his  personal  causes,  is 
in  hne  to  chair  the  Senate  Banking 
Committee.  Now  that  the  cui'rent 
chainnan.  New  York  Senator  Alfonse 
M.  D'Amato,  has  lost  his  I'eelection 
bid,  Gramm  will  determine  whether 
the  industry  will  ever  be  able  to  ob- 
tain new  gi'ound  niles. 


The  contrast  between  Gramm  and 
D'Amato  will  likely  be  both  substan- 
tive and  stylistic.  D'Amato  was  close 
to  the  white-shoe  Wall  Street  invest- 
ment bankei"s.  Gramm  says  his  prefer 
ence  is  for  the  small-town  banker. 
And  while  D'Amato  was  willing  to  ne 
gotiate  with  Democrats  when  neces- 
sary, Gramm  is  less  likely  to  do  so. 
Says  one  investment-bank  lobbyist: 
"Gramm  has  always  been  more  parti- 
san, and  that  could  be  a 
problem."  Gramm,  howev- 
er, is  talking  compromise 
on  the  banking  bill.  "I  be- 
Heve  we  need  to  i-ewiite 
those  laws,"  he  says. 

A  PhD  economist,  he 
isn't  swayed  by  arguments 
of  special-interest  gi'oups— 
unless  they  mesh  with  his 
own  views  on  fiscal  disci- 
phne  and  free  mai'kets. 
And  Gramm  doesn't  mind 


a  fight.  In  1997,  he  called  Securities  & 
Exchange  Commission  Chairman 
Arthui'  Levitt  Jr.  on  the  carpet  when 
he  thought  Levitt  was  strong-aiTning 
the  Financial  Accounting  Standards  j 
Boai'd  on  derivatives-accounting  rales,  i 
Gramm  will  imitate  D'Amato  in  one- 
respect:  campaign  fund-raising.  D'Am-i 
ato  used  the  banking  post  to  raise 
some  $1.5  million  fi'om  financial  com- 
panies foi'  his  Senate  race.  Gramm  is 
also  a  champ  at  filling 
campaign  coffers:  He 
■  raised  $20  million  in  a 
"•"^  quixotic  '96  Pi-esidential 
%     bid.  No  doubt,  all  sides  on 
the  financial-sei-vices  biU 
will  toss  in  big  dough  for 
liis  2002  reelection. 
Gramm's  spokesman  de- 
nies that  was  his  intent. 
Still,  nice  coincidence. 

By  Paula  Dwyer 
in  Washington 
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ve  tax  cut?  After  all,  this  year,  Re- 
iblicans  couldn't  even  get  a  bill  one- 
nth  its  size  through  the  Senate.  Still, 
ingrich  &  Co.  vow  to  push  on  because 
ey  see  the  '99  tax  drive  as  a  no-lose 
•oposition:  Either  Republicans  can  take 
edit  for  the  biggest  tax  reduction  since 
e  Reagan  era  or  they  can  blame  De- 
ocrats  for  denying  Americans  a  boost 

the  pocketbook  just  as  the  economy 

slowing. 

ICE  BURNED.  RepubUcans  plan  to  play 
Fense  on  taxes.  But  on  many  other  is- 
es,  the  election  has  thi"own  the  gop  on 
e  defensive.  Take  health  care.  This 
II,  Republicans  buried  a  bipartisan 
^asui'e  to  expand  the  rights  of  hmo 
rollees — and  promptly  got  hammered 
■  Democrats  for  being  tools  of  the  in- 
rance  industry.  In  the  new  Congi'ess, 
jpublicans  will  be  more  inclined  to 
ss  a  bill,  but  they'll  draw  the  line  at 
rmitting  patients  to  sue  over  the  de- 
il  of  treatments. 

The  election  could  also  provide  a  mod- 
t  tonic  for  the  Administration's  stalled 
!e-trade  agenda.  Tlie  influx  of  a  gi'oup 
pro-trade  Democratic  moderates,  cou- 
!d  with  the  departui'e  of  a  half-dozen 
otectionist  House  Republicans,  has 
siness  lobbyists  a  bit  more  optimistic. 
The  Administration  plans  an  early  test 
the  new  sentiment  by  renewing  the 
sh  to  restore  the  President's  fast-ti'ack 
ide  negotiating  authority.  "As  the  econ- 
ly  contracts,  we  can  imderscore  the 
ed  for  new  trade  legislation  to  pro- 
)te  our  exports,"  says  a  Democratic 
siness  lobbyist  with  close  ties  to  the 
lite  House. 

Whether  the  atmosphere  next  year 
pragmatic  or  poisonous  depends  on 


UBOR  HELPS  TURN  THE  TIDE 
-THE  OLD-FASHIONED  WAY 


You  didn't  see  much  of  organized 
labor  during  this  year's  election. 
Instead  of  its  high-profile  bar- 
rage of  TV  ads  in  1996,  the  afl-cio 
mounted  a  ground  war  based  on  an 
old-fashioned  weapon:  shoe  leather. 
Across  the  country,  thousands  of 
volunteers  pounded  the  pavement 
and  manned  the  phones,  passing  out 
leaflets  and  talking  to  union  mem- 
bers at  home  and  on  the  job. 

The  result  exceeded  even  labor's 
most  optimistic  ex- 
pectations: While 
many  Republicans 
sat  home,  union  vot- 
ers turned  out  in 
droves,  lifting  their 
share  of  the  elec- 
torate to  22%  from 
14%  in  the  last  non- 
Presidential  election 
in  1994.  Labor  made 
the  difference  in 
most  of  the  close 
races  where  Dems 
prevailed,  including 
Cahfornia,  New 
York,  Ohio,  Wiscon- 
sin, North  Carohna, 
and  Mai-yland. 

For  its  efforts,  la- 
bor stands  to  reap 
lots  of  pohtical  gain, 
since  the  setback  dealt  to  congres- 
sional Republicans  will  Hkely  distract 
them  from  pushing  legislation  inimi- 
cal to  unions.  "They  have  the  money, 
but  we  have  the  people,"  exults  afl- 
cio  President  John.  J.  Sweeney. 
SQUEAKER.  Labor's  stealth  strate- 
gy— training  its  own  members  to 
get  out  the  vote  with  mailings, 
phone  calls,  and  worksite  visits — 
worked  largely  because  so  many 
tight  races  were  in  places  where 
union  members  have  a  big  presence. 
In  Nevada,  Democrat  Harry  M. 
Reid  felt  he  had  squeaked  by — with 
a  margin  of  459  votes — in  a  Senate 
race  only  after  a  huge  effort  by  the 
Hotel  Employees  &  Restaurant  Em- 
ployees Union,  which  represents 
some  40,000  casino  workers  in  Las 
Vegas.  Volunteers  talked  face-to-face 
with  about  90%  of  the  state's  regis- 
tered union  members. 

In  Cahfornia,  unions  capitalized  on 


their  victory  last  June  against 
Proposition  226,  which  would  have 
curbed  union  political  spending. 
Many  of  the  thousands  of  volunteers 
on  that  campaign  turned  out  again 
to  help  stragghng  Democrats,  guber- 
natorial candidate  Gray  Davis,  and 
Senator  Barbara  Boxer. 

A  big  victory  came  in  Washington 
State,  where  a  referendum  indexing 
the  state  minimum  wage  to  inflation 
passed  handily.  Indexing  the  national 
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BOXER:  Th  ousands  of  union  members  volunteered 


minimum  wage  is  a  longtime  goal. 

The  payoff  should  last  through  the 
next  Congress.  Deep  rifts  in  the  gop 
will  make  it  less  likely  to  revive  is- 
sues labor  hates,  like  changing  over- 
time laws.  And  Congi'ess'  gop  major- 
ity, to  show  they're  not  deadlocked 
by  the  impeachment  process,  may  be 
willing  to  compromise,  says  afl-cio 
Legislative  Affairs  Direetoi'  Peggy 
Taylor.  By  endorsing  27  victorious 
GOP  House  candidates,  the  union 
may  even  have  bought  some  lever- 
age for  its  agenda  on  such  issues  as 
a  patient's  bill  of  rights  and  a  higher 
minimum  wage.  "Gingrich  will  have 
less  of  a  giip  on  his  moderates,  who 
may  now  vote  with  us  on  things  like 
Social  Security  reform,"  says  Taylor 

Most  vital  to  Big  Labor,  its  failure 
to  help  retake  the  House  in  '96  is 
behind  it— thanks  to  the  union  army. 

By  Aaron  Bernstein 
in  Washington 
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a  key  bit  of  unfinished  business: 
finding  a  way  out  of  the  impeach- 
ment morass.  If  Republicans  read 
the  election  returns  the  way  most 
independent  pollsters  do,  they'll 
start  negotiating  a  deal  with  the 
White  House  for  some  sanction 
of  the  President  and  wrap  up 
their  imjjeachment  inquiry  by  the 
end  of  the  year.  Says  Republican 
consultant  Roger  Stone:  "There 
is  no  public  support  in  the  countiy 
to  impeach  the  President.  We 
should  have  hearings  and  then 
pull  the  plug." 

But  will  conservatives,  furious 
over  the  party's  inability  to  con- 
vert Clinton's  moral  shortcomings 
into  traction  for  GOP  candidates, 
allow  their  leaders  to  shut  down 
the  impeachment  machinery? 
Amid  a  hail  of  moming-after  i-e- 
criminations  on  Nov.  4,  no  one 
could  be  sure. 

NEW  POWER  EQUATION.  This  is 
hai-dly  the  scenaino  American  busi- 
ness envisioned  four  years  ago 
when  Republicans  stoirned  to  pow- 
er in  Congress  for  the  fu'st  time  in  four 
decades.  Then,  there  were  bright  hopes 
for  slashing  taxes,  expanding  trade,  and 
reining  in  intrusive  government.  Instead, 
Corporate  America  wound  up  with  a 
dysfunctional  Congi'ess  that  only  inter- 
mittently kicks  to  life  and  delivers  any- 
thing of  value. 

By  altering  the  power  equation  in 


BUSINESS  BOOST 

The  election  could 
prove  a  tonic  for 
Clinton's  stalled 
free-trade  push 


Wasliington  and  deliveiing  a  stiff  rebuke 
to  ideologues.  Election  '98  has  given  cen- 
trists of  both  parties  an  opportunity  to 
break  through  the  paitisan  giidlock. 

Incoming  lawmaker's  such  as  Ar-kansas 
Democr-atic  Blanche  Lambert  Lincoln 
and  Ohio  Republican  Geor'ge  Voinovich, 
both  headed  for  the  Senate,  head  up  a 
lai'gely  pragmatic  group  of  congressional 


newcuiners.  'I'iiey've  pledged  to  inal- 
difference  in  Washington  by  pursr 
consensus  pohtics.  And  if  anyone 
attention  to  the  voter's  message, 
may  even  get  the  chance. 

By  Lee  Walczak,  Richard  S. 
fiam,  and  Howard  Glechnan,  unth 
raine  Woellert  and  Amy  Borrus 
Washington 
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STATE  BALLOTS:  ALL  OVER  THE  MAP 


Mi 


Ioney  talks — but  only  if  ballot 
issues  ar-en't  too  emotionally 
charged.  That's  the  lesson  ft'om 
this  year's  state  ballot  initiatives. 

In  California,  where  two-thirds  of 
all  initiative-related  spending  occui's, 
voters  ignored  massive 
lobbying  campaigns  by 
business  and  approved 
measures  that  will  swipe  cash  from 
Las  Vegas  casinos  and  singe  Big  To- 
bacco. But  voters  are  less  passionate 
about  their  electric  bills — or  maybe 
less  informed.  And  utilities  wer-e  able 
to  help  induce  pocketbook-conscious 
voters  to  defeat  measures  in  Califor- 
nia and  Massachusetts  that  would 
have  cost  the  companies  billions. 

Affirmative  action,  taxes,  and  the 
environment  were  the  big  issues  that 
attracted  dollars  and  attention  in 
other  state  ballot  initiatives.  In 
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Washington  State,  voters — following 
California's  lead — appr'oved  a  ban  on 
racial  or  gender  preferences  in  gov- 
ernment hiiing,  contracts,  and  col- 
lege admissions.  Voters  in  South 
Dakota  refused  to  block  the  use  of 
properly  taxes  to  finance 
schools,  Nebraskans  re- 
jected a  tax-hmitation  pr-o- 
posal,  and  a  tax  credit  for  children  in 
public  or  private  school  was  defeated 
in  Colorado.  South  Dakotans  also 
voted  to  r-ein  in  sprawling  hog  faiTns, 
while  voters  in  Oi'egon  vetoed  limits 
on  forest  clear-cutting. 
VEGAS  LOSS.  In  Califor'nia,  the  Indi- 
an gaming  initiative  pitted  two  well- 
heeled  special  interests  against  each 
other.  California  Indian  tribes  want- 
ed the  right  to  use  slot  machines  at 
tribal  casinos.  But  Las  Vegas  casinos, 
fearing  $700  milhon  in  lost  annual 


r-evenues,  spent  some  $30  million  to 
argue  against  the  measui^e.  In  the 
end,  the  Vegas  contingent  couldn't 
shake  their  image  as  interlopers 
from  out  of  state;  they  lost  by  nearl 
2  to  1. 

On  Nov.  4,  Big  Tobacco's  $40  mil- 
lion ad  blitz  against  a  50(?-per-pack 
tax  to  fund  childhood  development 
programs  also  seemed  to  have  been 
ill  spent.  "It  was  the  tobacco  compa 
nies.  Most  people  have  a  gut  feeling 
you  can't  trust  'em,"  says  former 
California  congressman  Michael  Hul 
ington. 

For  electric  utilities,  however,  ove 
whelming  financial  firepower  for  ads, 
particularly  ones  pointing  out  the 
costs  to  consumers  of  the  proposed 
initiatives  in  California  and  Massachi 
setts,  did  defeat  the  measures. 

By  Steven  V.  Briill  in  Los  Angelt 
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POLITICS 


FOR  NEWT. 

IT'LL  ONLY  GET  WORSE 

Party  discontent  is  putting  his  leadership  at  risk-again 


At  a  Nov.  2  pep  rally  in  Roswell,  Ga., 
a  throng  of  Republican  loyalists 
whooped  it  up  as  House  Speaker 
Newt  Gingrich  predicted  the  gov  would 
win  'Very  startling  victories  all  over  the 
country."  The  next  day,  the  Peach  State 
Republican  was  startled,  all  right — but 
there  was  nothing  to  cheer  about. 

For  a  leader  already  struggling  to 
keep  his  unruly  caucus  in  line,  the  g<:)P's 
stunning  loss  of  five  House  seats  in  the 
Nov.  3  elections  was  a  body  blow.  With 
more  Democrats  and — worse — disgrun- 
tled conservative  Republicans  on  his 
hands,  the  congi'essional  landscape  in 
1999  should  prove  even  more  treacher- 
ous. Ah-eady  the  scapegoat  for  the  GOP's 
dismal  showing,  the  architect  of  the  Re- 
pubUcan  Revolution  may  face  a  small 
rebelhon  of  his  own — again. 
BRUTAL  FACTIONS.  Although  he  proba- 
bly will  survive,  Gingrich  will  be  weak- 
er than  evei'.  Hell  have  to  contend  with 
brutal  factional  warfare  between  a  Re- 
publican Right  still  bent  on  driving  Bill 
Clinton  fi-om  office,  and  party  moderates 
who  read  the  '98  election  results  as  a 
mandate  for  cutting  deals  with  Demo- 
crats. With  Republicans  holding  a  tissue- 
thin  six-vote  margin  in  the  House,  the 
Speaker  will  be  left  with  the  neai-im- 
possible  task  of  delivering  on  his  own 
agenda — particvdarly  big  tax  cuts  and 


slashes  in  government  regulation.  "Newt 
is  going  to  get  hammered  next  year," 
predicts  Daniel  Palazzolo,  a  University 
of  Richmond  political  scientist. 

Before  Gingrich  can  focus  on  policy, 
he  has  to  worry  about  his  own  survival. 
Already,  Washington  is  buzzing  with 
talk  of  a  House  leadership  shakeup.  "It's 
very  real,"  says  Representative  Joe 
Scarborough  (R-Fla.),  one  of  the  con- 
servative rebels  who  backed 
an  abortive  coup  against  the 
Speaker  in  July,  1997.  But 
with  no  one  veiling  to  go  head-to-head 
with  Gingrich  in  a  power  play,  and  lead- 
ership elections  only  two  weeks  away, 
Gingrich  has  the  upper  hand.  Even 
Scarborough  thinks  a  second  mutiny 
might  be  a  bad  idea,  giving  voters  the 
sense  that  the  party  is  indeed  in  the 
clutches  of  extremists:  "We've  been 
there,  done  that.  The  last  thing  the  Re- 

JOE  SCARBOROUGH: 

"The  last  thing  the 
Republican  party 
needs  is  the  hard 
right  taking  control" 
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THE  SPEAKER:  Facing 
a  daun  ting  number  of 
challenges 

publican  Party  needs  is 
hard  right  taking  centre 
Some  Republicans  pai 
scenario  in  which  Ging 
bows  out — under  the  pre 
of  preparing  a  White  H( 
run  in  2000.  That  w( 
pave  the  way  for  House 
propriations  Commi: 
-  Chairman  Bob  Living! 
(R-La.),  a  widely  respe 
conservative  who  is  on 
the  Gingrich  faithful,  to 
over  the  Speaker's  cl 
Livingston  has  publicly 
he  would  hke  the  job  m 
Gingiich  steps  dovra,  a  t 
sition  now  expected  no  1 
than  2002 — assuming  of  course  the 
keeps  control  in  2000. 

But  why  would  anyone  want  thei 
after  the  gi-eat  disappointment  of  i 
3?  Emboldened  Democrats  will  tr 
lure  a  handful  of  gop  defectors  toi 
pohcy  on  education,  health-care  ref ' 
and  Social  Security.  Whoever  is  Spei 
is  likely  to  take  heat  if  he  is  secii 
right-wingers,  as  collaborating  will 
enemy.  Already,  Gingrich  is  hea 
some  bitter  cautionary  words  a  > 
holding  his  groimd  in  battles  with  i 
erates  and  the  White  House.  "If. 
106th  Congress  doesn't  immediately  J 
up  conservative  family  issues,  thi 
are  going  to  get  worse  for  them,"  >. 
Randy  Tate,  executive  director  of: 
Christian  Coalition.  Of  course,  to  .'^i 
his  ground  and  refuse  compromise  d 
mean  no  legislation  passing — a  Im; 

similai-  to  the  one  that 
Republicans  at  the  poll.- 
time. 

Then  there  are  the  Republican 
erates,  who  will  insist  that  it's  tin 
ditch  anti-abortion  legislation,  att 
on  gays,  and  other  hot-button  isi 
"Dogmatic  social  policy  is  not  sellL 
districts  across  America,"  says  R< 
sentative  Mark  Foley  (R-Fla.).  T 
numbers  are  not  big,  but  at  leas 
cording  to  this  election,  they  ma 
the  way  of  the  future. 

Although  the  election  kept  Gin 
precariously  in  power,  it  surely  e 
his  reign  as  the  leading  spokesmi 
the  GOP.  With  the  2000  race  fo: 
Wliite  House  about  to  take  off,  R( 
licans  will  be  yearning  for  a  winn 
rally  around.  And  after  the  setba 
'98,  it  ain't  going  to  be  Newt. 

Bij  Amy  Bornis,  with  Lor. 
Woellert,  in  Washh 
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COMMENTARY 


By  Susan  Garland 


NAILING  MICROSOFT  MEANS  PROVING  HARM  WAS  DONE 


MICROSOFT 

ON  TRIAL 


In  a  videotaped 
^^BL  deposition  played 

^^^^L         in  a  Washington 
^I0^^^B        (D.C.)  courtroom 
.  on  Nov.  2,  Micro- 

soft Chief  Execu- 
tive William  H. 
Gates  III  slouched 
in  his  chair  and  of- 
ten claimed  not  to 
know  about  sub- 
jects on  wliich  he 
had  penned  entire 
memos.  This  was  a  very  uncomfort- 
able day  for  Microsoft,  and  there 
seems  little  question  that  the  Justice 
Dept.  scored  big  in  its  historic  an- 
titrust case  that  charges  the  software 
giant  with  using  its  op- 
erating-system domi- 
nance to  strongarm 
companies  into  distribut- 
ing its  Internet  browser. 
The  Gates  perfonnance 
was  all  the  more  com- 
pelling because  it  fol- 
lowed three  government 
witnesses  who  offered 
powerful  tales  of  nasty 
tactics.  But  will  showing 
that  Microsoft  is  a  big, 
bad  bully  and  that 
Gates  is  bully-in-chief  be 
enough  for  the  govern- 
ment to  vvin? 

Not  quite.  Proving 
predatory  behavior  will 
be  only  half  the  battle. 
According  to  many  antitnast  attor- 
neys, the  government  also  will  have 
to  show  such  conduct  actually  huit 
consumers  by  stifling  meaningful  com- 
petition and  innovation — not  an  easy 
task.  "Where  is  the  effect  on  the  ulti- 
mate consumer?"  says  New  York  an- 
titrust attorney  Robert  A.  McTa- 
maney.  "No  one  is  representing  the 
constituency  that  the  law  is  supposed 
to  affect." 

"USER  LOYALTY."  That's  the  point  Mi- 
crosoft attorney  John  L.  Warden  re- 
peatedly made  during  cross-examina- 
tion of  executives  fi'om  Netscape 
Communications  Coi-}3.  and  America 
Online  Inc.  Warden  argued  that  while 
Netscape,  Microsoft's  chief  browser  ri- 
val, may  be  losing  market  clout,  its 
40%  share  means  it's  alive  and  well — 


and  able  to  offer  consumers  a  strong 
product  to  compete  with  Microsoft's. 

Warden  bolstered  his  ai'gument  in 
the  trial  by  introducing  an  internal 
Netscape  document  that  showed  its 
users  rose  from  40  milHon  to  65  mil- 
lion in  1997.  The  paper,  written  by  a 
Netscape  employee,  noted  "strong 
user  loyalty"  to  its  browser  When 
shown  this  exhibit,  Netscape  Chief 
Executive  Officer  James  L.  Bai'ksdale 
gi-oused:  "I  think  this  young  person  is 
getting  carried  away." 

And  while  the  government  claims 
that  Microsoft's  contracts  cut  off  key 
distribution  channels  for  Netscape, 
Wai"den  said  consumers  could  easily 
find  Netscape's  product  by  download- 


that.  Antitrust  law,  which  is  based 
mainly  on  ever-changing  court  deci- 
sions, is  murky  enough  that  lawyers 
disagi'ee  over  exactly  how  much  hami 
must  be  proved.  Or  for  that  matter, 
whether  the  damage  to  consumers 
must  have  already  occurred. 
THREAT  TO  CONSUMERS.  Some,  like 
F.  M.  Scherer,  an  economist  and  pro- 
fessor of  coi-porate  policy  at  Hai"vard 
University's  John  F.  Kennedy  School 
of  Government,  argue  that  while  Mi- 
crosoft may  not  yet  have  injured  con- 
sumers, the  company's  practices  do 
present  a  long-term  threat.  "The  real 
issue  is  not  last  year's  harm  to  con- 
sumers," says  Scherer.  "The  issue  is 
one  of  long-run  harm." 


ing  it  fi'om  the  Internet  or  getting  it 
free  fi-om  the  company.  "The  absence 
of  substantial  foreclosure  is  extremely 
important,"  Warden  said.  "It  is  fatal 
to . . .  every  one  of  the  claims  asserted 
in  the  complaints." 

Warden  also  made  inroads  on  the 
pricing  issue.  He  argued  that  con- 
simiers  benefit  from  having  more 
functions  packed  into  the  Windows 
operating  system  at  no  increase  in 
cost.  Says  Carl  B.  Shapii'o,  economics 
professor  at  the  University  of  Califor- 
nia at  Berkeley:  "Consumer  harm  is 
tangible  when  you  can  show  jacked-up 
prices.  It  is  harder  to  prove  in  this 
case.  If  you  set  the  bar  as,  'Can  Jus- 
tice show  consumer  hai-m  in  the  here 
and  now?,'  that  is  very  difficult." 

Of  course,  it's  not  as  clear-cut  as 


GATES 

Did  he  hurt 
consumers-or 
make  computing 
easier  for  them? 


But  proving  a  hypothetical  may 
pose  just  as  great  a  challenge  for 
Justice.  The  government  hopes  to 
make  its  case  on  future  harm  when 
two  economists  testify  on  the  idio- 
syncrasies of  the  high-tech  industry 
They  will  argue  that  the  demise  of 
Netscape's  browser  business  is  in- 
evitable. For  one  thing,  the  govern- 
ment argues,  with  Microsoft's  Inter 
net  Explorer  bundled  into  the 
operating  system,  computer  makers 
have  little  incentive  to  offer  alterna 
tives — and  consumers  have  little  re 
son  to  bother  downloading  Netscap 
"Most  people  take  the  path  of  least 
resistance,"  says  Lou  Mazzeucchelli 
a  technology  analyst  with  Gerard 
Klauer  Mattison  &  Co.  in  New 
York.  "Is  it  too  late  to  level  the 
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playing  field?  I  like  to  hope  not." 

The  economists  may  argue  that 
while  Microsof!  pnces  may  be 
dropping,  the)' re  not  dropping  as 
fast  as  those  on  software  products 
made  by  some  other  companies — 
and  <■(.■;  Uiinly  display  nothing  like 
the  ( legation  affecting  computer 
hai'dware.  Netscape  can't  sustain 
free  browsers  forever  Once 
browser  competition  disappears, 
the  argument  goes,  Microsoft  can 
extend  its  control  over  Internet 
commerce — a  scenaiio  in  which  a 
single  company  may  have  too 
much  power  for  the  public  good. 
"A  LITTLE  RISKY."  For  now, 
though,  these  are  all  ifs.  William 
E.  Kovacic,  visiting  antitrast  pro- 
fessor- at  George  Washington  Uni- 
versity, says  Justice  may  have 
en-ed  when  it  pulled  a  Boeing  Co. 
executive  from  its  witness  list. 
"It's  a  little  risky  to  tell  the  comt 
that  you  can  infer  fi"om  the 
bnatishness  of  conduct  that  there 
was  anticompetitive  effect,"  Ko- 
vacic says.  "It's  much  more  eff'ec- 
tive  to  have  the  users  step  into 
court  and  say,  'We  suffei-ed.' " 

Testimony  fi'om  one  of  Justice's 
own  witnes.ses  shows  just  how 
hard  it  will  be  to  prove  hann. 
Duiing  Warden's  cross-examina- 
tion of  David  M.  Colbui'n,  aol's 
senior  vice-president  for  business 
development,  Wai'den  asked  if  Mi- 
crosoft's "decision  to  develop  im- 
proved versions"  of  browser  tech- 
nologies had  been  bad  for  aol 
subscribers.  "No,"  Colbui'n 
repUed.  Warden  then  asked,  "Has 
Microsoft's  decision  to  make  In- 
ternet Explorer  available  to  AOL 
fi'ee  of  charge  been  bad  for  aol 
subscribers?"  Again,  "No." 

That's  not  a  vanning  admission 
for-  prosecutoi-s.  With  its  case  still 
young.  Justice  has  time  to  try  to 
pr-ove  Part  II.  If  it  doesn't,  all  the 
e-vidence  showing  bare-knuckled 
tactics  might  hurt  Microsoft  in  the 
marketplace,  by  emboldening  com- 
petitors and  alienating  consumers, 
but  not  necessar-ily  in  court. 

Garland  is  coveting  the  Micro- 
soft case  far  Business  Week. 


BusinessWeek 


COlJRTv 


Business  Week  and  Court  TV  post  daily 
updates  at  www.businessweek.com  and 
www.courttv.com.  Also,  "Microsoft  on  Trial," 
airs  every  Thursday  at  7pm  E.T  on  Court  TV. 


MARKETING 


IT'S  STILL  NOT 
MILLER  TIME 

Whatever  the  brewer  tries, 
sales  are  going  nowhere  fast 

For  years,  Miller-  Brewing  Co.,  the 
per-eimial  distant  No.  2  player  of  the 
beer  industr-y,  has  been  a  real  inno- 
vator of  ever-ything  from  breakout  prod- 
ucts to  zany  advertising.  This  month,  dis- 
tr-ibutors  in  six  major-  cities  are  eager-ly 
awaiting  the  introduction  of  beer  pack- 
aged in  20-ounce  r-ecyclable  plastic  bot- 
tles. And  why  not?  Miller  and  its  dis- 
tr-ibutors  are  certainly  in  need  of 
something  new. 

Signs  emer-ged  in  late  October 
that  for  all  of  Miller's 
valiant  efforts, 
payoff 
may  be 


plans  and  big  contract  changes  desig 
to  upgr-ade  everything  fi-om  its  w£ 
house  refrigeration  system  to  sales  ci 
Executives  all  the  way  up  to  Philip  IV 
ris  Chau-man  Geoffr-ey  C.  Bible  are 
volved  in  the  planrring.  Although  Mi 
represents  only  4%  of  its  par-ent's  o{ 
ating  income,  there  have  been  "lots 
discussions"  between  Miller  and  Bi 
says  Chris  R.  Moore,  Miller's  vice-pr 
dent  of  sales:  "He's  been  liighly  supp' 
ive  but  obviously  demanding."  And  J 
Rooney,  Miller's  vice-pr-esident  for  n 
keting,  says  that  Pliilip  Morris  "has  m 
clear  they  expect  growth." 

On  top  of  the  list  of  changes  in 
wor-ks:  over-hauling  the  edgy,  polari? 
ads  for  cor-e  br-ands  Miller  I-ite  and 
Miller-  Genuine  Draft, 
on  which  .$439 
million 


many  quarter-s  away.  Ac- 
cor-ding  to  par-ent  company 
Philip  Morris  Cos.,  third- 
quarter  sales  slipped  4.8% 
to  $1.1  billion,  putting 
Miller's  nine-month  total  vol- 
ume at  lows  not  witnessed 
since  1993,  accor'ding  to 
newsletter-  Beer  Marketer's  In- 
sights. Oper-ating  profits  edged 
up,  but  only  slightly,  to  $118 
million,  and  analyst  David  J. 
Adelman  of  Mor-gan  Stanley 
Dean  Witter-  expects  full-year- 
sales  and  income  to  drop  2%, 
to  $4.1  billion  and  $450  mil- 
lion, r-espectively.  The  falloff 
is  especially  troubling  because 
MiUer-  has  been  discounting  its 
beer  in  many  mar-kets  over 
the  i^ast  two  years  to  boost 
volume.  Wor-se,  ar-chrival  and 
No.  1  brewer-  Anlieuser-Busch 
Cos.  seems  to  be  back  on 
tr-ack. 

AD  OVERHAUL.  Under  increas- 
ing ]jr-essiu-e  fi-om  Pliilip  Mor- 
ris and  mounting  fiiistr-ations 
among  many  big  distributor-s. 
Miller-  is  again  trying  some- 
thing new.  In  meetings  on 
Nov.  4  in  Milwaukee  with 
most  of  its  536  distributors, 
MiUer  laid  out  new  mar-keting 


DRAINING  EFFORT 
Miller  is  keeping  prices  down, 
aiming  for  edgier  ads,  and  even 
experimenting  with  plastic  bott 

has  been  spent  in  the  past  2'/^  y 
Miller  will  beef  up  in-store  promot 
The  beer-maker  is  also  looking  for 
tribution  deals;  one  r-umored  partm 
Heineken  usa  Inc.  And  in  an  effor 
broaden  its  portfolio,  so  to  speak,  for 
tributors,  the  brewer  may  even  bu; 
smaller  brands.  One  rumor  has  IV 
buying  Stroh  Brewing  Co.'s  Colt  45 

All  tliis  is  about  distributor  diss 
faction  and  incr-easingly  vociferous 
mands  that  Miller  help  them  build 
ume  and  r-evenues.  But  Miller  must 
come  up  with  ways  to  increase  its 
cash  flow.  This  summer-,  the  com 
worked  out  a  deal  to  produce  all 
br-ands  of  No.  5  player  Pabst  Bre 
Co.,  an  effort  to  gener-ate  money  to 
back  into  core  Miller  brands. 

But  of  all  the  concerns  of  distribi 
ineffective  adver-tising  still  ranks 
highest.  "This  is  an  image-driven 
ness,  and  we've  been  missing  it  fo 
last  several  year-s,"  complains  Barr; 
cb-ews,  a  major-  Texas  distributor.  C( 
up  with  an  answer-  to  that  pr-obler 
take  all  the  innovation  Miller  can  h; 
By  Richard  A.  Melcher  in  Ch 


Diaital  Muscle 


simply  the  power  you  need.  Introducing  Samsung's  newest  digital  wireless  phone  with  voice-activated  dialing.  You  say  the  word  and  the 
phone  dials  the  number,  letting  every  name  ring  a  bell.  The  SCH-2010  also  features  voice  memo,  10  different  ring  options  including  a  silent 
vibrate  alert,  long  life  battery,  and  caller  ID  so  you  can  see  who's  trying  to  reach  you.  Samsung  offers  solutions  to  help  simplify  your  busy  life. 
For  more  information,  call  1  800  SAMSUNG  or  visit  our  web  site  at  www, samsungtelecom.com  simply  connected,  simply  Samsung. 
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THE  MARKET 


SMALLER  FRY  MAY  MAKE 
THE  lARKET  SIZZLE 

Some  pros  think  small-cap  stocks  could  be  the  next  leaders 

It's  been  three  weeks 
since  Federal  Re- 
serve Chairman  Alan 
Greenspan  graced  the 
stock  market  with  his 
second  rate  cut,  and  in- 
vestors have  been  ever 
so  gi-atefiil.  Greenspan's 
surprise  Oct.  15  move 
triggered  a  broad  re- 
covery from  last  sum- 
mer's bear  market  that 
has  boosted  all  but  the 
most  badly  battered 
stocks.  The  Dow  Jones 
Industrial  Average 
jumped  10%  through 
Nov.  4,  and  the  Russell 
2000,  an  index  of  small- 
cap  stocks,  soared  21%. 

Those  ai'e  breathtak- 
ing numbers,  especially 
for  small  caps,  which 
have  lagged  behind  then- 
bigger  brethren  for  the 

past  four  years.  And  as  Small-cap  earnings  are 

often  happens  after  bear  expected  tO  leap  31% 


PROFIT  PROSPECTS 


markets,  investors  are        ,  j.      ■  ^ 

now  eyeing  the  possibil-  y^ar,  outpacing  the 

ity  of  dramatic  changes  gain  for  S&P  500  stocks 
ahead.  Duiing  the  year 
ended  Oct.  1,  just  16  companies  ac- 
counted for  half  the  21.9%.  gain  in  the 
Standaixl  &  Poor's  500-stock  index,  says 
Fidelity  Investments.  The  question  now 
is  whether  Greenspan  has  opened  the 
door  for  a  broad-based  recovery. 
OPTIMISTIC  INVESTORS.  With  tlie  favor- 
able Oct.  30  news  of  a  3.3%  jump  in 
the  gross  domestic  product,  and  another 
widely  anticipated  Fed  rate  cut  that 
might  even  come  within  a  matter  of 
weeks,  investors  are  increasingly  opti- 
mistic about  the  prosj^ects  for  the  econ- 
omy. If  this  scenario  holds,  investment 
pros  say  they  expect  the  market  to  fa- 
vor gradually  a  wider  range  of  stocks 
than  in  the  past.  This  could  be  good 
news  for  mutual  funds  whose  perfor- 
mance has  lagged  the  market  indexes 
because  of  the  ovei-whelming  dominance 
of  the  "Nifty  50"  stocks. 

Byi-on  R.  Wein,  Morgan  Stanley  Dean 
Witter's  chief  investment  officer,  thinks 
smaller  stocks  will  sustain  their  rally 
through  1999.  "Leadership  changes  take 


place  after  major  mar- 
ket   corrections,"  he 
says.  And  right  now, 
many  investors  are  fa- 
voring  smaller,  fast- 
gi'owing  companies.  "If 
the  economy  is  good, 
small-    and  mid-cap 
stocks  will  come  through,"  he  says, 
adding  that  most  small  companies  are  at 
bargain  prices,  with  valuations  at  their 
lowest  relative  to  big  stocks  since  1990. 

Despite  the  mnup,  small-cap  stocks 
still  greatly  lag  behind 
the  large-caps.  Through 
Nov.  4,  the  Russell  2000 
index  was  18%-  below  its 
high  earlier  this  year, 
while  the  Dow  is  only  500 
points,  or  6%,  away  from 
its  all-time  July  17  high 
of  9338.  But  small  caps' 
profits,  as  measured  by 
the  stocks  in  the  Russell 
2000,  are  expected  to  leap 
31%  next  year,  far  higher 
than  the  19%>  gain  ex- 


Comeback  Kids 


S&P  500 
COMPANY 


S&P  500,  says  Chuck  Hill, 
research  dii'ectoi'  at  First 
Call  Coip. 

The  profit  picture  is 
critical  because  in  recent 
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weeks  earnings  have  been  driving 
recoveiy.  The  strongest  stocks  ai-e  tl 
with  the  strongest  earnings  today, 
the  strongest  projected  profits.  Reg 
al  banks,  biotech,  drug,  energy, 
liigh-tech  stocks  have  all  perforaned 
recently  in  lai'ge  part  because  they 
ported  the  best  third-quarter  resull 
Indeed,  many  beaten  down  large 
stocks  have  staged  robust  recove 
recently  because  the 
avoided    the  blow 
that  decimated  so  nr 
multinationals  this  s 
mer.  General  Elecl 
Ford,  Pfizer,  and  Lu- 
Technologies  have 
risen  sharply  as  t 
have  sidestepped 
problems    that  b( 
companies  like  Gill 
and  Citigroup.  IBM  ' 
analysts'  estimates 
quarters  in  a  row 
recently  bounced 
against  an  all-time  1 
Dell  Computer  C( 
which  slid  75%  ofi 
52-week  high,  beat 
lysts'  most  recent  c 
terly  estimates  by 
and  is  up  268%  fror 
52-week  low. 
Some  pros  think  the  stock  ma 
going  foi-ward  may  look  similar  tc 
last  few  years,  with  large  stocks 
maining  dominant.  "The  biggest  d: 
ence  may  be  that  only  the  big  co: 
nies  whose  earnings  remain  intact 
stay  leadei's,"  says  John  D.  Lauphe 
manager  of  the  $10  billion  MassJ 
setts  Investors  Trust  mutual  ftmd. 

But  past  market  corrections  i 
nearly  always  resulted  in  drarii 
changes  in  industiy  leadersliip.  Th< 
crash  led  to  a  large-cap  sm-ge.  TIk 
sian  Gulf  War  op ' 
the  door  for  small 
And  a  1994  Fed 
hike  spooked  inve 
back  into  large  caj 
the  next  three  y 
It's  still  too  earl 
any  definitive  cone 
that  this  summer's 
market  will  result 
similar  shift.  But 
vestors  continue 
move  down  the  h 
chy    toward  sn 


STOCK  PRICE  GAIN 
FROM  52  WEEK  LOW* 


*AS  OF  NOV  3 
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for   the  hundrei 
companies  that  nj 
the  last  bull  mark! 

By  Geoffrey  Smg 
Boston 


The  competition  never 


saw  you  coming. 

All  they  know  is,  you  were  there. 


Nothing  feels  better  than  a  win. 

But  staying  at  a  Four  Points®  Hotel  by  Sheraton  comes  close. 

We're  a  completely  different  kind  of  business  hotel.  Because  we 

provide  the  things  you  need  to  get  the  job  ,^ 

done,  like  quality  AT&T  in-room  communications*  ^    "  ^  ®  *      ^  "  * 

that  enhance  your  productivity.  Plus  essentials  ^ 

Meeting  1^  o  o  m  s  al 

like  a  restaurant,  room  service,  meeting  rooms 
and  a  fitness  center.  All  for  less  than  you'd  r  o o  ?^sVr  v 

expect.  For  reservations  or  to  become  a 

Sheraton  Club  International  member  Fitness  cen 

call  1-800-325-3535,  your  travel 

professional  or  click  to  /^P^ 
www.fourpoints.com. 


oom  -service 


Fitness  Center 


eraton  Corporation. 


Four  Points' 


HOTELS 


JsT 

hin  your  reach. 


Now  when  you  switch  your  Residential  Long  Distance  service  to  AT&T,  you'll  receive  1 .000 
Bonus  Miles  in  Sheraton  Club  International  (SCI),  our  frequent  guest  program.  Plus  you  can  look 
fonward  to  an  additional  ClubMile  for  every  dollar  you  spend  on  qualifying  AT&T  calls.  All  of 
which  can  add  up  to  a  free  hotel  stay  in  no  time.  Just  call  1-800-288-2662  ext.  50231  for  details. 

'  ATST  IS  the  long  dislance  carrier  lor  Ihe  maiorrty  ot  Four  Points  Hotels 


Sheraton 


For  reservations 
can  1-800-325-3535 


COMMENTARY 


By  Aaron  Bernstein 


A  STRONG  ECONOMY  NEEDS  STRONG  WAGES 

Economists  often  see  fat  pay  hikes 
as  a  danger  signal  flashing  the 
onset  of  inflation.  But  with  global 
economic  malaise  thi-eatening  to  en- 
gxilf  the  U.  S.  economy,  today's 
strong  wage  gains  are  more  likely  to 
help  than  huit.  The  reason:  They  put 
money  in  the  pockets  of  consumers, 
whose  continued  spending  has  been 
the  primary  engine  of  domestic 
growth. 

In  fact,  the  real  danger  right  now 
may  lie  with  the  shar-p  surge  in  job 
cuts  that  began  last  summ.er.  If  Cor- 
porate America  oveireacts  to  the 
global  slowdown  by  slashing  payrolls 
and  employees  panic,  consumers  may 
put  away  their  wallets.  "If  too  many 
companies  cut  back  because  profit 
gTOwth  is  slowing,  consumers  may 
give  up  and  we'll  have  a  recession," 
warns  David  A.  Wyss,  chief  econo- 
mist at  Standard  &  Poor's  DRI. 

Certainly,  workers  have  been 
reaping  the  benefits  of  tight  labor 
markets  lately.  The  nationwide 
scarcity  of  workers  has  prompted 
employers  to  bid  up  hourly  wages 
by  2.4%,  after  inflation,  in  the  12 
months  ended  in  September,  accord- 
ing to  the  Bureau  of  Labor  Statistics 
(chart).  That's  near- 
ly double  the  wage 
increase  for  the 
same  period  in  1997, 
and  it's  the  strong- 
est gain  since  the 
early  1980s.  Howev- 
er, the  trend  isn't  as 
inflationaiy  as  it 
seems.  Only  half  of 
the  jump  stems 
from  actual  pay 
hikes.  The  other 
half  simply  reflects 

low  increases  in  DATA;  bureau  OF  LABOR  STATISTICS, 

BUREAU  OF  ECONOMIC  ANALYSIS 

consumer  prices, 

which  have  boosted  workers'  pur- 
chasing power. 

NEGATIVE  SAVINGS.  While  employ- 
ment growth  has  begam  to  slow  in 
recent  months,  nudging  up  the  job- 
less rate  to  4.6%,  jobs  remain  rela- 
tively easy  to  find.  In  fact,  nearly  2 
milHon  jobs  have  been  added  so  far 
this  year,  according  to  the  bls.  The 
result:  Americans  are  flush  with  cash 
and  are  wiUing  to  part  with  it,  de- 


WILL  WAGE  GAINS  KEEP 
CONSUMERS  SPENDING? 


spite  ail  that's  going  un  ovei'seas  and 
the  gyrations  of  the  U.  S.  stock  mar- 
ket. Consumei's  purchased  nearly  5% 
more,  even  after  adjusting  for  infla- 
tion, in  the  12  months  ending  in  Sep- 
tember than  they  did  in  the  same 
1997  period,  according  to  the  Com- 
merce Dept. 

Indeed,  families  spent  more  than 
then-  incomes  in  September,  nudging 
the  savings  rate  into 
the  negative  for  the 
fii'st  time  since  Com- 
merce started  col- 
lecting the  figures  in 
1959.  Consumers' 
spending  spree  con- 
tributed the  bulk  of 
the  gi'owth  in  the 
economy  during  the 
third  quaiter,  help- 
ing to  lift  gi'oss  do- 
mestic product  by  a 
suqjrising  3.3%'. 
With  the  trade 
deficit  widening 
rapidly,  manufacturing  activity  slow- 
ing for  the  past  five  months  in  a  row, 
and  capital  spending  slackening,  the 
economy  would  be  in  a  real  down- 
di-aft-  were  it  not  for  ft-eewheeling 
consumers. 

The  key  cjuestion:  Will  it  continue? 
While  consumer  confidence  remains 
high,  it  has  recently  started  to  shp, 
according  to  surveys  done  by  the 
Conference  Board.  So,  too,  has  the 


(.  Miititlence  of  executives — and  far 
more  dramatically.  The  bleak  outlool 
of  CEOS  is  already  being  reflected  in 
layoffs.  By  the  end  of  October,  an- 
nounced job  cuts  totaled  523,000,  up 
a  stunning  60%  over  last  year,  ac- 
cording to  Challenger,  Gray  & 
Christmas  Inc.,  a  Chicago  outplace- 
ment firm. 

FLASHING  LIGHTS.  Of  COUl  se,  it's 
every  executive's  job  to  keep  the 
company  competitive  and  profits 
gTowing.  But  there's  also  a  catch-22 
If  most  employers  retrench  to  boost 
net  income,  consumers  wiW  stop 
spending,  the  economy  vrill  nose-div 
and  no  one  will  make  money.  "The 
biggest  danger  now  may  be  compa- 
nies cutting  back  too  much,"  says 
Nicholas  S.  Perna,  chief  economist  ; 
Fleet  Financial  Group  Inc. 

Perna  and  other  experts  think 
some  of  the  economic  negatives  ma; 
be  starting  to  ease.  The  global  crisi 
seems  to  be  stabilizing.  And  the  do] 
lar  is  declining,  which  should  lessen 
the  damage  from  the  trade  deficit. 
As  a  result,  the  anticipated  slow- 
down in  GDP  may  not  prove  bad 
enough  to  drag  the  U.  S.  economy 
into  recession.  But  unless  consumei 
keep  their  wallets  open,  the  flashing 
lights  down  the  road  could  cjuickly 
turn  from  yellow  to  red. 


Bernstein  covers  labor  issues  for 
BUSINESS  WEEK  in  Washington. 


Look  what  happened 
when  Lexmark  ^or  a  clearer 
picture  of  their  business. 


:cently,  Lexmark  International,  a  leading 
•wider  of  printing  solutions,  made  a  decision 
it  made  everyone  a  lot  happier — employees, 
)pliers  and,  most  important,  customers.  They 
;ided  to  integrate  every  stage  of  their  supply 
lin.  The  goal?  To  assure  customers  consistent, 
-time  product  delivery. 

The  solution?  Customer  focused  processes 
1  enterprise  software  from  J.D.  Edwards.  Says 
Paul  J.  Curlander,  President  and  Chief  Executive 


Officer,  "Keeping  promises  and  delivering  the 
best  solutions  is  what  Lexmark  is  about. 
J.D.  Edwards  is  about  the  same  thing.  Every 
contact  we  had  with  them — from  sales  to 
implementation  to  software  support — was  with 
people  who  were  committed  to  making  the 
Lexmark  story  a  success." 

And  that  it  is.  The  J.D.  Edwards  solution  is 
key  to  helping  Lexmark  make  major  improvements 
in  customer  responsiveness  and  paving  the  way 

[PEdwards 

Enterprise  Software 

Mmu  it  ouglit  to  he- 


for  long-term  customer  relationships. 

And  things  keep  looking  better  for  Lexmark  and 
its  customers.  Customer  deliveries  have  improved 
three  fold  while  cycle  times  have  been  reduced 
by  over  70X.  As  Dr.  Curlander  says,  "Because 
J.D.  filwards  is  a  company  that  keeps  its  promises 
to  customers,  we're  better  able  to  keep  ours." 

That's  how  enterprise  software  ought  to  be. 
It  can  be  for  you,  too.  To  lind  out  more,  call 
l-800-727-5333or  visit  wwwjdedwards.com/customcr 
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HOLLYWOOD 


THOU  SHALT  NOT 
UNDERMARKET 

The  Prince  of  Egypt  tops  a  season  of  deafening  hype 


A 

Ml 


11  right,  it's  not  parting  the  Red 
Sea.  But  for  Hollywood  marketers, 
I  luring  folks  to  an  animated  film 
uithout  being  able  to  use  bui-ger  chains, 
toys,  or  even  a  theme  park  ride  to  pro- 
mote it  can  be  harder  than  drag  racing 
on  the  Santa  Monica  Freeway.  And 
when  the  subject  matter  is  God,  Moses, 
and  the  Bible,  you  can't  exactly  license 
the  rights  to  Biu'ning  Bush  night-lights 
or  Phai-aoh  dolls.  For  DreamWorks  -SKG, 
that's  the  challenge  of  selling  its  long- 
awaited  The  Prince  of  Egypt.  Made  for 
an^'where  between  .$70  million  and  $90 
million — depending  on  whom  you  be- 
lieve— it's  one  of  the  highest-priced  gam- 
bles in  a  holiday  season  packed  with 
films  for  kids  and  the  family. 

In  all,  Hollywood's  major  studios  will 
release  25  movies  in  November  and  De- 
cember, says  Tom  Boiys,  chief  operating 
officer  of  box-office  tracking  company 
Entertainment  Data  Inc.  Walt  Disney 
Co.  alone  has  foui'  major  releases  in  the 
two-month  period,  including  its  own  big- 
ticket  animated  film,  A  Bug's  Life,  a 
joint  production  with  Steven  P.  Jobs's 
Pixar  Animation  Studios  computer  ani- 
mation company.  "It's  the  kind  of  season 
where  you  better  have  the  goods  or 
you're  gonna  get  lost  in  the  dust,"  says 
Tom  Sherak,  chairman  of  Twentieth 
Centuiy  Fox's  film-distribution  unit. 
GOSPEL  BEAT.  Of  course,  sometimes 
it  takes  more.  The  buzz  on  Tfw  Prince 
of  Egypt,  which  featui'es  an  epic  foui'- 
minute  Red  Sea  parting,  has  been 
strong,  but  only  about  a 
half-dozen  Christmas  flicks 
will   be   true   hits.  And 
DreamWorks  has  resorted 
to  unusual  marketing  tac- 
tics for  Prince's  Dec.  18 
release.  In  the  fu"st  deal  of 
its  kind  with  a  major  i-e- 
tailer,  Wal-Mart  Stores 
Inc.  on  Nov.  24  will  begin 
marketing  the  film  with  in- 
store  displays  at  its  2,800-plus  dis- 
count stores.  DreamWorks  also  took 
the  unheard-of  step  of  releasing 
tliree  sepai'ate  soundtracks,  including 
one  pegged  to  gospel  and  another 
to  country,  to  increase  airplay. 

Then  there  are  the  usual  tactics. 
DreamWorks  intends  to  spend  near- 


ly $30  million  to  flood  the  nation 
with  TV  and  other  ads.  But  Dream- 
Works' smartest  move  may  have  been 
easing  out  of  the  growing  logjam  of 
family  films  starting  right  before 
Thanksgiving.  That's  when  Paramount 
Pictui'es  will  release  The  Rugrctts  Movie 
with  its  own  $^30  miUion  mai'keting  bUtz, 
including  promotional  partners  such  as 
Burger  King,  Ford's  Lincoln-Mercury 
Div.,  Campbell  Soup,  and  Kraft  Foods. 
Also  opening  around  the  same  time: 
Disney's  A  Bug's  Life  and  Universal 
Studios'  Babe:  Pig  in  the  City. 

"We're  betting  that  A  Bug's 
Life  plays  right  on  through 
the  rest  of  the  season,  just 


DREAMWORKS 
MAY  SPEND  $30 
MILLION  ON  ADS 
FOR  THE  PRINCE 
OF  EGYPT 


Hollywood  Dotes  on  Kiddies'  Movies 
This  Christmas 


STUDIO 

FILM 

RELEASE 
DATE 

BUDGET 

MILLIONS 

DISNEY 

A  BUG'S  LIFE 
MIGHTY  M  YOUNG 

NOV.  25 
DEC.  25 

$80 
65 

DREAMWORKS 

THE  PRINCE  OF  EGYPT 

DEC.  18 

70 

PARAMOUNT 

THE  RUGR ATS  MOVIE 

NOV.  20 

28 

UNIVERSAL 

BABE:  PIG  IN  THE  CITY 

NOV.  25 

52 

A  BUG'S 
LIFE  WIL 
BE  RIFE 
WITH 
TIE-INS 


like  Toy  Story  did  three  years  ag 
says  Walt  Disney  Studios  Chairman  i 
Roth.  If  so,  it  will  run  head-on  into  2 
Prince  of  Egypt  as  well  as  Time  Wa 
er  Inc.'s  Jack  Frost.  The  prom.otio: 
tab  for  Disney,  which  also  releas 
Mighty  Joe  Young  on  Dec.  25,  is  lik 
to  be  steep:  Each  film  will  cost  upwa 
of  $30  million  in  advertising  just 
break  through  the  clut 
industiy  experts  say. 
Hollywood    is  us 
much  of  the  rest  of 
holiday  offerings  to  co 
terprogram.  Fox  mo' 
The  Siege,  a  Bi-uce  Wi' 
Denzel  Washington  actj> 
film  about  terrorists 
New  York  City,  to  N^i 
fi'om  mid-November  Dis 
will  open  its  big-budget 
Smith  film  Enemy  of  the  S 
against  Rugrats,  figuring  to  1 
adults.  Sony  Pictures  Entertainn 
scheduled  its  Generation  Y  slasher 
/  Still  Know  Wliat  You  Did  Last  S 
mer  two  weeks  before  Thanksgiv 
while  Universal  put  its  controvei-sia 
make  of  Psycho  a  week  after  the  1 
day.  Pai'amount  even  scheduled  its  n 
Star  Trek  installment  for  Dec.  11 
steer  clear  of  congested  markets. 

The  good  news  for  Hollywood  is 
the  box  office  seems  headed  for  ann**' 
record.  Studio  cliiefs  will  tell  you  i 
because  the  films  are  good.  Maybe 
it  hasn't  huit  that  ticket  prices  ar^ 
about  50c  fi'om  a  $7.50  base.  And 
lywood  is  taking  no  chances  by  s 
changing  its  marketing.  McDonald 
feature  characters  from  A  Bug's 
and  Lincoln-Merciu-y  ads  feature  . 
rats  in  the  driver  seats — or  at  leas 
child-safety  seats.  Dream  Work.- 
are  already  appearing  on  i 
shows  like  Dateline  NBC  and  j 
To  head  off  any  possible  Bit 
backlash,  the  studio  has  met 
more  than  500  religious  leader^ 
changed  scenes  to  accommodat 
likes  of  Jerry  Falwell  and 
Robertson.  After  all,  when  y 
selhng  the  Bible,  a  little  pei 
doesn't  hurt. 

By  Ronald  Grover  in  Los  . 
les,  with  Wendy  Zellner  in  Dvu 


u're  wondering  what's  going  on  in  the  energy  industry. 


kere  are  rumors,  speculation  and  more  articles  than  you  want  to  read. 


diis  time  of  indecision  and  change,  how  do  you  know 

As  one  of  the  most  widely  held  stocks  in  America 

ur  energy  company  has  the  financial  stability  to  go  the  distance? 

Southern  Company  is  ahead  of  the  pac 


/www.southernco. 
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SOUTHWESrS  DEEPER  NORTHEAST  PUSH 


After  years  of  eyeing  the 
nation's  top  air-travel  mar- 
ket, Southwest  Aii'hnes 
CEO  Herbert  Kelleher 
may  finally  be  ready 
to  take  a  bite  of 
the  Big  Apple. 
The  low-fare  gi- 
ant entered  the 
East  Coast 
market  in  1993 
with  sei-vice  to 
Baltimore  and  lat- 
er Providence  and 
Manchester,  N.  H.  Now  it's 
in  talks  to  start  service  to 
Long  Island's  MacAithur 
Airport. 

Kelleher  won't  comment, 
and  Southwest  is  coy  about 
its  plans.  "About  160  air- 
ports are  cuirently  seeking 
Southwest  service,  and  we 
are  looking  at  all  of  them," 
says  a  spokesman,  adding 


PEPSI  GETS  DOWN 
TO  BRASS  TACKS 

WATCH  FOR  ANOTHER  ROUND 

in  the  cola  wars.  As  PepsiCo 
mulls  splitting  off  its  bottling 
business,  it  is  also  revamping 
its  internal  operations  to  focus 
more  effectively  on  mai'keting 
and  bottler  relations.  Philip 
Maiineau,  the  soft-drink  mak- 
er's new  North  American 
beverage  chief,  on  Nov.  4 
named  Dawn  Hudson  to  be 
marketing  chief  and  created  a 
unit  under  her  to  focus  on  ci-e- 
ating  products.  The  market- 
ing honcho's  job  has  been 
vacant  since  April.  Marineau 
is  also  forming  a  group  to 
coordinate,  for  instance,  when 
Pepsi  reps  and  independent 
bottlers  call  on  big  national 
restaurant  chains.  In  a  memo 
to  employees,  he  said  the 


CLOSING  BELL 


UFTOFF? 

It  has  been  a  while  since  Boe- 
ing's stock  has  really  flown, 
but  shares  rose  10%  on  Nov. 
2,  to  a  three-month  high  of 
41/^6.  Boeing  produced  51 
planes  in  October,  cheering 
investors  worried  about  pro- 
duction problems.  And  it  has 
buyers  for  10  of  the  36  planes 
it  has  waiting  for  hnancing  or 
new  buyers.  "I  don't  think 
there  is  more  downside  to  this 
company,"  says  Prudential 
Securities  analyst  Nicholas 
Heymann,  The  question  is, 
how  much  upside  will  it 
have?"  He  expects  the  stock 
to  hit  46  in  1999. 
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changes  will  help  Pepsi 
"regain  our  rightful  title  as 
the  fastest-growing  beverage 
company."  But  Coca-Cola, 
which  leads  Pepsi  in  domestic 
market  share  by  44%  to  31%, 
already  has  a  similar  office. 

YEP,  THE  NEIGHBORS 
HAVE  A  NEW  CAR 

DETROIT  IS  REVVING  UP:  AUTO 

sales  in  October  soared  9.8%, 
pushing  the  annual  selling 
rate  to  16.6  million  cars  and 
light  tnicks.  Chrysler,  Toyota, 
Honda,  and  Volkswagen  all 
enjoyed  record  sales,  and 
General  Motors  saw  sales 
rise  6%.  Rebates  of  up  to 
$3,000,  low  interest  rates, 
and  robust  employment  are 
fueling  the  rise.  "Consumers 
don't  appear  to  be  reading 
consumer-confidence  reports," 
says  James  P.  Holden, 
Chrysler  executive  vice-pres- 
ident of  sales  and  marketing. 

STARBUCKS  THINKS 
IT  WILL  TRAVEL  WELL 

SALES  AT  STARBUCKS  ARE 
perking  up.  Thanks  to  a  new, 
milder  blend  of  coffees  and  an 
improved  breakfast  food  line- 
up, comparable  store  sales  in 
October  jumped  5%  year  to 
year.  Now,  Starbucks  CEO 
Howard  Schultz  is  trying  to 
expand  in  Asia,  planning  to 
open  500  stores  there  and  in 
Em'ope  in  the  next  five  years. 
"The  Asia  opportunity  is  ulti- 
mately as  big  as  the  entire 
company  is  today,"  says 
Christopher  Vroom,  an  ana- 
lyst at  BT  Alex.  Brown.  Star- 
bucks is  also  working  with 
Ki-aft  Foods  to  sell  Starbucks 
beans  in  grocery  stores, 
where  60%  of  all  coffee  is  sold. 


MEDTRONIC  GRAFTS 
AND  GROWS 

CONSOLIDATION  CONTINUES 

to  stitch  together  the  med- 
ical-devices industry.  On 
Nov.  2,  Medtronic,  world 


leader  in  heart  pacemakers, 
agreed  to  buy  Sofamor- 
Danek  Group  for  $3.6  billion. 
Medtronic's  core  cardiac 
business  is  growing  at  about 
15%  a  year,  while  its  neuro- 
logical product  sales  are  up 
more  than  25%  a  year. 
Sofamor's  $400  million  in 
estimated  1998  neurological 
product  sales,  concentrated 
in  spinal  and  cranial  prod- 
ucts, will  double  Medtronic's, 
and  Medtronic  Chairman 
William  George  expects  the 
combined  company  to  gener- 
ate $1  billion  in  sales  in  1999. 
"The  business  is  shifting  to 
the  market  leaders,"  he  says. 

FEDEX  WARNS  OF  A 
BLUE  CHRISTMAS 

THE    RHETORIC  BETWEEN 

FedEx  management  and  its 
pilots  is  heating  up.  After 
contract  talks  with  the  pilots' 
union  broke  off  on  Oct.  30, 
FedEx  CEO  Theodore  Weise 
warned  that  strike  threats 


that  Southwest  will  an- 
nounce at  least  one  new 
destination  tliis  yeai'.  He 
confliTOS  MacAithur  is  a  j 
contender.  An  air-  | 
port  spokeswomail 
says  talks  are  ' 
I  m  under  way,  not-j 

(  -  ■  ing  that  Mac-  ] 
[.  \  Aithur's  renoval 

rtion  will  make 
lots  of  room  for 
Southwest,  which 
favors  high-ft'ecjuencj 
short-haul  flights. 

Southwest  would  face 
stiff  competition  fi'om  big- 
ger rivals  and  low-cost  off 
shoots  such  as  Delta  Ex- 
press and  US  Airways' 
MetraJet.  After  27  years  ( 
sneaking  up  on  the  big 
boys,  Kelleher  can  hardly 
expect  a  warm  welcome. 

By  Wendy  Zellm 


on  the  eve  of  the  peak  h 
day  season  have  put 
delivery  giant  "on  the  bri: 
of  losing  several  large  c 
tomers.  That,  Weise  wai 
could  cost  jobs.  For  tl 
part,  union  leaders  pus' 
back  their  target  strike  d 
from  Nov.  20  to  early  Dec 
ber.  Federal  Express  is  of 
ing  a  pay  hike  of  17%  o 
five  years.  But  the  pi 
want  a  deal  similar  to 
24%  hike  United  Parcel  ^ 
vice  workers  won  last  yc 

ETCETERA... 

■  Justice  indicted  devek 
and  Gore  pal  Franklin  Hf 
on  42  counts  of  campa 
contribution  fraud. 

■  The  FDA  approved  a  ge 
ically  engineered  arth 
medication  from  Immun 

■  Boston  Scientific  bo( 
some  $80  million  in  false  i 
and  "net  unrealizable  ass 

■  Seagram's  fiscal  first-q 
ter  profit  fell  18%.,  less 
expected.  « 
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International  Business 


EUROPE 


A  CASE  OF 
TOO  LiniE 
TOO  LATE? 

Europe's  tech  giants  are 
scrambling  to  get  into  shape 


It  was  a  long-awaited  move.  In  an 
emergency  press  conference  in  Mu- 
nich on  Nov.  4,  Heinrich  von  Pierer, 
CEO  of  Germany's  Siemens,  unveiled 
a  sweeping  shakeup  of  his  $71  billion 
conglomerate.  After  years  of  taking  a 
gradual  approach  to  improving  the  be- 
hemoth's competitiveness  in  high  tech, 
von  Pierer  announced  that  he  would  ap- 
ply radical  surgery  to  Siemens,  divesting 
units  with  sales  totaling  $10.2  billion 
and  employing  60,000  people.  The  com- 
pany plans  to  unload  its  components 
business  and  spin  off  its  semiconductor 
unit.  Siemens'  stock  soared  12%  as  in- 
vestors absorbed  the  news.  "We're  tak- 
ing shareholder  value  more  seriously 
than  they  had  thought,"  says  von  Pierer. 

Siemens  is  not  alone.  Europe's  lag- 
ging technology  titans  are  finally  re- 
sponding to  theii-  impatient 
shareholders.  They  are 
taking  action  now  because 
they  fear  that  Europe's 
leftist  governments  will  im- 
pose tougher  regulations 
and  new  restrictions  on 
layoffs.  In  the  past  several 
months,  shares  of  France's 
Alcatel  and  Holland's  Roy- 
al Philips,  as  well  as 
Siemens,  have  taken  a 
beating  as  investors  have 
wonied  about  their  abili- 
ty to  keep  up  with  the 
speed  of  innovation,  par- 
ticularly in  the  hot  area  of  YQJyJ  PIERER 
wireless  communications,  ii       •  x-  i- 

In  response.  Philips  has  Siemens  boss  IS  feeling 
decided  to  close  a  third  of  shareholder  pressure 


its  factories  world- 
wide. And  France's 
Alcatel,  after  clos- 
ing 60  plants  and 
spinning  off  it^ 
transport  and  engi 
neering  unit,  an- 
nounced on  Nov.  4 
that  it  would  un- 
dertake a  top-to- 
bottom  revamping  of  its  telecom  busi- 
ness. Its  stock  shot  up  5%. 

Even  so,  technology  watchers  worry 
that  Siemens  and  other  Eui'opean  tech 
conglomei"ates  are  changing  too  little, 
too  late.  Tliey  ar-e  still  steeped  in  a  men- 
tality that  favor's  engineering  over  in- 
novation and  marketing,  analysts  point 
out.  And  although  their  technology  is 
first-rate,  they  lack  the  entrepreneui'- 
ial  spar-k  needed  to  satisfy 
investors  and  win  in  the 
global  infoi'mation  econo- 
my. "These  companies  ar"e 
dinosaurs  in  a  world  now 
populated  by  fast-moving 
mammals,"  says  Kenn  D. 
Walter's,  managing  dir'ec- 
tor  of  the  Munich  consul- 
tancy Globus.  "Now  they 
liave  to  change  their  very 
nature." 

The  Eur'opean  compa- 
nies are  out  to  defy  their 
critics  by  plunging  ag- 
gressively into  growth 
markets  even  as  they  cut 
existing  unproductive  op- 
er'ations.  Siemens,  Philips, 
and  Alcatel  are  devising 


BIG  SPIN-OFF 

Silicon  chip  production  at  Siemer 
plant  in  Munich;  the  unit  lost  hun 
dreds  of  millions  of  dollars  amid  a 
global  semiconductor  slump 

machinery  for  the  Internet.  The 
plowing  investments  into  explo- 
phone  markets  and  tr'awling  Silicon  \ 
ley  for  acquisitions.  And  the  Europi : 
CEOs  ar'e  tmriing  to  a  new  generatim 
European  managers  to  help  run  't 
shakeup.  Many  have  been  educated  ri 
the  U.  S.  or  have  worked  in  Amei'i ' 
banks  oi'  consulting  companies.  It  will 
up  to  them  to  build  an  entrepreneu 
fir'e  among  their  ranks. 
CHIP  SHOT.  One  key  young  manager 
side  Siemens,  for  example,  is  40-yeai'ii 
Ulrich  Schumacher,  the  youngest  bo 
member  in  Siemens'  long  history, 
will  be  in  charge  of  taking  the  conr 
ny's  semiconductor  division  public 
division  lost  a  stunning  $722  millior 
the  fiscal  year  ended  Sept.  30,  ami 
global  slump  in  semiconductors 
things  ar-e  looking  up.  The  marke 
improving,  and  analysts  say  Schum; 


may  be  able  to  refocus  the  chip  unit, 
his  is  potential  for  a  large  step  for- 
rd,"  says  David  Richardson,  Texas 
itruments  Inc.'s  Europe  president, 
his  industry  requires  autonomy  and 
;remely  fast  decision-making — which 
lard  when  you're  pait  of  an  industri- 
conglomerate."  Success  by  Schu- 
cher  could  sei-ve  as  an  example  for 
ther  spin-offs  at  Siemens  and  at  oth- 
high-tech  conglomerates, 
in  addition  to  unloading  its  chips  and 
aponents  businesses,  Siemens  plans 
er  deep  cuts.  It  will  sell  its  telecom- 
ile  business  and  a  small  train  loco- 
tive  unit.  And  it  will  spin  off  or  try 
tin  to  find  a  partner  to  take  on  its 
sonal-computer  manufacturing  unit 
a  deal  with  Taiwan's  Acer  Inc. 
ed  earlier  this  year. 
Cven  so,  analysts  are  already  calling 
more.  "The  dh-ection  is  right.  But 
y  have  to  keep  on.  This  cannot  be 
'  says  Frank  Rothauge  of  Sal  Op- 
heim  in  Frankfurt.  Siemens  limped 
vith  earnings  of  just  $552  million  in 
latest  fiscal  year  Von  Pierer  is  hop- 
to  boost  margins  by  expanding 
nens'  efforts  in  wireless  telephony 
the  Internet. 


THE  BIG 
SHAKEUP 


The  German  behe- 
moth plans  to  divest 
units  with  $10.2  bil- 
lion in  sales,  includ- 
ing components  and 
semiconductor  busi- 
nesses. It's  shopping 
for  communications 
companies  in  the  U.S. 


ROYAL  PHILIPS 


Troubled  Dutch  giant 
is  selling  PolyGram 
and  ditching  its  joint 
venture  in  cell 
phones,  but  shopping 
for  Internet  knowhow. 


ALCATEL 


After  spinning  off  its 
engineering  unit,  the 
French  company  is 
hunting  for  Net 
acquisitions  in  the 
U.S.,  its  crucial 
growth  market. 

DATA:  BUSINESS  WEEK 


But  Europe's  tech  giants  have  lan- 
guished in  this  area  so  far  Philips  is  a 
prime  example.  Only  last  yeai;  it  signed 
a  $2.5  billion  joint  venture  with  Lucent 
Technologies  and  barged  into  the  red- 
hot  market  for  cellular  handsets.  CEO 
Cor  Boonstra  vowed  to  become  a  major 
player  in  the  industiy,  rivaling  Nokia, 
Ericsson,  and  Motorola.  But  while  Lu- 
cent and  Philips  boasted  stellar  tech- 
nology, their  team  couldn't  ramp  up 
speed  for  a  market  that  demands  new 
features  eveiy  several  months.  In  Oc- 
tober, Boonstra  pulled  the  plug — at  a 
cost  of  $540  million. 

SURF  CITY.  Following  a  now-familiar 
script,  Boonstra  announced  new  plant 
closings.  From  269  plants  worldwide  at 
the  beginning  of  this  year,  he  hopes  to 
be  down  to  226  by  yearend,  with  an 
additional  60  to  be  shuttered  over  the 
next  four  years.  At  the  same  time, 
Boonstra  is  looking  for  ways  to  spend 
the  $6  billion  he's  earning  from  the  sale 
of  PolyGram  Records  Inc.  Philips  exec- 
utives say  he's  eyeing  acquisitions  in 
Silicon  Valley. 

Boonstra's  goal,  much  like  Alcatel's,  is 
to  build  new  machines  that  can  link  the 
entire  planet  to  the  Web.  While  Alcatel's 


SLIMMING  DOWN 

A  Philips  electronics  factory  in 
Calcutta;  the  company  is  shutting 
down  one-third  of  its  plants  over 
the  next  four  years 

devices  would  be  phones  with  screens. 
Philips  wants  to  introduce  TVs  capable 
of  sui-fing  the  Web.  From  a  technology 
point  of  view,  both  companies  appear 
well-positioned  to  build  Web-surfing 
tools.  The  plan  is  to  supplement  their 
European  technology  arsenal  with  a 
handful  of  Silicon  Valley  acquisitions. 

Pr'essured  by  investors,  Europe's  tech 
titans  have  a  newfound  willingness  to 
make  drastic  changes.  They've  over- 
come political  obstacles  to  slash  away 
marginal  units  and  cut  thousands  of 
workers.  Now,  all  they  have  to  do — no 
small  chore — is  to  take  some  chances 
and  learn  how  to  innovate  on  the  i"un. 
As  their  friends  in  Sihcon  Valley  can 
attest,  those  are  the  true  secrets  to 
shareholder  return. 

By  Stephen  Baker  in  London,  with 
Thane  Peterson  in  Munich  and  Karen 
Lowry  Miller  in  Frankfiirt 


International  Business 


BRITAIN 


MARKS  &  SPARKS 

ISN'T  THROWING  OFF  ANY 

A  profit  plunge  throws  cold  water  on  the  retailer's  global  push 


Aside  from  British  Broadcasting 
Corp.  and  the  monarchy,  there's 
probably  no  other  institution  as 
much  a  part  of  British  daily  life  as 
Marks  &  Spencer.  The  $13.7  billion  re- 
tailer sells  one  out  of  four  men's  suits 
bought  in  the  country.  Former  Prime 
Minister  Margaret  Thatcher  buys  her 
underclothes  there,  along  with  40%  of 
British  women.  Chances  are  nearly 
everyone  on  a  British  street  is  wearing 
something  from  Mai'ks  &  Spai-ks,  as  it  is 
affectionately  nicknamed. 

But  venerable  M&s  is  coming  under 
fire.  On  Nov.  8,  the  retailer  stunned  in- 
vestors by  announcing  a  23%  drop  in 
midyear  j^rofits.  The  bad  news  sent  its 
stock  skidding  to  a  three-year  low, 
prompted  analysts  to  slash  their  full- 
year  earnings  estimates,  and  rocked 
London's  stock  market.  The  earnings 
slump  also  casts  doubt  on  M&s's  quest  to 
become  a  global  retaOer  and  raises  ques- 
tions about  the  fiitiu-e  of  cliief  executive 
Sir  Richard  Greenbury. 
SLOW  UPTAKE.  M&S  is  suffering  from 
bad  timing.  It  has  been  hit  with  poor 
sales  in  Britain,  North  America,  Conti- 
nental Europe,  and  Asia  just  as  it  em- 
barks on  the  most  ambitious  exjjansion 
push  in  its  114-year  histoiy— adding  3 
million  square  feet  of  new  selling  space 
to  its  683  existing  stores  and  opening 


new  sites.  The  sales  slump  partly  re- 
flects mistakes  in  merchandising,  inven- 
tory control,  and  pricing.  But  analysts 
say  M&s  was  slower  to  react  to  a  tough 
enviromnent  than  many  rivals.  And  flag- 
ging economic  growth  worldwide  means 
things  will  get  even  tougher  for  m&s. 

Greenbiuy  passionately  defends  M&s's 
perfoiTnance.  He  blames  a  downtum  in 
consumer  confidence  and  a  strong  poimd 
for  most  of  its  woes.  But  investors  and 
analysts  don't  buy  it.  "The  majority  of 
M&s's  problems  have  to  do  with  M&s, 
not  with  the  retail  environment,"  insists 
Nathan  Cocki'ell,  an  analyst  at  bt  Alex 
Brown  Inc.  in  London.  M&s  shares  have 
underperformed  those  of  other  British 
retailers  by  25%-  over  the  past  year, 
and  its  market  share  has  been  slipping. 

GREENBURY S  CHALLENGES 

►  Reduce  Marks  &  Spencer's 
dependence  on  the  British  market 

►  Maintain  foreign  expansion  plans 
as  home  market  turns  down 

►  Boost  stock  price,  which  has 
fallen  34%  this  year 

►  Clarify  succession  plans 

DATA:  BUSINESS  WEEK 


PRICES  SLASHED! 

M&S  has  discounted  some 
SI  billion  worth  of  goods 

The  biggest  hit  to  prof 
came  fi'om  M&s's  core  busine 
its  289  stores  in  Britain,  wh( 
operating  profits  plunged  24 
to  $454  million,  for  the  i 
months  ended  on  Sept.  26.  . 
though  the  rainy  summer  hi 
clothing  sales  at  many  retaile 
M&s  exacerbated  its  problems 
rolling  out  a  range  of  dull  clo 
ing  that  didn't  tempt  buye 
Worse,  when  it  realized  it  v 
likely  to  be  stuck  with  too  mi 
stock,  it  wasn't  able  to  cut  h'< 
quickly  enough  on  inventc 
coming  fi'om  its  suppliers,  ai 
lysts  say.  Marks  has  slash 
prices  on  $1  billion  in  goods  in  an  "I, 
tumn  Values"  campaign,  the  biggest  ( 
season  sale  in  its  histoiy. 
GROWTH  HIT.  Other  British  retailers 
also  mnning  fall  sales.  But  few  of  Mi 
rivals  are  expanding  as  fast.  Last  y( 
the  company  paid  $321  million  in  casl 
buy  19  stores  ft'om  Littlewoods,  a  r 
department-store  chain.  Now,  it  ' 
slashed  its  budget  for  adding  nearl 
quarter  more  retail  space  by  2000  fi 
$3.7  billion  to  $3.2  billion. 

Such  problems  at  home  could  de 
M&s's  critical  global  initiative.  With  { 
of  sales  and  94%  of  profits  coming  fi 
Britain,  the  company  needs  to  diver 
"Overseas  expansion  is  absolutely  crt 
to  us  long-teiTO,"  says  Greenbury.  Ye 
cut  costs,  M&s  is  slowing  its  aggresi 
expansion  plans  on  the  Continent 
had  hoped  to  have  60  stores  in  Co 
nental  Europe  by  2000.  Now,  it's  ain 
for  44.  Likewise,  the  company  is 
viewing  the  gi'owth  plans  of  its  Ni 
American  stores,  which  include  the"e 
vived  Brooks  Brothers  chain  and  F 
upscale  Kings  Super  Markets  Inc., 
slowing  expansion  in  Asia. 

Amid  the  missteps,  scratiny  of  Gi 
bm-y  has  intensified.  The  62-yeai--ol( 
ecutive,  who  plans  to  retire  in  20(1 
under  pressure  from  some  institut 
investor  to  name  a  successor  and  <1 
his  roles  as  chau-man  and  CEO.  Th 
even  talk  of  a  boardroom  power  st 
gle  in  which  Peter  Salsbury,  on 
three  joint  managing  directors 
works  for  Greenbury,  might  ui 
Deputy  ChaiiTnan  J.  Keith  Gates  as-t 
apparent.  If  sales  over  the  cnicial  o 
day  season  don't  show  more  spa<l 
Greenbury's  10-year  reign  at  M&s  <ii 
end  ignobly. 

By  Julia  Flynn  in  Lc  i 


Paradox: 


$20,495 


l^'^  tough  to  categorize  the  1999  Dodge  Intrepid.  On  the  one  hand,  it  has  a  lease  rate  that 's  lean  and  a  price  tag 
hat's  midsize.  Yet  Intrepid  offers  .so  much  interior  space  that  it's  officially  recognized  as  a  large  car  by  the  EPA. 
ts  standard  aluminum  engine  delivers  a  stingy  EPA  estimated  mpg  of  21  city,  30  highway,  yet  it  generates  a  .stout 
X)  horsepower  That's  more  power  per  liter  than  any  regular-fuel  V-6  engine  available  today.  And  while  Intrepid' s 
ride  is  supple,  its  handling  is  crisp  and  controlled.  Large  car  midsize  car,  family  car,  luxuiy  car,  sports  sedan. 
That's  not  a  paradox,  it's  an  Intrepid.  Dodge  Intrepid.  We're  changing  everything.  Again. 

Intrepidly  The  New  Dodge 

800-4-A-DODGE  or  www.4adodge.com 


*Buse  MSRP  excludes  lax.  Color  shown  ^200  extra.  Alwavs  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children. 
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ASIA 


IS  THIS  RALLY 
FOR  REAL? 

Stock  markets  are  jumping,  but  economic  revival  is  still  far  off 


After  more  than  a  yeai'  of  grim  news, 
the  mood  in  Asia's  equity  trading 
pits  is  finally  improving.  Buoyed  by 
falling  global  interest  rates,  Asia's  most 
devastated  market,  Jakarta,  is  up  a 
handsome  58%  in  U.  S.  dollar  terms 
since  early  October, 
while  Seoul  is  up  40% 
and  Hong  Kong,  31%. 
Even  in  recession- 
gripped  Japan,  the 
Nikkei  stock  average  ha^ 
rallied  13%,  to  around 
14,500,  amid  signs  the 
countiy  is  moving  to  fix 
its  banking  mess. 

But  the  recent  gains 
from  what  Mark 
Holowesko  of  the  Tem- 
pleton  Worldwide  global 
equity  group  calls 
"ridiculous  levels"  may 
not  signal  an  Asian  eco- 
nomic recovery.  Al- 
though some  overseas 
fimd  managers  are  mov- 
ing back  into  the  region, 
most  bourses  are  still 
trading  well  below  theii' 
all-time  liighs.  And  many 
pros  ai'e  unwilling  to  concede  that  tliis  is 
anything  more  than  a  classic  beai-  mar- 
ket rally.  "Don't  be  fooled,"  says  Hong 
Kong-based  hedge  fund  manager 
William  S.  Kaye.  "Economies  have  not 
bottomed  anywhere." 

Indeed,  just  about  eveiy  Asian  econ- 


Equities  Are  a  Long  Way 
From  Full  Recovery 


omy  is  expected  to  contract  this  year 
and  next.  Reflecting  that,  earnings  are 
still  under  pressure,  and  wages,  em- 
ployment, housing  stalls,  and  retail  sales 
ai'e  continuing  to  fall.  The  cimiulative  ef- 
fect, experts  predict,  is  that  Asia's  stock 


Take  Singapore.  It  is  just  beginr 
to  feel  the  brunt  of  the  Asian  cri 
with  its  economy  contracting  by  1 
between  the  second  and  thu-d  quar 
Political  imi'est  in  Malaysia  and  Indc 
sia  is  also  weighing  heavily  on  Sir 
pore.  Yet  the  Singapore  market  r 
27.9%  in  October,  partially  fueled 
the  buying  of  such  high-quality  corr 
nies  as  Singapore  Airlines  Ltd.  "I  di 
like  Singapore,  but  I  love  Singap 
Airhnes,"  says  Holowesko,  who  nc 
the  company's  market  capitalization  ^ 
30%  less  than  the  liquidation  value  oi 
fleet  at  its  low  point  in  August.  "It 
the  best  balance  sheet  of  anv  ah-lini 


COUNTRY 

THREE  MONTHS* 

LOCAL  CURRENCY   U.S.  DOLLARS 

YEAR-TO-DATE* 

LOCAL  CURRENCY  US  DOLLARS 

HONG  KONG 

38.6% 

38.7% 

2.0% 

-1.9% 

INDONESIA 

-28.4 

5,8 

-17.7 

-48.9 

JAPAN 

-9.3 

12.7 

-4.8 

6.7 

MALAYSIA 

11.7 

22.1 

-27.4 

-25.9 

PHILIPPINES 

13,4 

20.8 

-8.3 

-8.1 

SINGAPORE 

29.2 

37.3 

-13.7 

-10.8 

SOUTH  KOREA 

24.1 

17.3 

9.9 

34.0 

TAIWAN 

-9.1 

-3,7 

-15.7 

-15.4 

THAILAND 

37.2 

52.5 

-4.9 

21.9 

*Nov.  4 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 

markets  will  continue  to  bounce  along 
the  bottom  for  at  least  the  next  year. 

Much  of  the  recent  buying  across 
Asia  has  been  concentrated  in  select 
blue  chips  with  strong  cash  flows.  In 
South  Korea,  for  example,  foui'  compa- 
nies have  largely  driven  much  of  the 
market's  recent 
gains:  Pohang  Iron  & 
Steel  (posco),  Sam- 
sung Electronics,  Ko- 
rea Electric  Power, 
and    SK  Telecom. 


vival  of  the  blue 
chips  is  a  reversal  of 
the  situation  only  a 
few  months  back, 
when  investoi's  were 
selling  solid  compa- 
nies along  with  the 
ch'oss.  But  even  after 
their  recent  gains, 
many  blue  chips  still 
trade  at  far  less  than 
then*  net  asset  value. 


the  world,"  he  says.  "And  it's  the 
airline  in  the  world  that  can  wii 
check  for  a  new  plane,"  he  says. 
THIN  TRADING.  It's  not  only  low* 
terest  rates  that  are  pulling  stocks 
up.  Trading  volumes  on  Asian  m;i 
remain  thin,  so  even  small  trade.- 
had  a  disproportionately  large  effei 
Hong  Kong,  where  the  "fi-ee  float 
mmiber  of  shai-es  available  to  the  pjii 
is  only  half  of  the  $240  biUion  m;k 
capitalization,  the  government  toi 
additional  $15  billion  worth  of  e(|i 
out  of  circulation  when  it  staited  b 
in  August  to  support  the  crashing 
market.  With  the  already  small 
further  reduced,  prices  shot  up 
the  U.  S.  Federal  Reserve  starte 
ting  interest  rates. 

In  Japan,  the  Nikkei  gained  4.1 
Nov.  4,  after  Morgan  Stanley 
Witter  global  strategist  Barton 
urged  clients  to  increase  their  :i: 
sure  to  the  country.  True,  price-s^ 
ings  ratios  for  major  listed  com] 
are  running  at  about  74  times  esi 
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International  Business 


ed  1999  earnings.  That's  high  by  inter- 
national standards.  But  it's  down 
sharply  from  recent  years  and  not  bad 
for  Japan,  where  investors  have  long 
tolerated  high  p-e's  as  huge  chunks  of 
stock  are  locked  up  in  cross-sharehold- 
ings between  banks  and  their  keiretsu, 
or  corporate  partners. 

Still,  even  the  reduced  p-e's  could 
turn  out  to  be  no  bargain  if  earnings 
continue  to  crater.  Profits  are  expected 
to  fall  about  30%  in  the  fiscal  year  end- 
ing in  March.  Already,  some  blue  chips 
such  as  Hitachi  Ltd.  and  Toshiba  Corp. 
have  posted  ftrst-half  losses  for  the  first 
time  since  World  War  II.  And  a  lot  of 
economists  see  the  recession  that  start- 
ed in  1997  extending  into  early  2000 
despite  government  efforts  to  bail  out 
banks  and  boost  spending.  Meanwhile, 
Japan's  cross-shareholdings  are  unrav- 
eling as  cash-strapped  banks  and  com- 
panies try  to  cut  their  losses.  That  may 
put  enormous  pressure  on  the  Nikkei, 
which  some  pundits  say  could  fall  as 
low  as  10,000  before  Japan's  decade-long 
bear  market  turns  a  corner. 
"FALSE  DAWN."  Profit  prospects  in  other 
Asian  coiuitries  ai-e  also  open  to  question. 
After  the  big  runups  of  recent  weeks, 
Asian  companies  with  good  fimdamen- 
tals  ai'e  already  hard  to  find.  "There  was 
value  six  weeks  ago,  but  now,  things  ai'e 
beginning  to  look  expensive,"  says  Ian 
MacFarlane,  Paiibas  Asia  Equity's  chief 
emerging-mai'kets  strategist.  Back  in  late 
simimer,  average  price-eaiTiings  ratios  in 
Hong  Kong,  for  example,  wei'e  ai'ound  9, 
compared  with  23  in  the  U.  S.  Now, 
Hong  Kong  i>e's  are  closer  to  16,  a  level 
many  pros  say  is  too  high. 

Hong  Kong's  Sun  Hung  Kai  Proper- 
ties Ltd.  is  a  clear  example.  Its  shares 
nearly  doubled  during  October,  driving 
up  its  p-e  from  a  low  in  July  of  4.8  to 
18.2.  Is  that  excessive?  "Hong  Kong 
should  command  a  risk  premium"  be- 
cause of  fears  that  China  may  devalue 
the  yuan  and  that  Hong  Kong  may 
delink  its  cun'ency  from  the  dollar,  says 
Eugene  K.  Galbraith,  managing  du'ector 
at  ABN-AMRO  Asia. 

Amid  doubts  over  earnings  and  eco- 
nomic gi'owth,  many  big  investors  re- 
main skeptical  despite  the  recent  on- 
rush of  foreign  buying.  They  prefer  to 
observe,  rather  than  participate  in,  the 
current  rally.  "This  is  a  bit  of  a  false 
dawn,"  maintains  Robert  Sassoon,  re- 
search director  at  so  Asia  in  Hong 
Kong.  "The  fundamentals  have  not 
changed."  You'd  never  know  it  fi-om  all 
the  excitement  lately. 

By  Sheri  Prasso  m  Hong  Kong,  with 
Mark  L.  Clifford  i.')i.  Hong  Kong,  Brian 
Bremner  in  Tokyo,  and  bureau  reports 


JAPAN 


WILL  TOYOTA  PLAY 
SUGAR  DADDY? 

Sakura  bank  needs  a  rescue, 
but  the  carmaker  is  balking 

It  all  started  way  back  in  1949,  when 
a  little  Japanese  auto  maker  called 
Toyota  Motor  Corp.  almost  went 
broke.  Vicious  labor  disputes  crippled 
the  company  as  it  was  struggling  to 
jnill  itself  up  from  the  ashes  of  World 
Wai'  II.  Needing  cash,  the  company  bor- 
rowed .$1.7  million  from  Teikoku  Bank,  a 
Toyota  stockliolder  and  the  sugar  daddy 
of  the  Mitsui  keiretsu.  Toyota  was  saved 
from  oblivion,  and  Teikoku  later  became 
Sakura  Bank  Ltd. — to  this  day  a  major 
Toyota  shai-eholdei'  and 
creditor. 

Now  the  shoe's  on 
the  other  foot.  It's 
Sakura  that's  strug- 
gling, racked  by  $5.6 
billion  in  securities 
losses  and  canying  $10 
billion  in  bad  loans.  It 
wants  to  tap  Toyota, 
which  holds  a  2.4% 
stake  in  Sakura,  and 
other  Mitsui  keiretsu 
members  for  $2.6  bil- 
hon,  probably  by  issu- 
ing new  shares.  To  the 
bank,  it  appears  that 
Toyota,  with  $19  billion 
in  cash,  can  more  than 
afford  to  return  the 
favoi'. 

DRAW  THE  LINE.  Saku 
ra's  squeeze  on  Toyota 
undei'scores  an  un- 
pleasant new  reality 
for  Japan  Inc.:  Keiret- 
su ties  that  once  gave 
Japan's  best  corpora- 
tions a  competitive 
edge  have  now  become 
liabilities.  In  a  .string 
of  investments  offering 
minimal  I'eturns,  Toy- 
ota has  poured  more 
than  $1  billion  into  ai 


RECENT  TOYOTA  BUYS 

►  Boosts  its  stake  in  Chiyoda 
Fire  &  Marine  Insurance  from 
37.1%  to  47.1%.  Price  tag: 
an  estimated  $211  million. 

►  Raises  its  interest  in 
compact-car  maker  Daihatsu 
Motor  from  34.5%  to  50.1%. 
Price  tag:  $323  million. 

►  Lifts  Its  stake  in  second- 
tier  brokerage  Kokusai  Secu- 
rities from  8%  to  10%. 


Nakanishi,  an  analyst  at  Merrill  Ly 
Japan  Inc. 

Toyota  President  Hiroshi  Okud; 
trying  to  draw  the  line.  Rather  t 
having  Toyota  pony  up  money  to 
out  Sakura,  Okuda  wants  the  bant 
seek  help  from  the  government  fi 
using  Tokyo's  new  bailout  scheme.  ' 
are  an  auto  maker,"  he  says.  "We 
not  a  bank."  With  sluggish  sales 
home,  squeezed  margins  in  the  U 
and  evaporating  markets  in  A 
Japan's  No.  1  auto  maker  needs  loti 
cash. 

Yet  although  Okuda  is  talking  to 
to  Sakura,  old  habits  die  hard.  Toj 
has  already  propped  up  nine  key  pi 
suppliers,  including  Denso  Corp. 
Aisin  Seiki  Co.,  by  buying  tl 
shares — some  unloaded  by  trout 
banks.  Toyota  also  tightened  its  grip 
compact-car  maker  Daihatsu  Motor 
becoming  a  majority  owner  in  Augi 
In  another  rec 
move,  Toyota  lifted 
holdings  in  ChiyI 
Fire  &  Marine  In; 
ance  Co.  from  37 
to  47.1%.  Using 
ties  to  Chiyoda, 
ota  hopes  to  dev- 
a  wide  vaiiety  of  a 
insurance  policies 
signed  exclusively 
Toyota  vehicles. 

While  those  inv 
ments  are  at  least 
related,  others 
more  questions 
Take  brokerage  K 
sai  Securities.  To; 
upped  its  holding 
8%'  to  10%.  last  M 
at  an  undisclosed  j 
And  why  was  the 
done?  Well,  for 
sake  of  an  old  Ja 
ese  practice  know 
otsukiai,  or  kee 
connections. 

But  in  the  g] 
auto  wars,  To 
needs  a  sizable 
chest.  Okuda  is  no 
ready  to  rale  out 
ing  some  financia 
sistance  to  other 
panies  in  the  M 


ing  affiliates  over  the    keiretsu.  "But  we 


past  year  or  so  (table). 
"If  Toyota  continues  to 
spend  money  [ft-om  its 
cash  reserves]  at  this 
pace,  in  two  or  three 
years  it  may  all  be 
gone,"  warns  Takaki 


►  Increases  its  holdings  in 
Toyota  group  companies, 
including  nine  auto  parts 
makers.  Price  tag:  $609 
million. 

DATA:  BUSINESS  WEEK 


not  fail  as  a  result 
says.  Sounds 
Sakura  may  hav 
look  elsewhere  fc 
bailout  money. 

By  Emily  Thm 
i-)i  Tokyo 
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GAI  YOUNG  BLOOD 

REVIVE  JAPAN'S  TIRED  POLITICS?  

used  our  owii  knowhow  to  write  the  legislation,"  says  Is 
hara,  who  covered  the  economy  as  a  TV  journalist. 

Now,  the  LDP  upstarts  are  shocking  then-  elders  by  i 
tating  for  abandonment  of  its  senionty  system  and  appoi 
ment  of  yoimger  Diet  members  to  key  posts.  "The  ldp  nei 
leaders  who  understand  the  New  Economy  and  who  ( 
take  risks,"  says  Ishihara.  Although  a  centrist  himself,  h( 
the  son  of  former  Tj'ansport  Minister  Shintaro  Ishihara 
right-winger  who  ui-ged  Japan  to  stand  up  to  the  U.  S.  in 
best-seller,  The  Japan  That  Can.  Say  No. 
FIREBRANDS.  Oddly  enough,  many  of  the  LI 
new  generation — including  Yasuhisa  Shioz; 
47,  a  former  Bank  of  Japan  official,  and  Yo; 
mi  Watanabe,  46,  another  second-generat 
politician  Uke  Ishihai'a — appear  to  have  mucl 
common  with  the  opposition  DPJ.  Its  lead 
Naoto  Kan,  52,  is  recmiting  young  professii 
als  to  the  dpj — and  lu-ging  the  ldp  to  prom 
its  own  shinjhmii.  "The  ldp  will  have  lil 
choice,"  he  says,  "but  to  put  [their  youth]! 
the  front  line  if  they  hope  to  fight  us." 

Right  now,  the  inling  party's  fii'ebrands  i 
intent  on  heading  off  another  ldp  election  tt 
CO.  In  October,  Ichita  Yamamoto,  39,  laimch(i! 
new  gi'oup  to  study  Kan's  policies  and  tact 
and  their  possible  uses  for  the  ldp.  "With  i 
economy  in  decline  and  om*  support  bases 
dining,  we  stand  to  lose  the  next  electii 
Yamamoto  warns. 

A  general  election,  which  many  ai'e  predicting  for  n 
year,  might  finally  revive  Japan's  apathetic  voters,  who  c 
ed  the  ldp  ft-om  power  in  1993  and  may  be  ready  to  il 
again.  Such  a  turnover,  observes  dpj  deputy  policy 
Yukio  Edano,  a  34-year-old  lawyer,  "would  pave  the  wa\ 
a  change  ft-om  the  old  to  a  new  generation  of  rulers."  Ai 
would  mean  that  the  shiujivnd  has  an-ived  for  good. 

By  Irene  M.  Kunii  in  Tciy 


Polls  show  that  Japanese  voters  are  fed  up  with  politics. 
They  have  eveiy  reason  to  be.  Elders  of  the  niling  Lib- 
eral Democratic  Party  (ldp),  gi'ay-haired  men  m  then-  60s 
and  70s,  divvy  up  the  political  spoils  in  musty  back  rooms. 
Time  served  and  elections  won  count  more  than  talent.  And 
the  real  job  of  governing — deciding  on  national  policies  and 
drafting  laws — is  left  to  poweiful  bureaucrats. 

Yet,  for  all  its  hideboimd  ways,  Japanese  politics  are  begin- 
ning to  change.  The  opposition,  led  by  the  center-left  Democ- 
ratic Paity  of  Japan  (dpj),  stuTed  controvei-sy  by 
appointing  thirtysomethings  as  negotiators  in 
recent  haggling  over  financial-refoiTn  legislation. 
The  LDP  responded  by  ch-awing  its  team  fi-om  its 
own  ranks  of  people  in  theii-  40s.  "For  once, 
we  were  fully  involved  in  the  lawmaking 
process,"  says  Nobuteni  Ishihara,  41,  who  led 
the  LDP's  young  contingent  during  the  talks. 

Known  as  the  shinjiinud,  or  new  breed  of 
politician,  Isliihara  and  liis  ilk  are  young,  shaip, 
and  cosmopolitan.  Although  ldp  chieftains  still 
called  the  shots  on  Japan's  $500  billion  bank 
bailout,  the  youngsters  in  the  niling  party  and 
dpj  set  an  important  precedent.  Without  guid- 
ance fi'om  senior  biu'eaucrats,  they  drafted  bills 
that  laid  out  plans  for  financial  revitalization. 
LOCKOUT.  In  doing  so,  they've  started  to  peel 
away  the  cozy  power-sharing  arrangement  be- 
tween the  ldp  and  the  central  bureaucracy. 
For  years,  it  has  allowed  senior  officials  to  rule  their  sectors 
as  private  fiefdoms  in  retm-n  for  their  approval  of  pork-baiTel 
projects  from  bridges  to  bullet  trains.  Not  only  do  they 
script  legislation  as  tightly  as  a  traditional  A'^o  play,  they  or- 
chestrate debates  in  the  Diet  by  feeding  C|uestions  to  ldp  leg- 
islators along  with  smooth  replies  for  Cabinet  ministers. 

The  shinjinrui  attacked  the  core  of  this  system  by  locking 
the  mandarins  out  of  the  negotiations.  "We  talked  to  econo- 
mists, analysts,  and  experts,  as  lawTnakers  do  in  the  U.  S.,  and 


ISHIHARA:  LDP  negotiatoi 


GLOBAL  WRAPUE 


MOSCOW  BETS  ONALOnERY 

►  With  tax  receipts  crimped  by  Rus- 
sia's economic  crisis,  Moscow  is  turn- 
ing to  a  recession-proof  source  of  rev- 
enue; gambling.  The  city  has  hired 
Taipei's  Goyoung  Information  Ser- 
vices Corp.  to  operate  the  country's 
first  officially  sponsored  lottery,  a 
Powerball-style  jackpot  game.  Goy- 
oung, which  runs  lotteries  in  Taiwan 
and  Hong  Kong,  will  install  500  termi- 
nals, in  shops  and  elsewhere,  where 
Muscovites  can  place  bets  for  about 
$1.  The  city  will  get  10%  of  the 


expected  gross  of  $100  million  a  year 
and  will  use  the  money  for  social  ser- 
vices. Lotteries  flourish  in  hard  times, 
Goyoung  says,  because  people  are 
more  wiUing  to  bet  on  a  windfall.  An 
estimated  65  million  Russians  gamble 
in  private,  mostly  illegal  lotteries. 

OHAWA  RECASTS  A  TRADE  FEUD 

►  Canada  and  the  U.  S.  are  heading 
into  another  fight  over  publishing 
protectionism.  To  discourage  Canadi- 
an editions  of  LI.  S.-owned  magazines, 
Ottawa  plans  to  levy  stiff  fines  on  for- 
eign publishers  who  accept  Canadian 


ads  in  such  editions.  The  reason:  cu 
tural  self-preservation.  Ottawa  feai 
that  Canadian  editions  of  U.  S.  pub 
cations  such  as  Glamour  and  Good 
Housekeeping  would  steal  ads  fron' 
Canada's  own  Flare  and  Canadian 
Living  and  kill  them  off. 

The  U.  S.  won  a  World  Ti-ade  Orgfl- 
zation  case  against  Canadian  maga; 
bajilers  last  yeai*.  Now,  Canada  hope 
skirt  free-trade  rules  by  treating 
as  a  "service."  But  the  U.  S.  threat 
reprisals  against  hundreds  of  million  o 
dollars  of  Canadian  exports  if  Cani' 
passes  a  new  bOl  imposing  the  fines 
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Take  a  wet  hairpin 
turn  going  too  fast 
and  this  diagram 
suddenly  makes 
a  lot  of  sense. 


What  may  look  like  a  confusing  diagram  is  actii; 
a  formula  for  a  safer  car.  It  describes,  in  techn 
terms,  the  Bosch  Electronic  Stability  Program  (1 
safety  system.  ESP  allows  cars  to  better  follow 
intended  line  of  travel  even  on  wet  or  icy  pavenn 
Which  means  more  control  and  less  sliding  in  se\ 
conditions.  Here's  how  it  works.  As  soon  as  an  ap] 
ent  slide  is  detected  by  the  system,  the  ESP  generic 
a  counteracting  movement  by  intervening  with  i 
brakes,  the  engine  and  the  transmission.  So  the  dr 
keeps  better  control  of  the  car.  ESP  from  Bosc  i 
another  example  of  how  we  help  make  vehicles  s; 
no  matter  how  complicated  it  looks.  j| 

We  bring  innovao 
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iMOKE  ALARMS 
IT  RJR 

vindling  profits  make  a  tobacco  settlement  more  urgent  than  ever 


^  teven  F.  Goldstone  has  been  a 
^  busy  guy.  As  head  of  rjr  Nabisco 
^  Holdings  Corp.,  he  has  spent  the 
W  past  year  jetting  fi'om  city  to  city 
he  tobacco  industry's  point  man  in  a 
matic  effort  to  reshape  the  most  vil- 
1  business  in  America.  Penitent,  he 
litted  before  CongTess  that  his  prod- 
is  addictive.  Then,  defiant,  he  led  a 
;essful  drive  to  kill  federal  legislation 
9  it  became  clear  the  industry  would 
e  to  pay  billions  of  dollai-s  more  than 
ad  agi'eed  to  in  settlement  talks  with 
;e  attorneys  general.  Throughout, 
istone  has  been  front  and  center  en- 
ing  in  what  he  describes  as  a  "pub- 
)olicy  debate  on  the  issues 
;  affect  oui"  industiies  and 
customers." 

)nly  problem  is,  while  CEO 
Jstone  works  tirelessly  to 
■icate  Big  Tobacco  from  its 
,1  quagTnire,  his  company  is 
ig  eaten  alive  on  the  op- 
;ing  front.  At  home,  in- 
try  giant  Philip  Morris 
is  kicking  No.  2  rjr's 
rette  butts  with  its  Marl- 
)  brand,  out-marketing 
out-spending  its  smaller 
1  to  steal  almost  a  full  per- 
,age  point  of  U.  S.  market 
•e  so  far  this  year.  Things 
even  worse  abroad.  Al- 
igh  foreign  markets  are  vride- 
onsidered  the  tobacco  makers' 
t  fertile  gi'ounds  for  growth,  rjr 
let  the  opportunity  slip  away 
i  management  missteps  and 
lomic  malaise.  It  now 
IS  to  unload  its  hob- 
international  tobac- 
;nit.  To  top  things 
rjr's  usually  re- 
le  profit  ma- 
e,  the  Nabis- 
bod  division, 
losing  out 
more  nim- 
.'ompetitors 
its  cookie 
cracker 


line  grows  stale  as  a  week-old  Oreo. 

rjr's  numbers  show  more  smoke  than 
fire.  While  Philip  Monis  posted  third- 
quarter  operating  gains  up  10%,  rjr's 
operating  profits  slumped  14%.  For  the 
full  year,  analysts  expect  rjr's  earnings 
to  drop  11%',  to  $3.1  billion,  on  slightly 
lower  sales  of  $16.9  billion.  That's  after 


operating  earnings  rose  a  paltiy  3%  last 
year. 

The  bottom  line:  Wliatever  comes  of 
lawsuit-settlement  discussions  between 
tobacco  companies  and  the  states,  R.JR  is 
in  deep  trouble.  And  the  poor  operating 
performance  it  has  tm-ned  in  lately  has 
convinced  many  investors  that  part  of 
the  problem  is  Goldstone  himself.  While 
few  doubt  his  smarts  as  a  legal  strate- 
gist. Wall  Street  has  httle  regard  for 
his  management  prowess.  Critics  com- 
plain he  is  too  far  removed  from  the 
fi'ay.  "This  company  has  been  very  bad- 
ly nan,"  says  Stephen  Smith,  executive 
vice-president  of  Brandywine  Asset 
Management  Inc.,  owner  of  1  million 
RJR  shares.  "They  need  someone  who 
can  I'eally  turn  it  around." 

LOOKING  TO  SPLIT?  But  then, 
many  investors  admit  that  isn't 
the    reason    they're  sticking 
around.  They  view  Goldstone  as  a 
sort  of  Mikhail  Gorbachev,  presid- 
ing over  the  last  days  of  a  decrepit 
empu-e.  They're  counting  on  the  Uft 
that  could  come  if  the  industiy  set- 
tles and  Goldstone  can  then  follow 
tlirough  with  plans  to  split  rjr  in 
three.  Says  Arthur  Cecil  of  T. 
Rowe  Price  Associates  Inc.,  which 
owns  4  million  RJR  shares:  "We're 
really,  really  banking  on  a  reversal 
of  fortune." 
Goldstone,  who  admits  his  opera- 
tional Imowhow  is  limited,  lets  the  di- 
vision chiefs  alone  while  he  gTapples 
with  legal  and  financial  mattei-s.  "I'm 
not  going  to  follow  their  eveiy 
footstep,"  says  Goldstone,  who 
after  his  elevation  to  ceo  in 
December,  1995,  replaced 
all  three  division  heads. 
Industry  insiders  and 
analysts  generally 
praise  the  credentials 
of  that  team — An- 
drew Schindler, 
president  of  R.J. 
Reynolds,  Rey- 
nolds Interna- 
tional President 
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Nabisco's  profits  are  tumbling.  But  it's 
still  the  jewel  everyone  wants  to  spin  off 


Pierre  de  Labouchere,  and 
Nabisco  President  James  M. 
Kilts.  But  they  question  their 
ability  to  rejuvenate  rjr  when 
the  goal  of  the  boss  is  to  break 
up  the  company.  In  fact,  if  he 
succeeds,  Goldstone  cheerfully 
admits  he  doesn't  want  to  stay 
with  any  of  the  divisions.  "My 
job  here  will  be  over,"  he  says. 

That's  because  a  settlement 
would  free  Goldstone,  finally,  to 
spin  off  Nabisco.  The  long- 
anticipated  move  should  boost 
share  prices — indeed,  reports  in 
October  that  a  settlement  might 
be  imminent  following  the  elec- 
tions hiked  rjr's  stock  19%  in 
five  days,  to  near  30.  A  spin-off 
would  also  help  pay  down  fur- 
ther the  mountainous  debt  r.jr 
took  on  in  its  leveraged  buyout 
10  years  ago.  Even  without  a 
settlement,  Goldstone  has  set- 
tled on  what  amounts  to  a 
strategic  retreat,  giving  gi'ound 
across  all  fronts.  If  there  is  no 
agi'eement,  he  insists  rjr  will 
wind  up  in  bankruptcy  court. 
LBO  HANGOVER.  How  did  it  come  to 
this?  Goldstone  and  other  rjr  execu- 
tives blame  the  costs  and  distractions  of 
two  epic  battles:  the  1988  leveraged 
buyout  of  RJR  by  Kohlberg  Kravis 
Roberts  &  Co.,  and  the  courtroom  fight 
waged  by  states  and  individuals  seeking 
redress  for  tobacco-related  injuines.  The 
LBO  boosted  rjr's  debt  load  to  $29  bil- 
lion. KKR  decamped  in  1995.  The  debt 
has  since  been  whittled  down  to  $9.5 
billion,  but  the  upshot  is  that  this  year, 
through  Sept.  30,  RJR  shelled  out  $664 
million  in  interest  payments.  Add  to 


LEGAL  BEAGLE: 
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that  the  charges  that 
all  tobacco  companies 
already  are  paying 
states — $457  million 
so  far  this  year  for 
RJR.  Philip  Moms  paid  about  the  same 
in  interest  and  twice  as  much  to  states 
but  is  tbree  times  rir's  size.  "You  can't 
operate  on  a  shoestring  against  a  com- 
petitor as  powerful  as  Philip  Moms," 
Goldstone  says. 

History  alone,  though,  can't  explain 
why  RJR  continues  to  lose  gi'ound.  In 
the  U.  S.,  the  company  has  been  slow  to 
defend  its  cigarette  brands,  which  in- 
clude Winston,  Camel,  and  Salem.  Philip 
Morris  started  the  decade  with  42%  of 
the  U.  S.  market,  vs;  30%  for  rjr.  Since 
then,  Philip  Moms  has  gained  8  points. 


while  RJR  lost  6%.  Brown 
Williamson,  the  U.  S.  subsidia 
of  Britain's  well-heeled  bat  1 
dustries  PLC,  has  also  gr-abbed 
share  points  this  decade  in  t 
U.  S.  market.  Sure,  Phihp  Mc 
ris  spent  $212  million  for  U. 
cigarette  ads  in  1997,  while  R 
shelled  out  $126  million — a  h; 
above  its  1990  level.  But  t 
'90s  ai'e  full  of  stories  of  small 
companies  that  outmaneuver 
giants  with  a  tighter  brand  : 
cus.  That  hasn't  been  in  ei 
dence  at  RJR. 

SALEM'S  LOT.  The  situation  j 
giimmest  for  rjr's  lesser-rank 
brands,  which  have  suffer 
from  a  lack  of  marketing  si 
port.  Salem,  the  compan; 
No.  3-selling  premium  cigaret 
hasn't  had  a  new  ad  campai 
since  1995.  Salem's  sales  fell 
in  the  fii'st  half  of  this  year,  p 
of  a  long-temi  slide  that  has  cut  marl 
share  in  half  since  the  lbo.  The  b^ 
that  can  be  said  is  that  rjr  arrest 
the  years-long  decline  of  its  flagsl 
Winston  brand  with  the  "No  Bull" 
campaign  kicked  off  in  August,  19 
These  clever  ads  repositioned  the  bn 
as  an  unpretentious  smoke  for  regu 
guys,  fi'ee  of  sugar  and  licorice  ad 
tives.  Camel,  meanwhile,  has  held 
own,  despite  the  retirement  of  its 
Camel  spokesfigiire  in  1997. 

The  marketing  contrast  betw( 
Philip  Morris  and  rjr  is  seen  at 
Melton  Food  Mart  in  Louisville,  wh 
more  than  a  quaiter  of  the  shop's  18, 
squai"e  feet  is  devoted  to  cigarette  sa 
Pliilip  Moms  has  locked  up  the  place 
paying  special  bounties  for  favo: 


RJR'S  CIGAREHE  SALES  ARE  WEAK  AT  HOME  AND  ABROAD  WHILE  NABISCO'S  PROFITS  CRUMBL 
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Lackluster  ads  and  hard-hitting  rivals 
have  slashed  RJR's  share  of  the  tobacco  market 


tr-eatment,  an  indulgence  Reynolds  can't 
as  easily  afford.  Ow-Tier  Joseph  Melton 
III  says  Philip  Moms'  "contract  money" 
is  enough  to  pay  his  rent  for  the  ciga- 
rette sales  area.  He  also  receives  "flex 
funds"  based  on  rising  sales.  Says 
Melton  of  his  patron:  "They've  got  the 
bucks."  And,  in  return,  the  shelf  space: 
Two-thirds  of  Melton's  tobacco  depart- 
ment is  piled  high  with  Philip  MoiTis 
products.  Though  Winston  and  Camel 
occasionally  put  up  displays,  they  re- 
main for  only  a  few  days. 
FOREIGN  WOES.  As  bad  as 
things  are  for  FUK  at  home, 
they're  worse  overseas. 
R.J.  Reynolds  Internation- 
al, wliich  provides  one-third 
of  R-Jr's  cigarette  revenues, 
saw  tobacco  sales  fall  19% 
in  the  third  cjuarter,  while 
operating  profits  dropped 
by  half  That  followed  a  5% 
sales  slide  in  1997.  Says 
Reynolds  International 
President  de  Labouchere: 
"1998  will  be  another  year 
of  disappointment."  This 
summer,  as  it  sought  to  cut 
costs,  R.JR  shuttered  three 
of  its  28  foreign  plants — in 
Hong  Kong,  Germany,  and 
Hungary — partly  because 
antiquated  cigai'ette-makijig 
machines  regularly  mangled 
the  product. 

It  wasn't  supposed  to 
turn  out  this  way.  Faced 
with  stagnant  U.  S.  and  Eu- 
roj^ean  markets,  r.]R  began 
a  big  emerging-markets 
push  in  the  late  1980s. 
Along  with  many  of  its  ri- 
vals, RJR  sought  out  coun- 
tries where  smoking  rates 
were  on  the  rise.  But  while 
Philip  Moms  and  bat  have 
since  sui'ged  ahead  overseas,  vjr  spread 
its  marketing  too  thin  and  moved  too 
slowly  as  new  opportunities  arose. 
Those  mistakes,  compounded  by  eco- 
nomic recessions  in  Asia  and  Russia 
(page  80),  have  left  R.JR  hustling  for 
small  pieces  of  many  markets.  More- 
over, its  expansion  was  haphazai'd,  with 
much  duplication  of  effort.  There  were 
10  different  Winston  marketing  cam- 
paigns around  the  globe,  for  instance,  a 
mistake  the  company  finally  con-ected 
this  year  by  centralizing  foreign  opera- 


tions in  its  international  headquaiters  in 
Geneva. 

Still,  no  structural  revamping  could 
make  up  for  the  fact  that  rjr  has 
lacked  the  capital  to  gain  significant 
market  share  in  its  far-flung  outposts. 
"Tlieu-  economies  of  scale  are  honible  in 
countries  where  they  have  just  a  per- 
centage point  or  two,"  says  Martin 
Feldman,  a  Salomon  Smith  Barney  an- 
alyst. As  a  result,  R-JR  belatedly  plans  to 
pull  back  from  many  nations  where  it 
has  insignificant  standing,  paiticularly  in 


C( 
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Asia.  Goldstone's  fondest 
wish  for  Reynolds  Interna- 
tional is  to  see  the  suffer- 
ing unit  married  off  to  a 
strong  competitor,  says  a 
highly  placed  R.JR  executive. 

The  spin-off  that  r.jr  shareholders 
have  been  waiting  forever  to  see,  of 
course,  is  that  of  Nabisco.  Goldstone  says 
he  can't  do  that  until  RlR's  legal  situation 
is  resolved — othei-wise,  tobacco  plaintiffs 
could  get  a  comt  injunction  to  stop  such 
a  deal.  In  the  meantime,  though,  the 
cookie  and  cracker  empire  continues  to 
cimnble.  The  first  serious  signs  of  weak- 
ness came  last  year,  when  revenue  fell 
1.7%,  to  $8.7  billion.  This  year,  analysts 
expect  operating  profits  to  fall  20%,  to 


$866  million,  as  sales  drop  another  4^ 
Nabisco  shares — ^20%'  of  the  stock  is  pi; 
Kcly  traded — have  fallen  to  around 
dowai  24%  fi-om  a  52-week  liigh  of  50!4 
April.  No  wonder  Nabisco  CEO  Ki! 
likens  his  task  to  a  trauma-team  leadei 
"We  have  to  stop  the  bleeding." 

But  Nabisco  executives  have  be 
pledging  to  turn  things  around  for  mo 
than  tlu'ee  yeai's.  Kilts  took  over  in  J; 
uaiy  from  H.  Jolin  Greeniaus,  vovring 
shed  noncore  operations  and  focus 
snack  foods.  For  the  12  months  end 
— — ^wwa^H,  Sept.  30,  market  share  ] 
cookies  in  supermarkc 
slumped  almost  two  f 
jwints,  to  :34%,  and  crackt 
slipped  a  half-point,  to  47 
Kilts  has  yet  to  fill  the  v 
created  by  slowing  dema 
foi-  the  Snackwells  line 
fat-free  snacks.  As 
sumers  return  to  full- 
eats    that    taste  bett 
Snackwells'  sales  have  f; 
en  steadily  for  three  ye; 
and  now  stand  at  half 
their  1995  peak.  The  b^ 
Nabisco  can  do  is  bring 
a  number  of  new  Sna^ 
wells  flavors.  Says  Andr 
Carrano,  vice-president 
marketing  at  the  Great 
lantic  &  Pacific  Tea  Co. 
permarket  chain:  "With 
any    really    new  itei 
they're    not  going 
where." 

ELFIN  RIVAL.  Keebler  Fd 
Co.,  with  about  half  Nal 
co's  share  in  both  ca 
gories,    has  gained 
groimd  that  Nabisco  lost.  For  one  th: 
Keebler  concentrated  on  some  of 
more  consistent  consumers  aroimd: 
dren.  And  wiiile  Keebler  only  ha 
third  of  Nabisco's  ad  budget,  its  el 
have  new  products  to  pitch.  Keel 
has  offered  up  an  ever-increasing 
artful  airay  of  snacks,  such  as  He 
and  Tails  animal-shaped  cheese  crack 
"We  haven't  seen  that  much  from 
competitors,"  chortled  Keebler's  retai 
honcho,  David  B.  Vermylen,  in  an 
lysts'  conference  call  recently.  j- 
Now  Kilts  is  in  the  inidst  of  a  xr\asf 
restmctming  that  includes  la\ing  offR 
of  his  workforce  and  selling  off  braijj 
Mke  College  Inn  broths.  That  is  suppc* 
to  let  Nabisco  scrape  together  enc 


78  BUSINESS  WEEK  /  NOVEMBER  16,  1998 


■Por     RoovnTUcnf  Works/ gef     klHG-"SIZED  KOVABlE  DE-Sk,  AW^^-ST/IBLE  L/\mP,  ERGonomIC  chair, 
:  ouflefs         DAT/\PoRT      eye  level  ( i^sVe^^<A  o-P  ^nnkle  level).  UnUke  ofUev  Uofels,  we  ^Aon'f  cU«?\vge 
-Pov  <a11  fUe  e><:fv£^s.  C^nll  youv  W<7\vel  ^?\gevif  ov  iOO-ZZS^-HIO,  or  visif  u;iwuj.i«A£7\vvi<3ff.coi*A.  We  believe: 

W^^ev^  you've  crotAvPov+-f?vV>le  yoiA  cr<?vv\  ^Ao  ^HyHAiv\^5^ 

HOTELS   RESORTS  SUITES 

Currently  ovoibble  ot  no  extra  cost  in  over  130  hotels,  including  oil  ma|or  markets 


^>  >\arrioii 


The  Corporation 


savings  to  boost  advertising.  But  he's 
haunted  by  a  mess  created  in  the  last 
housecleaning,  when  Greeniaus  tnmmed 
the  sales  force  by  1,000  people,  most  of 
them  senior  reps.  Greeniaus  figiu'ed  less- 
experienced  merchandisers  could  take 
up  the  slack.  Wrong  move:  Stores  start- 
ed to  complain  of  bad  sei-vice.  Shelves 
were  disorganized  or  not  stocked.  "When 
you  can't  even  get  orders  filled,  you  get 
veiy  unhappy,"  says  a&p's  Can-ano. 

Of  course,  if  Goldstone  and  other  to- 
bacco execs  do  patch  together  a  sweep- 
ing settlement  with  the  states,  the 
stock  mai'ket  will  be  inclined  to  forgive 
a  multitude  of  sins.  Certainly  some  in- 
vestors accepted  long  ago  that  Gold- 
stone's  legal  abilities  far  exceed  any 
hands-on  management  skills.  Says 
Stephen  A.  Yacktman,  vice-president  of 
Yacktman  Asset  Management  Co., 
which  bailed  out  of  rjr  two  years  ago: 
"He's  their  lawyer,  that's  all.  The  game 
is  over."  But  there's  no  telling  when, 
or  if,  that  settlement  will  arrive.  And 
for  RJR  investors,  there  is  a  grovdng 
possibility  that  the  end  result  will  be 
three  basket  cases  instead  of  one. 

By  Larry  Ligitt  hi  New  York,  with 
Irene  Kunii  in  Tokyo,  Carol  Matlack 
in  Moscow,  and  bureau  reports 


A  LONG  HARD  SLOG 
ON  THE  RUSSIAN  FRONT 


Don't  blame  the  Marlboro  man  for 
r.jr's  latest  debacle.  On  its  ride 
into  Russia,  R.J.  Reynolds  Tobacco 
Co.  has  shown  an  uncanny  knack  for 
shooting  itself  in  the  foot. 

Only  last  winter,  the  company  was  sa- 
voring the  success  of  Peter  I,  a  locally 
produced  cigai'ette  that  in  just  two 
years  had  become  one  of  Russia's  top- 
sellers.  But  then  r.jr  sparked  a  dispute 
with  local  tobacco  distributors  that  crip- 
pled sales.  Peter  I  sales  fell  20%  in  the 
second  quarter,  just  as  R.IR  was  finishing 
a  $120  million  factoiy  expansion  in  St. 
Petersburg.  Making  things  worse,  on 
Aug.  17,  Russia  devalued  the  loible, 
sending  the  economy  tumbling.  By  Sep- 
tember, weak  sales  foi'ced  the  factoiy  to 
shut  for  several  days,  rjr  now  says 
Russia  was  largely  to  blame  for  its  poor 
overall  thu'd-quarter  results. 

The  saga  of  r.jr  in  Russia  illustrates 
how  the  company  has  squandered  op- 


portunities in  foreign  markets  one 
thought  promising.  Ti'ue,  all  cigare 
makers  are  stiuggiing  in  crisis-str 
emerging  markets,  as  consumers  s 
ft'om  premium  imports  to  cheaper 
smokes.  But  for  r.jr,  the  stakes  ai 
pecially  high.  Russia  is  one  of  its  j 
biggest  overseas  markets,  account 
for  11%  of  foreign  earnings,  vs.  or: 
3.7%  for  Philip  Moms  Cos.  And  Rj 
position  in  Russia  mirrors  its  vulr 
ity  worldwide:  Its  leading  brand, ; 
I,  is  a  lower-priced  smoke  with  th 
margins  and  weak  consumer  loyal 
rjr  had  high  hopes  when  it  ent 
Russia  in  1992.  Russians,  who  smi 
nearly  250  billion  cigarettes  a  yea 
were  eager  to  switch  from  harsh 
style  cigarettes  and  were  entranc' 
Western  advertising.  Philip  Moiri, 
making  inroads  vdth  images  of  th 
American  West  in  Marlboro  ads. 
while  PvJR  soon  matched  Phihp  M( 
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iding,  its  Winston  and 
brands  made  little  head- 
ainst  its  archrival's  best- 
Marlboro  and  the  mid- 
.&M.  Industry-watchers 
scattered  its  ads  over  too 

I  rands.  "They  diluted  their 

1  ng,"  says  a  Moscow  ad 
niliar  with  the  effort,  rjr 

I  res  say  ad  spending  early 

,  tiny,  as  it  and  rivals  con- 

t  ;d  on  distribution. 

I  D  FALL.  With  Peter  I, 
2k  began  to  turn. 
id  in  1995  to  capitalize  on 
patriotism,  its  striking 
ickage  was  embossed 
!  18th  century  seal  of 
ter  the  Great.  But  there 
hing  imperial  about  its 
)out  58^  a  pack,  half  the 
Vlai'lboro.  Sales  took  off, 
er  I  joined  Russia's  top 
RJR  cranked  up  pi'oduc- 
year  to  37  billion  cigarettes, 
there,  it  went  downhill.  Last 
UR  got  into  a  spat  with  nine 
;ow-based  distributors,  who  al 
t  it  jacked  up  the  prices  they 
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PETERS,  PLEASE: 

rjr's  Peter  I  brand 
has  earned  market 
share-but  7tot  loyalty 


paid  while  maintaining 
lower  prices  for  small- 
er regional  distribu- 
toi's.  The  distributors 
perceived  the  move  as 
an  attempt  to  squeeze  them  out  of  cer- 
tain markets  and  retaliated  by  refusing 
to  cany  rjr  products.  "We  had  to  draw 
the  hne,"  says  Mikhail  Bukov  of  Yu- 
nakt,  a  member  of  the  group,  rjr, 


which  will  not  comment  pub- 
licly on  the  dispute,  eventually 
made  peace,  and  Peter  I  sales 
rebounded  to  pre-boycott  lev- 
els. But  the  billions  of  ciga- 
rettes piling  up  in  warehouses 
could  not  have  come  at  a 
worse  time.  After  devaluation, 
RJR  had  to  discount  heavily  to 
pare  inventory. 

Even  so,  rjr  has  built  a  sol- 
id Russian  beachhead  with  Pe- 
ter I.  But,  says  a  Moscow- 
based  executive  at  a  rival 
tobacco  company,  "they  made  a 
mistake  in  believing  that  they 
could  suddenly  command  brand 
loyalty."  While  Peter  I  has 
picked  up  smokers  who  traded 
down  from  costlier  brands,  it  has  also 
lost  some  who  fled  to  even  cheaper 
brands.  Philip  Monns  admits  that  Marl- 
boro sales  have  also  softened  but  says 
its  lower-priced  brands  are  doing  better 
than  before.  So  instead  of  the  sensa- 
tional gi'owth  it  expected,  rjr  will  have 
to  settle  down  for  years  of  hard  work — 
and  no  more  fumbles — in  Russia. 

By  Carol  Matlack  in  Moscow 
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DaimlerChrysler's  Jurgen 
Schrempp  has  built  an  empire  of 
tremendous  scope.  Can  he  steer  it 
through  the  global  crisis? 
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Jne  August  day  four  years  ago,  while  climbing  the 
12,812-foot-high  Oilier  mountain  in  the  Italian  Alps, 
Jurgen  Schrempp  descended  a  sheer  wall  and  got 
stuck.  Groping  about,  he  couldn't  find  a  hand-  or 
toehold.  He  was  roped  to  mountaineering  legend 
Reinhold  Messner,  the  first  person  to  climb  Mt. 
without  oxygen.  What  would  happen,  Schrempp 
up,  if  I  fell?  I'd  catch  you,  replied  Messner,  and 
3r  you  down.  Marvels  Messner:  "So  he  jumped." 
loOTageous  or  crazy,  it  was  vintage  Schrempp.  The  lean, 
nsmoking  54-year-old  chief  executive  of  Daimler  Benz 
:  a  similar  leap  of  faith  last  January  when  he  approached 
ysler  CEO  Robert  J.  Eaton  in  his  office  in  Auburn  Hills, 
li.,  with  a  scheme  to  merge  their  two  companies.  In  a 
khouse  with  Daimler  colleagxies  after  the  17-minute  chat, 
'empp  womed  that  he  may  have  been  too  bold.  His  fears 
e  unfounded.  America's  scrappy  No.  3  car 
pany  and  Germany's  most  revered  brand 
e  will  combine  to  become  the  world's  fifth- 
est  carmaker  when  shares  in  Daimler- 
ysler  begin  trading  on  Nov.  16. 
chrempp  and  Eaton  are  entering  into  an 
cecedented  business  experiment.  The  auto 
istry  has  long  been  among  the  world's 
t  international.  But  the  DaimlerChiysler 
ger  ushers  in  a  new  phase  of  global  com- 
:iveness,  when  the  very  biggest  players  in 
world's  main  regions  unite  as  industrial 
erhouses  of  tremendous  scope.  Sclirempp 
be  judged  both  on  his  abihty  to  i\m  this 
linly  giant  and  on  whether  he  can  emerge 
lurope's  most  forceful  business  leader. 
>  TEST.  He  was  certainly  the  dominant 
er  in  forging  the  merger.  "I  wasn't  going 
it  passively  and  be  the  object  of  someone 
s  decision,"  he  told  1,000  of  Munich's  glit- 
ti  as  he  introduced  the  new  Mercedes  S- 
5  sedan  last  month.  Schrempp  had  talked 
ord  Motor  Co.  in  1997,  but  the  U.S.  com- 
/'s  family  ownership  stmcture  would  have 
plicated  a  merger.  Sources  close  to  Daim- 
;ay  that  Schrempp  also  approached  Honda 
or  Co.  but  found  the  cultural  differences 
gi'eat. 

he  timing  of  the  DaimlerChiysler  merger 
enoiTnous  pressure  on  the  two  companies. 

Schrempp  and 
Eaton  are  trying  to 
pull  off  their  deal 
amid  a  global  eco- 
nomic crisis  that  is 
expected  to  hit  the 
world  auto  industiy 
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THE  WHEEL 

rempp  is  steer- 
the  new  giant 
I  both  machismo 
subtlety 


THE  MERGER 
AT  A  GLANCE 


421,000 


PERFORMANCE 


Operating  earnings  are 
forecast  to  hit 

$7.06  billion 

on  revenues  of 

$155.3  billion 

in  1999 


1997  COMBINED 
UNIT  SALES 


4  million 

cars  and  trucks 


GLOBAL  REACH 


anufacturing  facilities  in 

34  countries 

sales  in  more  than 

200  countries 


HOT  MODELS 


Mercedes:  S-Class  luxury 
sedan,  SLK  190  roadster. 
Chrysler:  Dodge  Durango, 
Plymouth  Prowler 

DATA;  SALOMON  SMITH  BARNEY,  COMPANY  REPORTS 


next  year.  Schrempp  sees  1999  industiywide  unit  sales  slip- 
ping by  4%  in  the  U.  S.,  by  2%  to  3%  in  Western  Em-ope,  and 
stagnating  in  Germany. 

As  a  global  company,  DaimlerChiysler  will  get  a  new  kind 
of  ('EO.  Schrempp,  who  will  take  over  on  his  own  by  2001 — 
and  perhaps  sooner — comes  across  as  a  macho,  take-charge 
guy.  But  he  is  also  a 
subtle  man  in  many 
ways.  He  listens  care- 
fully to  others  before 

taking  action.  His  friends  include  artists,  photographers,  and 
mountain  climbers,  as  well  as  other  poweifiil  executives. 

Long  tours  of  duty  outside  Gemiany  have  given  him  a 
business  perspective  broader  than  many  of  his  countiymen's. 
As  in  mountaineering,  his  clear  thinking  is  balanced  by  in- 
stinct. "Many  people  think  emotions  are  not  needed  in  busi- 
ness," he  says.  "I  think  emotions,  what  I  call 
the  stomach  and  the  heart,  are  the  decisive 
factor  at  the  end  of  the  day." 

The  deal's  acid  test  will  come  in  the  inter- 
play of  Schrempp's  personality  with  those  of 
Eaton  and  other  Chrysler  executives.  "We, 
from  day  one,  have  been  extremely  direct 
with  each  other  and  open,"  Eaton  says.  If 
this  merger  is  going  to  work,  human  factors 
will  be  of  paramount  importance. 

There's  plenty  of  logic  behind  the  maniage. 
Chrysler's  minivans  and  sport-utility  vehi- 
cles— staples  in  suburban  driveways  across 
the  U.  S. — stretch  Daimler  into  North  Ameri- 
ca's vast  middle  market.  Daimler  can  boost 
Chrysler's  1%  market  share  in  Europe  while 
also  upgrading  the  Detroit  carmaker's  quality 
and  technology  with  Mercedes'  gold-plated  en- 
gineering. Together,  the  auto  makers  beUeve 
they  can  conquer  emerging  mai'kets  in  Asia  by 
jointly  developing  a  low-cost  car. 

Eaton  and  Schrempp  are  trying  at  every 
turn  to  demonstrate  trust  and  cooperation. 
Last  month,  Schrempp  arrived  for  a  meeting 
of  35  executives  at  a  Stuttgart  restaurant,  af- 
ter Eaton  had  spoken.  "Wliatever  Bob  said,  I'll 
automatically  sign  on  to  right  now,"  he  said. 

The  first  priority  for  both  chairmen  is  to 
meet  a  pledge  to  cut  $1.4  billion  in  costs  in 
1999.  Tliey'll  search  for  ways  to  save  money  in 
everything  fi-om  shared  overhead  in  finance 
and  personnel  to  getting  a  better  deal  on  steel. 
"First,  we  have  to  prove  something  to  the 
world,"  says  Schi'empp,  pounding  his  fist  on 
the  table  over  breakfast  in  his  Stuttgart  office. 
"We  have  to  put  that  $1.4  billion  on  the  table." 
Preserving  distinct  brand  identities  while 
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1999  JEEP  GRAND 
CHEROKEE 


Chrysler  brings  its 
might  in  minivans 
and  sport-utility 
vehicles  to  the  mix 
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cutting  costs  will  be  tricky. 
The  two  companies  will  avoid  a 
platform  strategy  that  could  mud- 
dy the  Mercedes  and  Chrysler  im- 
ages, since  customers  might  balk 
at  paying  up  to  $93,000  for  an  S- 
Class  sedan  with  a  Cliiysler  chive 
train.  But  there  is  room  for  com- 
mon design  and  engineering  in 
less  visible  areas,  such  as  sound 
systems.  And  some  production  can  be  shared.  For  example, 
Chrysler's  Jeep  plant  in  Graz,  Austria,  will  build  the  Mercedes 
sport-utility  vehicle,  the  M-Class. 

In  the  core  markets  of  Eui'ope  and  North  America, 
Chrysler  and  Mercedes  will  maintain  separate  showooms, 
even  if  they  ai-e  owned  by  the  same  dealer.  But  combining  lo- 
gistics, service,  warehousing,  and  technical  training  will  dra- 
matically boost  sales  volumes,  analysts  figure.  In  markets 
where  the  companies  have  a  weak  presence,  such  as  Asia, 
they  are  considering  mixing  the  brands,  perhaps  selling  Mer- 
cedes' heavy  trucks 
and  Chrysler's  light 
trucks  together,  for 
example,  to  cut  costs. 
The  company's  big  challenge  will  be  reacting  speedily  to 
new  trends  with  just  the  right  models.  While  the  U.S.  will 
see  a  continued  bliuTing  of  lines  between  car's  and  tnicks,  Eu- 
rope has  room  to  catch  up  in  minivans  and  leisure  vehicles. 
Schrempp  expects  to  see  several  versions  of  sports  cars.  In- 
spired by  Volkswagen's  popular  new  Beetle,  he  has  also 
asked  his  designers  to  think  about  a  car  with  a  retro  look. 
"CATASTROPHE."  Yet  at  its  most  fimdamental  level,  Daimler- 
Cliiysler's  success  liinges  on  melding  two  stai'ldy  (M'ei'ent  cor- 
porate cultures.  Daimler's  methodical  decisionmaking  could 
squelch  Chrysler's  famed  creativity.  Mercedes'  reputation  for 
luxury  and  quality  could  be  tarnished  by  Chiysler's  down- 
market image.  If  they  can't  create  a  climate  of  learning  from 
each  other,  warns  Ulrich  Steger,  a  management  professor 
at  IMI),  the  Lausanne  business  school,  "they  could  be  heading 
for  unbelievable  catastrophe." 

If  that  happens,  it  won't  be  the  fh'st  time.  Big  cross-border 
mergers  have  a  poor  track  record.  In  most  cases  the  hoped- 
for  savings  ai'e  not  realized,  the  weaker  paitner  is  stripped  of 
its  best  assets,  and  margins  plunge.  To  avoid  a  similar  fate, 
Schrempp  and  Eaton  analyzed  50  large-scale  mergers  from 
many  industries  before  launching  their  own.  They  found 
that  70%  had  stumbled,  most  for  lack  of  clear  tai'gets 
and  speed.  "What  you  don't  do  in  the  fli'st  12  to 
24  months  will  be  veiy  difficult  to  do  later," 
Schrempp  says. 

That's  especially  tj-ue  for  two  industrial 
icons  from  business  cultiu'es  that  couldn't  be 
more  different.  Cluysler  is  the  veiy  symbol 
of  American  adaptability  and  resilience. 
Having  sui-vived  a  neai'-death  experience  that 
required  a  1979  government  bailout,  it  scrambled 
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under  legendary  ceo  Lee  A.  lacocca,  and  then  Eaton,  to  b 
come  one  of  the  world's  leanest  and  nimblest  car  companie 
Daimler  Benz,  meanwhile,  has  long  represented  the  epit 
me  of  German  industrial  might,  its  Mercedes  cars  tl 
pur-est  examples  of  German  quality  and  engineerin 
But  despite  Schrempp's  shakeup  at  the  top,  its  midd 
r-anks  exemplify  the  hierar-chical,  procedur-e-driv( 
German  management  style  that  could  smother  ; 
agile  company  like  Chrysler. 
So  over  the  next  two  years,  he  and  Eaton  will  forj 
an  identity  for  the  new  auto  maker,  creating  a  glob 
company  with  its  own  pr-oduct  lineup  and  personalit 
For-  example,  labor  relations  will  br-eak  new  groun 
Based  in  Stuttgart,  the  company  will  retain  the  Germs 
two-tier  board  system,  but  a  member  of  the  United  Au 
Wor-kers  will  join  Ger-man  union  and  Daimler  works-coum 
members  on  the  supervisory  board,  which  oversees  manag 
ment. 

Schr-empp  and  Eaton  will  also  spend  the  next  two  yea 
taking  inventory.  They'll  look  at  the  strength  of  each  mod 
and  brand  and  decide  which  market  segments  to  targe 
Sclir-empp  sees  potential  in  Em-ope  for  Chrysler's  300M,  a  lu 
ury  performance  sedan.  Mor-e  pickups  and  heavy  trucks  w 
be  du-ected  to  South  America.  Mer-cedes  must  decide  wheth 
to  sell  the  little  A-Class  hatchback  in  the  U.S.  and  what  to 
with  Smart,  the  tiny  city  car  built  with  the  Swiss  maker 
Swatch  that  debuted  to  mixed  r-eviews  in  October. 

Together,  the  co-CEOs  will  assign  a  budget,  select  the  a 
pi'opriate  technologies,  and  set  a  specific  quality  standa 
for  each  model.  Once  that  process  is  completed  in  20( 
Eaton,  now  58,  will  retire.  There  is  much  speculation  in  E 
tr'oit  that  he  might  leave  earlier,  and  Eaton  recently  tc 
senior  Chrysler  executives  "At  any  point  that  I  feel  redi 
dant,  I  will  go." 
SLEEK  LINES.  As  far  as  pr-oducts  are  concerned,  Daimk 
Chrysler  will  start  life  in  good  health.  Mercedes  has  a  se 
new  hneup,  having  launched  10  new  models  in  the  past  thi 
years,  including  the  sleek  slk  roadster.  Daimler  has  lit 
overlap  with  Chrysler,  which  brings  strength  in  miniva: 
sport-utility  vehicles,  and  pickups.  Financially,  too,  the  m 
company  is  strong.  Daimler  and  Chrysler  ar-e  among 
world's  most  profitable  carmakers.  Salomon  Smith  Barn 
analyst  .John  K.  Lawson  figur'es  next  year  the  combined  co 
pany  will  have  operating  ear-nings  of  $7.06  biUion  on  n 
enues  of  $155.3  bilhon.  And  with  a  cash  stash  of  $19.4  billi 
it  could  weather  even  a  deep  r-ecession. 

This  auto  jugger-naut  will  loom  large  in  Germany  Inc. 
will  be  the  country's  biggest  industrial  company  by  far, 
shar*es  amounting  to  a  huge  13%  of  the  dax  stock  index. 
DaimlerChiysler-  moves  towarxl  U.S.-style,  profit-motivat 
management  and  compensati 
the  changes  will  reverberi 
thr'oughout  Germany's  egalitar 
business  culture. 

Schrempp,  too,  may  come 
r-epresent  a  formidable  presei 
on  Ger-many's  business  landsca 
If  he  decides  to  sh 
jobs,  for  example, 
revamp  cos 
German  la 


1999  MERCEDES 
S-CLASS 


Cutting  costs  while 
maintaining  quality 
^^^ll  be  ticklish 
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Portability. 


Style.  Never  before  has  a  computer  so  elegantly 
streamlined  offered  sucfi  formidable  power  Presenting 
Portege"  3010CT.  A  sculpted  sliver  of  magnesium- 
alloy  casing.  Concealing  the  greatest  capabilities 
Toshiba  has  ever  offered  in  a  portable  this  compact. 
It's  the  executive  privilege  with  a  very  practical  purpose. 


Size.  It's  the  ultimate  traveling  compa 
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Under  3  lbs.  light.  Portege  3010CT  tt 
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generous  10,4"  TFT  active  matrix  dis 
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EDO  DRAM  and  a  128-bit  NeoMagic" 
graphics  controller.  Plus  a  56K  modem. 
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With  an  optional  lightweight  battery,  two  PC 
Card  slots,  an  optional  PC  Card  24X*  CD-ROM 
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balance  of  portability  and  performance.  Call 
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ONE  DRIVER 

Chiysier  Chairman 
Eaton  \N\\\  retire  after 
the  transition 


agreements,  he  may  find  himself 
going  head  to  head  with  Gerhard 
Schroder,  Germany's  left-leaning 
new  Chancellor.  That  could  set  a 
potent  precedent  for  other  Ger- 
man executives  longing  to  break 
from  the  country's  often  strangling  business  regulations. 

If  there's  a  European  executive  whose  style  resembles 
that  of  a  no-nonsense  American  ceo,  though,  it's  Schrempp 
He  rattled  Corporate  Gemnany  by  nakedly  pursuing  profits 
when  he  took  over  Daimler  Benz  in  1995.  That  year  the 
company  posted  a  $3.45  billion  operating  loss,  the  worst  in 
GeiTnan  postwar-  history.  Schrempp  restmctured  the  industrial 
giant  and  axed  businesses  that  couldn't  meet  tough  new 
standards,  turning  a  profit  again  in  1996.  In  three  years  he 
has  metamoiphosed  from  one  of  German  business's  most  vil- 
ified men  to  one  of  its  most  imitated. 

Now,  at  Daimler- 
Chrysler  some  98  in- 
tegration teams  are 
ready  to  hammer  out 
details  on  topics  ft-om  software  to  production.  An  18-member 
management  board  is  charting  strategy.  Wliere  one  company 
is  clearly  more  advanced,  decisions  are  easy:  For  instance, 
Daimler  will  handle  fuel-cell  and  diesel  technology,  and 
Chrysler  will  keep  its  electric- vehicle  project. 

Other  decisions  ai'e  tougher  Chiyslei'  invented  the  minivan, 
but  Daimler  was  far  along  in  developing  its  own.  So  the 
two  are  hotly  debating  whethei-  to  ditch  Daimler's  version  or 
offer  a  separate  luxuiy  model.  One  senior  Chrysler  manager 
obsei-ving  the  process  says  that  the  way  this  decision  is  han- 
dled— rather  than  the  outcome — will  determine  whether  he 
chooses  to  stay  with  the  company. 

Another  test  vdll  involve  jobs.  The  new  board  is  analyzing 
the  next  two  management  layers  to  decide  between  Daimler 
and  Chi'ysler  employees  for  each  slot.  "I  suspect  we'll  lose 
some  people,"  Eaton  says.  So  far,  though,  decisions  have 
been  even-handed.  On  Nov.  3  the  companies  announced  that 
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TARGETS  AND 
ACTION  PLANS 


►  $1.4  billion  in  cost  savings 

►  Consider  joint  procure- 
ment, combined  overhead, 
and  shared  technology,  such 
as  for  diesel  engines. 


1999-2000 


►  Complete  integration 

►  Assess  market  position  of 
every  model  and  brand,  then 
assign  appropriate  technolo- 
gy, cost,  quality  standards. 


AFTER  2001 


►  Realign  top  management 

►  Schrempp  will  become 
sole  CEO.  Leaner  manage- 
ment could  include  a  global 
R&D  or  manufacturing  func- 
tion, with  sales  and  market- 
ing one  level  below. 


Chrysler  executives  will  n 
procurement  and  legal  affair 
while  Daimler  executives  w 
head  finance  and  informatic 
technology. 

Schrempp  is  playing  h 
cards  close  to  his  Italian-ci 
vest,  but  industry  exper 
who  know  him  predict  th; 
by  2001  he  will  abandon  tl 
unwieldy  new  managemei 
board.  Schrempp  admits  J 
can  visualize  a  time  wh( 
"you  also  have  somebody 
charge  globally  for  produ 
tion."  He  won't  say  more.  B 
one  likely  option  would  be 
lean  corporate  center  for  h 
man  resources,  finance,  ai 
planning.  Individual  boa: 
members  would  be  respons 
ble  for  trucks,  Chrj'sler  cai 
and  Mercedes  cars,  as  well 
for  purchasing,  research  ai 
development,  and  produ 
tion — with  no  redundanci( 
Sales  and  marketing  uni 
could  be  one  level  below  t 
board. 

Such  a  shakeup  would  n 


sui'prise  employees  from  t 
Daimler  side.  Schrempp's  focus  on  goals  has  earned  him  a  re 
utation  as  cold-hearted.  It  started  in  1989,  when  Daiml 
Benz  Chainnan  Edzai"d  Reuter  put  the  young  truck  executi 
in  charge  of  forming  a  new  aei'ospace  unit,  now  called  Dai 
First  Schrempp  pulled  together  four  aerospace  compani 
that  Daimler  controlled  and  managed  them  as  a  holding  co; 
pany.  Buffeted  by  defense  cuts  and  a  rising  dollar,  he  need 
more  drastic  steps.  So  he  cut  out  the  management  and  cc 
trolled  each  unit  directly. 
MAJOR  MISSTEP.  Then  in  June,  1994,  Reuter  appoint 
Schrempp  heir  apparent  to  take  over  Daimler  Benz  in  Mi 
1995.  All  that  year  Schrempp  prepared  his  strategy,  a 
once  in  power,  he  executed  it  with  exacting  swiftness.  T 
goal:  to  reverse  liis  fomier  mentor's  gi'and  scheme  of  buildi 
an  integi'ated  technology  company.  First,  he  streamlin 
head-office  hierarchy,  cutting  staff  by  more  than  75%. 
have  to  sweep  the  stairs  fi'om  the  top  down,"  he  says.  Th 
he  examined  each  business  unit,  gi'illing  frightened  ms 
agers  nearly  to  tears  and  setting  a  12%  return-on-capi 
target  for  each  unit.  When  the  dust  had  settled,  Daim! 
was  down  to  23  units  from  35  and  carried  63,000  fewer  p( 
pie  on  the  payroll. 

Schrempp  did  make  one  severe  miscalculation.  In  19! 
the  German  government  decided  to  cut  sick  pay  to  80% 
wages  fi-om  100%,  and  Mercedes  was  the  fii'st  company  to  i 
plement  the  policy.  Works-council  chief  Karl  Feuerstein  1 
mediately  instr-ucted  workers  across  Gennany  to  stage  iUej 
work  stoppages.  Schrempp  stood  fast  for  three  weeks.  E 
when  he  realized  he  couldn't  win,  he  called  Feuerstein 
home  and  gave  in. 

All  along,  Schrempp  was  thinldng  about  seeking  a  parti 
for  Daimler.  By  1996,  he  had  decided  that  a  camiaker  ca 
compete  without  a  full  range  of  products,  and  he  could 
stretch  the  Mercedes  brand  any  further  downmai'ket.  But  fl 
he  had  to  get  Daimler  in  shape  for  a  merger.  Merced' 
Benz  was  a  separate  operating  company  with  its  own  boa 
ran  by  Helmut  Werner,  who  was  a  hero  in  Germany  for 
viving  the  Mercedes  lineup.  Schrempp  wanted  to  give  Dai 
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Some  card  rewards  programs  allow  you  to  earn  miles  on  one  airline  or  just 
a  few.  But  only  our  award-winning  rewards  program  gives  you  the  freedom 
to  use  your  miles  on  every  major  U.S.  airline,  with  no  mileage  cap  and 
no  expiration  date.  So  now  you  can  earn  free  travel  in  more  frequent  flyer 
programs  faster  And  the  difference  doesn't  end  there.  There's  always  a  real 
person  to  answer  your  calls  and  help  you,  24  hours  a  day.  Should  your  business 
trip  run  longer  than  expected,  don't  worry,  we  give  you  the  convenience  of 
an  extra  billing  period  to  pay  when  you  need  it,  interest-free.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Give  us  a  call  at  1  800  2  DINERS. 
You'll  find  the  conversation,  like  the  Card,  very  rewarding. 


yjT^  Dinei^s  Club 
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BREAKING  THE  PLASTIC  MOLD. 


Citicorp  Diners  Club  Inc      www  dinersclubus  com 


The  Corporation 


ler  direct  opei'ating  control  of  Mercedes.  "We  had  steps  and 
steps,  and  layers  and  layers,"  Schrempp  explains,  moving 
Marlboros  around  the  table  to  illustrate.  "It  took  months  to 
make  a  decision." 

In  1995  and  early  1996,  talks  between  Eaton  and  Werner 
about  a  joint  venture  for  all  their  international  businesses 
outside  Europe  and  North  America  had  bogged  down 
because  of  this  structure.  That  failure  helped  spur 
Schrempi)'s  reorganization.  Althougii  Werner  fought  to  keep 
Mercedes  independent,  Schrempj)  prevailed  with  the  su- 
pervisory board.  By 
January,"  1997,  Mer- 
cedes was  folded  into 
Daimler,  Wemer  was 
out,  and  Schrempp  was  running  a  car  business. 

Schrempp  was  not  always  so  ambitious.  He  was  raised  in 
Freiburg,  a  university  town  in  southwest  Germany.  But  he 
had  too  much  fun  skiing  and  dancing  to  finish  his 
high-sehool-level  studies.  His  father,  a  clerk  at  the  uni-  W^, 
versity,  persuaded  him  to  learn  a  trade,  so  Schrempp 
joined  Daimler  Benz  as  a  15-year-old  apprentice  me-  ' 
chanic.  "I  learned  to  do  the  most  with  as  little  effort  as 
possible — I  still  do,"  he  says,  grinning. 

He  met  his  wife,  Renate,  when  he  was  18  and  she  a 
year  oldei'.  for  25g  they  would  listen  to  records  in  the 
jazz  cellars  of  Freiburg.  Schrempp  then  borrowed  $25 
ft'om  his  dad  to  buy  a  tnim];)et  and  taught  himself  to  play 
jazz  without  reading  music.  The  tiTimpet,  which  Schrempp 
still  plays  for  fun,  sits  in  his  office.  Eventually,  Schrempp 
earned  an  engineering  degree.  He  rejoined  Daimler  in  19(i7. 

But  despite  being  a  31-year  Daimler  veteran,  he  escaped 
the  stifling  Stuttgart  cultiu'e  early  on.  After  a  decade  mostly 
in  sales,  he  lived  in  South  Africa  from  1974  to  1982.  Re- 
sponsible for  customer  sei-vice,  he  hosted  lively  parties  that 
helped  sell  fleets  of  tnicks.  He  left  for  a  two-year  stint  in 
Cleveland,  where  he  got  rid  of  troubled  truck  unit  Euclid. 
Then  he  returned  to  South  Afnca  for  two  more  years  as  vice- 
president  and  then  president,  lecturing  against  apartheid  to 
the  elite  even  as  he  sold  them  theii'  ciu*s.  Indeed,  Nelson  Man- 
dela has  made  him  an  honorary  consul  to  South  Africa. 
Schrempp  still  has  a  house  in  Cape  Town  and  owns  a  game 
reserve  with  two  friends  near  Ivi\iger  National  Park. 


MOUNTAINEERING       Returning  to  Stuttgart 

-Tiie  oniv  time  i  do        ^^^^  l^''  T't  % 

sion  was  a  bit  of  a  shock.  ] 
what  Others  teli  me  displayed  contempt  for  trit 
to,"  says  Schrempp,         wars  and  the  small  Germ 

with  guide  Messner  ^'^^T' 

ru'st  met  lum  then.  So  Sclirem 
has  cultivated  a  cu'cle  of  fiiends  unrelated  to  Daimler's  wor 
His  modern,  art-filled  home  near  the  woods  outside  Stuttg£ 
is  warm  and  welcoming.  Schi-empp  dispenses  drinks  and  c: 
ars  fi'om  behind  the  bar  to  pals  including  famed  photogi 
phers  and  painters. 

He  turned  to  this  cu-cle  for  help  during  the  crisis  over  1 
new  A-Class  model  last  October.  When  a  Swedish  auto  joi 
nalist  tipped  over  the  new  hatchback  in  a  test  maneuy 
Schi-empp  took  personal  charge  of  containing  the  potent 
public-relations  disaster  after  thi-ee  weeks  of  bad  press.  0 
Sunday  evening  he  invited  eight  fiiends  to  his  home,  and  o\ 
Italian  sausages,  bread,  and  wine  he  hstened  to  their  ; 
vice.  By  the  time  he  met  with  public-relations  specialii 
the  next  day,  he  had  decided  to  stop  shipping  the  car  for  t 
months  until  the  problem  was  fixed.  Mercedes  installed 
electronic  stabilizing  system  that  cost  $182  million  in  1997  a 
1998  but  has  rescued  the  A-Class's  reputation.  Unit  sa 
are  expected  to  hit  200,000  next  year. 
NO  FEAR.  Schrempp  is  a  man  of  seemingly  boundless  stai 
na.  He  can  socialize  into  the  wee  hours  and  still  get 
early  to  work  out  in  his  home  gym.  He  is  also  a  passion; 
mountain  climbei'.  "It's  the  only  time  in  my  life  I  do  w\ 
others  tell  me  to,"  he  says.  Indeed,  he  is  accustomed 
getting  his  way.  Last  August  the  new  management  bo; 
gathered  at  a  resort  in  West  Virginia.  One  night  after  dinr 
Schrempp  asked  Eaton  if  DaimlerChrysler's  stock  cert 
cate  could  include  a  photo  of  Karl  Benz,  in  addition  to  G 
theb  Daimler  and  Walter  Chrysler  as  planned.  Eaton  s 
that  wouldn't  be  fair.  But  Schrempp  was  getting  heat  fr 
his  home  region,  wiiere  Benz  was  founded.  He  cajoled  Ea 
for  at  least  an  hour,  finally  offering  to  donate  his  replies 
the  fii'st  Benz  three-wheeler  to  the  Chiysler  museum.  Ea 
relented.  "No  one  knows  what  a  stock  certificate  looks  1 
anyway,"  says  Eaton. 

There  will  be  many  more  such  sessions  over  the  com 
months,  as  Daimler  and  Chiysler  nail  down  the  details 
their  merger.  And  if  an  economic  downturn  sl£ 
'i  auto  sales,  there  could  be  some  tight  momei 
^  Chrysler  execs,  like  Schrempp's  climbing  pi 

ners,  may  find  that's  when  Schrempp  is  at 
best.  Last  July,  in 
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school  dropout  engineering         Schrempp  remai. 
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Nothing  speaks  for  us  better  than  our  clients'  projects. 


GHENT  POWER  STATION  -  BELGIUM 
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TAGUS  BRIDGE  ■  LISBON  ■  PORTUGAL 
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SAINT-PIERRE  HOSi 
BRUSSELS  ■  BELG«I 


AALTERTOWN  HALL  -  BELGIUM 


SERAING  POWER  STATION  -  BELGIUM 


VAL  DE  LILLE  UNDERGROUND  •  FRANCE 


MUNICIPAL  WASTE  TREATMENT  PLANT  •  AVIGNON  •  FRANCE 


Dexia,  the  banking  partner  f 
government  in  Europe,  was  creatPi 
merger  of  Credit  local  de  France  at' 
Communal  de  Belgique.  Already  if 


MANCHESTER  METROLINK  ■  U  K 


NEW  RECEPTION  HALL 
BRUSSELS  EXHIBITION  GROUNDS  ■  BELGIUM 


BIOMASSTO  ENERGY  PLANT 
THETFORD  ■  UK 
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Social  Issues 


EDUCATION 


WHY  VOUCHER  SCHOOLS 
MAY  NOT  GRADUATE 

They  work,  but  unions  and  bureaucrats  are  gunning  for  tliem 


"I  LOVE  IT":  Vouchers  allow  Broadus'  dmighters  to  attend  a  private  academy 


When  Michelle  Broadus  moved 
her  family  from  Pittsbui'gh  to 
Cleveland  in  1995,  she  got  a 
shock:  Even  by  big-city  stan- 
dards, Cleveland's  public  schools  were  a 
mess.  "They  had  40  kids  in  a  class,  the 
water  fountains  didn't  work,  and  the 
bathrooms  were  stopped  up,"  she  says. 

On  welfare  then,  Broadus  couldn't  af- 
ford private  school.  But  she  did  qualify 
for  a  pilot  program  that  awards  tuition 
vouchers  worth  up  to  $2,500  to  famihes 
of  4,000  low-income  children  chosen  by 
lottery.  Today,  her  daughters  Tiara 
Smith,  9,  and  Zadia  Rouse,  8,  attend 
Hope  Central,  a  private  academy.  They 
like  their  classes  and  get  better  grades. 
Broadus'  verdict:  'T  love  it." 

Cleveland's  thi'ee-year-old  experiment, 
closely  watched  by  school  districts 
across  the  nation,  spotlights  why  school 
vouchers  hold  promise  for  inner-city 
families  such  as  the  Broaduses.  Early 
research  shows  that  voucher-funded 
Cleveland  kids,  fi'eed  from  the  decrepit 
city  system  to  attend  one  of  52  private 
or  parochial  schools,  often  do  better. 

Yet  Cleveland  also  presents  a  lesson 
in  realpolitik:  Despite  such  potential 
and  considerable  support  in  state  legis- 
latures, vouchers  are  unlikely  to  suc- 
ceed. Fervent  opposition  from  unions 


and  administrators,  feaifiil  that  vouchere 
siphon  off  students  and  funding,  has 
precluded  extending  the  program  to 
more  of  the  city's  77.000  cliilcb-en  in  pub- 
lic schools.  The  city  has  only  gindgingly 
provided  bus  sei-vice  for  voucher  kids, 
and  subiu'bs  such  as  Lake  wood  and  Eu- 
clid have  refused  to  participate  at  all. 

As  a  result,  the  only  new  voucher 
efforts  in  Ohio  likely  will  be  privately 
funded.  And  refoiTners  reluctantly  have 
started  redirecting  efforts  into  charter 
schools,  quasi-independent  institutions 
that  avoid  the  voucher  controversy  by 

remaining  publicly   

funded  and  controlled. 
"We  are  at  a  historic 
moment  of  a  critical 
debate"  on  school 
choice,  says  Jeanne 
Allen,  president  of  the 
Center  for  Education 
RefoiTn  in  Washington. 

Vouchers  represent 
a  long-held  dream  of 
Republicans  to  rescue  city  schools.  The 
theory:  Poor  students  get  the  same 
chance  as  wealthier  peers  to  opt  out  of 
an  inferior  public  system.  And  competi- 
tion from  private  institutions  forces  pub- 
lic schools — entrenched  monopolies  oth- 
erwise— to  get  their  acts  together. 


Let's  fix  our  public 
scliools,  critics  say, 
not  just  give  a  lucky 
few  "a  life  raft"  out 


In  Cleveland,  as  in  Milwaukee,  tl 
nation's  other  major  voucher  lab,  reali' 
has  confuTned  theoiy  on  some  counts. 
Harvard  University  study  found  th, 
two-thirds  of  voucher  parents  ai'e  "vei 
satisfied"  with  the  academics  at  the 
kids'  mostly  parochial  schools.  At  Ho) 
Central  and  sister  school  Hope  Ti-emor 
both  founded  by  Akron  tool-and-die  e 
trepreneur  and  philanthropist  Dav 
Brennan  specifically  to  accept  vouch 
kids,  reading  improved  by  5  percentj 
points  and  math  by  15  percentOe  poin 
during  the  fii'st  year.  j 
VOCAL  FOES.  Nevertheless,  city  edud 
tion  officials  have  opposed  the  pilot  fix 
the  stait,  even  though  then-  system  wj 
so  troubled  that  it  had  been  remand' 
to  the  state's,  and  then  the  mayor 
control.  The  poweiful  Cleveland  Teac 
ers'  Union  has  also  lobbied  intense 
against  it.  Vouchers,  says  Michael 
Charney,  the  CTU's  professional-issu 
director,  "divert  attention  away  frc 
urban  education  by  substituting  a 
raft  for  a  tiny  gi'oup  of  people." 

Civil  libertarians,  meanwhile,  ha 
attacked  the  use  of  public  money 
religious  schools.  The  Ohio  Suprei 
Couit  is  likely  to  mle  by  yearend  or 
lawsuit  filed  by  the  American  Ci\il  L 
erties  Union  and  others.  A  similar  W 
consin  case  was  decided  in  June  in  fa\ 
of  Milwaukee's  program,  but  vouch 
opponents  have  appealed  that  ruHng 
the  Supreme  Couit. 

Such  battles  have  discouraged  si 
porters  and  left  Cleveland's  voucher 
periment  treading  water.  Ohio's  sti 
legislature  has  made  no  move  to 
pand  funding — waiting,  in  part,  for 
result  of  the  gubernatorial  race  pitt: 
Republican  Robert  M.  Taft,  a  voucl 
supporter,  against  Democrat  Lee  Fisl 
a  vocal  foe.  There  are  plans  to  int 
duce  vouchers  in  Cincinnati,  Dayt 
and  Toledo,  but  financing  there  wo 
come  entirely  from  private  soui'ces. 

  LawTnakers  in  Fl 

da,  Texas,  Maine,  V 
mont,  and  Washingt 
D.  C,  have  considei 
funding  vouchers 
won't  commit  befi 
the  Cleveland  and  I 
waukee  court  cases 
resolved.  So  politi 
support  is  shifting 
chaiter  schools.  Cle 
land  already  has  five  chaiter  academ 
with  more  planned.  It's  a  calcula 
hedge:  To  many  refomiers.  vouchers 
the  ideal.  If  enacted,  they  may  w 
better.  But  chailer  schools  have  becc 
the  politically  viable  compromise. 

By  Peter  Galuszka  in  Cievek 
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_,fO  IN  A  uKIAT  MUTUAL  ENTtRPHISE   IT  IS  ORtAT  BECAUSE  IT  SEEKS  TO  PREVENT  CRIPPIINC  IN|URtES  AND  DEATH  BY  REMOVING  THE  CAUSES  OE  HOME  HICHWAV  AND  WORK  ACCIDENTS  IT 


Liberty  Mutual  is  committed  to  reducing  the  impact  oi  low  back  pain,  so  someone 
like  Joe  won't  miss  work,  or  the  occasional  piggyback  ride  with  daughter  Lisa. 
At  our  research  center  we  analyze  how  variations  in  bending  habits  can  affect  the 
risk  of  low  back  pain.  Our  research  has  led  to  innovative  products  like  Computask',' 
a  software  program  we  use  to  evaluate  workplace  tasks  and  help  recommend  ways 
to  ensure  that  Joe  and  daughter  Lisa  live  safer,  more  secure  lives. 

LIBERTY 

^    There,'  more  information  we  c)  like  to  ,'hare.  So  plea.ie  eall  John  Ryan  MUTUAL 
at  (bl7) 57H-58~i2  or  I'Ljit  our  web.tite  at  http://u-u'iv.lihertymutual.com  jrecJom  of  Liher^ 


V  SIHOM  aNV  AVMHOIH   3WOH  iO  S^SHVO  3HI  ONIAOWJU         HiVIQ  QNV  SlIMnlNl  DNIUJIHD  iN]A3Md  Oi  S^iJlS  il  JSflVDJH  iV9M0  SI  il    JSIMJMJiNJ  TVOillVN  lYiHO  V  Nl  QJOVDNj  H^IV  3  ,W  sii  3aTOHADnOJ  ^1  HO  »llM<fi 


Your  most  valuable  business  opportunities  are  often 
the  ones  closest  to  you.  So  it's  critical  to  retain,  strengthen 
and  expand  your  current  customer  relationships.  That's  why 
PricewaterhouseCoopers  and  Siebel  Systems  have  formed  a 
global  alliance  to  deliver  world-class  solutions  for  enterprise- 
wide  customer  relationship  management. 


PricewaterhouseCoopers  management  consultants  are 
already  at  work,  shaping  the  power  of  Siebel  sales,  marketing, 
and  customer  service  systems  to  the  unique  business  needs  of 
leading  organizations.  Our  solutions  are  helping  companies  such 
as  Compaq  and  American  International  Group,  Inc.  maximize 
the  full  value  of  their  customer  relationships. 

Can  we  help  your  organization  see  all  the  value  in  its 
customer  relationships?  Please  give  us  a  call  at  1-800-720-3115 
ext.  9245,  or  visit  us  at  www.pwcglobal.com  or  www.siebel.com. 
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Delivering  Customer  Success 
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COMIVIENTARY 

By  Keith  H.  Hammonds 


OXFORD  MENDS  ITS  HEALTH-BY  PASSING  THE  BUCK 


The  hemorrhaging  has  been 
stanched  at  Oxford  Health  Plans 
Inc.;  the  patient  appears  stable. 
On  Oct.  30,  a  year  after  its  collapse 
amid  computer  mayhem  and  $916  mil- 
lion in  ensuing  red  ink,  the  Nomalk 
(Conn.)-based  health-maintenance  or- 
ganization reported  third-quarter  re- 
sults ahead  of  plan — a  loss  of  just  $47 
million  and  $9..5  million  negative  cash 
flow.  Ainong  oft-binised  hmo  investors, 
that  amounted  to  cheery  news,  and 
Oxford's  shares  rose  nearly  40%  in 
three  days,  to  12.375. 

Kudos,  then,  to  Norman  C.  Pay- 
son,  the  physician-executive  drafted 
to  ran  Oxford  as  part  of  its  bailout 
last  May  by  investor  Texas  Pacific 
Group.  Officially,  his  turnaround 
strategy  cites  eight  "areas  of  action," 
but  they  come  down  to  three:  raise 
piices,  cut  costs,  and  get  out  of  bad 
businesses.  Payson  has  shored  up  a 
capital  position  only  a  bankruptcy  at- 
torney could  have  loved,  and  analysts 
now  cautiously  buy  his  assui'ance 
that  Oxford  will  make  money  by  late 
1999. 

TROUBLING  QUESTIONS.  Still.  Oxford's 
resuscitation  raises  troubling  ques- 
tions, less  about  Oxford  itself — sur- 
vival, after  all,  is  better  than  the  al- 
ternative— than  about  the  future  of 
managed  care  in  general.  For  in  re- 
turning Oxford  to  fiscal  normalcy, 
Payson  has  revealed  several  funda- 
mental weaknesses  of  the  managed- 
care  industry. 

For  one  thing,  most  HMOs  still 
haven't  figured  out  how  to  actually 
manage  care.  Payson  says  Oxford 
hopes  to  improve  hospital  discharge 


planning  and  to  prevent  unnecessaiy 
procedures;  by  yearend,  the  company 
will  station  a  utilization  nui'se  at  15 
big  hospitals.  For  now,  though,  it  has 
taken  the  easy  path,  reducing  certain 
fees  paid  to  speciahsts  and  hospitals. 
And  it's  stretching  out  those  pay- 
ments longer:  Medical  accounts  pay- 
able grew  to  79  days  in  the  third 
quarter,  up  from  50  days  a  year  ago. 
Both  actions  put  Oxford  more  in 


fine  with  its  competitors.  But  do 
they  improve  care?  More  likely,  they 
just  transfer  cash-flow  problems  to 
medical  providers.  "If  nothing 
changes,  we're  all  headed  for  bank- 
raptcy,"  says  Ronald  J.  Del  Mauro, 
president  of  St.  Barnabas  Health 
Care  System,  a  combine  of  10  New 
Jersey  hospitals.  "If  you  don't  deal 
with  real  issues  of  medical  manage- 
ment, it's  just  a  numbers  game  until 
it  breaks." 

Oxford's  failure  to  pay  doctors  on 
time,  coupled  with  many  millions  still 
owed  from  1996  and  1997,  exacer- 
bates the  problem.  For  managed  care 
to  woi'k,  physicians  and  hospitals 
must  cooperate  with  insurers — to  ac- 
cept data-driven  guidelines  for  effi- 
cient practice  pattems,  for  example. 
As  it  is,  suits  from  500  New  York 
doctors  seeking  back  pay  will  head  to 
arbitration  this  month.  George  Long- 


streth,  a  Fairfield  (Conn.)  sui'geon, 
remembers  Oxford  paying  him  40% 
of  his  biU  for  a  cancer  operation, 
then  demanding  $200  back.  "Now 
Payson  wants  me  to  forget  that?"  he 
asks.  "How  much  are  we  going  to 
forget  how  soon?" 

More  to  the  point,  hmos  aren't  do- 
ing many  favors  for  the  companies 
and  employees  paying  the  bills.  Ox- 
ford's commercial  premiums  were  up 


7.5%  in  the  latest  quarter,  with  9% 
gTowth  expected  for  next  year.  Anne 
K.  Anderson  of  Atlantis  Research, 
like  other  analysts,  says  that's  just 
the  right  medicine.  "The  product  is 
undei-priced"  relative  to  competitors', 
she  says.  But  ultimately,  Oxford  sim- 
ply is  joining  its  rivals  in  passing  on, 
rather  than  confronting,  higher  ex- 
penses— leaving  employers  to  bear 
the  brant  of  medical  inflation. 

AH  the  while,  Oxford  and  other 
HMOS  are  looking  more  and  more 
alike.  Payson  argues  that  his  compa- 
ny still  has  "that  special  quahty,  a 
commitment  to  the  consumer."  That's 
hard  to  measure,  though.  More  obvi- 
ous is  Oxford's  loss  of  exclusivity.  It 
once  offered  a  roster  of  happy,  well- 
paid  doctors  unavailable  with  other 
HMOS.  As  Oxford's  practices  came  to 
resemble  its  rivals',  though,  doctors 
sought  other  hmo  contracts. 

Aetna  Inc.,  which  has  been  gun- 
ning for  Oxford's  weak  spots,  now 
says  80%'  of  its  doctors  are  also  in 
Oxford's  plan.  That's  good  news  for 
consumers  but  not  for  insurers, 
which  must  sell  look-alike  networks 
mainly  on  price.  So  far,  brokers  say, 
few  Oxford  customers  are  defecting. 
But  this  isn't  a  strategy  for  long- 
term  profitability — or,  arguably,  for 
quality  medicine.  The  old  Oxford 
wasn't  tenable.  But  the  new  model 
isn't  going  to  do  wonders  for  health 
care,  either. 


Hammonds  writes  on  social  issites. 


Oxford  simply  joins  its  rivals  in  transferring, 
not  tackling,  higher  costs-leaving  employers 
to  bear  the  brunt  of  medical  inflation 
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I     N     T     R     0     D     U     C     I     N  G 


GHES 


A  FAMILIAR  NAME  WITH  A  BRAND  NEW  FOCUS. 


We're  focused  on  what  we  do  best.  For  over 


35  years  we've  been  pioneers  In  the  field  of  satellite 


coinmunications.  We've  led  the  way  in  satellite  systems. 


Developed  state-of-the-art  satellite  and  wireless 


services.  And  revolutionized  digital  satellite  television 


with  DIRECTV.  It's  no  wonder  we're  called  the  world 


leader.  If  anyone  can  make  it  happen,  we  can. 


People 


ENTREPRENEURS 


HOW  TO  HAVE  YOUR 
PIE  AND  EAT  IT,  TOO 

California  Pizza  Kitchen's 
co-founders  sold  it  to  Pepsi 
in  a  sweet  deal-and 
rebought  it  in  a  sweeter  one 


if  ever  there  were  charter  members 
of  the  Pepsi  Generation,  Rick  Rosen- 
field  and  Lany  Flax  fit  the  bill.  The 
duo,  co-chaiiTTien  of  Califoi'nia  Pizza 
Kitchen  Inc.  (CFK)  restaurants,  just  love 
the  stuff.  Walk  into  their  sunny  offices 
overlooking  the  Los  Angeles  Interna- 
tional Airport  and  they're  quick  to  offer 
you  a  Pepsi.  Then  there's  Flax's  ram- 
bling, 10-bedroom  Beverly  Hills  lime- 


stone mansion.  Rosenfield  calls  it  "the 
house  that  Pepsi  built." 

He's  not  kidding.  Back  in  1992,  Pepsi- 
Co Inc.,  the  soda  giant's  parent  compa- 
ny, bought  67%  of  the  pizza  chain  for 
$94  million.  For  their  initial  $200,000 
investment  eight  years  earlier,  the  pair 
got  $34  million  in  cash  and  kept  a  24% 
stake.  Staying  on  as  co-C'Eos,  they  also 
got  the  chance  to  hugely  expand  the 
company  on  Pepsi's  dime. 

But  it  gets  better.  After  more  than 
tripling  its  size,  to  90  restaurants,  the 
pair  joined  with  a  ventui'e-capitalist  firni 
that  bought  back  control  of  the  chain  for 
slightly  less  than  Pepsi  originally  paid. 
Meantime,  Pepsi  had  pimiped  more  than 


^^XAT^J^y.J.'i^.^^.^lENT 

Are  Rosenfield  and  Fla> 
smart  or  just  lucky? 
Probably  a  bit  of  both 

$100  million  into  CPK  to  finar 
its  expansion.  "It's  classic,"  sa 
Robert  S.  Goldin  of  Technom 
a  restaurant  consulting  fir 
"Sell  to  a  big  company  at 
inflated  price  during  a  bubb 
and  then  buy  it  back  on  t 
rebound." 

Pepsi  executives,  of  com- 
don't  see  it  that  way.  "It  w 
an  experiment  for  us,"  sa 
Ken  Stevens,  Pepsi's  ex-he 
of  strategic  planning  who  1 
the  company  in  1996. 
bought  it  for  a  growth  vehicl 
But  the  expansion  strate 
pushed  by  Pepsi  ovemheln- 
Flax  and  Rosenfield.  and  ( 
lost  money  for  each  of  the  f 
years  Pepsi  owned  it.  Then, 
a  major  strategy  shift,  the  ^i; 
exited  its  $11  billion  restaur; 
businesses  last  yeai;  and  Pep 
flop  became  Flax  and  Ros^ 
field's  windfall. 
ODD  COUPLE.  Are  these  gii 
smart  or  just  plain  lucky?  Pri 
ably  both.  They  don't  look  1( 
types  who  could  get  the  bet 
of  a  $21  billion  coi-porate  giant.  At  fi 
glance,  the  duo  seems  an  almost  com  i 
match.  A  big  bear  of  a  man  witl: 
shock  of  white  hair.  Flax  towers  d 
Rosenfield,  who  is  slight  and  baldi 
Dressed  in  matching  sweaters,  t! 
adorn  c'PK  menus,  beaming  broad  smi^ 
It's  not  just  on  cpk's  menus  that  i 
two  pair  up.  They  say  they  do  ne; 
eveiything  together,  even  finishing  c 
other's  thoughts.  Flax,  56,  is  the  ri 
side  of  the  collective  brain  tiTist: 
impulsive,  creative  one,  both  say.  Rn 
field,  53,  is  the  left  side:  the  anal\'i 
business  mind.  Both  share  an  iiTei3r(- 
ibly  upbeat  mood.  Friends  since  llv 
they  double-dated  in  then-  bachelor  d;S 
When  Rosenfield  was  about  to  get  nr 
ried,  he  even  asked  Flax's  permissa 
And  after  the  two  had  worked  togetJJ 
for  20  years,  they  threw  an  anni\r 
sary  party  for  themselves.  "The  t- 
time  I  saw  them,  I  said.  Who  ai-e  tl ; 
clowns?' "  says  Bmton  Goldberg,  an  ifl 
friend  and  former  law  client. 

Flax  and  Rosenfield  became  budi 
when  they  were  both  working  as  ji 
ecutors  in  the  Los  Angeles  District 
torney's  Office.  Later,  as  partner; 
their  own  law  firm,  they  specializecii 
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The    First    M  P  U  +  L  o  g  i  c  +  D  R  A  M    On   A    Single    Piece    Of  Silicon. 


Mitsubishi  Continues 


ToSiiipMore 
Embedded  DRAM 
Than  Ali  Other 
Suppiiers  Combined 


I7i 


ENABLED 


"eRAM"  stands  for  "embedded  random 
access  memory"-  Mitsubishi's  brand  name 
for  its  silicon  process  technology,  products 
and  systems  expertise  that  integrate  memory 
and  system-level  core  functions  m  the  same 
integrated  circuit  to  enable  unprecedented 
system  performance.  eRAM  encompasses 
Mitsubishi's  proven  ability  to  combine  memory 
-  especially  DRAM  -  microprocessor;  and 
other  logic  core  funaions  in  a  single  piece  of 
silicon.  And  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and 
get  to  market  faster 


Mitsubishi's  HyperDRAM™  process  technology  and 


manufacturing  capabilities  are  helping  companies- 


DVD 
Digital  Camera 
LCD  Controller 


Network  Switch 
Palmtop  PC 

across  a  wide  range  of  applications- to  revolutionize        Portable  Graphics 

Printer 

industries  by  integrating  systems  into  a  single  piece  of  silicon.  And  it  can 
do  the  same  for  you.  We've  shipped  over  I  2  million  embedded  DRAM 
systems-on-a-chip  during  the  past  three  years".  That's  more  than  all  other 
suppliers  combined.  Our  process  technology  is  moving  to  the  0. 1 8fjm 
level  and  lower-  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality 


What  else  would  you  expect  from  a  leader? 


•As  of  July  1998 


www.eram.com 

40  8.774.3  1  8  9 


A  MITSUBISHI  ELECTRIC 


MITSUBISHI  ELECTRONICS  AMERICA,  INC. 
ELECTRONIC  DEVICE  GROUP 


MITSUBISHI  ELECTRIC  CORPORATION 
SEMICONDUCTOR  GROUP 


Technology    Integration    For    Emerging  Applications^" 


Do  I  have  to  s 


to  get  th( 


inolo 


You  want  performance  technolog)'  at  prices  you  can 
afford.  Well,  Compaq  has  what  vouVe  looking  tor. 
Take  the  Compaq  Deskpro  EP  Series,  tor  example. 
With  teatures  like  Intel'  Pentium'  II  processors  400 
MHz,  and  next-generation  100  MHz  bus  speeds,  it 
can  satisfy'  all  of  your  business  needs  -  including 
your  budget.  And  you  can  order  it  by  calling  us 
directly  or  visiting  our  website.  More  technology' 
and  more  ways  to  get  it.  It's  what  makes  Compaq 
computers  the  best  selling  in  the  business. 


$1,259 

Leasing  price:  S42/Month' 

•  Intel  Celeron "  Processor  300A  MHz 

•  4.3  GB-  SMART  II  Hard  Drive 

•  32  MB  SDRAM 

•  Compaq  S700  17" 
(15.7"  viewable)  monitor 

•  Matrox  MGA  AGP  Graptiics 

•  Towerable  ctiassis  converts  from 
desktop  to  minitower 

•  3-year  limited  warranty' 


Model  6450/10000 

$2,239 

Leasing  price:  S77/Month' 

•  Intel  Pentium  11  Processor  450  MHz 

•  10  GB^  SMART  II  Hard  Drive 

•  64  MB  SDRAM 

•  Compaq  S700  17" 
(15.7"  viewable)  monitor 

•  Matrox  Millennium  AGP  Graphics 
with  8  MB  VRAM 

•  32X  Max'  CD-ROM 

•  Towerable  chassis  converts  from 
desktop  to  minitower 

•  3-year  limited  warranty' 


pentium'»n 


"All  prices  shown  ^rc  (  ximpaq  Dirt-ctl'kis  pnu-s  and  arc  subjea  to  change.  Pnc«  do  not  include  applicable  state  and  local  sales  tax  or  shipping  to  recipient's  destination.  'Leasing:  Available  throu 
Cfimpaq  Capital  Corporation  to  qualified  businesses  for  a  term  of  36  months  with  a  Fair  Market  Value  purchase  option,  and  is  subject  to  approved  credit  and  certain  terms  and  conditions.  !*■ 
not  include  taxes,  fees,  or  shipping  charges  'For  hard  dnves.  GB  =  billion  bytes.  '20X  Max  CD-ROM  data  transfer  rates  may  vary  from  ISO  KB/s  lo  3000  KB/s;  24X  Max  CD-ROM  data  tr.ii 
ferrates  may  vary  from  150  KB/s  to  .1600  KB/s:  and  32X  Max  CD-ROM  from  150  KB/s  to  4800  KB/s.  'Designed  only  to  allow  taster  downloads  from  K56flex -compliant  sources.  Maximum  achi 
able  download  transmission  rates  currently  do  not  reach  56  KB/s.  and  will  var)'  with  line  conditions.  'Software  is  prcbundled  and  will  tome  with  limited  user  documcnution.  "After  30  days,  mi.i: 
ly  charges  and  restrictions  apply,  Some  restrictions  and  exclusions  apply  Call  (800)  OK  COMPAQ  for  warrant>'  details.  ©  1998  Compaq  Computer  Corporation.  Ail  rights  reserved.  Comf 
the  Compaq  Logo.  Deskpro.  ProSignia.  and  Armada  arc  r^stcred  trademarks  and  DircctPlus  is  a  registered  service  mark  of  Compaq  Computer  Corporation.  Intel,  the  Intel  Inside  Lxigo. 
Pentium  are  registered  trademarks  and  MMX  and  Celeron  arc  trademarks  of  Intel  Corporation.  Other  products  mentioned  herein  may  be  trademarks  or  registered  trademarks  of  their  rcspea: 
companies.  Operating  system  pri  -installed.  Compaq  is  not  liable  for  piaorial.  editorial,  or  typographical  errors  in  this  advertisement. 
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paq  Armada  Notebooks 


ada  1573 

1,599 

ing  price:  $54/Month' 

bile  Intel  Pentium  Processor 
1  MMX'"  Technology  233  MHz 
GB-  SMART  Hard  Drive 
MB  RAM 

oandable  to  96  MB) 
1"  CSTN  SVGA  display 
( Max-'  CD-ROM 
iflex  modem'' 
grated  AC  Adapter 
)n  battery 

sar  limited  warranty' 


Armada  1700 

$2,999 

Leasing  price:  $101/Month' 

•  Mobile  Intel  Pentium  II 
Processor  266  MHz 

•  4.0  GB-  SMART  Hard  Drive 

•  32  MB  SDRAM 
(expandable  to  160  MB) 

•  13.3"  CTFT  (1024  x  768)  display 

•  24X  Max'  CD-ROM,  optional  DVD 

•  K56flex  modem' 

•  Integrated  AC  Adapter 

•  Multibay  design 

•  1  -year  limited  warranty' 


Armada  3500 

$3,299 

Leasing  price:  $111 /month' 

•  Mobile  Intel  Pentium  II 
Processor  266  MHz 

•  4.1  GB-  SMART  Hard  Drive 

•  32  MB  RAM 
(expandable  to  160  MB) 

•  12.1"  CTFT  SVGA  display 

•  512  KB  12  Cache 

•  Optional  CD-ROM  or  DVD 
via  Mobile  Expansion  Unit 

•  4.4  lbs.  and  1.3"  thin 

•  Magnesium  display  for  durability 

•  3-year  limited  warranty' 


Options 


Armada  1573: 

•  Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-Ion  battery:  $189* 

Armada  1700: 

•  Compaq  Value  Case:  $49* 

•  32  MB  Memory  Module:  $95* 

Armada  3500: 

•  Mobile  Expansion  Unit 
24X  Max'  CD:  $199* 

•  Mobile  Expansion  Unit 
with  DVD:  $399* 

•  Additional  Li-Ion  battery:  $209* 


1 


aq  Small  Business  Solutions 


da  SB 


,499 


E  ig  price:  $84/Month' 

Pentium  Processor  with 
<  Technology  233  MHz 
GB  SMART  Hard  Drive 
yiB  RAM 

"  CTF  SVGA  display 

^r;'•c5m^  modem'  24X 
LD-ROM,  and  AC  Adapter 
I  osofT^' Office  97 
'  II  Business  Edition"* 

ays  free  Internet  access 
:  ce  through  GTE' 

ar  limited  warranty' 


-1  ' 


Deskpro  EP  6300X/4300/CDSiVI       ProSignia  200  6/300 


$1,699 

Leasing  price:  S57/IVIonth' 

Intel  Pentium  II  Processor  300  MHz 
4.3  GB' SMART  II  Ultra  ATA 
Hard  Drive 
32  MB  SDRAM 
S700  Color  Monitor 
ATI  RAGE  lie  AGP  64-bit  Graphics 
Controller  with  2  MB  VRAM 
24X  Max'  CD-ROM 
56K  Data/Fax  modem' 
Microsoft  Office  97 
Small  Business  Edition^ 
3-year  limited  warranty' 


$4,719 

Leasing  price:  $157/IVIonth' 

•  Intel  Pentium  II  Processor  300  MHz 

•  4.3  GB  Wide-Ultra  SCSI-3 
hard  disk 

•  64  MB  ECC  Memory 
(upgradable  to  384  MB) 

•  4/8  GB  SLR  enterprise-class 
tape  drive 

•  Microsoft  BackOffice' 

•  Insight  Agent  Events  Notification 
Tool  detects  potential  server  issues 

•  3-year  on-site  limited  warranty 


Options 


Deskpro  EP  Series: 

•  Additional  32  MB 
SDRAM  Memory:  $99* 

•  Upgrade  to  Compaq  19" 
monitor:  $220* 

•  SuperDisk  LS-120 
Drive:  $119* 

•  Compaq  C-Series  810 
Handheld:  $499* 

Armada  SB: 

•  Armada  1700/3500 
Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-Ion 
battery:  $195* 


f  direct  from  Compaq  at  1 800-888-0365  COMPAQ 
h  m\t  www.directplus.compaq.com/bw  DirectPlus 

I      or  if  you  prefer,  call  1  800-AT-COMPAQ  for  a  reseller  near  you.  Better  answers" 


People 


white-collar  crime  cases.  Aftei'  houi-s, 
though,  the  pair  cultivated  theii*  cooking 
skills  to  impress  dates.  Their  new  tal- 
ents also  got  them  thinking  about  ways 
to  escape  gioieling  legal  careers.  Their 
first  foray  into  restaurants,  though,  a 
trendy  L.A.  Italian  joint,  ended  in  bank- 
ruptcy in  1974. 

A  screenplay,  then  a  mobile  skate- 
boai'd  park,  also  went  nowher-e.  Finally, 
in  1984,  Flax  and  Rosenfield  thought 


and  Rosenfield  figured  the  real  money 
would  be  made  seUing  similarly  jazzed 
up  pies  at  cheaper  prices.  They  raised 
$500,000  and  hii'ed  Puck's  original  pizza 
chef  for  their  fii'st  restaiu'ant,  in  Bever- 
ly Hills. 

HOLD  THE  ONIONS,  cpk's  customers, 
tliough,  turned  down  rabbit-sausage- 
and-radicchio  concoctions  in  favor  of  a 
new  pie:  barbecue-chicken  pizza.  Those 
soon  accounted  for  half  the  restaurant's 


they  had  stmck  a  great  idea:  a  pasta- 
bar  chain.  But  they  switched  to  pizza  af- 
ter scouting  out  an  existing  eatery. 
"There  was  all  this  fresh  pasta,  but 
eveiyone  was  gi-abbing  this  tired  pizza 
under  a  hot  lamp,"  says  Rosenfield.  'We 
said,  'Lets  do  pizza.' " 

But  not  just  ordinary  pizza.  Across 
town,  Wolfgang  Puck  was  serving  duck- 
sausage  pizzas  to  I'ave  reviews  at  his 
trendy  celebrity  hangout,  Spago.  Flax 


the  scene,  a  killing  in  an  initial  public  of- 
fering seemed  a  sure  bet.  Instead,  Pep- 
si swooped  in,  agi^eeing  to  pay  Flax  and 
Rosenfield  a  lofty  price  of  about  60 
times  cash  flow,  neai'ly  double  what  oth- 
er chains  were  selling  for.  Still,  Stevens 
says  the  price  made  sense  given  cpk's 
growth  prospects.  "Rick  and  Larry 
thought  they  could  do  anything,"  he 
says.  "That's  part  of  what  attracted  us." 
Awash  in  the  capital  Pepsi  poured 


1970  Flax  and 
Rosenfield  become 
pals  while  working 
as  prosecutors  in 
the  Los  Angeles 
District  Attorney's 
Office. 


1973  The  pair 
go  into  private 
practice,  spe- 
cializing in  tax 
evasion  and  other 
white-collar 
crimes. 


1985  They  open 
California  Pizza 
Kitchen.  By  1992, 
CPK  has  25  loca- 
tions serving  bar- 
becue chicken  and 
Thai  pizzas. 


1992  PepsiCo 
buys  control  of 
CPK,  paying  a 
steep  60  times 
cash  flow.  Execs 
call  the  move  "an 
experiment." 


1992-1996  F 

and  Rosenfiel 
expand  chain 
90  restaurant 
but  poor  loca 
severely  depn 
sales  and  ear 


pizza  revenues.  So  Flax  and  Rosenfield 
parted  ways  with  their  fancy  chef,  fig- 
uring they  could  dream  up  their  own 
new  twists.  Voilti — blt  pizza,  eggs  Bene- 
dict pizza,  even  bunito  pizza. 

By  the  time  Pepsi  came  knocking. 
Flax  and  Rosenfield  were  on  a  roll. 
They  had  long  since  quit  their  day  jobs 
as  lawyers  to  devote  themselves  to  the 
business.  And  with  such  chains  as 
Boston  Chicken  Inc.  then  bursting  on 


into  CPK,  the  pan-  made  the  classic  blun- 
der of  overexpansion.  They  ordered 
scores  of  lai'ge  restaurants  built  in  malls 
around  the  country.  The  result  was 
empty  tables  in  poor  locations  such  as 
the  outskiits  of  Houston.  Concedes  Flax: 
"We  exploded  oui-  concept  by  opening 
way  too  fast."  Adds  Stevens:  "We  want- 
ed to  leave  them  alone . . .  but  it  turns 
out  they  had  a  gap  in  their  skill  set." 
To  fix  the  mess,  Pepsi  sent  in  Pizzf 


The  strength  of  any  element  is  not  in  its  might  but 


The  Cincinnati  Insurance  Company,  a  subsidiary  o(  Cincinnati  Financial  Corpoil 


iut  executive  Greg  Ti'ojan  as  cpk's 
lew  CEO.  Pepsi  also  sought  to  rein  in 
""lax  and  Rosenfield  by  taking  over 
ome  of  cpk's  debt  in  exchange  for  pre- 
erred  stock,  thereby  gaining  a  third 
eat  on  the  five-member  board.  But 
'lax  and  Rosenfield,  each  with  their 
wn  board  seat,  declined  to  go  along 
ntil  PepsiCo  promised  them  the  right 
0  refuse  any  sale  of  the  company  until 
001.  The  deal  was  struck  just  two 
lonths  before  PepsiCo  decided  to  shed 
-s  restaurant  division.  "Here  we  are, 
ist  a  couple  of  ants,"  says  Flax.  "But 

PepsiCo  sells  1998  CPK  will 


ack  to  Flax 
Dsenfield  for 
■y  10  times 
low.  Pepsi 
off  $100 
1  in  debt. 


turn  a  profit  for 
the  first  time  since 
1991.  Flax  and 
Rosenfield  expand 
into  frozen  super- 
market pizzas. 


I  ley  had  to  make  a  deal  that  was  ac- 
i  jptable  to  us." 

In  September,  1997,  Flax  and  Rosen- 
j  eld  approved  ar  offer  from  venture- 
j  ipital  firm  Brackmann,  Rosser,  Shemll 
.  Co.  to  buy  the  company  for  under  10 
i  mes  its  cash  flow.  In  the  new  compa- 
;  Flax  and  Rosenfield  kept  their  25% 
!  ake,  while  Bruckmann  holds  67%. 
ij  Tiat's  more,  to  unload  the  chain,  then 
iking  in  $160  million  in  sales,  Pepsi 


STILL  HUNGRY 

CPK  wants  to 
expand  into 
frozen  pizzas 

wrote  off  about 
$90  million  in  debt, 
paid  the  founders 
$8  million  in  cash,  anc 
closed  down  10  mon-  ;. 
ey-losing  restaui-ants,  ac- 
cording to  sources  close 
to  the  deal.  The  result  is  a 
company  that  this  year  will 
earn  $16  million  in  operating 
cash  flow — the  first  time  smce  1991 
that  it  will  make  money.  PepsiCo  de- 
clined public  comment  on  the  deal. 
NO  COKE.  Now  the  pair  must  prove 
they  can  manage  such  a  liuge  chain.  So 
far,  they  seem  to  be  making  the  right 
moves.  In  January,  cpk  brought  in 
Frederick  Hipp,  the  longtime  ceo  of 
Houlihan's  Restaurant  Group  Inc.,  as 
its  new  ceo.  Flax  and  Rosenfield  are 
still  in  charge  of  the  menu  and  promo- 
tions. But  Hipp  has  moved  swiftly  to 
"clean  up  the  slop"  at  poorly  i-un  outlets. 

Rosenfield  and  Flax,  who  still  have 
their  sights  set  on  adding  15  outlets  a 
yeai'  and  introducing  frozen  supennai'ket 
pizzas,  skrug  off  concerns  they'll  over- 


expand  again.  Indeed,  i  I  masts  of 
soon  taking  on  another  PepsiCo  ex-sub- 
sidiary. "We  always  believed  we  would 
surpass  Pizza  Hut,"  says  Flax  of  the 
$4.7  billion  chain.  "We  still  believe  we 
will."  That's  a  stretch.  But  one  thing 
the  CPK  boys  will  never  do  is  serve 
Coke  at  their  restaurants.  "We'll  serve 
[Pepsi]  forever,"  says  Rosenfield.  "We 
will  always  be  in  then-  debt."  Some  $100 
million  worth,  to  be  exact.  Money 
enough  to  buy  plenty  of  gi-atitude. 
By  Kathleen  Morris  in  Los  Angeles 


:  nsistency. 


At  Cincinnati  Insurance,  it's  the  little  things,  done  over  and  over, 
that  add  up  to  big  value  Jor  everyone.  Things  like  prompt,  Jair 
claim  service  conjirmed  time  ajter  time  m  mdependent  surveys  oj 
aijents  and  customers.  And  person-to-person  service  from  a  trusted 
local  independent  agent.  Our  continued  focus  on  small  detads 
has  also  produced  some  impressive  financial  results.  An  A+  + 
ratmg  from  A.M.  Best  for  financial  strength.  The  recent  addition 
of  our  parent  company,  Cmcinnati  Financial  Corporation 
[Nasdag:ClNF},  to  the  S&P  500  Index.  And  increased  dnudends 
for  3  7  consecutme  years.  A  record  that  consistent  is  worth  exploring 
Call  1-800-769-0548  to  find  out  more  about 
The  Cincinnati  Insurance  Companies.  Oi^^^eoom'^nIes 
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It's  kind  of  hard  to  have  a  fishing 
industry  without  fish.  That's 
exactly  what  happened  in  Sicily  due 
to  industrial  pollution.  Then  we 
came  in  and  helped  mix  things  up- 


iterally.  We  designed  and  provided 
the  big,  dependable,  submersible 
pumps  and  mixers  that  drive  their 
new  water  purification  process. 
And  once  it  started  operating, 
the  water  started  coming  back 
to  life — fish  and  all.  Hallelujah!" 

Zbigniew  Czarnota,  Research  Engineer,  Stockholm 


OUR  FLYGT  4600-SERIES  SUBMERSIBLE  MIXERS  ARE  ENGINEERED  WITH  OPTIMIZED 
HYDRAULICS  FOR  EFFICIENCY  AND  CLOG-FREE  OPERATION.  THESE  MIXERS  CREATE 
THE  FLOW  SO  THAT  IT  FOLLOWS  TANK  SHAPE  WITH  MINIMUM  HYDRAULIC  LOSSES. 
NO  AREA  OF  A  TANK  IS  LEFT  UNMIXED  AND  ENERGY  CONSUMPTION  IS  MINIMIZED. 
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FOOTBALL 


FROM  TEARS 
TO  OHEERS 
IN  CLEVELAND 

How  billionaire  Al  Lerner  bagged 
the  Browns  and  soothed  his  angry  city 


Alfred  Lerner  is  reluctantly  play- 
ing toiu'  guide,  escorting  a  visitor 
through  his  Manhattan  office. 
Even  for  the  billionaire  chau'man 
of  credit-cai'd  issuer  mbna  Coi"p.,  it's  op- 
ulent. There's  the  fine  art,  the  dark- 
wood  paneling  and,  from  the  50lli 


LERNER  AND  POLICY:  The  six  rimils  tbei)  outbid 
mcluded  a  group  led  by  the  Dolavs  of  Cablevision 


view  of  almost  every  tree  in  Central 
Pai'k.  The  furnishings  that  Lerner  seems 
most  eager  to  show  off,  however,  are 
assorted  objects  that,  in  miniature,  seem 
to  illustrate  his  life. 


There's  a  bronze  bust  that  Lerner 
picked  up  as  winner  of  this  yeai''s  Hora- 
tio Alger  Award  (previous  honorees: 
Ronald  Reagan,  Oprah  Winfrey,  antl 
Hank  Aai'on);  a  pint-size  edition  of  mbna's 
jet,  a  gi'een-striped  Gulfstream  IV  in 
w  liich  Lerner  log's  a  quarter-million  mOes 
each  year;  and  a  model  of  a 
building  under  construction  at 
LerTier's  alma  mater,  Columbia 
University.  The  nameplate 
reads  "Lemer  Hall."  Says  the 
financier,  class  of  1955,  who  is 
kicking  in  $25  million  for  a  stu- 
dent centei"  "Here's  something 
we're  involved  with."  We?  "I 
say  'we,' "  he  says  matter-of- 
factly.  "I  don't  say  'L' " 

Any  day  now,  Lemer's  col- 
1  lection  may  be  expanding  to 
^  include  a  gold-plated  chin  strap 
01'  a  marble  kicking  tee — sym- 
bols of  his  latest  and,  in  many 
ways,  most  ambitious  under- 
taking", the  piu'chase  of  the  Na- 
tional Football  League's  Cleve- 
land Browns  franchise.  In 
September,  Lerner,  a  native 
New  Yorker  who  has  lived  in  a 
Cleveland  suburb  for  88  years, 
snared  the  expansion  team, 
prevailing  over  half  of  Coipo- 
rate  Cleveland  in  a  bidding  wai' 
that  ratcheted  the  price  up  to 

  $580  million. 

In  all,  seven  investor  gi'oups  cam- 
paigned to  own  the  new  Browns — suc- 
cessors to  the  franchise  that  skipped 
town  three  yeai-s  ago  to  become  the  Bal- 
timore Ravens.  Vying  for  the  team  were 


the  fabulously  wealthy,  in  some  rast 
paired  vdth  the  veiy  famous.  Lerner 
most  serious  rivals,  the  Dolan  famil; 
who  run  Cablevision  Systems  Coi']} 
teamed  up  with  Bill  Cosby  and  nf 
coaching  legend  Don  Shula.  Clevelaii 
real  estate  developer  Bart  Wolstein  ha 
Pro  Football  Hall  of  Famer  Jim  Brow 
nmning  interference. 
RECORD  SUM.  Lemer,  whose  group  ii 
eludes  NFL  executive  Carmen  Policy  an 
Browns  ex-quarterback  Bernie  Kosa 
paid  the  highest  price  ever  for  an  Amc 
ican  sports  franchise.  It  eclipsed  the  o] 
record  of  $;ill  million  (Rupert  Mui'docl 
deal  for  baseball's  Los  Angeles  Dodgei 
which  included  Dodger  Stadium).  Befoi 
that,  no  one  had  ever  paid  more  th; 
$250  million  for  an  nfl  team. 

The  value  of  pro  football  ft-anchisc 
has  been  soaring  ever  since  the  Ni 


I 


108  BUSINESS  WEEK  /  NOVEMBER  16,  1998 


[inched  its  laLest  network- 1\  deal  last 
anuary — $17.6  billion  over  eight  years, 
'or  the  new  Browns,  there  are  also  rich- 
3  in  a  stadium  rising  on  the  site  of  the 
Id  Cleveland  Stadium.  Unlike  its  de- 
repit  forebear,  the  new  faciUty  vdll  be 
)aded  with  luxury  suites  and  restau- 
ints.  But  even  with  those  revenue-gen- 
rators,  most  observers  agi'ee,  the 
irowns,  who  will  begin  play  in  1999, 
ren't  likely  to  turn  the  soit  of  operating 
refits  Lemer  demands  of  his  other  in- 
estments.  "We'll  try  veiy  hard  to  have 
jvenues  exceed  expenses  by  as  much 
3  possible,  but  that's  not  why  I'm  doing 
lis,"  says  Lemer 

Why,  then?  Why  would  Lerner — a 
3lf-made  billionaire  who  rose  from  a 
75-a-week  job  selling  furnitui-e,  a  man 
'ho  wears  only  taOored  suits  and  puffs 
18  Cuban  cigars — fritter  away  moi'e 


than  .1  iuiU-liilliiiii  ildllars  on  a  football 
team?  Simple,  says  the  plainspoken  Lem- 
er: He  wants  to  produce  the  best  football 
team  for  Cleveland,  a  city  scarred  by 
the  move  of  the  original  franchise  in  1995. 
That — and  he  has  the  money.  "To  quote 
my  wife,"  says  Lerner,  65,  "  'If  it's  what 
you  want  and  you  can  afford  it,  do  it.' " 
NEUTRON  BOMB.  Others  wonder  if  his 
motives  are  not  more  complex.  Terry 
Pluto,  a  columnist  for  the  Akron  Bea- 
con Journal,  says:  "I  really  believe  buy- 
ing the  Browns  was  a  way  for  Al  Lemer 
to  get  back  his  honor  in  the  community." 

Perhaps  honor  is  too  strong  a  word. 
But  for  a  man  who  as  chairman  of  mbna 
pi'ovides  Cleveland  with  2,000  jobs  and 
who  philanthropist  has  given  away 
so  many  millions  that  hospital  buildings 
ai"e  named  after  him,  Lemer  has  taken 
quite  a  beating  fi'om  his  hometown. 


It  stalled  on  Nov.  5,  1995,  when  the 
equivalent  of  a  neutron  bomb  fell  on 
Cleveland.  Brovms  owner  Ait  Modell, 
deeply  in  debt  and  unable  to  wrest  a 
new  stadium  from  the  city,  announced 
he  was  moving  the  storied  franchise  to 
Baltimore.  Lemer,  ModeU's  fiiend  of  more 
than  20  years  and,  at  the  time,  a  5% 
owner  of  the  Browns,  was  as  close  to 
ground  zero  as  you  could  get.  It  was 
Lemer  who  introduced  ModeO  to  bankers 
in  Baltimore  and  allowed  Modell  to  meet 
with  Baltimore  officials  on  his  plane. 
When  Modell  announced  his  decision  at  a 
news  conference  in  Baltimore,  it  was 
Lerner  who  sat  on  a  podium  next  to 
ModeU's  son  David,  shoulder  to  shoulder 
with  gleeful  Maryland  dignitaries.  The 
footage  was  played  over  and  over  on  the 
Cleveland  evening  news.  "In  hindsight,  it 
wasn't  biilliant,"  Lemer  says  of  his  seat- 
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Investing  can  be  pretty  intimidating.  Until  now.  Welcome  to  the  next  revolution.  Our  simplicity  revolution., 
m  Bnyone  can  buy  and  sell  stocks.  Get  instant  quotes  and  portfolio  updates.  And  subscribe  to  our  coveted 
research.  All  with  the  click  of  a  mouse.  (Or  by  phone.)  Want  to  know  more?  And  why  Barron's  named  us  the  best 
overall  online  broker  three  years  in  a  row?  Ask  your  kids.  OISC#VER  BROKERAGE 

www.discoverbrokerage.com  or  1-800-DISCOVER.     a  morgan  stanuey  dea^.  witter  company 
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After  Lerner's  bid  was  announced,  protesters  mistakenly 
showed  up  at  the  home  of  Al  Lerner,  the  neurologist 


ing  choice  that  day.  "In  hindsight,  it  was 
dumb." 

Most  of  the  outrage  was  dii-ected  at 
the  Modells.  A  protest  in  Cleveland  di-ew 
nearly  10,000  fans.  In  a  macabre  display, 
a  radio  talk-show  host  led  a  rally  at 
which  effigies  of  Ail  and  David  were 
hanged,  electrocuted,  and  flung  into  a 
crowd  that  dismembered  them.  The  Mo- 
dells were  Public  Enemies 
No.  1,  and  Lerner  was  on 
the  most-wanted  list,  too. 
"If  you're  AJ  Lemei;  and 
you  feel  that  strongly 
about  the  Browns  not 
moving,  you  just  tell  Ait, 
'Fine,  move  on  yoiu-  own.' 
You  don't  give  him  your 
plane.  You  don't  sit  there 
while  the  deal  is  signed. 
You  don't  sit  there  on  the 
podium  the  day  the  deal  is 
announced.  I  think  Al 
Lerner  was  shocked  at 
the  backlash  against  liim," 
says  Pluto,  author  of 
Wlien  All  the  World  Was 
Browns  Town,  a  team 
memoir. 

EX-FRIENDS.  Columnists 
assailed  Lemer  for  aiding 
Modell,  and  some  mbna 
customers — Lerner  esti- 
mates fewer  than  100 — 
turned  in  their  credit 
cards.  Tliere  were  reports 
that  Lemer  was  traveling 
with  a  bodyguard  and  had 
bulletproof  glass  in  his 
Mercedes.  "I  never  had  a 
bodyguard  in  my  life," 
scoffs  Lemer  (As  for  the 
vdndows,  he  says  he  does 
occasionally  ride  in  mbna 
security  vehicles.)  Even 
so,  Lemer  insists  that  the 
ill  feelings  have  now  "dissi- 
pated  pennanentiy."  Maybe.  But  in  Au- 
gust, after  Lerner  went  public  with  his 
bid  for  the  new  Browns,  about  10  fans 
showed  up  at  the  house  of  Al  Lerner 
for  a  protest.  The  demonstration  broke 
up  when  it  was  discovered  they  were  at 
the  house  of  Al  Lemer,  the  nem-ologist. 

The  Browns'  move  also  cost  Lerner 
his  decades-old  fiiendship  with  Modell. 
The  two  had  become  paitnei-s  when  they 
bought  radio  stations  together  in  1976. 
After  Modell  underwent  heart  sui-geiy 
in  1983,  Lemer  began  fenying  his  buddy 
to  the  Browns'  road  games  in  his  jet. 


By  1986,  Lerner  was  a  Browns  investor. 
And  as  Modell's  money  problems  wors- 
ened, he  came  to  rely  on  Lemer  as  a 
confidant  and  financial  giuoi. 

But  beginning  on  the  day  the  deal 
with  Baltimore  was  announced,  the 
fiiendship  tumed  icy.  Thi-ee  yeai's  later, 
Modell  refuses  to  speak  about  Lemer 
Modell  declined  to  be  interviewed  for 


OUTRAGE:  The  Baltimore  deal  made  the  Modells  Public  Eneyaies 


this  story.  "To  see  his  best  iiiend  walk  on 
him  after  helping  him  negotiate  the  deal 
was  such  an  intense  blow,"  John  Moag, 
chainnan  of  the  Maryland  Stadium  Au- 
thority and  a  fiiend  of  Modell,  told  the 
Cleveland  Plain  Dealer  in  September. 
Moag  later  protested  that  his  comments 
were  off  the  record,  but  he  does  not 
deny  making  them. 

Lerner  doesn't  take  such  criticism 
lightly.  Says  Lemer  of  Moag-'s  comments: 
"Everything     he     says     there  is 

wrong  It's  wrong  to  say  I  negotiated 

the  deal.  There  was  nothing  to  negotiate. 


It's  wrong  to  say  I  walked  on  Art. 
Art  thinks  it,  he's  vwong.  If  Moag  thinl 

it,  he's  viTong  Never  happened."  I 

suggestions  that  he  helped  Modell  dt 
cide  to  move  the  team,  Lerner  agaj 
bristles:  "There  was  never  a  time  thj 
Art  or  anyone  else  said  to  me,  'What  ( 
you  think  we  should  do?'  No  one  ask( 
that  question . . .  What  I  did  was  be  the 
to  support  Art.  Whati 
did  was  not  bail  out.  Wh 
I  did  was  not  mn  awa 
not  abandon  him  at  th 
difficult  time.  What  I  d 
was  what  I  didn  't  do." 

Nowadays,  Lerner  ai 
Modell  speak  only  wh( 
they  must.  In  the  summ 
of  '97,  they  met  at  nfl  ( 
flees  in  New  York  to  fin 
ize  the  buyout  of  Leme 
interest  in  the  Brown 
turned-Ravens.  Modi 
paid  Lerner  $32  millii 
for  his  stake,  wliich  h 
gi'own  to  9%.  Lemer  sa 
Modell  proposed  the  ti 
ure,  and  he  accepted  wii 
"zero  negotiations." 

In  September,  Mod 
played  a  small  role  in  < 
livering  the  new  Brow 
to  Lerner.  Meeting  n 
Chicago  to  choose  an  ow- 
er  for  the  fi"anchise,  re- 
resentatives  of  the  30  N . 
teams  deadlocked.  Aft' 
three  ballots,  Lerner  h! 
21  votes,  one  shy  of  t 
three-quarters  needt 
with  seven  owners — 
eluding  Modell — suppi  i  • 
ing  the  Dolan  gi'oup.  IV- 
dell  then  addressed  t 
owners  and  "for  the  gi 
of  the  league"  called  foii 
unanimous  vote  in  favorf 
Lemer  The  next  vote  was  29-0  (Al  Da 
of  the  Oakland  Raiders  abstained).  I 
those  who  know  both  Lemer  and  Moi 
have  little  hope  of  a  reconciliation.  Le 
er  is  pliilosopliical.  Without  naming  ^ 
dell,  he  says,  wistfully:  "People  tend 
stay  angiy  a  lot  longer  than  they  .^i 
appreciative." 

Certainly,  Lerner  has  reason  to  e 
appreciative.  The  only  child  of  Ru.- 
ian  immigrants  who  ran  a  candy  st^e 
and  sandwich  counter,  first  in  Brook 
and  then  in  Queens,  Lerner  is  n 
worth  $2.8  billion — a  number  he  c;^ 
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Diirango  i^ives 
you  the  option  of 
being  able  to  tow 
a  class-leading* 
7,400  pounds. 


/ith  Durango,  even  when  you're  a  million 
dies  away  from  the  civilized  world,  the  closest 
onvenience  is  right  at  your  fingertips. 


Nobody  else 
gives  you 
the  capability 
of  Dodge 
Magnum" 

igines — or  a  choice  of  two  V-8s.  There's 
brawny,  1 75-horsepower  V-6,  too. 


With  Durango's  standard  five-passenger 
seating  configuration,  you  get  the  most 
standard  passenger  room  in  the  class* 
Fold  the  rear  seats  down,  and  you've 
got  the  most  standard  cargo  room. 
There 's  even  a  class-exclusive,  eight- 
passenger  seating  option  which  gives 
YOU  a  third  row. 


Before  buying  a  sport  utility, 
there  are  some  things 
you  should  run  over 


///;  up 
<S'.S'  cubic 
et  of  room, 
'irango  's  cargo 
pacity  is  best 
■class*  How 
I  you  top 
■It?  With  a 
mdard  roof 
ck,  of  course. 


ere 's  no  getting  around  it — 
}dge  Durango  is  a  special  vehicle, 
th  its  comforts,  conveniences,  and  brute- 
ve  capabilities,  Durango  takes  the  sport 
tity  to  a  place  it's  simply  never  been. 


Durango  m  The  New  Dodge 

1-800-4-A-DODGE  or  www.4adodge.com 

*AII  compiirisoiis  are  vs.  domestic  compuci  SUV  models.  eMliidiii)>  other  Chrysler  Corp.  vehicles,  ami  are  hosed 
on  data  avadahle  at  tmie  of  prmtmx.     Always  use  seal  hells.  Rememher  a  hack\eat  is  the  safest  place  for  children. 


SIEMENS 


One  employee  talks,  handset-to-handset,  to  another  as  she  heads  for  the  copieri 


An  incoming  fax  on  Line  2  is  automatically  routed  to  the  fax  machine. 


m 


WELCOME  TO 
THE  CORDLESS 
WORKPLACE. 

Siemens,  a  world  leader  in  digital 
cordless  phones,  introduces  Gigaset 
2420 -the  revolutionary  2-line  cordless 
system  for  today's  small  business.  This 
2.4GHz  digital  breakthrough  will  change 
the  way  your  business  communicates. 
It  combines  professional  voice  clarity, 
security  and  the  calling  features  of  a  big 
business  phone  system  with  cordless 
mobility  and  convenience.  And  because 
the  system  improves  internal  and  external 
communications,  you'll  provide  better 


^^^^ 


service  to  your  customers. 


And  the  amazing  thing?  It's  all  happening  at  once.  All  on  one  cordless  system. 


NEXT  GENERAnON  DIGITAL  CORDLESS  CLARITY  &  SECURITY 
lULTASKING  •  Enables  simultaneous  internal/external  calls  and  faxesi 
EXPANDABILITY  •  Supports  up  to  8  cordless  handsets  i 


Auto  fax/data  routing  and 


e  service  subscription  from  telephone  company 


Hello 


To  order,  call  1.800.243. 

Or  call  1.800.459.0302 


r  uisit  uiuiui.hellodirect.com 

ui  iuui.siemenscordless.com 


Sports  Business 


Carmen  Policy-caught  in  a  firefight  between  the  warring 
DeBartolos-was  eager  to  leave  the  49ers 


"scaiy."  The  family  lived  in  tlii'ee  rooms 
behind  the  store,  with  Lenier's  pai'ents 
sleeping  on  a  pullout  sofa.  Store  hom-s 
were  6  a.m.  to  midnight,  Lemer  recalls, 
with  tliree  days  off  a  year  for  Jewish 
holidays.  When  a  reporter  inquii-es  about 
the  layout,  Lerner  gi-abs  a  pad  and 
sketches,  relishing  the  chance.  "Over 
here  was  a  soda  fountain  with  maybe 
six  stools.  I'd  usually  eat  dinner  at  this 
last  stool,"  he  says.  "Over  there  was  the 
counter.  You  know,  cigars,  cigarettes, 
candy.  And  back  here  were  two  phone 
booths; — we  never  had 
oui'  own  telephone — 
so  if  I  wanted  to 
make  a  call,  I'd  stand 
on  a  soda  box  and  put 
in  a  nickel." 

Spurred  on  by 
his  parents,  Lemer 
attended  Brooklyn 
Technical  High  School. 
After  tuiTiing  down  a 
scholai-ship  to  Massa- 
chusetts Institute  of 
Technology',  he  en- 
rolled at  Columbia, 
where  he  now  sen-es 
as  vice-chaiiTTian  of 
the  univei-sity's  boai"d 
of  trtistees  (NBA  Com- 
missioner Da\1d  Stem 
is  also  a  vice-chair- 
man). After  gi-aduat- 
ing,  Lerner  married 
his  college  sweetheart, 
NoiTna,  who  has  been 
his  wife  for  43  yeai-s,  and  shortly  there- 
after joined  the  Maiines  for  a  two-yeai' 
stint  as  a  pilot. 

When  he  left  the  senice,  Lemer  took 
a  pay  cut  to  become  a  salesman  for 
BroyhiU  FuiTiitm-e.  working  fu-st  in  New- 
York,  then  Baltimore,  and  finally  Cleve- 
land. To  escape  life  on  the  road,  Lemer 
switched  cai'eei-s,  fii-st  to  real  estate,  then 
banking  and  financial  sei'xices.  His  frrst 
venture  was  an  apartment  building  out- 
side Cleveland,  which  he  bought  with 
several  paitnei-s.  They  fonned  a  real  es- 
tate investment  company  and  later  a 
mortgage  company  that  made  lucrative 
loans  on  investment  properties. 

By  1981,  Lemer  was  placing  in  the 
big  leagues.  He  paid  $29.5  million  for  a 
27%  stake  in  Equitable  Bankcoip..  wliich 
flouiished.  Eight  yeai-s  later.  Equitable 
merged  with  mkc  Financial  Inc.,  coi-po- 
rate  parent  of  Maiyland  National  Bank. 
MNC  was  drowTiing  in  bad  real  estate 


loans,  a  situation  so  dii-e  that  bank  offi- 
cials feared  a  takeover  by  regulators. 
Lemer  put  the  bank's  profitable  credit- 
cai-d  dixision  on  the  auction  block,  offer- 
ing it  for  $1.1  biUion.  WTien  no  buyei-s 
stepped  up,  Lemer  took  it  public  as 
MBNA  Coi-p.  in  1991. 

MBN.A  transfomied  Lemer  from  a  nrdl- 
lionaii'e  into  a  biUionau-e.  Under  the  lead- 
ei-sliip  of  Lemer  and  Chaiies  M.  Cawiey, 
mbxa's  president,  the  company's  eam- 
ings  have  increased  209c  or  more  for 
each  of  the  past  five  years.  In  the 


FIREWORKS  AT  CAMDEN  YARDS:  Lemer  got  $32  million  for  his  Ravens  stake 


process,  Lemei^'s  initial  $100  million  in- 
vestment has  gi'owTi  to  more  than  $1  bil- 
lion. He  now  holds  some  65  million  shai*es 
in  MBXA,  for  about  a  13%  stake  in  the 
lai-gest  independent  credit-cai-d  issuer  in 
the  world.  Lerner  also  is  chaimian  of 
Town  &  Countiy  Trust,  a  Baltimore  real 
estate  trast  that  owns  and  manages 
14,000  apartments  in  the  Mid-Atlantic 
States.  He  owtis  1  million  shares,  or 
roughly  6%  of  the  tinist. 

"The  most  tangible  thing  about  [be- 
ing a  billionau'e]  is  that  you  can  give 
away  an  awilil  lot  of  money,"  Lemer 
says.  Last  year,  Lerner  and  his  wife 
pledged  S16  million  to  a  cancer  and  heait 
disease  reseai'ch  center  at  the  Cleveland 
Clinic.  The  Lemers  also  ai'e  making  a 
SIO  million  gift  to  Llnivei-sity  Hospitals  of 
Cleveland.  Being  a  billionaii-e  also  means 
you  can  buy  a  football  fi-anchise. 

While  Lemer  says  that's  never  been 
one  of  his  top  priorities,  he  has  been 


pui-suing  teams  off  and  on  for  more  tha 
a  decade.  This  year,  as  investor  gi-oup 
vied  for  the  Browns  fi-anchise,  Lemer- 
to  the  sm-prise  of  many — stayed  out  ( 
the  fi-ay.  He  told  fiiends  there  was  n 
need  for  him  to  get  involved,  that  biddei 
ah-eady  in  the  game  seem  qualified.  H 
appeared  so  resolute  that  Lemers  Clev( 
land  banker  backed  another  gi'oup. 
LUCKY  CALL.  Lemer  might  have  staye 
on  the  sidehnes  if  a  fiiend  hadn't  calle 
in  early  July  and  suggested  he  hook  u 
with  Carmen  Pohcy  and  consider  a  bi{ 
Lemer  had  met  Pol 
cy,  the  longtime  pre; 
ident  of  the  Sa 
Francisco  49ers,  one 
before  and  agi-eed  t 
chat  with  him.  Fc 
his  part.  Policy  w: 
keenly  interested 
cutting  his  ties  wil 
the  49ers.  Team  ow 
ers  Edward  J. 
Bartolo  Jr.,  facing 
federal  indictmer 
and  his  sister,  Deni 
DeBartolo  York,  w 
'^-'^''7  fighting  for  control 

-^i.^^^^^U  the  Niners  (BW- 
Aug.  17),  and  Poli 
found  himself  caug 
in  the  middle. 

Policy  called  Lei 
er,  then  flew  to  N 
York  to  continue 
convei-sation.  On  Ji 
20.  they  met  at  Lei 
ei''s  office  at  11  a.m.  and  staited  ta 
ing — all  the  way  tlu'ough  lunch  and  d 
ner.  Fifteen  horn's  later,  they  all  but 
a  deal.  "I  became  convinced  that  w 
CaiTnen  nurning  the  fi"anchise,  Clevela 
would  have  the  best  shot  at  having 
successftil  team.  And  the  only  way  h 
do  it  was  if  I  did  it,"  says  Lemer. 

Under  theii-  agi-eement,  Lemer  o\ 
90%  of  the  fi-anchise.  Policy  gets 
and  mns  it.  As  the  Browns  new  pr< 
dent.  Policy  is  building  an  organizat 
fi'om  the  gi'ound  up:  The  team  has 
general  manager  and  no  coach,  and 
yet  to  sign  a  single  player.  It  also  has 
owTier  who  insists  that  he  wants  no  : 
in  football  decisions.  Even  on  a  mattei 
vital  as  picking  a  quailerback,  Ler 
says  he  won't  be  heai"d  fi'om.  "It  wo 
scai-e  me  that  they  might  pay  atteni 
to  w^hat  I'd  say,"  he  says,  smoke  cur' 
fi'om  his  cigai-.  "That  w^ould  be  crazj^ 
By  Mark  Hyman  in  New 
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He's  not  sure  where  the  network  closet 
is  yet.  But  he  does  understand  how 
vital  information  is  to  the  success  of 
the  company.  And  with  a  StorageTek® 
solution  in  place,  he  knows  his  users 
can  access,  move  and  share  that 
information  effortlessly,  across  the 
enterprise.  (Not  a  bad  thing  when  you're 
the  new  guy.) 


IRST  DAY  ON  THE  JOB. 

rse  he  already  knows  everything) 


With  the  latest  StorageTek  innovations, 
you  can  manage  information  in  ways 
you  never  thought  possible.  Our  unique 
OPENstorage'"  solutions  combine  the 
best  of  disk  and  tape  with  ultra-SCSI 
and  fibre  channel  connectivity,  for 
exceptional  speed  of  access  across  NT? 
NOS  and  UNIX®  platforms.  And  you'll 
have  the  power  to  control  it  all  from  a 
single  location. 

StorageTek  solutions  give  you  maximum 
scalability,  so  you  can  handle  growth 
with  ease.  And  built-in  redundancy 
eliminates  single-point  failure,  so  your 
data  is  always  available.  All  of  which 
means  storage  you  can  feel  confident 
about  from  day  one.  To  learn  more,  call 
1-800-STORTEK  today,  or  visit  us  on 
the  Web.  Next  thing  you  know,  you'll 
know— well,  pretty  much  everything. 

www.storagetek.Gom/firstday 


98  Storage  Technology  Corporation.  StorageTek  is  a'  registered  traclemarl<  and  OPENstorage  and 
■ation  Made  Powerful  are  tradennarks  of  Storage  Technology  .Corporation.  All  other  trademarks  and 
red  trademarks  are  property  of  their  respective  owners.  - 


StorageTek. 

Information  Made  PowerfuV 


Put  Wi 

of  vour 
un  r( 
acc 
wi 


in  ttie  palm 
-a  feat  ttiat, 
,  could  only  be 
by  people 

JUS  palms, 

sfem  you're  already  familiar  with— one 
3nufacturers  use  Windows  CE:  Casio, 


/ppc  Microsoft 

jn  want  to  gc 


www.microsoft.com/ 


'fl'1998  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Where  do  you  want  to  go  today?,  Windows,  the  Windows  Start  logo  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation 
in  the  United  States  and/or  other  countries.  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 


What's  Even  More  Impressive, 
We've  Helped  Almost  As 


MaiNy  Families  Own  Homes. 


to  bo  said  for  u  ishuii:  upon  a  star.  But 


at  fannic  ,\\ao,  we've  made  sure  the 


homeowiiership  dreams  ol  30  million 


Americans  have  come  true. 


As  we  mark  our  50th  year  as 


a  private  company,  we  are  the  largest 


source  of  kinds  for  home  mortaaaes. 


We're   committed    to    increasins;  the 


availability  and  affordability  ot  housing  tor 


families  all  across  the  counirv.  And 


to  help  luture  generations  of  Americans 


see  their  dreams  come  true  and  owi 


their  own  home 


For  more  intormation.  visit  us 


t 


wwvvianniemae.com.  You  II  see  that  we  rc 


committed  to  turning  more  dreams  than  ewr 


into  realities  that  are  just  as  breathtaking. 


*  FannieMae 

wAvw.fanniemae.com 


evelopments  to  Watch 


ilTED  BY  CATHERINE  ARNST 


UNMADE  T-GELLS 
D  THE  ASSAULT 
I  AIDS  

t  AIDS  AND  OTHER  CHRONIC 

eases  that  attack  the  im- 
ne  system,  researchers 
'e  long  hunted  for  a  way 
reinforce  the  body's  de- 
se  mechanisms.  But  efforts 
artificially  create  more  of 
disease-fighting  T-cells 
id  in  the  blood  have  fallen 
rt:  Not  enough  were  cre- 
d  to  do  much  good,  and 
y  soon  lost  their  ability  to 
ret  specific  viruses  and  tu- 
•s.  Now,  immunologists  at 
d  Hutchinson  Cancer  Re- 
"ch  Center  in  Seattle  have 
red  out  how  to  grow  bil- 
s  of  highly  specific  T-cells 
he  lab  and  then  use  them 
lugment  the  immune  sys- 
-an    approach  called 
ptive  immunotherapy. 
)r.  Stanley  R.  Riddell  and 
Philip  D.  Greenberg  of 
.chinson  call  their  tech- 
xe  the  rapid-expansion 
hod  and  have  licensed  it 
Pargeted  Genetics  Corp. 
eattle.  They  isolate  a  cer- 
type  of  T-cell  from  a  few 
espoons  of  a  patient's 
d  and  induce  the  cells  to 
V  with  the  same  chemical 
als  the  immune  system 
.  In  less  than  two  weeks, 
population  multipUes  into 
billions,  and  when  the  T- 
are  transfused  back  into 
patient,  they  attack  only 
ased  cells.  Riddell  says 
manufactured  T-cells 
I  to  function  just  like 
r  natural  counterparts 
remain  active  for  at  least 
e  months.  Although  tri- 
lave  yet  to  show  whether 
works  better  than  cur- 
treatments  for  AIDS,  it 
,  promising  advance  that 
Id  make  immunotherapy 
feasible,"  says  Dr  Peter 
oherty  of  St.  Jude's  Chil- 
's  Hospital  in  Memphis,  a 
el  prize  winner  for  his 
'veries  about  the  immune 
im.  Ellen  Licking 


WHAT  TIREMAKERS  CAN  LEARN  FROM  FROGS 

THE  NEXT  TIME  YOUR  TIRES  SKID  ON  A  RAINY  DAY,  THINK 

of  the  tree  frog.  A  Scottish  zoologist  suggests  that  the 
frog's  intricately  patterned  toe  pads,  which  allow  it  to 
stick  to  branches  in 
almost  any  kind  of 
weather,  are  a  guide 
to  improved  tire  trac- 
tion. University  of 
Glasgow  researcher 
W.  Jon  Barnes  mea- 
sured the  abilities  of 
14  different  species  of 
Trinidadian  tree  fi*ogs 
to  stick  to  a  glass 
surface  as  they  were 
gi'adually  turned  upside  down.  He  then  correlated  the  an- 
gle of  the  glass  when  they  fell  off  to  their  weight  and  the 
ai'ea  of  their  toe  pads.  To  Barnes's  surprise,  the  heavier 
frogs  hung  on  longer  than  expected  and  had  two  times  as 
much  adhesive  force  as  some  of  the  Ughter  animals. 

The  toe  pads  of  all  tree  frogs  contain  a  hexagonal 
arrangement  of  grooves  that  spread  a  viscous,  sticky  sub- 
stance. But  the  pads  of  the  heavier  frogs  are  far  more 
complex,  with  larger  grooves  and  extra  mucous  pores — a 
good  model,  Barnes  says,  for  better  tire  tread.  D.  Ed- 
ward Covert,  a  senior  industrial  designer  at  Goodyear 
Tire  &  Rubber  Co.,  says  he  would  be  wiUtng  to  listen: 
"Goodyear  doesn't  ignore  any  reasonable  hypothesis  when 
it  comes  to  a  new  tire  design."  Ellen  Licking 


AN  OZONE-FRIENDLY 
WAY  TO  KEEPGOOL 

EVER   SINCE   MOST  OF  THE 

world's  nations  agreed  a 
decade  ago  to  phase  out  the 
ozone-destroying  chlorofluo- 
rocarbons  (c^pcs)  widely  used 
in  refrigerators  and  air  con- 
ditioners, chemists  have  been 
hunting  for  a  benign  replace- 
ment. Many  potential  alter- 
natives also  eat  away  at  the 
earth's  protective  ozone  lay- 
er— though  at  lesser  rates 
than  CFCs — and  are  costly. 
But  the  latest  candidate  is 
cheap,  abundant,  and  harm- 
less: carbon  dioxide  (CO,,),  a 
natural  component  of  air. 

Compressed  CO.,  has  been 
used  to  cool  perishables  on 
ships  for  decades,  but  the 
units  were  much  too  large  for 
consumer  applications.  Now, 
Hydro  Aluminium,  a  unit  of 


Norway's  Norsk  Hydro,  has 
developed  a  CO2  A/C  system 
small  enough  for  cars  by 
putting  the  gas  under  high 
pressure.  Researchers  at  the 
Univei-sity  of  Illinois'  Aii*  Con- 
ditioning &  Reftigeration  Cen- 
ter in  Urbana  tested  it  against 
a  commercial  car  system  with 
Ri:34a,  a  cfc  replacement  that 
may  still  contribute  to  global 
wanning.  In  the  face-off,  says 
Center  Director  Clark  W. 
Bullard,  the  R134a  system 
was  more  efficient  at  high 
temperatures,  but  the  CO., 
unit  did  a  better  job  under 
other  conditions,  earning  a 
higher  rating  overall. 

Still,  putting  CO.,  under 
high  pressure  can  be  danger- 
ous, warns  David  Zietlow,  a 
Ford  Motor  Co.  consultant. 
So  Ford  hopes  to  develop  a 
low-pressure  CO^  system  as 
well  as  a  high-pressure  one. 

Nellie  Ayidreeva 


400  TINY  NEEDLES 
-AND  THEY 
DON'T  HURT  A  BIT 

VISITS  TO  THE  DOCTOR  MIGHT 

get  a  Uttle  less  painful  in  the 
future,  thanks  to  a  team  of 
researchers  at  Georgia  Insti- 
tute of  Technology  in  Atlanta. 
They  are  trimming  the  pain 
by  shrinking  the  needles — to 
less  than  the  diameter  of  a 
human  hair.  Instead  of  one 
big  needle,  there  ai'e  400  tiny 
ones,  each  150  microns  long, 
set  into  a  pinhead-size  silicon 
chip.  The  team  produced  the 
microneedles  with  silicon- 
etching  techniques  originally 
developed  for  making  inte- 
grated circuits. 

The  chip  could  be  used  hke 
transdermal  patches  common- 
ly used  for  weaning  smokers 
off  tobacco,  says  Mark  R. 
Prausnitz,  assistant  professor 
of  chemical  engineering  and 
leader  of  the  research  team. 
The  patient  would  stick  the 
chip  on  the  suiface  of  the  skin, 
where  there  ai"e  no  nerve  end- 
ings, and  the  needles  would 
deliver  the  drug  to  the  next 
layer  of  skin,  where  it  would 
be  absorbed  into  the  blood- 
stream— no  pain,  no  mess. 

Another  potential  benefit: 
Those  small  holes  may  soon 


get  too  tiny  for  bacteria  to 
enter  the  skin.  Dr.  John  C. 
Ansel,  a  dermatology  profes- 
sor at  Emory  University 
School  of  Medicine  in  Atlanta, 
says  the  microneedle  technol- 
ogy has  great  potential:  "The 
fact  that  it  is  virtually  pain- 
less and  does  not  pose  a  sig- 
nificant risk  for  infection  is  a 
major  advance."  Nobody  will 
argue  with  that.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwnov@businessweek.com 
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what,  exactly, 

is  the  best  way  to 

share 

a  thought? 

Do  you  post  it  on  your  Intranet?  Or  do  you  say  it  on  the  Internet?  Should  you  e-mail  it?  Or  fax  it? 
With  so  many  ways  to  connect,  you  need  the  help  of  a  company  that  can  help  you  unify  them 
all  -  Nortel  Networks™  A  company  whose  solutions  are  at  the  heart  of  mission  critical 
networks  -  ranging  from  the  world's  largest  capital  markets,  to  the  world's  busiest  call  centers.  We've 
even  connected  entire  countries  th^'ough  advanced  wireless  networks.  For  a  few  thoughts  on  how 
you  can  unify  your  networks,  call  us  at  i-8oo-4NORTEL,  or  visit  us  at  www.nortelnetworks.com. 

N0RTEL 

NETWORKS 

How  the  world  shares  ideas. 

Nortel  Networks,  the  Nortel  Networks  logo  and  How  the  world  shares  ideas  are  trademarks  of  Northern  Telecom  Limited  ®  Northern  Telecom  Limited  All  rights  reserved. 


ANNUAL 

TECHNOLOGY 

BUYING  GUIDE 

flandhelds  page  128  Wireless  page  164 

Palm-size  PCs  and  E-books  are  looking      It's  the  extras  that  count — as  phone 
better  all  the  time,  but  finding  the  outfits  vie  with  each  other  to  offer 

right  one  means  making  trade-offs  their  users  distinctive  sei 

.aptops  page  140  Cyberspace  page  172 

As  choices  proliferate,  there's  a  Working  the  Web  takes  help, 

portable  PC  and  organizer  for  Luckily,  concierges  and  virtual 

every  budget  assistants  are  at  your  service 

leSktOpS  page  148  ^^3^07 
 ■   You'll  find  lots  more  info,  includ- , 

It's  bargains  everywhere — from  ing  additional  stories  on  comput- 

Starter  PCs  to  laser  printers,  flat-panel    er  gear  and  internet  technologies,'' 

monitors  to  eye-popping  iMacs  T^^^  f 

J    f         n  jyg^  gQ  www.businessweek.com 


"Wildfire,  Vm  depressed." 
"Oh,  yo2i  poor  thing.  Would  you  like 
me  to  call  somebody  who  cares?" 

You  probably  never  expected  to  have  a  conver- 
sation like  this  with  a  machine.  But  every  day, 
a  few  thousand  cell-phone-toting  executives  in 
America  are  talking  with  a  personal-assistant 
service  known  as  Wildfire  Communications  Inc, 
Believe  it  or  not,  it's  actually  a 
computer  you  can  call  up  that 
uses  an  iireverent  woman's 
voice  to  communicate.  Call  out  her  name  while  driving 
in  yom-  car,  and  she'll  set  up  a  phone  call,  play  back 
your  voicemail,  or  route  incoming  calls  to  the  front 
desk  at  your  hotel.  Offered  as  a  feature  on  some  wire- 
less services.  Wildfire  can  cost  as  little  as  $15  a  month. 

Automated  messaging  isn't  the  only  hip  stocking- 
stuffer  for  mobile  executives  this  Christmas.  This  is 
the  year  when  small  is  not  only  beautiful  but  also 
powerful — whether  it's  a  machine  that  sits  on  your 
desktop  or  fits  in  the  palm  of  your  hand.  And  oh,  what 


ANNUAL  BUYING  GUIDE 


the  World  Wide  Web  hath  wrought:  vast  libraries  of 
information  and  scores  of  digital  bazaars  at  your  fin-  ' 
gertips  in  a  world  that,  finally,  is  beginning  to  let  you  j 
roam  free,  or  at  least  out  of  the  office.  j 

Looking  for  tools  that  make  life  on  the  go  easier? 
You  might  need  a  service  offered  by  a  wireless  carrier 
called  Omnipoint  Corp.  that  lets  you  use  the  same  cell 
phone  in  38  countries,  including  the  U.  S.  Or  if  you 
just  want  to  download  lists  from  your  PC,  there's  a 
credit-card-size  gadget  called 
Rex  that  costs  $210. 
Step  up  to  notebook  comput- 
ers, and  some  real  wonders  unfold.  Sample  Apple 
Computer  Inc.'s  new  PowerBook  G3,  whose  lustrous 
screen  holds  its  own  against  desktop  monitors.  Need 
hard  copy?  Canon  Inc.  has  a  $349  printer  the  size  of  a 
cigarette  carton  that  doubles  as  a  scanner. 

Even  if  you're  up  to  your  terafiops  in  technology, 
you'll  find  the  business  week  Buying  Guide  useful.  II 
offers  a  wonders-and-warts  evaluation  of  everything 
from  digital  books  to  helpful  Web  sites.  So  savor  the 
sheer  capacity  these  tools  place  at  your  fingertips. 
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A  PC  FOR 

EVERY  POCKET 


Today's  wide  range 
of  sizes  and  features 
means  there's  one 
that's  right  for  you 

When  Bruce  White- 
head needs  to  check 
a  phone  number 
or  an  appointment, 
whether  in  his  Dallas  invest- 
ment-banking office  or  at  his 
ranch  85  miles  south  of  town, 
all  he  has  to  do  is  whip  his 
REX-3  out  of  his  pocket.  The 
tiny  credit-card-size  gizmo 
from  Franklin  Electronic 
Publishers  Inc.  provides  a 
handy  readout  of  Wliitehead's 
addi'ess  book  and  schedule  on 
an  easy-to-read  screen — and 
rex's  sealed  design  makes  it 
impervious  to  the  dust  and 
grit  of  a  Texas  ranch. 

Wliitehead,  a  principal  in 
BritWill  Investments,  a  pri- 
vate investment  company  that 
takes  equity  stakes  in  assort- 
ed businesses,  has  sui-veyed 
the  field  of  handheld  comput- 
ers. He  has  been  using  them 
since  the  early  '90s  when  he 
bought  one  of  the  earliest 
models,  a  Hewlett-Packard 
Co.  95LX.  He  moved  up  to  the 
200LX  but  eventually  aban- 
doned the  DOS-based  handheld 
when  it  became  too  hard  to 
make  it  work  with  the  Win- 


Bruce  Whitehead 

ULTIMATE  SIMPLICITY 

After  surveying  the  field, 
the  Dallas-based  investor 
picked  the  credit-card-size 
REX-3.  Its  sealed  design 
makes  it  impervious  to  the 
dust  of  a  Texas  ranch 
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ws  programs  he  uses  on  his 
)top  PC.  He  tried  one  of  the 
st  handhelds  based  on  Mi- 
5Soft  Corp.'s  Windows  CE 
erating  system,  an  hp  m)LX, 
t  it  was  too  big  and  gob- 
id  up  batteiy  life.  After  re- 
•ting  even  the  diminutive 
ImPUot  as  too  bullty,  White- 
id  settled  on  the  $100  rex. 
wanted  something  I  could 
•k  in  my  pocket  for  a  week 
a  time,"  he  says. 
Like  most  owners  of  hand- 
d  devices,  Whitehead  uses 
as  a  PC  accessory.  He 
;ps  his  calendar  and  con- 
t  information  in  Microsoft 
tlook  on  a  Toshiba  Coi-p. 
top.  At  regular  intei-vals, 
pops  the  REX  into  a  PC 
'd  slot  in  the  laptop  and, 
ag  Puma  IntelliSync  soft- 
re,  downloads  the  data. 
Vhitehea(rs  rex  is  just  for 
ding  information,  though 
newer  rex  Pro  will  let 
enter  data,  too — but  with 
legree  of  difficulty.  He 
sn't  miss  the  ability  to  en- 
information  on  the  fly:  "1 
ce  paper  notes  of  what  I 
it  to  enter  into  the  com- 
er." He  types  it  into  the 
iiiba,  then  dovmloads  it  to 
rex. 

Tie  REX  is  the  ultimate  in 
plicity,  but  it  represents 
one  end  of  a  spectrum 
landheld  computers  that 
jes  on  up  to  the  newest 
idheld  PC  Professionals 
,  run  a  version  of  Mi- 
oft  Windows,  cost  $1,000, 
offer  displays  that  are 
t  inches  or  bigger, 
he  PalmPilot  ($240)  and 
n  III  ($350)  from  3Com 
).  remain  the  kings  of  the 
iheld  heap,  with  more 
:  2  million  sold — fai'  more 
all  other  handhelds  com- 
d — and  for  good  reason. 
1  products  are  designed 
)  relatively  few  things,  so 
do  them  well.  Although 
srs  and  third-party  soft- 
;  developers  have  pushed 
Palms  well  beyond  theii" 
^ers'  intentions,  the  vast 
'rity  of  owmers  stick  with 
)uilt-in  progi'ams  and  use 
•    palmtops    to  carry 
id  contact  lists,  calendars, 
to-do  lists. 

(though  much  bigger — 
bulkier — than  the  rex, 
j-ounce  Palm  fits  easily 
a  pocket  or  purse.  And 


In  the  Palm  of  Your  Hand 

MODEL  AND 
PRICE 

MEMORY,  DISPUY, 
WEIGHT,  AND  BAHERY  LIFE 

THE  SKINNY 

REX  PRO, 

Franklin  Electronic 

Publishers 

$210 

512  Kb;  160x98  monochrome; 
.09  lb.;  and  two  CR2025 
batteries  that  could  last 
6  months. 

All  your  contact  and  calendar  information 
in  a  credit-card-size  package.  Very  difficult 
data  entry  makes  this  effectively  a  read-only 
device. 

PALM  III,  3Com 
$350 

2  Mb;  160x160  monochrome, 

Trti  i/^ri  frinc iTii A  lr\    'inn  T\»m  AAA 

iQucn-sensiTive;  a  id.;  ano  two  /wm 
batteries  lasting  about  6  weeks 

The  king  of  the  handhelds,  with  good 
redsuii.  oiiiipic,  cdiy-iu-usc  ucoigii  iiiuic 
than  compensates  for  mediocre  display. 

NINO  300,  Philips 
Mobile  Computing 
$349 

4Mb;  7.8  oz.,  240x320 
grayscale,  loucn-sensiiive; 
and  10-12  hr. 

Sleek  design,  but  bulky 

Trt  r  o  not  m  t  A  n 

Tor  a  paimLop. 

CASSIOPEIA  E-11, 

Casio 
$390 

8  Mb;  6.5  oz.;  240x320 
grayscale,  touch-sensitive; 
and  20  hr  on  two  AAA  batteries 

Convenient  small  size,  but  relatively  dim 
screen  makes  the  complex  Windows  interface 
difficult. 

ALL  PALM-SIZED  PCS,  EXCLUDING  THE  REX  PRO  AND  THE  PALM, 
INCLUDE  CALENDAR  AND  CONTACT  SOFTWARE,  E-MAIL,  VOICE  RECORDER,  WEB  BROWSER 

Bigger  Than  the  Palm  of  Your  Hand 

MODEL  AND 
PRICE 

MEMORY,  DISPUY, 
WEIGHT,  AND  BAHERY  LIFE 

THE  SKINNY 

VELO  500,  Philips 
Mobile  Computing 
$500 

16  Mb;  6.25  in.  diag.,  640x240 
grayscale,  touch  sensitive; 
0.9  lb.;  and  15  hr. 

The  smallest  and  lightest  of  the  Windows  CE 
devices.  Handy  voice  recorder.  But  small 
keyboard  makes  typing  difficult. 

660LX,  Hewlett- 
Packard 
$900 

32  Mb;  6.5  in.,  640x240  color, 
touch  sensitive;  1.3  lb.;  and 
sensitive;  1.3  lb.;  and 
and  15  hr. 

Good  mid-size  unit,  but  lacks  internal 
modem.  Built-in  software  to  exchange  data 
with  REX. 

MOBILEPRO  750C, 

NEC  Computer 
Systems  $700 

16Mb;8in.  color,  640  x480, 
touch  sensitive;  1.9  lb.; 
and  8  hr 

A  real  typewriter- style  keyboard,  with  keys 
only  a  bit  smaller  than  standard,  makes 
touch-typing  possible. 

ALL  THESE  HANDHELD  PCS  COME  WITH  THE  WINDOWS  CE  2.0  OPERATING  SYSTEM, 
WHICH  INCLUDES  POCKET  WORD,  POCKET  EXCEL,  POCKET  INTERNET  EXPLORER,  AND  E-MAIL 

Practically  Laptops 

MODEL  AND 
PRICE 

MEMORY,  DISPLAY, 
WEIGHT,  AND  BAHERY  LIFE 

THE  SKINNY 

CLIO,  VADEM* 
TRIPAD,  Sharp 
Electronics 
$999 

16  Mb;  9.4  in.  color,  640x480 
touch-sensitive;  3.2  lb.; 
and  12  hr. 

Unique  pivoting  screen  design  allows  the 
Clio/Tri  Pad  to  be  to  be  used  as  a  conventional 
notebook,  a  presentation  unit,  or  a  tablet. 
Built-in  handwriting-recognition  software. 

JORNADA  820, 

Hewlett-Packard 
$999 

16  Mb;  8.2  in.  color,  640x480, 
2.5  lb.;  and  10  hr. 

The  lightest  of  the  HPC  Pros.  Uses  laptop- 
style  touchpad  instead  of  stylus  and  touch- 
sensitive  screen. 

MOBILON  PRO, 

Sharp 

Electronics 

$900 

16  Mb;  8.2  in.,  640x480, 
touch-sensitive;  2.7  lb.; 
and  8  hr. 

The  least  expensive  of  the  HPC  Pro  models. 
Conventional  design  like  the  Jornada,  but 
uses  stylus  and  touch  screen  instead  of  touch 
pad. 

ALL  HPC  PRO  MODELS  USE  THE  WINDOWS  CE  3.0  OPERATING  SYSTEM,  WHICH  INCLUDES  POCKET  WORD,  POCKET  EXCEL,  POCKET  POWERPOINT, 
POCKET  EXCESS,  POCKET  INTERNET  EXPLORER,  AND  POCKET  OUTLOOK                                *VADEM  MANUFACTURES  THE  SHARP  TRIPAD 

DATA  MANUFACTURERS,  BUSINESS  WEEK 
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unlike  the  rex,  entering 
data  is  easy  once  you  learn  a 
special  alphabet  called  Graf- 
fiti. Drop  the  Palm  into  a 
cradle,  press  a  button,  and 
its  data  files  quickly  update 
information  using  a  variety 
of  Windows  and  Macintosh 
contact-management  soft- 
ware. While  the  160x160 
pixel  screen  leaves  some- 
thing to  be  desired,  especial- 
ly in  poor  light,  the  Palm 


will  run  for  weeks  on  a  pair 
of  AAA  batteries. 

The  Palm's  success  w^as 
bound  to  attract  competition, 
and  it  has — in  the  form  of 
the  Windows  CE-powered 
Palm-size  Pes  (an  unfortunate 
name  chosen  after  3Com 
sued  to  stop  Microsoft  from 
using  its  first  choice,  the 
Palm  PC).  Contenders  include 
the  Philips  Nino  and  the  Ca- 
sio Cassiopeia  E-11.  These 


are  larger  than  the  Palm,  es- 
pecially the  Nino;  offer  high- 
er-resolution screens;  and 
provide  somewhat  easier  data 
entry,  also  using  a  Graffiti- 
Hke  shorthand.  Nifty  features 
include  a  built-in  recorder  for 
voice  messages. 

The  Palm-size  PCs  also 
come  with  some  big  nega- 
tives: The  user  interface,  a 
variant  of  Wmdows,  complete 
with  a  start  button,  is  crowd- 


POWER  USER 


Reading  the  Palm 


When  the  folks  at 
Palm  Computing 
designed  the 
Palm  in  1995,  they  saw 
it  as  an  easy  way  for 
people  to  get  contact  and 
schedule  information  into 
a  handheld  device.  They 
didn't  reckon  with  cus- 
tomers like  Jeff  Boly. 

Boiy,  a  systems  engi- 
neer at  Santa  Clara 
(Calif.)  networking-equip- 
ment maker  Auspex  Sys- 
tems Inc.,  uses  his  Palm 
III  to  do  everything  from 
keeping  track  of  split 
times  in  a  192-mile  relay 
footrace  from  Mt.  Hood 
to  Portland,  Ore.,  to 
fetching  E-mail  while 
traveling  in  Europe  last 
summer.  Boly  uses  a 
range  of  commercial, 
shareware,  and  freeware 
programs  (page  138).  But  when  he  wants 
something  that  doesn't  exist,  such  as  the 
relay-tracking  program,  he  just  writes  it 
himself. 

NO  GLITZ.  Not  everyone  can  do  that,  of 
course,  but  there  are  plenty  of  ways  a 
nonprogrammer  can  get  the  Palm  to  han- 
dle all  manner  of  tasks.  Boly,  for  example, 
keeps  price  and  part  numbers  for  Auspex' 
server  products  on  his  desktop  PC,  then 
downloads  it  into  his  Palm  so  he  has  the 
data  when  he  visits  customers.  When  trav- 
eling, he  snaps  on  a  modem  and  uses  his 
Palm  for  E-mail  and  browsing  the  Web. 

Boly's  first  handheld  experience  was 
with  the  Hewlett-Packard  lOOLX,  but  he 
gave  up  on  it  because  it  didn't  offer  desk- 
top synchronization.  "I  went  for  the  Palm 


TRACKING  RELAYS:  Boly  just  cn 


because  I  saw  the  Macintosh-like  features 
that  1  really  like,"  he  says.  "It  wasn't  just 
another  Windows  machine.  There  are  a  lot 
of  third-party  applications.  And  it  doesn't 
have  a  lot  of  the  glitzy  features  that  use 
up  battery  life." 

Boly's  experience  sums  up  two  reasons 
why  the  Palm  has  been  so  successful 
while  other  handhelds  have  struggled  to 
win  acceptance:  First,  the  Palm's  design  is 
limited  to  what  works  simply  and  well. 
Second,  the  availability  of  excellent  soft- 
ware-development tools  and  the  encourage- 
ment of  outside  programmers  means  that 
a  broad  range  of  specialized  programs  is 
available.  Boly  shows  that  it's  a  winning 
combination. 

By  Stephen  H.  Wildstrom 


ed,  fussy,  and  dilBcult  to  na 
igate  on  the  small  dispk 
The  software  is  sluggish,  a 
you'll  spend  some  time  st£ 
ing  at  the  Windows  hov 
glass.  Batteries  last  da 
rather  than  weeks.  Maki 
sure  all  your  files  are  up 
date  with  your  desktop 
more  complicated  than  with 
Palm  and  works  only  wi 
computers  running  Windoi 
95,  98,  or  NT. 

BIG  BOYS.  If  you  w^ant  a  s 
perlightweight  device  wi 
the  flavor  of  Windows,  y 
would  probably  do  better 
step  up  to  a  Windows  < 
Handheld  PC  (hpc).  The 
come  in  a  wide  variety 
styles,  ranging  from  desig 
that  you  can  slip  into  a  po( 
et  (if  you  have  big  pocke 
to  the  newest  hpc  Prof( 
sional  models  that  are  m( 
suitable  for  holding  on  yc 
lap  than  in  your  hand 

Even  among  the  smal 
HPCs,  there's  a  considera 
range  of  size,  price,  and 
pability.  The  most  comp 
version  is  the  Velo  500  ($5 
from  Philips  Mobile  Comp 
ing  Group.  The  Velo,  w'h 
weighs  less  than  a  pound 
a  monochrome  screen, 
lack  of  color  is  a  handicap 
working  with  the  Window 
style  screens  because  wi 
out  color,  it  can  be  hard 
distinguish  among  the  ice 
You  navigate  through  the 
plays  by  using  a  stylus  to 
lect  icons  and  menu  items 
the  touch-sensitive  scree 
Like  most  of  the  hpcs, 
Velo's  calculator-style  1 
ai-e  unsuited  to  touch-tj'p; 
and  data  entry  is  proba 
best  kept  to  short  E- 
messages. 

There  is  also  an  ass( 
ment  of  shghtly  larger  H 
with  color  displays 
rechargeable  batteries 
tjT)ically  last  8  to  10  ho 
and  cost  around  $800.  Th 
include  the  hp  660LX  and 
Sharp  Mobilon  HC-4.5(X).  G 
makes  using  Windows  m 
easier  and  improves  the  n 
ability  of  the  display,  ei 
ciaUy  in  dim  light. 

Finally,  there  are  a 


TIP:  To  avoid  data  loss,  change  Palm  batteries  before  they  get  too  low 
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pie  of  still-larger  hpcs,  the 
NEC  MobilePro  750C  and  LG 
Electronics  Inc.'s  Phenom 
Express  ($800-$900),  which 
use  larger  keyboards  with 
real  keys.  Although  the  key- 
boards are  cramped,  it  is 
possible  to  touch-type  on 
them  if  you're  careful. 
HPCS  come  with  a  broad 


range  of  software  built  in, 
including  sUmmed-down  ver- 
sions of  Microsoft  Word  and 
Excel,  PowerPoint,  the  In- 
ternet Express  browser,  and 
an  E-mail  progi'am.  Built-in 
modems  let  you  communi- 
cate via  the  Net  or  corpo- 
rate networks  with  dial-in 
access. 


The  snag  is  that  the  E- 
mail  software  just  isn't  very 
good.  The  biggest  problem 
is  the  inability  to  read  files 
attached  to  messages.  Pock- 
et Word,  for  example,  can't 
open  an  attachment  saved  in 
the  regular  Word  format.  In 
corporate  settings,  where 
Word  and  Excel  attachments 


fly  fast  and  furious,  this  eg 
be  a  crippling  shortcoming 
John  Weigel,  an  inform; 
tion-systems  executive  f( 
Andersen  Coi-p.  in  Baypoi 
Minn.,  rarely  uses  his  i 
660LX  for  mail.  But  he  finds 
handy  for  carrying  arour 
the  contact  and  calendar  i: 
formation  that  he  keeps 


CTlectronic  books  ) 

A  Library  On  Your  Lap 


So  you  think  you're  a  beast  of 
burden  in  the  Information  Age, 
hauling  around  briefcases 
jammed  with  reports,  binders,  and 
magazines.  Do  your  shoulders  ache 
from  the  strap  on  your  stuffed  brief- 
case? Is  your  spine  totally  out  of 
alignment? 

Lighten  up.  Electronic  books  may 
soon  deliver  you  fi'om  your-  paper 
weight — and  all  those  trips  to  the 
chii'opractor.  Ranging  in  size  and 
poundage  from  a  waterlogged  paper- 
back to  a  3-pound  legal  pad.  E-books 
share  one  salient  trait — they  can 
hold  up  to  4,000  pages,  or  about  10 
books'  worth  of  text,  in  a  memory 
made  of  silicon.  That  should  keep 
even  power  readers  busy  on  the 
commute  home.  Once  you've  knocked 
off  the  Federal  Spending  Bill,  delete 
it  and  load  the  complete  works  of 
WiUiam  Shakespeare,  via  dial-up  mo- 
dem or  PC. 

Sounds  revolutionary — and  it  is. 
But  the  companies  leading  the 
charge  have  remained  faithful  to  at 
least  some  traits  of  ordinary  books. 


By  chcking  a  switch,  users  can  move 
foi-ward  or  backward  one  page  at  a 
time.  Touch-sensitive  screens  make  it 
possible  to  write  notes  with  a  stylus 
in  the  margin  of  some  digital  books, 
such  as  the  Rocket  eBook  (NuvoMe- 
dia  Inc.)  and  SoftBook  (SoftBook 


Digital  Books  Are  Just 
Around  the  Corner 

PRODUCT (MAKER) 

PRICE/AVAIL. 

FEATURES                      PUBLISHING  PARTNERS 

EVERYBOOK 

(Everybook  Inc.) 

$1,500/ 
Apr.  '99 

Two-color  screens       McGraw-Hill,  Rodale  Press, 
give  the  look  and  feel  Cambridge  Univ.  Press* 
of  a  traditional  book  ; 

MILLENNIUM 

eBOOK(Libriuslnc.) 

Under  $200/ 
Jan.  '99 

Paperback-sized        None  yet 

ROCKET  eBOOK 

(Nuvo  Media  Inc.) 

$499/ 
mid-Nov. 

Paperback-sized      ;  Simon  &  Schuster,  Random  House, 
;  HarperCollins,  Penguin  Putnam 

SOFTBOOK 

(Softbook  Press  Inc.) 

$599/ 
late-Nov. 

Legal  pad-sized       ^  In  talks  with  Simon  &  Schuster, 
screen                :  Random  House,  HarperCollins 

'  For  testing  only-no  signed  partnerships 

Press  Inc.).  The  Everybook  (Every- 
book Inc.)  trumpets  a  design  with 
dual  screens  to  mimic  the  look  of  a 
traditional  book.  But  the  cost — 
$1,500 — will  pi-ice  it  far  above  other 
E-books  when  it  ships  next  April. 
PIPE  DREAM.  Still,  users  are  con- 
stantly reminded  that  this  is  less  a 
book  than  a  user-finendly  incarnation 
of  a  laptop.  The  tablet-like  displays 
won't  approach  the  clear  r'esolution 
of  ink  on  a  page  for  many  years  to 
come,  and  color  remains  a  pipe 
dream.  Then  there's  battery  life, 
which  ranges  ft'om  around  4  hoiu's 
for  the  SoftBook  to  9  hours  for  the 
Rocket  eBook  and  Millennium  e-Boot 
(Librius  Inc.).  It's  also  not  clear  what 
E-book  users  will  be  charged  for  in- 
dividual titles.  Near-ter'm,  though, 
don't  expect  to  pay  less  than  you 
would  for  a  paper-back. 

Too  bad  the  tale  of  E-book  mak- 
ers isn't  in  digital  form.  Then  you 
could  click  to  the  end  of  the  story  tc 
find  out  how  all  the  conflicts  are 
resolved. 

By  Paul  C.  Judge  in  Boston 
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DFFICE  SPACE  IS  EXPENSIVE.  WE  THOUGHT  WE'D  SAVE  YOU  AN  EXTRA  FOOT  OR  SO. 

BM  Flat  Panel  Monitors  don't  just  save  valuable  space,  they're  also  more  functional  than  their  bulky  counterparts.  They  offer  crisp, 
licker-free  images  in  up  to  16.7  million  color  combinations,  use  75-80%  less  energy  and  give  off  1/3  of  the  heat.  All  from  a  monitor  with 
footprint  over  60%  smaller.  Better  thinking  for  your  e-business.  Visit  www.ibm.com/pc/us/accessories  or  call  1  800  IBM  7255,  ext.  4902. 

4.1"  or  16.1"  viewable  image  sizes  /  Pearl  white  or  stealth  black  /  Top  Ten,  iF  Product  Design  Awards,  1998  /  From  $899 

business  tools 


lied  reseller  price  to  end  users  for  rnodel  95MB?3  (14  5  men  rnodell  Actual  reseliei  pric:;js  fnsy  vary  IBM  product  ndrrjos  ate  Ifad'irn^rVs  of  Irnernatiorial  Bjsirr^ss.  Machines  Corporatior^     1998  IBM  Corp  Ali  rights  reserved 


EXECUTIVE  POWER  TOOLS 


The  Wonderful  World  of  Handholds 


Microsoft  Outlook  on  his 
desktop.  Still,  Weigel  would 
like  to  see  better  applications 
progi'ams  and  a  better  mail 
solution.  "That  would  make 
it  a  true  corporate  citizen," 
he  says. 

Significant  software  im- 
provements are  coming 
in  the  next  version  of  Win- 
dows CE,  though  upgi'ading 
older  units  will  require  re- 
placing a  module  containing 
the  read-only  memory  chips. 
For  now,  however,  the  only 
way  to  get  the  new  and 
improved  CE  is  by  buying 
one  of  a  new  class  of  hand- 
helds  that  are  much  more 
laptop-like. 

TOUCH  AND  GO.  The  ftist  of 
these  new  models — the  Shai-p 
Mobilon  Pro  ($900);  the  Va- 
dem  Clio,  also  sold  as  the 
Shaip  TriPad  ($1,000);  the  hp 
Jornada  820  (due  out  in  No- 
vember); and  the  NEC  Mo- 
bilePro  800  (set  for  release 
in  late  winter)— spoit  whizzy 
designs  and  pose  a  challenge 
to  low-end  Windows  98  lap- 
top computers. 

The  Mobilon,  .Jornada,  and 
MobilePro  i-esemble  some- 
what sluamken  laptops.  They 
weigh  in  at  under  3  pounds — 
about  the  same  as  mini-lap- 
tops— and  featui'e  neaiJy  full- 
size  keyboards.  The  Mobilon 
and  Jornada  have  passive- 
matrix  color  displays  mea- 
suring a  bit  more  than  8 
inches  on  the  diagonal. 

But  they  part  ways  in  one 
important  respect:  The  Jor- 
nada uses  a  conventional  lap- 
top-style touch  pad  for 
screen  navigation,  while  the 
Mobilon  borrows  the  touch 
screen  and  stylus  used  in 
the  smaller  Windows  CE 
products.  Although  Jornada's 
design  forces  the  touch  pad 
to  be  a  lot  smaller  than 
what  you  would  find  in  a 
laptop,  it  is  easier  to  use 
than  a  stylus  in  this  laptop- 
like design.  Clicking  the  but- 
tons on  the  touch  pad  feels 
a  lot  more  natural  than 
tapping  the  screen.  And 
not  having  to  make  the 
screen  touch-sensitive  allows 
for  a  slightly  crisper  and 


more    contrasty  display. 

The  Clio/Ti-iPad  takes  a 
difierent,  and  altogether  nov- 
el, approach.  Instead  of  the 
screen  being  attached  to  the 
keyboard  base  v\ith  a  rigid 
hinge,  the  display  pivots  on 
two  aluminum  arms  that 


some  major  improvements 
for  this  new  class  of  hand- 
helds.  The  larger  screens 
support  displays  of  as  much 
as  (540x480  pixels,  pompared 
with  a  maximum  of  640x240 
on  older  versions,  allowing 
twice  as  much  information  to 


to  your  desk  will  be  exacts 
the  same.  This  makes 
much  easier  to  manage 
mail  account  using  differei 
computers.  For  now,  this  fe 
ture  is  available  only  wil 
these  handhelds.  If  you  d- 
cide  to  purchase  anothc 


THE  $1,000 
VADEM  CLIO 


THREE  IN  ONE 

The  Clio  can  be  a  conventional 
notebook,  a  display  for  presentations, 
or  a  writing  tablet 


swing  up  from  the  back  of 
the  base.  This  allows  the  unit 
to  be  used  in  three  different 
modes:  as  a  more-or-less  con- 
ventional notebook,  in  a  pre- 
sentation setup  with  the  dis- 
play flipped  over,  and  with 
the  display  folded  flat  over 
the  keyboard  for  use  as  a 
9.4-inch  tablet.  In  tablet 
mode,  where  the  keyboaixl  is 
inaccessible,  the  Clio  auto- 
matically nms  Vadem's  Cal- 
ligi'apher  handwTiting-recog- 
nition  softw'are. 

Windows  CE  2.11  offers 


be  shown.  Meanwhile,  the 
NEC  unit  will  offer  800x600 
pixels. 

The  biggest  improvement, 
however,  is  in  the  E-mail 
progi-am.  For  the  first  time, 
it  supports  the  imap  protocol 
that  is  widely  used  in  corpo- 
rate mail  systems.  Unlike  the 
older  P0P3  protocol  used  in 
pre\ious  versions  of  CE,  IMAP 
lets  you  keep  and  manage 
mail  on  the  server,  so  that 
the  messages  you  see  on 
your  handheld  and  what  you 
will  see  when  you  get  back 


model,  make  sui-e  you 
free  upgrade  to  Micros 
new  software. 

You  can  also  open  atta< 
documents  written  in  u 
desktop  versions  of  Wo 
Excel,  and  Pow'erPoint. 
course,  this  is  a  highly 
crosoft-centric  solution, 
though  the  desktop  vers 
of  Word  can  open  files  fr 
Corel's  WordPerfect,  and  I 
eel  can  handle  Lotus  1- 
spreadsheets,  the  pocket  v 
sions  are  not  as  versatile- 
forthcoming  version  of  Ii 
Con^.'s  Quick  View  will  ena 
you  to  at  least  look  at 
tachments  in  non-Micros 
formats,  but  you  still  wc 
be  able  to  edit  them. 

With  the  size  and  bulkrf 
these  newest  "handhelds" 
proaching  such  mini-n^ 
books  as  the  Toshiba  Libi. 
to,  the  choice  of  which  t.^« 


TIP:  The  easiest  way  to  print  from  a  handheld  PC  is  to  fax  a  page  to  yourself 
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TAY  2  Nights 


Earn  50%  Off  a  Weekend 
Night  at  Select  Hotels 


'  .Stay  4  Nights 


Earn  1  Free  Weekend  Night 
at  Select  Hotels 
Or  2,000  Bonus  Miles 


;:.;Stay,6  Nights 


Earn  2  Free  Weekend  Nights 
at  Select  Hotels 
Oi  4,000  Bonus  Miles 


iarn  3  Free  Weekend  Nights 
at  Select  Hotels 
Or  6,000  Bonus  Miles 


Free  Nfiglits  or  TRousan Js  of  AAiles 
Are  in  tlie  Stars  at  Hyatt 


ith  Nights  After  Nights7  every  eligible  night*  you  stay 
between  November  15, 1998  and  February  28, 1999,  can  count 
toward  your  choice  of  up  to  3  free  weekend  nights  at  Hyatt  or 
up  to  6,000  bonus  miles  with  a  participating  airline  partner. 

Participating  In  Nights  After  Nights  Is  Easy 

■••  Enroll'  in  Gold  Passport,  Hyatt's  worldwide  frequent  guest  program, 
and  receive  your  account  number  to  start  enjoying  all  the  benefits  of 
Gold  Passport. 

»Stay  at  any  Hyatt  hotel  or  resort  worldwide  between  November  15, 
1998  and  February  28,  1999.  After  April  12,  1999,  you  will  receive  the 
Nights  After  Nights  award  for  which  you  qualify. 

Ask  For  The  Hyatt  Great  Deal 

In  addition  to  Nights  After  Nights,  you  can  enjoy  savings  of  20%  to 
50%  off  the  published  room  rates  at  select  Hyatt  Hotels  and  Resorts* 
worldwide  from  November  15,  1998  through  February  28,  1999. 
Ask  for  offer  code  DEALS  when  making  reservations. 

To  enroll  in  Gold  Passport  visit  www.goldpassport.com 
Or  call  1-800-51  HYATT 

For  reservations:  1-800-45  HYATT 


H  YATT 


mm 


'If  you  are  already  a  Gold  Passport  member,  you 
viust  register  To  participate  in  the  promotion  via 
www.goldpassport.com  or  by  calling  1-800-51  HYATT. 


Airlines  participating  in  the  Nights  After  Nights  promotion:  Aeromixico',  Alaska  Airlines,  All  Nippon  Ainvays.  America  West  Airlines'  American  Airlines',  Bntish  Airways,  Continental  Airlines,  Delta  Air  Lines. 
Midwest  Express  Airhnes.  Northwest  Airlines,  Qualiflyer'  South  African  Airways.  Thai  Airways.  TWA'.  United  Airlines  and  US  Airways. 

To  qualify,  you  must  enroll  m  Gold  Passport,  provide  your  account  number  at  check-tn  and  pay  an  Eligible  rate.  Current  members  must  register.  'Eligible  rate  is  any  hotel  published  room  rate  except:  airline  employee, 
travel  agent  industry,  intercompany  or  Hyatt  employee  discount,  permanent  contract  and  hotel  contract  room  rates.  Qualifying  nights  must  occur  between  November  !5,  1998  and  February  28,  1999.  Only  one  credit 
will  be  given  per  member,  per  night,  regardless  of  the  number  of  rooms.  Award  nights  do  not  qualify.  Limit  3  free  weekend  nights  or  6,000  bonus  miles/credits  with  this  offer,  regardless  of  the  number  of  nights  you  stay. 
After  April  12,  1999.  you  will  be  sent  the  award  certificate  for  which  you  qualify.  50%  Off  and  Free  Weekend  Night  certificates  may  be  redeemed  for  room  rate  only  at  partiapating  properties,  subject  to  limited 
availability,  between  July  1  and  September  15,  1999,  or  November  15.  1999  and  January  31.  2000,  and  are  not  valid  at  Hyatt  Resorts,  Park  Hyatt*  Hotels  or  Hyatt  Regency  San  Diego.  50%  Off  certificate  is  not  valid 
at  The  Lowndes  (London)  or  Hyatt  Regency  Pans  -  Madeleine.  Or.  certificate  may  be  redeemed  for  miles/credits  in  a  participating  airline  program  by  September  15,  1999.  Other  restricuons  apply  This  promotion  is 
subject  to  the  terms  and  conditions  of  the  Gold  Passport  program.  Hyatt  Hotels  and  Resorts  encompasses  hotels  and  resorts  managed,  franchised  or  operated  by  two  separate  groups  of  companies  -  Hyatt  Corporation 
and  its  affiliates  and  affiliates  of  Hyatt  international  Corporation.  ©  1998  Hyatt  Corp.  American  Airlines'  is  a  registered  trademark  of  American  Airlines,  Inc. 


It  blurs  the  line  beti 


Trimmed  with  leather  that's  perforated  to  further  absorb  interior  noise. 
Town  &  Country  boasts  Quad  Command  bucl<et  seats.  Also,  the  front  seats  ha\t 
eight-way  power,  are  heated  and  have  two  driver's  seat  memory  settings. 


;giiter.;iJ  irddiriiidrk  of  the  Milhken  Cornpanv  'Strategic  Vision  s  1  998  Vehicle  Experience  Study'"  surveyed  32.1 9 1  Oct  -  Nov  new  vehicle  buyers  of  20'  i" 


ttpn  needs  and  wants 


It  s  the  automotive  world  s  most  ingenious 
way  of  reconciling  space  with  luxury.  After 
all,  no  other  vehicle  allows  you  to  seat  seven 
in  a  cabin  tailored  with  leather  and  Preferred 
Suede.  The  1999  Chrysler  Town  &  Country 
Umited.  A  vehicle  that  also  features  Dual 
Zone  Temperature  Control  and  a  fold-down 
center  armrest  on  the  rear  bench  seat.  Add 
a  10-speake,  200-watt  CD/cassette  stereo 
and  It  s  small  wonder  that  Town  &  Country 
won  Strategic  Visions  1998  Total  Quality 
Award-for-Best  Ownership  Experience  ,n 
minivans.-  Inquiries?  Call  1.800.CHRYSLER.  | 
Or  you  can  visit  www.chryslercars.com. 


jcTNEERED  TO  Bt  r.»,r,.pf 
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The  Wonderful  World  of  Handholds 


to  get  is  not  obvious.  As  al- 
ways, it's  a  matter  of  trade- 
offs. The  HPCs  are  signifi- 
cantly cheaper,  since 
mini-notebooks  start  at 
ai'ound  $1,500.  The  notebooks 
use  Windows  98  or  even  NT 
and  can  I'un  all  standard  ap- 
phcations.  The  hpcs  are  Hm- 
ited  to  their  built-in  applica- 
tions and  a  limited  selection 
of  add-on  programs. 
FRUSTRATION.  Most  usere  will 
find  Pocket  Word  and  Pocket 
Excel  adequate  as  long  as 
they're  content  to  limit  them- 
selves to  the  basic  functions 
of  a  desktop  word  processor 
and  spreadsheet.  Pocket  Ex- 
cel is  useful  mainly  for  show- 
ing presentations  on  an  ex- 
ternal monitor,  rather  than 
creating  them.  Without  a  disk 


cb-ive,  HPCs  offer  hmited  stor- 
age in  expensive  flash  memo- 
ry, but  they're  a  lot  more 
nigged. 

There  are  three  areas 
where  Windows  CE  is  a  clear 
winner.  The  handhelds  turn 
on  the  second  you  hit  the 
power  switch,  with  no  boot- 
up.  Their  batteries  last  at 
least  eight  hours  on  a 
charge,  wliile  mini-notebooks 
rarely  get  more  than  two 
hours.  And  while  Windows 
ce's  synchronization  with  a 
desktop  is  nowhere  near  as 
slick  as  the  Palm's,  it's  a  lot 
better  than  the  mini-note- 
books', which  have  no  built- 
in  way  to  sync. 

All  of  these  handheld  de- 
vices offer  one  common 
source  of  frustration:  Wlien 


you  are  away  from  your 
desk,  getting  any  handheld 
to  communicate  with  the  rest 
of  the  world  is  haixler  than  it 
should  be.  Most  of  .the  Win- 
dows CE  handhelds  feature 
built-in  modems.  The  rest  can 
use  PC  Card  versions,  while 
the  Palm  uses  a  special  snap- 
on  modem.  All  require  plug- 
in  access  to  a  standard  ana- 
log phone  line,  which  can  be 
tough  to  find  when  you  are 
on  the  go. 

These  extremely  portable 
computers  really  want  to 
communicate  through  wire- 
less links,  but  owners  are 
faced  with  the  reality  of  a 
wireless  infrastructure  that 
isn't  quite  ready  for  prime 
time.  Users  wiio  live  outside 
of  North  America  and  Japan, 


especially  in  Europe,  have  I 
a  lot  easier.  There,  the  Gsj 
cellular  system  provides  j 
standard  for  wireless  con 
munications.  The  gsm  soh 
tions  will  work  in  the  U.l 
on  such  networks  as  Omn 
Point  and  Sprint  Spectrur 
but  coverage  is  spotty. 

Much  easier  wii'eless  con 
munications  would  great 
enhance  the  utility  of 
handheld  computers.  Bi 
even  with  their  communic 
tions  limitations,  these  ligh 
weight  gizmos  are  useful  a 
ditions  to  any  mobi 
executive's  arsenal.  The  tri( 
is  sorting  tlii'ough  a  crowd( 
field  to  pick  the  one  th 
most  nearly  meets  yoi 
needs. 

By  Stephen  H.  Wildstro 


SOFTWARE 


The  Well-Programmed  Portable 


: 


I  andheld  computers  come  ready 
to  use  out  of  the  box,  with  all 
I  the  software  most  customers 
will  want  already  installed.  But  that 
hasn't  stopped  a  small  industry  from 
springing  up  to  supply  add-on  pro- 
grams. Handhelds 
have  no  disk 
drives,  so  loading 
software  requires 
first  copying  the 
program  to  a  PC, 
then  transferring  it 
to  the  handheld 
over  your  synchro- 
nization setup. 

Applications  for 
the  popular  Palm 
Pilot  are  by  far  the 
most  numerous.  If 
you've  added  a  mo- 
dem to  your  Palm, 
you  may  want  a 
good  mail  progi'am 
to  send  and  receive 
messages  over  the  Internet.  My  fa- 
vorite is  MultiMail  pro  from  Actual 
Software  Coip.  ($29.95).  This  pro- 
gi'am works  well  with  corporate  mail 
systems.  Other  choices  include 
HandwEB  and  HandMAiL  fi-om 
Smartcode  Software  Inc.  or,  if  you 
just  want  to  access  an  America  On- 
line Inc.  mail  account,  PocketFlash 
from  Power  Media  (both  $49.95). 
The  Palm  doesn't  make  for  much 


of  a  Web  browser,  but  it  can  I'ead 
text  pages  if  you  have  the  HandwEB 
browser  fi'om  Smartcode  ($49.95).  A 
better  idea  is  AvantGo  Inc.,  from  a 
company  of  the  same  name.  Avant- 
Go's  fi-ee  reader  allows  you  to  choose 


Handy  Software  for  Your  Handheld 

PRODUCT                        COMPANY          PRICE             THE  SKINNY 

MULTIMAIL 

Actual 
Software 

$29.95 

Versatile  E-mail  for  Palms.  Ide- 
al for  corporate  mail  systems. 

HANDMAIL 

Smartcode 

49.95 

A  good  basic  mail  program 
for  Palm.  Easily  taps  contact 
information. 

AVANTGO 

AvantGo 

free 

Netheads  can  download  Web 
pages  to  their  Palms  (and  soon, 
Win  CE  device). 

BFAX  PROFESSIONAL 

BSQUARE 

69.95 

Send  and  receive  faxes  on  your 
Win  CE  handheld. 

from  free  and  subscription  "channels'' 
and  download  pages  specially  fomnat- 
ted  for  Palms. 

Most  PC  mapping  programs  now 
feature  links  for  handhelds,  too. 
Microsoft  Coip.'s  Expedia  Streets 
can  download  actual  maps  to  Win- 
dows CE  handhelds,  though  using 
them  on  the  smaller  devices  can  be 
difficult.  Rand  McNally  &  Co.  and 
DeLonne  mapping  products  can 


download  driving  instnactions  to  a 
Palm,  and  DeLoiTne  sells  a  cable 
that  allows  you  to  attach  a  Global 
Positioning  System  receiver,  turning 
yom-  Palm  into  a  navigation  aid. 
Wmdows  CE  staixs  off  with  a  rich 
set  of  applications 
built  in,  but  there 
ai"e  still  plenty  of 
add-ons  available.  A 
popular  CE  utility  for 
sending  faxes  is 
bFAX  from  bsquare 
Corp.  A  professional 
version,  which  also 
lets  you  receive  fax- 
es, is  $69.95.  The  CE 
Handheld  pes  come 
with  touch  screens 
and  styluses,  but 
lack  handwiiting- 
recogTiition  software. 
You  can  remedy  this 
with  CalliGrapher 
fi'om  Vadem's  Para- 
).95)  or  SnuRTwiiter 


gi'aph  Div. 

Plus  fi-om  Advanced  Recognition 
Technologies  Inc.  (.$69.95). 

Finally,  no  computer  of  any  size  is 
complete  without  games — and  there's 
a  vast  selection  for  both  the  Palm 
and  WinCE.  Your  handheld  computer 
is  probably  more  versatile  than  you 
thought. 

By  Stephen  H.  Wildstrom 
171  Washingtori 
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Her  father's  nosej 


id  financial  security  from  GE. 


Introducing  insurance  and  investments  from  a 
name  you  can  trust.  GE. 

For  eveiy  step  you  take  in  life,  you  can  tmst  GE  to  help.  Over  five 
million  people  already  turn  to  the  GE  Financial  Assurance  family 
of  companies  for  mutual  funds,  lite  instirance,  annuities,  long  temi 
care  insurance,  supplemental  healdi  insurance  and  auto  insurance. 
So  when  you  diink  of  insurance  and  invesunenls,  diink  of  GE. 

Visit  us  at  www.ge.com/financial. 


We  bring  good  things  to  life. 


-IFE  INSURANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 

insurance  and  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokerage 
Zorp.,  Member  NASD/SIPC,  and  available  through  select  broker  dealers.  Capital  Brokerage  Corp.  does  business  as  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  andTX. 
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Laptops  For  All  Occasions 


ROAD  WARRIORS, 
PICK  YOUR  WEAPON 


There's  a  laptop 
for  every  exec  and 
to  suit  every  budget 

When  it  comes  to  lap- 
top computers,  there 
really  is  no  right 
size.  Over  the  years, 
some  versions  have  fattened 
into  machines  rivaling  desk- 
top PCS,  while  others  have 
slimmed  to  mere  feather- 
weights. For  its  annual  re- 
view of  on-the-road  PCs,  busi- 
ness WEEK  turned  to  the 
Jack  Kerouacs  of  the  execu- 
tive set  to  sort  out  the  sheer 
variety. 

What  we  discovered  is 
that  laptops  are  a  lot  like 
cars:  Some  execs  have  a  cleai' 
preference  for  the  portable 
equivalent  of  a  Cadillac.  Oth- 
ers favor  the  visual  counter- 
part of  a  red  Ferrari.  And 
then  there  are  the  road  war- 
riors who  won't  be  happy  un- 
til portables  come  in  helium 
cases.  (Remember  hover- 
crafts?)  While  we  wait  for 
those  wonders,  here's  how 
the  land  lies  for  everyone 
from  power  hogs  to  the  exec 
who  logs  a  cool  150,000-plus 
air  miles  a  yeai'. 
THE  POWER  USER.  Adrian  T. 
Dillon  likes  to  keep  his  facts 
at  his  fingertips.  As  chief  fi- 


Adrian  Dillon 


EATON  CORP. 

As  CFG  of  this  Cleveland 
industrial-components 
maker,  Dillon  lugs  around 
a  Compaq  Armada  7800—^ 
the  electronic  equivalent 
of  an  office 
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lancial  and  planning  officer 
,t  Eaton  Corp.,  a 
7  billion  industrial-compo- 
ents  maker,  Dillon  is  often 
n  the  road  visiting  company 
ivestors  and  Wall  Street  an- 
lysts  or  one  of  Eaton's  150 
ictories  around  the  globe, 
b  stay  on  top  of  things,  Dil- 
)n  lugs  the  electronic  equiv- 
lent  of  an  office — a  Compaq 
.rmada  7800  that  includes 
etailed  financial  histories, 
lanning  models,  and  eco- 
omic  models  for  each  of  the 
Cleveland  company's  three 
usiness  units.  As  a  senior 
Kecutive  involved  with  Pes 


since  1979,  he  uses  a  top-of- 
the-line  machine  that  deliv- 
ers performance  and  conve- 
nience above  all. 

Weighing  in  excess  of 
eight  pounds  with  a  second 
battery  installed,  this  power- 
monger  really  lets  you  know 
who's  boss.  The  7800  comes 
with  a  built-in  s-video 
adapter  that  allows  Dillon  to 
plug  into  large-screen  TVs  for 
PowerPoint  presentations.  It 
runs  on  a  top-of-the-line  Intel 
Mobile  Pentium  II  micro- 
processor to  slice  through  fi- 
nancial analyses.  It  has  a 
hefty  64  megabytes  of  mem- 


ory to  store  lai'ge  models  and 
a  bay  to  plug  in  a  second 
battery  for  international  so- 
joiuTis.  "I  really  do  work  and 
live  vdth  this  machine,"  he 
explains. 

For  power  users  such  as 
Dillon,  Cadillacs  are  the  only 
way  to  travel.  Other  no-com- 
promise models  include  the 
IBM  ThinkPad  770,  Toshiba 
Tecra  8000,  Hewlett-Packard 
OmniBook  7100,  and  the  NEC 
Versa  LX.  All  weigh  more 
than  eight  pounds,  have  13- 
or  14-inch  displays,  and  a  ftill 
6  or  8  gigabytes  of  disk  stor- 
age. This  class  of  notebook 


usually  comes  with  video-out 
ports  that  link  directly  to 
big-screen  TVs  for  on-the-road 
tutorials. 

Of  coui'se,  you  had  better 
be  in  a  league  to  justify  this 
executive  luxury.  You  or  your 
company  will  lay  out  $4,000 
to  $6,000  for  such  a  laptop. 
And  like  Eaton's  Dillon,  you 
had  better  leam  to  appreci- 
ate weight  lifting.  "I've  been 
around  and  using  these  so 
long  I  feel  like  it's  a  treat  to 
have  something  that's  only 
seven  or  eight  pounds,"  he 
laughs. 

For  such  executives,  pow- 


Power  Laptops 

MODEL 

CHIP  AND  SKINNY 

BASE 

MEMORY 

HARD  DISK 

WEIGHT 

PRICE 

IBM 

ThinkPad  770X 

A  top-notch  Windows  NT 

machine 

300  MHz 

64  MB 

8.1GB 

7.7  lb. 

$5,257 

DELL 

Latitude  CPi 
Powerful  yet  light,  solid 
three-hour  battery  life 

300  MHz 

64  MB 

4.3  GB 

7.3  lb. 

$3,199 

COMPAQ 

Armada  7800 
Cornerstone  of  its  class 

300  MHz 

64  MB 

4  GB 

7.81b. 

$5,250 

Multimedia  Presentation  IVIachines 

NEC 

Versa  SX 

A  pint-size  but  powerful 
presentation  machine 

300  MHz 

64  MB 

3.2  GB 

4.81b. 

$3,799 

APPLE 

PowerBook  G3 

Great  14.1  inch  screen 

233  MHz 

32  MB 

2  GB 

7.81b. 

$2,799 

HEWLETT- 
PACKARD 

OmniBook  4100 

Best  value  and  features 

233  MHz 

32  MB 

4  GB 

5.8  lb. 

$3,399 

Ultraportables 

TOSHIBA 

Libretto  11  OCT 
About  the  smallest,  lightest 
Windows  98  computer 
you  can  get 

233  MHz 

32MB 

4.3GB 

2.35  lb. 

$1,800 

MITSUBISHI  Amity  CN2 

Slower  and  bulkier  than  the 
Libretto,  but  a  bigger  keyboard 
makes  for  easier  typing 

166  MHz 

32MB 

2.1  GB 

2.61b. 

$1,550 

SONY 

Vaio  505FX 

i0.4-in.  display  more  like 
a  standard  notebook,  but  super- 
slim  case  and  stunning  design 
add  up  to  drop-dead  cool 

266  MHz 

64  MB 

4.3  GB 

2.9  lb. 

$2,100 
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er  portables  can  never  have 
too  many  features.  Take  the 
Toshiba*  Tecra  8000,  which 
can  be  ordered  in  5,800  dif- 
ferent configurations,  includ- 
ing a  choice  of  Windows  95, 
98,  or  NT  opei'ating  softwai'e, 
digital  videodisk  (DVD)  for 
watching  films  on  long  flights, 
and  a  56k  modem.  A  version 
with  Pentium  II  300  MHz 
processor,  14.1-inch  screen, 
and  8  gigabytes  of  disk  mns 
about  $4,400. 

If  you  want  a  laptop  that 
tnaly  replaces  a  desktop,  tiy 
the  "the  Dell  Inspiron  7000. 
You  get  a  15-in.  screen,  a  300 


MHz  Pentium  II  processor, 
128  megabytes  of  ram,  ancl 
an  8-gigabyte  hard  drive— at 
a  relatively  modest  $3,854. 
For  a  further  $149,  you  can 
add  a  port  replicator  to  pro- 
vide one-touch  connection  to 
a  printer,  mouse,  and  other 
accessories.  It  works  out  to 
about  9  lb.  and  may  be  the 
next  best  thing  to  an  office 
on  the  road. 

Ken  J.  Beraduce,  chief  in- 
formation officer  at  consul- 
tant Cap  Gemini  America, 
also  applauds  the  featm'e-rich 
flexibility  of  the  Tecra  8000. 
Cap  Gemini  is  stocking  up  on 


Tecra  8000s  because  they  of- 
fer up  to  8  gigabytes  of  disk 
storage  and  the  ability  to 
support  videoconferencing. 
"Depending  on  the  job  or 
client,  there  are  some  special 
tasks  that  only  the  Tecra 
[8000]  does  well,"  he  says. 
THE  PRESENTATION  KING.  Jer- 
ry A.  Moon  is  the  archetype 
of  the  traveling  show  pro- 
ducei- — the  gay  in  the  airline 
seat  pounding  out  a  presen- 
tation to  be  delivered  at  his 
next  stop.  As  director  of 
worldwide  marketing  com- 
munications at  Fisher-Rose- 
mount,  an  Austin  (Tex.)  unit 


POWER  USER 


Wired  to  the  World-Without  Wires 

Finnish  architect  and 
industrial  designer 
Jari  Salmela  does 
some  of  his  best  work  sit- 
ting in  a  pine  forest  about 
60  feet  from  the  Baltic  Sea 
With  his  Toshiba  300cdd 
Satellite  laptop  close  at 
hand,  he's  free  to  enjoy  na- 
ture, reinvigorate  himself 
with  a  plunge  in  the  sea, 
and  create  when  the  inspira 
tion  strikes.  "In  architecture 
and  design,  the  work  is  im- 
pulsive," says  Salmela,  34. 
"You  have  to  be  able  to  switch  on  the  computer 
when  the  idea  comes  to  you,  and  this  is  where 
ideas  come." 

Salmela's  two-year-old  company,  Space  Plan, 
designs  everything  from  furniture  to  new  interi- 
ors for  100-year-old  buildings.  While  he  still 
sketches  with  pen  and  paper  at  times, 
Salmela's  passion  is  virtual  3D  modeling,  which 
can  be  as  realistic  as  a  photograph.  At  Space 
Plan's  headquarters  in  Helsinki,  Salmela  has  a 
custom-built  desktop  with  an  Intel  Corp.  Pen- 
tium II  processor  (266  MHz)  and  128  megabytes 
of  memory. 

TALL  ORDER.  On  the  road  or  at  his  cottage, 
Salmela  depends  on  his  Toshiba  laptop  to  run 
all  of  his  powerful  software.  Although  the  3D 
modeling  is  a  bit  slow,  the  mobility  is  worth  it. 
Two  years  ago,  he  received  a  wave  of  remodel- 
ing projects  for  executive  office  suites  in  Rus- 


SALMELA:  "Tins  is  where  the  uleaa  cuiiie' 


sia.  Working  mostly  at  the  cottage,  he  created 
dozens  of  photo-like  designs  that  showed  clients 
what  the  remodeled  offices  would  look  like. 

And  even  though  the  cottage  has  no  phone 
line,  Salmela  can  send  designs  to  clients  from 
his  hideaway.  How'  He  zaps  the  information 
over  his  wireless  phone.  With  his  Nokia  9000 
cell  phone  and  a  data  card  in  the  portable,  he 
can  transmit  a  weekend's  worth  of  designs  in 
seconds  to  another  electronic  address  or  to  a 
printer. 

Still,  Salmela  wants  more  out  of  his  tech 
tools.  "The  ideal  computer  should  learn  my 
handwriting,"  he  says.  "And  when  I  draw  an 
arch,  it  should  say,  'Do  you  really  mean  that? 
Or  do  you  think  it  should  be  like  this?' "  That's 
a  tall  order.  But  Salmela's  work  is  sure  to  keep 
him  testing  the  creative  limits  of  computers. 

By  Gail  Edmondson  in  Paris 


of  Emerson  Electric  Cc 
Moon  uses  a  Dell  Latituc 
xpi  to  keep  track  of  ad  bu( 
gets,  develop  creative  coi 
tent,  and  log  volumes  of  I 
mail. 

What  matters  most  to  hi 
is  the  battery  life  that  le 
him  complete  a  presentatic 
at  35,000  feet.  A  devotee 
PowerPoint  presentatioi 
and  Lotus  Notes  E-mail,  1 
praises  the  Latitude's  pi-eci 
trackball  and  power  manag 
ment,  v/hich  lets  him  cjuick 
reactivate  a  job  that  h, 
been  suspended,  say,  for  tl 
descent  to  an  airport.  Wi 
its  dual  batteries,  the  La 
tude  runs  for  five  to  s 
hours  without  inteiTuption 

Dream  machines  for  im 
keting  gurus  such  as  Mo' 
are  just  now  coming  to 
forefront.  The  industiy  tei 
for  these  notebooks  is  "th 
and-light" — meaning 
pounds  or  less  and  about 
inches  thick.  They  reseml 
ultralights  but  have  at  le 
one  internal  drive  bay. 
they  can  do  most  of 
chores  of  a  desktop. 

Leading  this  class  is  a  lii 
up  of  IBM  TliinkPads  nmni 
300  MHz  Mobile  Pentium 
The  archetype  and  mark' 
leader  is  the  ThinkPad  6' 
It  weighs  in  at  five  pour 
and  rises  just  1.4  in.  off  t 
airline  tray.  Toshiba  offe 
the  same  Intel  chip  in 
Satellite  series  mainstre 
portables,  as  well  as  in  t 
top-of-the-line  Tecra  80' 
Several  manufacturers, 
eluding  Dell,  Toshiba,  a 
Gateway,  sell  Mobile  Penti 
II  300*  Mhz  notebooks 
just  $2,999. 

Hewlett-Packard  C( 
OmniBook  4150  is  one  of 
better  examples  of  th( 
pint-size    multimedia  rf, 
chines.  The  6.6-lb.  unit  ft 
tures  a  fast  c:d-rom  drivejp 
large,  14.1-inch  screen,  'M 
an  adapter-  for  television 
put.  For  $4,299,  you'll  be  a|fe 
to  get  a  toi)-of-the-line  mod 
with  a  300-MHz  Intel  proci- 
soi",  desktop-quality  accelr- 
ated  gi-aphics,  6.4  gigabyJs 
of  disk  storage,  in  additm 


TIP:  Where  should  you  not  skimp?  Hard  drives  and  main  memory.  You  need  4  GB  and  32  MB,  respective! 
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to  64  megabytes  of  memoiy. 

Apple  Computer  Inc.'s  new 
PowerBook  laptop  is  also  suc- 
ceeding in  winning  fans  in 
many  quarters.  James  Gower, 
chief  executive  of  biotechnol- 
ogy startup  Rigel  Inc.,  uses 
his  new  G3  PowerBook  as  his 
primai-y  computer  and  as  his 
chief  aide  in  making  presen- 
tations. It's  so  reliable,  he  re- 
ports, that  at  meetings  his  fi- 
nancial presentations  have 
gotten  themselves  moved  up 
the  queue  as  others  fiddle 


tops:  smaller,  faster,  lighter.  , 
As  second  vice-president  for 
infoiTnation  technology  at  the 
Aid  Association  for  Luther- 
ans, he's  responsible  for 
maintaining  links  between 
the  financial-service  firm's 
1,800  field  employees  and  the 
head  office  in  Appleton,  Wis. 
A  hai'd  sell  fi'om  IBM  recently 
persuaded  him  to  move  his 
whole  sales  force  onto 
ThinkPad  600s. 

This  computer  ushers  in  a 
new  modular  design  that  ibm 


plan  now  is  to  purchase  new 
portables  every  two  years," 
down  from  three-year  re- 
placement, Hahn  says. 

Power  management  is  a 
big  advantage  here.  IBM's 
portable  runs  for  six  hours 
with  dual  batteries  installed. 
Similarly,  ibm,  hp,  Compaq, 
and  Dell  have  developed  ul- 
trafast  battery  rechargers 
that  can  bring  a  batteiy  back 
to  full  life  in  45  to  60  min- 
utes, instead  of  several  houi-s. 

Life  on  the  road  is  full  of 


wilh  mure  complex,  Win- 
dows-based PCS. 

Sony  Corp.,  meanwhile, 
has  created  a  new  class  of 
ultraportable,  vdth  its  intro- 
duction this  summer  of  the 
Vaio  .5500,  a  three-pound, 
$2,000  machine  with  a  200 
MHz  Pentium  and  32 
megabytes  of  memory.  Al- 
though less  than  an  inch 
thick,  it's  bigger  than  such 
mini-notebooks  as  the  Toshi- 
ba Libretto,  featuring  a  10.5- 
in.  display  and  a  nearly  full- 
size  keyboard.  (There's  no 
floppy  or  CD-ROM  drive.)  Sim- 
ilar designs  are  on  the  mar- 
ket in  Japan  and  should  ar- 
rive in  the  U.  S.  early  next 
year. 

THE  ROAD  WARRIOR.  Jeffrey 
R.  Hahn  ticks  off  the  three 
eternal  requirements  for-  lap- 


'THIN-AND-LIGHT' 

At  just  5.2  lb.,  the  Versa  SX  also  has 
a  big,  dazzling  screen — if  sharp 
display  is  what  makes  your  motor  run 


promises  will  be  able  to  sup- 
port high-perfoiTnance  chips 
coming  from  Intel  without  a 
major  redesig-n.  That  means 
companies  buying  these  ma- 
chines won't  be  forced  to 
junk  add-in  disk  drives,  bat- 
teries, or  docking  stations  as 
future  models  appear.  For 
Hahn,  the  design  means  he 
can  plan  faster  replacements 
without  having  to  ditch  the 
spares  and  add-ins  acquired 
for  the  ThinkPad  600.  "Our 


trade-offs.  How  much  should 
you  pay  for  extra  memoiy  or 
a  lai'ger  screen?  Do  you  need 
a  built-in  AC  adapter,  or 
should  you  cany  around  an 
external  device?  How  impor- 
tant is  clock-speed  (mega- 
hertz) on  the  microprocessor? 

Nobody  can  answer  these 
questions  for  you.  It's  a  mat- 
ter of  personal  taste  and 
needs.  At  auditor  Ernst  & 
Young,  for  example,  all  the 
executives  don't  see  a  need 


for  more  than  200  MHz  on  i 
notebook.  "The  hunger  foi 
the  fastest  processor  has 
pretty  much  abated,"'  says  A 
Hershey,  a  partner  in  the 
fii'm's  architecture-and-stan 
dards  gi-oup.  Intel,  naturally 
is  pushing  its  300  MHz  Mo 
bile  Pentium  lis.  But  there's 
plenty  of  fife  in  Intel's  oldei 
line  of  Pentium  mmx  proces 
sors,  according  to  Hershey. 

Where  should  you  noi 
skimp?  Hai'd  drives  and  mail 
memory.  For  large  apphca 
tions  and  files,  you  need  a 
least  4  gigabytes  on  the  har( 
drive  and  32  megabytes  o 
memoiy.  Dell  now  offers 
megabytes  as  standard.  Anc 
even  that's  not  enough  fo 
users  such  as  Cap  Gemini 
Tlie  company  outfits  its  lates 
portables  with  either  96  o 
128  megabytes  so  that  stal 
on  the  move  can  quickly  ac 
cess  lai'ge  databases.  Anothe 
word  to  the  wise:  Don't  cu 
corners  with  video  memon 
For  Web  designers — or  jus 
avid  Internet  cruisers — a  4 
megabyte  complement  o 
video  RAM  goes  a  long  wa 
toward  speeding  up  scree 
updating. 

If  a  sharp  display  is  wha 
makes  your  motor  run,  cor 
sider  nec  Computer  System 
thin-and-light  Versa  sx.  Thi 
featherweight — ^just  5. 
pounds  vdth  a  built-in  t  i 
ROM — shai'es  a  set  of  comnio 
peripherals  and  accessorie 
with  its  desktop  replacemen 
the  Versa  LX.  At  just  1. 
inches  high,  it  comes  wit 
dazzling  13.3-  or  14.1-inch  ai 
tive-matrix  display. 

Each  new  generation  i 
notebooks  comes  wit 
greater  capability  designe 
into  the  box.  Even  so,  tl 
need  for  accessories  isn't  gi 
ing  away.  For  example,  if  yc 
frequently  use  a  laptop  t 
give  presentations  to  moi 
than  tliree  people  at  a  tim' 
you  might  consider  caiTpr 
a  projector.  This  will  creai 
an  image  big  and  brigl 
enough  for  a  fair-size  meetii 
room.  A  good  choice  is  InF 
cus  Systems  Inc.'s  new  pr 
jecton  the  LP425  ($4,600). 


TIP:  Don't  cut  corners  with  video  memory.  A  4-MB  complement  helps  a  lot  to  speed  up  screen  updating 
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YOU'VE  GOT  TO  SEE  IT  IN 


COLOR. 


Our  1440  dpi  lets  you  see  them.  How  many  are  you  able  to  find?  Two?  Three^  Thanks 
to  an  EPSON  Stylus^  Color  printer,  these  amazing  dancers  are  now  appearing  right 
before  your  eyes.  Of  course,  with  other  printers  you  might  see  how  well  they 
blend  in.  But  with  ours,  you  see  how  much  they  stand  out.  All  four  of  them. 

PRESENTING  THE  WORLD'S  FIRST  1440  DPI  INK  JET  PRINTERS. 


Only  Epson'  ink  |et  printers  have  the  PerfectPicture"  Imaging  System  for: 
1440  X  720  dpi  •  Micro  Piezo"  technology  for  a  cleaner,  more  consistent 
dot  •  Quick-drying  inks  •  Up  to  9  PPM  black  on  the  Stylus  Color  850  •  PC 
and  Mac  compatibility  •  Optional  internal  ethernet.  For  more  information, 
call  1-800-GO-EPSON  (ask  for  Oper.  3100)  or  visit  us  at  www.epson.com. 


Epson  Stylus  Color  8S0  Ouf  lasies!  business  printer  ^549 
Epson  Stylus  Color  1520  Our  wide-tormat  business  printer  ^99 


Maximum  print  speed  is  9  PPM  in  economy  mode  Additional  processing  time  will  vary  depending  on  systerri  configuration,  software  application  and  page  complexity  Prices  may 
vary  Epson  and  EPSON  Stylus  are  registered  trademarks  of  Seiko  Epson  Corp  PerfectPicture  and  Micro  Piezo  are  trademarks  of  Epson  America,  Inc  'Q\998  Epson  America,  Inc 
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weighs  6.8  pounds,  compared 
with  9.9  lb.  for  the  slightly 
cheaper  NEC  lt80. 

Such  fancy  accessories 
won't  do  you  any  good  if  a 
hard  knock  cripples  your 
notebook.  Manufacturers  are 
tiying  to  si)ai'e  you  that  with 
specially  toughened  cases. 
Panasonic's  Toughbook  71,  for 


$3,499,  boasts  a  "magTiesium- 
cloistered"  case,  a  membrane- 
protected  keyboard,  and  a 
shock-absorbing  gel-padded 
disk  chnve.  Gateway,  Compacj, 
Toshiba,  and  Dell  ai'e  offering 
their  own  versions  of  mag- 
nesium-alloy protection. 

A  key  item  on  many  road 
warriors'  wish  lists  is  a  tmly 


useful  wireless  modem.  For 
now,  slow  9,600  baud  speeds 
and  frequent  disconnects  are 
keeping  most  laptop  users 
firmly  tethered  to  wireline 
phone  connections  or  local 
area  networks.  The  bottle- 
neck: Wireless  networks  are 
still  geared  to  accepting 
short-duration  calls,  not  big 


data  files.  That  situation  isi 
going  to  change  overnigt 
But  tethered  or  not,  the  Is 
est  crop  of  laptops  is  givii 
people  their  choice  of  roa 
stei's — be  they  Cadillacs,  Ft 
raris,  or  Volkswagen  Beetle 

By  Gary  McWilliams 
Houston,  with  Steve  Wil 
Strom  in  Washington 


(     PERSONAL  INFORMATION  MANAGERS  ~) 

Secretaries  for  the  Rest  of  Us 


I 


SidekickSa 


TlKlits»M 
Win  K)  Hjn«' 
.u)d  MoNlm' 


t  is  precisely  because  I  don't  have 
a  secretary  that  I  have  come  to 
rely  on  a  pim.  Short  for  "personal- 
information  manager,"  these  nimble 
programs,  such  as  the  Day-Timer 
Organizer  software  that  I  use,  help 
shepherd  me  through  the  day.  With 
a  simple  mouse  click,  I  can  display 
my  daily,  weekly,  or  monthly  calen- 
dars, and  view  a  pri- 
oritized To  Do  list.  I 
can  also  access  phone 
numbers  and  E-mail 
addresses.  When  I 
schedule  appoint- 
ments, the  program 
warns  me  of  conflicts 
and  identifies  open 
time  slots.  Lest  I 
forget  a  key  birth- 
day or  anniversary, 
my  PIM  reminds  me 
of  both. 

Pimming,  as  I 
call  it,  hasn't 
changed  much  over 
the  years.  But  the 
latest  progi'ams 
promise  to  take  full 
advantage  of  the 
Internet  and  make 
it  simpler  for  no- 
madic executives  to 
swap  and  synchro- 
nize data  among  their  desktop  PCs, 
laptops,  and  handheld  gizmos. 
NO  ROCKET  SCIENCE.  Each  of  the 
four  popular  pims  I  tested — Day- 
Timer  Organizer  2000,  Lotus  Orga- 
nizer 5.0,  Microsoft  Outlook  98,  and 
Stai-fish  Software's  Sidekick  99 — han- 
dles rudimentary  PiM  fimctions  just 
fine  but  has  shortcomings  in  other 
areas. 

Nowhei-e  are  those  shortcomings 
more  obvious  than  in  Starfish's  Side- 
kick 99.  With  only  a  few  icons,  I 


found  it  the  simplest  PiM  to  master 
(though  none  demand  that  you  be  a 
rocket  scientist).  Sidekick  is  a  less 
ambitious  pim  than  its  competitors. 
The  new  version  eats  up  just  half 
the  hard-disk  space  of  its  predeces- 
sor, but  it  has  also  deep-sixed  such 
features  as  expense  reporting — which 
I  like  in  Day-Timer — and  the  ability 
to  create  html  Web  pages 
from  its  calendar. 

Wliile  Sidekick  has  dieted, 
Microsoft  Outlook  98  has 
bulked  up.  At  heart,  it's  a 
muscular  E-mail  progi'am  that 
lets  you  easily  trash  junk  mail 
and  preview  missives  without 
opening  them  as  a  separate 


Comparing  PIMs 


PRODUCT 

PRICE 

THE  SKINNY 

DAY-TIMER 
ORGANIZER  2000 

$60 

Lets  you  peek  at  your  schedule  and  phone 
numbers  without  launching  the  full  program. 

LOTUS 

ORGANIZER  5.0 

$79 

Best-looking  screen  and  beefed-up  contact 
management. 

MICROSOFT 
OUTLOOK  98 

$109 

Solid  E-mail  capabilities.  Leaps  beyond  its 
predecessor,  but  still  could  be  simpler  to  use. 

STARnSH  SOFTWARE'S 
SIDEKICK  99 

$50 

Back  to  basics.  Slimmed  down, 
but  with  fewer  features  than  other  PIMs. 

window.  But  I  would  also  give  Out- 
look a  passing  grade  as  a  pim — it's 
just  more  cumbersome  than  other 
programs  for  adding  contacts  and 
appointments. 

The  new  Outlook,  along  with  both 
Lotus  Organizer  and  Day-Timer  Or- 
ganizer, also  promises  to  exploit 
emerging  Net  standards  for  sharing 
contact  and  calendar  infomiation  via 
the  Web.  The  idea  is  that  instead  of 
having  to  retype- — or  cut  and  paste — 
address  and  scheduling  details  from 


an  E-mail  into  your  pim,  you  can 
drag  so-called  vCard  or  vCal  icons 
from  sites  on  the  Web  into  the  pro- 
gi'am,  and  the  data  will  be  automati- 
cally filled  in.  It  still  isn't  that  easy, 
however. 

FAMILIAR  LOOK.  As  for  core  pim  func- 
tions, both  Lotus  Organizer  and  Day- 
Timer  Organizer  resemble  electronic 
versions  of  that  old  standby,  the  pa- 
per- appointment  book,  and  behave  in 
much  the  same  way.  The  Lotus 
screen  is  my  favorite.  Users  can  click 
on  tabs  (To  Do,  Anniversary)  to 
bring  up  pages.  Lotus  has  bolstered 
the  contact-management  area,  allow- 
ing you  to  store  20  phone  numbers 
and  a  half-dozen  addresses  for  each 

  contact. 

The  company  says 
it's  also  a  snap  to 
convert  data  from 
other  PIMS.  Not 
quite.  I  never  could 
successfully  get  Lo- 
tus to  decipher  my 
Day-Timer  databas- 
es, even  though  that 
was  one  of  the  pro- 
grams it  claimed  it 
could  mesh  vrith.  (It 
wasn't  clear  whether 
the  snag  lay  in  my 
Day-Timer  data  or 
with  the  Lotus  progr-am.) 

As  for  Day-Timer  2000,  the  pro- 
gram is  still  versatile  and  a  cinch  to 
use,  and  none  of  the  other  programs 
provided  a  compelling  reason  to 
switch.  Most  of  Day-Timer's  improve 
ments  are  modest,  however.  There's 
a  new  spell-checker,  and  you  can  ac- 
cess phone  number's  or  your  schedul 
for  a  given  day  without  fully  launch- 
ing the  progr-am.  Uh-oh,  ther-e  goes 
my  PIM  alarm — gotta  dash. 

By  Edward  C.  Baig  in  New  Yor 


TIP:  All  of  the  PIMs  tested  handle  their  essential  tasks  well,  so  pick  the  shortcomings  you  can  live  with 
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Seventy-eight  of  the  Fortune  100  companies  run  their  businesses  on  Lotus  Notes*  and  Domino^ 
And,  with  over  40  miUion  seats,  Lotus  is  also  the  messaging  platform  of  choice  for  other  major 
corporations  around  the  world.  The  reasons  are  simple.  For  starters,  it  offers  more  than  simply  an 
e-mail-only  system.  It's  the  most  reliable,  scalable  and  thoroughly  cross-platform  solution  for 
developing  custom  applications.  And  ultimately,  when  it  comes  to  running  global  enterprises, 
failure  is  not  an  option.  To  fmd  out  more,  visit  our  Web  site  at  www.lotus.com/worktheweb 
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DREAM  DAYS 
FOR  DESKTOPS 


Bargains,  bargains 
everywhere-from 
starter  systems  to 
state  of  the  art 

Heai'  that?  It's  the  sound 
of  personal  computer 
prices  crashing  through 
the  floor.  That's  what 
you  heard  on  Oct.  29  when 
IBM  introckiced  the  new  $599 
IBM  Aptiva  home  PC,  setting  a 
new  threshold  in  the  boom- 
ing mai'ket  for  inexpensive 


machines  fi'om  top  manufac- 
tiu'ers.  Just  a  few  weeks  eai-- 
lier,  Compaq  Computer  Coip. 
held  the  distinction  with  a 
$699  Presario  model,  after  a 
rebate.  And  only  a  few  weeks 
before  that  the  entry-level 
price  for  a  name-brand  PC 
stood  at  $799— that  is,  with- 
out a  monitor. 

Such  is  the  new  pricing 
order  in  the  hypercompeti- 
tive  world  of  Pfs.  Of  course, 
that's  just  for  the  name 
brands.  There  already  are 
plenty  of  upstart  companies 


breaking  the  $599  banner,  in- 
cluding a  $399  model  from 
Emachines,  a  startup  backed 
by  a  Korean  PC  maker,  and  a 
$499  unit  fi'om  Futm-e  Power 
Technologies,  another  start- 
up backed  by  a  Taiwanese 
firm.  The  bottom  line:  PC 
prices  this  season  wiW  hkely 
put  a  smile  on  even  the  most 
tight-fisted  Scrooge. 

But  low  prices  don't  tell 
the  whole  story.  For  om'  an- 
nual buying  guide  we  have 
scoui'ed  the  desktop  imiverse 
from  the  sub-$l,000  crowd 


to  desktops  on  steroids- 
power  tools  with  the  late 
speedy  450-megahertz  Int 
chips  that  are  equally  cor 
fortable  running  molecul; 
modeling  programs  or  sea: 
ning  and  debugging  millioi 
of  lines  of  code  by  bru' 
force.  The  possibilities  ai 
limitless,  whether  you're 
newbie  or  an  exec  with 
long  list  of  software  skills  ( 
your  resume. 

Not  only  do  consumers  g 
more  for  their  money  thei 
days,  they  have  more  choice 
Last  year,  for  example,  bu^ 
ing  the  most  powerful  I 

Ann  CowperthwaitJ 

SCULPTOR 

She  uses  a  266-MHz 
IBM  Aptiva  with  a  17-in. 
monitor  for  a  furniture 
design  business  she 
recently  started.  Her  firs' 
piece  IS  an  elegant  musi 
stand  made  from  maple 
wood  and  steel 


TIP  Treat  PC  shopping  like  car  shopping — buy  last  year's  model  just  as  the  new  ones  are  coming  out 
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meant  paying  over  $3,000. 
Tliis  year,  the  only  machine 
on  oiu'  Hst  over  that  pnce  is 
the  top-of-the  line  sleek  IBM 
Aptiva — and  thats  only  be- 
cause it  has  a  flat -panel  mon- 
itor. And  a  revitalized  Apple 
Computer  has  made  a  come- 
back with  the  popular  Sl.299 
iMac,  giving  Pf  buyers  a 
choice  other  than  an  iB.M-com- 
patible  machine  (page  154). 
DVD,  TOO.  Ann  Cow-perth- 
waite  is  one  of  many  shop- 
pei-s  in  1998  who  is  still  smil- 
ing over  the  great  deal  she 
got.  Three  months  ago.  she 
picked  up  an  IBM  Aptiva  PC 
with  a  266-MHz  chip.  4-giga- 
byte  haixl  disk,  a  17-inch  mon- 
itor, and  a  5-vear  service 


dai'd  32  Mb  of  memoiy  and 
4-Gb  hard  disk.  \\1iat's  more', 
the  standard  now  includes  a 
17-inch  monitor  and  possibly 
a  Zip  drive  or  dvd  drive 
thrown  in  as  well.  It's  un- 
likely that  you'll  want  to 
watcii  mo\ies  on  yoiu"  PC.  but 
if  you  use  it  for  training  or 
sales  presentations.  d\d  tech- 
nology' can  make  those  appli- 
cations much  ciisper 

That  doesn't  mean  cost- 
conscious  buyei-s  will  feel  like 
second-class  citizens.  Take 
the  popular  sub-Sl,000  cate- 
goiy.  It's  the  fastest  gi'owing 
segment  of  the  PC  market, 
expected  to  make  up  oO'vi  to 
609f  of  PC  sales  this  holiday 
season.  This  Christmas  the 


sive  PC"?  Many  smart  shop- 
pers who  make  this  choice 
assume  they'll  be  buying 
again  in  tw^o  or  three  years, 
so  why  splurge'?  Others  find 
that  sub-$1.000  machines  ai'e 
great  for  that  second  or  tlm-d 
machine  in  the  family.  Small- 
business  owTiers.  meanwhile, 
are  discovering  the  joys  of 
computer  networks,  and  need 
the  additional  pes. 

Besides,  some  think  it  no 
longer  pays  to  upgrade. 
James  Akstin,  a  captain  in  the 
Haverliill,  Mass.,  fii'e  depait- 
ment,  decided  Ms  3-yeai'  old 
IBM-compatible  clone  was  out 
of  gas.  So  six  months  ago,  he 
ditched  that  machine  for  a 
Compaq  Pi'esaiio  4540  for  un- 


Excel  programs  that  con 
witli  the  macliine  to  do  onlii 
banking,  monitor  investment 
and  keep  track  of  the  rent  1 
collects  on  a  few  condominiu 
propeities  he  owns.  He  al; 
likes  to  ttuTi  off  the  moniti 
and  use  the  machine  to  pi; 
CDS.  "The  (music)  quality 
pretty  good,"  he  says. 

If  you're  considering 
sub-$l,000  machine,  we  su 
gest  a  basic  configiu-ation: 
300-MHz  chip,  64  Mb 
memory  and  a  4  Gb  hai'd  d] 
ve.  You  can  probably  get 
decent  audio  subsystem  ai 
speakers  as  well.  With  piic 
starting  at  S599  for  basic  sj 
tems — without  monitor — frc 
the  top  PC  makers,  then 


MODEL 
AND  PRICE 

PCs  for  the  Coupon-Clipping  Crowd 

MICROPROCESSOR.         SOFTWARE  THE 
MEMORY  DISK  DRIVE        INCLUDED  SKINNY 

COMPAQ  PRESARIO 
2266  $948 

(after  $100  mail-in  rebate) 

Cyrix  M2 
300  MHz 
64  Mb,  4  Gb 

Microsoft  Internet  Explorer.  Encarta  98. 
MotoRacer 

One-button  access  to  favorite  Web  sites,  a 
friendly  touch. 

HP  PAVILION  6330 

$1,098 

AMD  K6.  300  MHz 
48  Mb.  4  Gb 

Microsoft  Works.  Quicken.  Microsoft  Money  98. 
Encarta  98. 

The  price  is  competitive,  but  HP  skimps  a  bit 
on  the  memory  compared  with  other  top  PCs. 

QUANTEX  QP6/333 
m-ic  SI, 099 

Intel  Celeron 
333  MHz, 
64  Mb,  6.4  Gb 

Compton's  World  Atlas,  Microsoft  Money  97. 
Dr.  Solomon's  Virus  Detection 

Unlike  a  lot  of  other  low-cost 
systems,  this  machine  has 
plenty  of  room  to  expand. 

COMPUSA  0300 

$999 

Intel  Celeron 
300  MHz. 
64Mb,  4.3  Gb 

Norton  Antivirus 

At  this  price,  a  good  choice  when  the  kids 
need  their  own  computer. 

APPLE  IMAC 

$1,299 

PowerPC  G3, 
300  MHz, 
32Mb.  4  Gb 

AppleWorks.  Quicken,  Outlook  Express 

All  models  include  Windows  98. 15-inch  monitor.  CO-ROM,  and  modem 

It's  not  the  cheapest,  but  it  may  be  the  best 
design  and  easiest  to  use. 

agi-eement — for  Si. 200.  A 
sctilptor.  Cowjjeilhwaite  has 
two  other  macliines  her  kids 
use.  But  she  bought  this  one 
for  a  fui'niture  design  busi- 
ness she  recently  stalled.  Her 
first  piece  is  an  elegant  music 
stand  made  from  maple  wood 
and  steel.  Cowpeithwaite  tises 
her  PC  in  conventional  ways — 
to  make  up  brochm-es,  track 
her  business  finances,  and  do 
her  banking.  But  she  has  also 
taught  herself  how  to  write 
a  database  progi-am  for  her 
business. 

Today,  you  can  count  on 
more  speed  for  less  money 
fi'om  the  top  peiformei-s,  and 
get  double  last  year's  stan- 


biggies  like  IBM,  Hewiett- 
Packard  and  Compaq  ai-e  of- 
fering a  wider  airay  of  mod- 
els in  this  segment.  They're 
taking  their  cue  fi'om  coi-po- 
rate  customers,  who  are  now- 
following  the  lead  of  con- 
sumers and  snapping  up  the 
same  low-piiced  systems. 
So  wiiy  buy  an  inexpen- 


der  Si. 000.  "I  got  a  great 
buy."  Akstin  says.  "Prices 
have  dropped  dramatically, 
and  to  upgrade  my  macliine 
wasn't  worth  the  money." 
Even  Ms  son.  a  computer  con- 
sultant, thought  the  piice  was 
too  good  to  pass  up.  Now  the 
54-year-old  Akstin  uses  the 
Microsoft  Office.  Monev.  and 


Why  Buy  a  Cheapje? 

Many  smart  shoppers  feel  they're 
goingto  be  buying  again  in  just  two 
or  three  years,  so  why  splurge? 


plenty  of  room  to  be  flexi 
and  swap  better  conipone 
or  larger  memory  and  d 
storage  if  you  like.  And  dc 
get  hung  up  on  the  chip 
this  price  category.  Thei 
very  little  perfoirnance  ( 
ference  between  Intel, 
vanced  Micro  Devices, 
C.nix  microprocessors. 

But  be  awai'e  of  one  pr 
lem  that  has  plagued  ent 
level  machines:  upgradal 
ty.  PC  makers  haven't 
these  prices  out  of  the  go 
ness  of  their  hearts.  To 
costs,  many  manufactui" 
have  saciificed  expandabij 
which  could  get  you  loci 
into  a  machine  with  no  rc 
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for  that  second  disk  drive  or 
tape  backup  unit  you  want 
to  install.  Before  you  start 
shopping,  take  a  few  mo- 
ments to  think  about  how 
you  plan  to  use  your  com- 
puter. If  it  only  needs  to  last 
two  years,  don't  worry  about 
expansion.  If  you'd  rather  go 
the  upgTade  path,  we  recom- 
mend the  QP  6/333  desktop 
from  up-and-coming  mail  or- 
der house  Quantex  Microsys- 
tems Inc.,  of  Somerset,  N.  J., 
which  built  its  machine  with 
expansion  in  mind. 

The  other  big  consideration 


The  55-year-old  single  mom 
works  from  her  home  in 
Great  Falls,  Va.,  transcribing 
medical  reports  for  a  compa- 
ny in  New  Jersey.  She  paid 
$1,700  for  an  IBM  Aptiva  S9C 
with  34  Mb  of  memory  and  a 
4-Mb  disk  drive  that  she 
bought  last  yeai' — but  she  ac- 
tually picked  it  out  a  year 
earlier  "I  got  a  good  $1,000 
off  on  it,"  she  says. 
FAST  UPGRADES.  Mid-range 
PCs  are  another  hot  category 
this  fall,  especially  with  the 
small-business  crowd.  Two  of 
GUI'  top  picks  in  this  category 


ing  it  easy  to  put  the  machine 
on  the  desktop  or  floor  That 
adds  up  to  lower  support  and 
maintenance  costs  because  re- 
jiggering  the  systern  requir-es 
less  time  and  fewer  parts. 

Naturally,  there  is  still  a 
good  ar-gument  for  being  on 
the  cutting  edge.  A  top  hp  or 
IBM  machine  will  remain  top 
for  at  least  a  year,  whizzing 
through  complex  financial 
databases  or  the  blueprints 
for  a  50-story  skyscraper — 
and  they'll  still  be  viable  ear- 
ly in  the  next  millermium.  In- 
deed, some  people  consider 


clock  speed,  expressed 
megahertz,  may  be  a  goc 
place  to  compromise.  Son 
333-MHz  PCS  are  faster  th; 
higher-MHz  models,  depen 
ing  on  the  disk  drive  ar 
other  parts  of  the  configxir 
tion.  Dave  Wills,  a  consulta 
who  writes  softwar'e  for  me 
ical  and  telecommunicatioi 
systems,  uses  a  Dell  .333-MI 
machine  he  bought  a  ye; 
ago.  He  says  his  machine 
faster  than  sorne  of  the  45 
MHz  PCS  his  clients  use  b 
cause  the  disk  drive  on  tho 
systems  is  much  slower,  bo 


Power  to  the  People 

MODEL 
AND  PRICE 

MICRDPROCESSDR. 
MEMORY.  DISK  DRIVE 

SOFTOARE 
INCLUDED 

THE 
SKINNY 

GATEWAY  G6-350 

$1,698 

350-MHz  Pentium  II, 
64  Mb,  10  Gb 

Microsoft  Home  Essentials, 
McAfee  Anti-Virus 

Kudos  to  Gateway  for  pricing  their  machines  with  monitor. 
Another  nifty  touch  includes  a  virus  protection  program. 

MICRON  MILLENNIA 
400  MiCROTOWER 

$1,649 

400-MHz  Pentium  II, 
64  Mb,  8.4  Gb 

Microsoft  Home  Essentials 
Power  Pak 

A  top  performer  for  the  price  of  a  midrange  machine. 

NEC  DIRECTION 
SP  B450  $2,200 

450-MHz  Pentium  II, 
64  Mb,  6.4  Gb 

Microsoft  Home  Essentials 

A  good  utility  infielder  with  enough  power  for  the  home  and 
the  home  office  without  putting  a  big  dent  in  your  wallet. 

COMPAQ  DESKPRO 

EP  $2,267 

450-MHz  Pentium  II, 
128  Mb,  10.1Gb 

Operating  system  only 

Nice  design  that  allows  for  either  vertical  or  horizontal  setup. 
Loaded  with  manageability  features,  including  software  to  warn 
of  impending  disk  crashes. 

GATEWAY  G6-450 

$2,499 

450-MHz  Pentium  II 
64  Mb,  10  Gb 

Microsoft  Home  Essentials 
(Office  97  Small  Business 
Edition  is  optional) 

A  stunner  that  is  out  there  on  the  cutting  edge  with  19-inch 
monitor,  rewriteable  CD-ROM,  and  DVD.  A  hot  ticket  for 
image  or  video  editors. 

IBM  APTIVA  SE7 

$3,498  (15-inch 
flat  panel  monitor) 

450-MHz  Pentium  II 
128  Mb,  16.8  Gb 

ViaVoice,  World  Book  98, 
Norton  Antivirus, 
Lotus  SmartSuite  97 

With  the  flat-panel  monitor  and  high-octane  Intel  chip,  this 
has  one  of  the  best  combinations  of  style  and  performance. 

All  models  include  Windows  98 

,  17-inch  monitor  (with  the  exception  of  Gateway's  G6-450  and  IBM's  Aptiva  SE7),  CD  ROM,  and  modem 

is  the  monitor  Most  PC  mak- 
ers have  cut  comers  here  by 
throwing  in  inexpensive  15- 
inch  monitors.  But  if  you're 
going  to  be  on  the  computer 
for  more  than  three  hours  a 
day,  a  17-inch  screen,  or  a 
high  resolution  model  may 
boost  your  comfort  level.  For 
most  manufactm'ers,  swapping 
a  15-  for  a  17-in.  monitor  will 
add  about  .$200  to  the  system. 

Another  trick  for  folks  on 
a  budget:  Appr'oach  PC  shop- 
ping as  if  you  were  buying 
a  car- — and  get  last  year's 
model  just  as  the  new  ones 
are  coming  out.  That's  what 
Mildred  Higgins  did  last  year. 


are  the  Gateway  (;fi-:;.'j()  and 
Micron  Millennia  400  Micr-o- 
Tower,  priced  at  $1,698  and 
$1,649,  respectively.  This  seg- 
ment is  attractive  to  corpo- 
rate buyers  for  several  rea- 
sons. For  one  thing,  Compaq, 
HP,  Dell,  and  IBM  all  bundle 
in  desktop  management  soft- 
ware, which  lets  computer 
managers  monitor  the  ma- 
chine from  afar  Manufactur- 
ers also  have  made  it  easier 
and  quicker  to  upgrade  and 
do  maintenance  on  these  sys- 
tems. Compaq's  Deskpro  EP 
&450X  is  designed  so  that  the 
CD-ROM  and  floppy  drives  can 
be  turned  90  degrees,  mak- 


the  high  end  the  only  way  to 
avoid  obsolescence.  "Don't  buy 
anything  that  isn't  cutting 
edge,"  advises  Ralph  Peter- 
son, a  former  Microsoft  man- 
ager who  is  now  a  private  in- 
vestor. Peterson  bought  a 
Compaq  PC  with  300-MHz 
Pentiimi  II  and  17-inch  moni- 
tor last  year  for  about  $2,600. 
But  he  "found  the  48  Mb  of 
memory  that  came  with  the 
machine  to  be  a  little  skimpy, 
and  crimped  some  of  the  in- 
vestment programs  he  want- 
ed to  run. 

If  your  decision  comes 
down  to  feature  trade-offs — 
and  it  almost  always  does — 


ging  down  the  system.  M. 
ufacturers  list  access  tins 
on  their  disk  drives,  so  m;e 
sure  that  when  you  buy  t  ' 
machine  with  the  fast  rl  j 
you're  also  getting  the  fa.^i 
disk  drive. 

If  you're  willing  to  pay  p 
dollar,  what's  the  most  cn- 
puter  for  the  money?  T 
may  be  the  Gateway  Cr6-4 
blazingly  fast  machine  ^ 
won't  peel  off  your  last  di  i 
For  $2,499  it  comes  wit 
19-inch  monitor,  rewrite;: 
CD-ROM  and  dvd.  But  w 
what's  that  sound?  Couldt 
be  more  prices  falling? 

By  Ira  Sager  in  New 


TIP  Make  sure  when  you're  buying  a  pc  with  a  fast  chip  that  you're  also  getting  the  fastest  disk  drive 
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A  strong  lineup  of  U.S.  stock  funds 
known  for  performance,  quality, 
and  consistency. 


Morningstar  risk-adjusted  performance  ratings 
for  the  periods  ended  9/30/98* 


Fund 

Overall 

3  yr 

5  yr 

10  yr 

Balancedi^ 

*♦*♦ 

*♦♦* 

*** 

**** 

Blue  Chip  Growth 

■*♦♦** 

***** 

***** 

Capital  Appreciation 

★■*** 

**♦* 

**** 

**** 

Dividend  Growth 

***** 

***** 

Equity  Income 

**** 

**** 

***** 

**** 

Equity  Index  500 

★★**♦ 

***** 

***** 

Growth  &  Income 

★*** 

**** 

**** 

*** 

Growth  Stock 

★★** 

**** 

***** 

**** 

Mid-Cap  Growth 

*★** 

*** 

**** 

Personal  Strategy  Balanced 

**** 

Personal  Strategy  Growth 

*♦** 

**** 

Value 

*•*♦* 

**** 

In  more  than  60  years  of  managing 
investments,  we've  tried  to  do  what's 
best  for  our  clients.  To  us  that  means 
recognizing  the  importance  not  only  of 
returns  but  also  of  risk. 

We're  pleased  that  our  efforts  have  re- 
sulted in  the  IVIorningstar  ratings  shown 
here.  Currently,  more  than  half  of  the 
rated  funds  in  our  domestic  equity  lineup 
have  earned  four  or  five  stars.  By  com- 
parison, fewer  than  one-third  of  the  funds 
in  Morningstar's  domestic  equity  universe 
received  the  same  ratings.  In  large  mea- 
sure, our  risk-adjusted  performance 


reflects  the  thorough,  fundamental  stock 
analysis  that  backs  every  equity  fund  at 
T.  Rowe  Price,  through  every  market 
environment,  regardless  of  the  fund's 
objectives  or  management  style. 

To  learn  more,  call  today  for  a  free 
investment  kit  on  any  of  our  domestic 
stock  funds.  The  funds,  except  where 
noted,  were  rated  among  2,678;  1,584; 
and  713  domestic  equity  funds  for  the 
3-,  5-,  and  10-year  periods  ended 
9/30/98,  respectively.  Past  perfor- 
mance cannot  guarantee  future  results. 
No  sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-4654 

www.troweprice.com 


Invest  With  Confidence 

T.RoweR'ice 


lingMar  proprieiarv  ratings  retlect  historical  risk-adiusted  performance  as  of  9/30/98.  These  ratings  may  change  monthly  and  are  calculated  from  the  funds'  3-,  5-,  and  10-year 
e  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  hill  returns  The 
%  of  the  funds  in  an  investment  category  receive  5  stars,  the  next  22.5%  receive  4,  and  the  next  35%  receive  3.  fPerformance  prior  to  9/1/92  reflects  investment  managers  other 
Rowe  Price. 

he  prospectus  carefully  before  investing.  T  Rowe  Price  investment  Services,  Inc.,  Distributor.  deqo44677 


EXECUTIVE  POWER  TOOLS 


The  Desktop  Hit  Parade 


AT  LONG  LAST, 
APPLE  GETS  IT  RIGHT 


Finally,  die-hard  Mac 
users  have  a  reason 
to  feel  vindicated 

Macintosh  loyalists  de- 
serve a  medal.  Since 
the  early  1990s,  they 
have  been  white- 
knuckling  it  through  bungled 
and  infeiior  pi'oduct  laiuiches, 
diminishing  computer  soft- 
ware options,  and,  woi'st  of 
all,  Apple  Computer  Inc. 
management's  fi'ightful  pan- 
tomime of  rearranging  the 
deck  chairs  on  the  Titanic. 

These  days,  though,  Mac 
lovers  are  sporting  that  same 
twitchy,  satisfied  little  smile 
as  Apple  iiberdad  Steven  P. 
Jobs.  The  Mac  is  back.  Apple 
is  churning  out  innovative 
speed-demon  computers  for 
the  home,  office,  and  road. 
Jobs  has  reinvigorated  the 
company  with  a  "computers- 
for-the-rest-of-us"  zest,  and 
he's  providing  not  just  sizzle, 
but  steak — notably  Apple's 
burly  (;:!  chip,  which  handily 
beats  out  the  Pentium  II  in 
some  applications.  "I  sit  down 
at  any  other  computer,  and 
it's  like,  'Wow,  what's  wi'ong 
with  this  thing?' "  says  Kate 
Dore,  a  Quincy  (Calif.)  gTaph- 
ic  designer  who  uses  a  <;:; 
Power  Mac  desktoj)  machine. 
SLIMMED  DOWN.  Persuading 
graphic  designers  such  as 
Dore  to  buy  Macs  has  al- 
ways been  a  cinch.  It  has 
been  harder  to  get  third-par- 
ty software  developers  to 
turn  out  more  Mac  titles 
across-the-board.  But  that 
gets  easier  with  Mac  sales 
back  onto  solid  ground. 
Credit  Apple's  aggressive 
design,  i)erformance  boosts, 
and  pncing  moves  in  laptops, 
and  its  spiffy,  tiew  iMac 
home  machine. 

After  I  spent  a  year  with 
a  boxy,  inflexible  1400-series 


THE  MUSCLE  IN  THE  MAC 

The  G3  processors  add  blistering 
speed  to  Apple's  iMac,  PowerMac, 
and  PowerBooks 


Mac  laptop  comjjuter  with  a 
medioci'e  screen,  testing  the 
26()-MHz  PowerBook  (W  wdth 
a  14.1-inch  active-matrix 
screen  was  like  changing  out 
of  Dockers  and  into  an  Ar- 
mani tuxedo.  The  slimmed- 
down  (;3  line  has  won  raves 
everywhere  for  its  excep- 
tionally large  screen,  its 
sjjeed,  and  its  standard  fea- 
tures across  all  models — in- 
cluding Ethernet  ports,  in- 
ternal modems,  and  video- 


output  connector's  that  enable 
presentations. 

Interestingly,  the  (!8's 
rounded  fonns  and  soft,  giip- 
t^able  textures  make  this  not- 
so-small  laptop  look  and  feel 
smaller  than  boxier  models. 
Pi-ices  for  the  units  with  14- 
inch  active-matrix  screens 
range  from  $2,799  to  $4,999. 
That's  not  cheap,  but  it's 
competitive  with  Windows 
laptops. 

For  the  past  few  months. 


the  big  story  is  the  $1,29! 
iMac,  Apple's  consumer  en 
try,  which  was  designed  t( 
snag  home  Internet  surfen 
with  a  colorful  retro  desigi 
and  Apple's  vaunted  ease-of 
use.  I  challenged  my  9-year 
old  daughter,  Marie — wh( 
would  take  soccer  and  thi 
Spice  Girls  over  computer! 
any  day — to  take  an  iMa 
from  box  to  book  report.  I 
21  minutes,  she  had  con 
quered  cords  and  the  regis 
t)'ation  process,  found 
word-processing  progran 
launched  a  new  document 
and  typed  "The  Hidde 
Starecase."  Tack  on  10  mor 
seconds  to  find  the  spel 
checker  and  fix  the  title. 

Marie  never  opened 
manual  or  even  read  the  sin 
pie  instruction  card.  Just 
few  minutes  more,  and  w 
found  a  Nancy  Drew  niys 
tery  page  on  the  Interne 
and  purloined  a  graphic  t 
use  on  her  report  cover.  A] 
pie's  new  software  upgi'ad 
Mac  OS  8.5,  has  a  nifty  "She 
lock"  program  that  scops 
out  the  machine  you  load 
on,  finds  stuff  you  ai'e  lookii 
for,  and  fetches  material  yc 
request  from  the  Net  withoi 
fu'ing  up  a  browser. 

A  few  drawbacks:  iMac 
keyboard     feels     a  b 
cramped.  And  while  ki( 
seem    to    like    its  roui 
mouse,  I  found  it  awkwar 
Also,  before  buying  any  M 
computer,  do  a  critical  aii 
unemotional  assessment  I 
your  software  and  syste| 
needs.  There's  plenty  of  go- 
software  for  personal  ai 
family  use.  But  offices  are[. 
different  story.  Many  sy 
tems  managers  don't  lil 
supporting  both  Windo\ 
and  Mac  computers,  ai 
thh-d-party  software  make; 
can  be  slow  with  upgrad 
on  existing  programs. 

Apple,  to  its  credit,  ma.'k 
it  easy  to  research  the  av£ij 
ability  of  software  throu| 
a  dedicated  Web  paj! 
ww^.macsoftware.apple.coi 
The  good  news  is,  buying| 
Mac  actually  makes  you  f( 
hopeful  again. 

Bi/  Joan  O'C.  Haittilton 
Menlo  Park.  Calif. 
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Customer  Relationship  iWianagement 


[Whether  your  customers  are  delighted, 
r  simply  delighted  to  leave,  revolves 
round  knowing  your  customer  data. 


analyze  churn,  and  more 

Award-winning  data 
warehousing  capabilities 

Fully  Web  enabled 

Year  2000  compliant 


Fiat's  why  you  need  the  SAS  Solutiori 

iij '  are  your  most  profitable  customers. .  .and  why?  How  many  customers  are  you 
)]  g. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  .or 
"  •  of  your  competitors?  Instead  of  just  storing  your  customer  data,  explore  all  the 
I  ibilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 


!  ic  only  software  that  integrates  the  full  scope  of  managing  customer  relationships. 

(.1  infomiation  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
I  )iner  needs.  Refine  business  strategies  around  your  most  profitable  customers. 
)  I  inine  Ufetime  customer  value.  All  by  just  pointing  and  cUcking. 

(  nd  out  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
^  AS  Solution,  visit  us  at  www.sas.com/crm 


/jH/ 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200^ 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.  Copyright  ©  1998  by  SAS  Institute  Inc. 


WE'VE  SPENT  15  YEARS 


OBSESSING  OVER 


COLOR  PRINTERS,  AND 


IT  STILL  FEELS 


LIKE  THE  FIRST  TIME. 


First  lo  page-per-minute  solid  ink  color  printer 


FIRST  $4,995*  ADOBE  POSTSCRIPT"  ll"xl7"  COLOR  LASER  PRINTER 


That's  because  we've  taken  the  time  to  get\things  right.  So  when  you  feel  strongly  about! 
seeing  color  at  work,  you  know  who  to  call  first.  - 

Can't  decide  which  of  our  full  range  of  color  printers  is  right  for  you?  Call  1-800-835-6100 
ext.  5-1582,  or  visit  us  at  www.coloratwork.com  .  .  ,     |;  -  ■ 

•EslimatodU.S.  selling  prices;  reseller  prices  may  vaiy©  1998  Tektronix  Jnc.  Tektronix  is  a  registered  trademark  of  Tete^  '   '  . 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 


November  16,  1998 


Your  one-click 
option  to  connect  with 
our  advertisers. 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  the 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1  -800-848-6708. 


y 


BizLink 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


Use  BizLink  to  ge 
free  information 
from  these 
advertisers: 

I .  3Com 

2.  ALITALIA  -  Linee 
Aeree  Italiane  S.p.A. 

3.  American  Power 
Conversion  (APC) 

4.  Cadence  Design 
Systems 

5.  Calico 

6.  Canon  Visual 
Communication 
Systems 

7.  Dreyfus 

8.  E*TRADE  Securities 

9.  Epson  America 

10.  Ericsson,  Inc. 

II .  Fannie  Mae 

12.  Georgia  Dept.  of 
Industry,  Trade  & 
Tourism 

13.  Hughes  Network 
Systems 

14.  J.D.  Edwards 

15.  Lexmark 

16.  Lexus  CPO 

17.  Liberty  Mutual 

18.  MCI  Network 
Conferencing 

19.  Mississippi 
Department  of 
Economic  & 
Community 
Development 

20.  Mitsubishi  Electronic 
America 

21.  M.O.D.E.D.,  Missouri 
Department  of 
Economic 
Development 

22.  Network  Associates 

23.  Oracle 

24.  The  Principal  Financ 
Group 

25.  Prudential  Investmei 

26.  Robert  Bosch  Gmbh 

27.  SDRC 

28.  The  Timken  Compar 

29.  Toshiba  America 
Information  Systems 
Inc. 

30.  Toyota 

31.  Visio 


INTERNET  ONLY 

Andersen  Consulting 
BUIC0MP.COM 
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FLAT  PANELS  THAT  WON'T 
FLATTEN  YOUR  BUDGET 


■re 
,700 


le  skinny  monitors 
•e  looking  better 
id  costing  less 

S  Bhat  a  difference  a 
A  ■  year  makes.  In  1997, 
|U  those  oh-so-sleek 
I  W  flat-panel  monitors 
oh-so-expensive.  At 
a  pop,  nobody  but  a 
'  liard  enthusiast  or  the 
nt'ficiary  of  the  latest  Sili- 
1  Valley  initial  public  of- 
in^  would  spring  for  one. 
Tliis  year,  monitor  manu- 
turers  have  pushed  prices 
vvn,  while  maintaining — 
en  improving — perfor- 
in ee.  Although  high-end 
t  panels  can  still  cost  up- 
irds  of  $3,000  each,  a  slew 
skinny  displays  are  sell- 
r  for  as  little  as  $600.  For 
e  space-  and  style-con- 
ious,  it  could  be  money 
ill  spent.  "I'm  not  scream- 
?  about  the  price,"  says 
!vin  M.  Clark,  an  indepen- 
nt  photography  director 
10  spent  $1,000  on  a  14- 

;h     liquid-  /   _ 

fstal  monitor   ^^^^ 

Id  by  ViewSonic  Corp.  in 
alnut,  Calif.  "The  payoff  is 
)rth  it,"  he  says. 
Flat-panel  displays — imag- 
3  your  current  monitor 
thout  the  big  butt — will  ac- 
unt  for  less  than  1%  of  all 
e  computer  monitoi's  pur- 
ased  in  the  U.  S.  this  year, 
it  check  out  the  product's 
owth.  That  translates  to 
8,000  screens  in  1998,  or 
arly  five  times  the  number 
Id  last  year,  says  Stanford 
^sources  Inc.,  a  research 
m  in  San  Jose,  Calif. 
To  get  a  better  view  of 
ese  displays,  I  happily 
iared  the  clutter  from  my 
«k  and  plugged  in  a  few  of 


the  latest  svelte  screens.  Im- 
mediately, an  extra  8  inches 
of  space  opened  up  before 
me.  (It  was  just  enough  room 
to  spread  out  my  notepads 
and  reclutter  my  desk.) 

In  the  TV  imiverse,  several 
different  flat  technologies  are 
competing  with  each  other 

ll-Qpg  N  These  include 

 ^  an  expensive 


approach  called  plasma  that 
is  well-suited  to  very  large 
screens.  When  it  comes 
to  monitor  replacements, 
though,  choices  ai'e  more  lim- 
ited. All  the  popular  models 


are  liquid-crystal  displays. 
They  don't  get  much  bigger 
than  15  inches.  But  at  that 
size,  an  lcd  will  weigh  just 
half  as  much  as  a  compai'able 
cathode-ray  tube  (CRT)  moni- 
tor And  it's  ty]:)ically  about 
20%  as  deep. 

BREATHING  ROOM.  Power 
users  can  relate  to  that.  Af- 
ter buying  600  IBM  flat-panel 
displays  last  year,  ciBC  Op- 
penheimer  Corp.  in  New 
York  was  able  to  squeeze  53 
traders  in  a  room  that  previ- 
ously housed  just  12  execu- 
tives. "And  we  didn't  pack 


them  in  like  sardines,"  says 
Managing  Director  Kosmas 
T.  Spiridellis. 

Viewing  area  is  another 
flat-panel  selling  point.  Wlien 
you're  talking  about  CRTs,  the 
typical  "17  inches"  you  see  ad- 
vertised are  a  diagonal  mea- 
surement that  includes  por- 
tions of  the  screen  you  can't 
actually  see.  Precious 
inches  are  hidden  be- 
hind the  plastic  cas- 
ing. LCDS,  by  conti-ast, 
come  exactly  as  ad- 
vertised. You  see  the 
whole  screen,  so  a  15- 
inch  flat-panel  gives 
you  the  equivalent  of 
a  17-inch  CRT. 

Of  the  screens  I 
personally  tested, 
the  ViewSonic 
VPD150  came  out  on 
top.  Its  15-inch  panel 
can  be  twisted  from 
a  horizontal  to  a 
vertical  angle  for 
better  viewing  of  ob- 
long images.  The  im- 
age also  seemed 
sharper — and  others 
have  had  the  same 
reaction.  "When  I  fii-ed  it  up, 
I  said,  "Boy,  this  is  the  fu- 
ture of  monitors,' "  recalls 
Clark.  He  also  says  his 
ViewSonic  is  brighter  than 
his  old  17-inch  CRT  monitor. 

Naturally,  there's  a  dark 
side  to  flat-panel  monitors. 
Straight  out  of  the  box, 
they're  harder  than  crts  to 
hook  up.  When  I  first 
plugged  in  a  nec  MultiSync 
1500M,  the  letters  and  icons 
on  the  screen  looked  out  of 
focus.  I  called  for  help  and 
was  infoiTned  by  a  technician 
that  "you  can't  just  plug 


Monitoring  Your  PC  with  Style 

BRAND/MODEL                           PRICE         VIEWABLE  AREA       RESOLUTION  SKINNY 

VIEW5ONIC/VPD150  $995 

15  in. 

1024x768 

Our  best  buy 

SILICON  GRAPHICS/  $2,595 

17  in. 

1600x1024 

Primo — if  you  can  afford  it 

1600SW 

IBM  TS5A  $999 

15  in. 

1024x768 

Slickest  design  of  the  bunch 

NEC/MULTISYNC  ISOOM  $999 

15  in. 

1024x768 

Good,  but  lots  of  adjustments 

TIP:  The  "jaggies,"  or  jagged  edges,  appearing  in  text  don't  appear  in  more  expensive  models 


and  products,  offering  them  directly  or  over  the  Web  to  partners,  resellers  and  isi 

Better  answers: 


EXECUTIVE  POWER  TOOLS 


The  Desktop  Hit  Parade 


them  in  and  go."  Why?  Flat 
panels  and  CRTs  manage  pic- 
ture elements,  or  "pixels,"  in 
different  ways.  Images  on 
the  flat  panels  can  be 
brighter  and  sharper.  But  it 
takes  some  adjusting  of  the 
computer's  settings  to  get 
there.  Despite  adjustments, 
I  never  got  the  NEC's  set- 
tings straight,  so  the  screen 
had  an  odd,  punched-in  look. 
JAGGED  EDGES.  I  was  also 
annoyed  by  jagged  edges  in 
the  text.  Monitor'  makers  say 
that  the  "jaggies"  disappeai- 
as  you  step  up  from  an  xca 
to  a  superXfJA  monitor.  To  ex- 
perience that  firsthand,  I 
sampled  Silicon  Graphics 
Inc.'s  much-praised  digital 
Kioosw  model — the  same  17- 
incher  that  Microsoft  Chair- 
man William  H.  Gates  III  or- 
dered for  his  desktop.  The 
picture  quality  made  me 
want  to  jmnp  into  the  screen. 
(But  the  $2,.500  price  tag 
made  me  want  to  jump  out 
of  the  window.) 

Compared  with  ckts,  flat 
panels  also  require  more 
nerding  ai'ound  at  the  back 
of  your  PC.  The  Silicon 
Graphics  and  ViewSonic 
models  I  tested  all  forced 
me  to  install  graphics  cards 
in  my  PC.  A  real  techie  can 
probably  do  that  in  a  couple 
of  minutes.  For  others, 
it  could  take  most  of  the 
afternoon. 

There's  another  drawback 
with  flat-panel  monitors.  Just 
like  laptop  lcds,  the  new  flat 
panels  don't  look  good  from 
any  angle  but  straight  on.  Or 
rephrasing  that  slightly:  The 
picture  becomes  a  big,  ugly 
smear.  Forget  about  playing 
PC  games  with  a  buddy  at 
your  side. 

All  in  all,  these  monitors 
are  pretty  nifty.  For  most  of 
my  trials,  I  had  colleagues 
ogling  over  my  shoulder. 
0.  K.,  so  they're  at  least 
three  times  more  expensive 
than  a  top-notch  17-inch  crt. 
And  prices  won't  drop  signif- 
icantly for  several  months. 
But  if  you  want  to  see  the 
future,  this  is  the  only  way 
to  view  it. 

By  Roger  0.  Crockett 
hi  Chicago 


A  RAINBOW 
OF  CHOICES 


The  boundaries  are 
blurring  between 
inkjets  and  lasers 

F<ir  years,  the  world  of 
color  printers  was  di- 
vided into  two  poles.  To 
the  south  were  low-end 
inkjets,  which  cost  as  little 
as  $90  and  appealed  to  home 
users.  To  the  noith  were  col- 
or- lasers,  priced  at  thousands 
of  bucks  each  and  embraced 
by  the  power-gi-aphics  crowd. 
Now,  the  boundaries  are 
blurring.  Such  features  as 
color  invoices  and  splashy  let- 
ter-heads will  soon  be  within 
everyone's  reach. 

Leading  the  way  in  value 
is  Hewlett-Packar-d  Co., 
whose  HP  2(j(J0C  series  of  color 
inkjets  rivals  the  laser's  in 
quality  and  operating  cost — 
and  at  a  ft'action  of  the  price. 
This  network-r'eady  printer 


is  the  first  from  hp  to  use 
separ'ate  printheads  and  ink 
tanks — which  means  that  the 
four  ink  cartridges  (magen- 
ta, cyan,  yel-  ^ 


PRIN 


low,  and  black) 
may  be  r'eplaced  without  dis- 
car'ding  .$30  printheads  that 
last  four  to  five  year's.  The 
result:  printing  costs  of  5c 
per  color'  page  and  2c  for 


black-and-white — about  h 
what  you'd  pay  using  h 
other  inkjets. 

If  you  want  the  finer  re 
lution  and  higher  capacity 
a  laser  printer-,  check  c 
Tektronix  Inc.'s  Phaser  1 
color  printer'.  At  $1,995, 
costs  about  $500  less  th 
comparable  models — and  t 
740L  monochi'ome  version  ( 
be  conver'ted  to  color  : 
$500  in  ser-vice  fees  and  ex 
cartridges. 

INFRARED  SIGNALS.  F 

speed  at  low  oper'ating  cos 
Xer'ox  Corp.'s  monochroi 
DocuPrint  N40  is  a  sound  b 
It  can  churn  out  40  pag 
per'  minute  at  a  penny  ea 
And  the  machine  sells  ! 
just  $3,000— about  one-fi: 
the  price  of  high-volui 
l^rinter-s  a  year'  ago. 

And  for  those  executiv 
who  want  to  print  on  the  ri 
or  late  at  night  in  then'  ho 
rooms.  Canon's  new  BJC- 
portable  is  the  best  buy.  T 
$;M9  color'  inkjet,  powered 
a  lithium-ion  battery,  is  t 
size  of  a  cigarette  cart( 
weighs  just  2.1  poimds, 
can  print  out  100  pages  wi 
out  rechar-ging.  Its  infrar 
data  port  can  r'eceive  sign 
from  inft'ar'ed-equipped  h 
tops  and  organizers,  and 
makes  printer'  cables  unni 
essar'y.  Best  of  all,  you  c 
r'eplace  the  printhead  and  i 
cartridge  with  an  optional  i 
scanner'.  That  will  help  y 

TERS  " 


more 


do( 

ments — and  let  you  pr 
them  out,  in  color,  at  the 
fice,  too. 

By  Steve-ii  V.  Br 
in  Los  Ange 


Printers  Anyone  Could  Love 

PROOUCT/PRICE 

THE  SKINNY 

HEWLETT-PACKARD 
HP  2000C  $799 

Network-ready  ink  jet  that  rivals  lasers 
in  quality,  speed,  and  operating  cost 

TEKTRONICS  740 

$1,995 

First  color  laser  to  fall  beneath  the 
$2,000  price  barrier 

XEROX  DOCUPRINT 

N40  $3,000 

Monochrome,  but  unbeatable  price  for 
40  pages  per  minute 

CANON  BJC-50 

$349 

Nifty  cigarette-carton-size  portable 
with  infrared  data  port 

IT  CHARMS  ITS  PREY, 
liTRIKES  QUICKLY 
AND  DISAPPEARS^ 


R 


TYPICAL  DUSINESS 
SOFTWARE  COMM  NYP 


(Smoothus  Talkus  Reptilius) 


n't  make  any  sudden  moves.  Keep  your  ears  open 
d  trust  your  instincts.  That's 
;  best  advice  we  can  give    "'''»^  »:\3! 
someone  looking  for  a  new 


smess  management  system. 
Lawson  Software,  we  encourage 
1  to  take  your  time.  Talk  to  the 
rrent  customers  of  every  software 
ivider  you're  considering.  Find  out  whether 
)se  features  you  saw  in  the  demo  are 
ually  up  and  running  elsewhere.  Ask 
)ut  service  and  support.  And,  of  course, 
about  the  products.  Are  they  fully 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  financials,  human  resources,  procurement 
W   and  supply  chain  process  suites 


..TV' 


■  ~ •      lead  the  industry  in  providing 
innovative  ways  to  gather,  process  and 
access  vital  information.  We  were  the 
tlrst  to  utilize  web  technology,  enabling 
our  customers  to  share  information  more  freely 
and  cost-effectively.  Our  Self-Evident  Apphcations'" 
practically  eliminate  training  costs.  And  our 
people  are  known  for  their  accessibility  and 
Aj^r^      Straightforwardness.  In  other  words, 
'        -  we  don't  bite.  Visit  Lawson  Software  at 


'grated?  Process  oriented?  Web  accessible?  '-^  www.lawson.com/guideorcall  1-800-477-1357. 


EADING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE' 


8  Lawson  Sofrware 


LAWSON 

Softwam 
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Untethered  at  Last:  Wireless 


WIRELESS  WITH  ALL 
THE  TRIMMINGS 


Phone  outfits  race 
to  outdo  each  other 
in  offering  users 
distinctive  semces 


w 


[ho  would  you 
like  to  call?"  asks 
a  woman's  too- 
chipper  voice. 
"Home,"  I  say.  The  cab  dri- 
ver glances  back  at  me  in  his 
rearview  mirror.  I'm  sure 
he's  wondering  whether  he 
has  picked  up  one  of  New 
York's  mentally  unstable.  I'm 
sitting  alone  in  the  back  of 
the  taxi,  but  I'm  not  talking 
to  myself.  Honest.  I'm  check- 
ing out  a  new  voice-dial 
phone — made  by  Samsung- 
Group  and  marketed  by 
Sprint  Corp. — by  trying  to 
pick  up  messages  from  my 
home  voice  mail. 

But  the  wireless  phone 
doesn't  understand  what  I'm 
saying.  "Home,"  I  repeat.  As 
luck  would  have  it,  a  caco- 
phony of  car  horns  erupts 
just  as  I  speak.  Neverthe- 
less, the  phone  starts  to  dial. 
"Hello?"  says  a  sleepy  voice 
at  the  othei'  end  of  the  line.  I 
mumble  something  incompre- 
hensible and  hang  up  imme- 
diately, since  there  could  not 
possibly  be  anyone  at  my 
apartment.  Then,  I  remem- 
ber that  the  phone  is  able  to 
tell  me  what  number  I  just 
dialed.  That  information  is 
not  comforting:  The  phone 
has  somehow  mixed  up 
"Home"  and  "Mom."  I've  just 
prank-called  my  mother. 

Sorry,  Mom.  But  this  is 
what  comes  with  the  new 


age  of  wireless  technology. 
What  matters  these  days 
more  than  the  telephone  you 
get  are  the  services  that 
come  with  it — even  if  they 
don't  always  operate  perfect- 
ly. Wireless  services  now  go 
well  beyond  the  traditional 
features  of  Caller  I.D.  and 
voice  mail.  You  can  get 
everything  from  voice-acti- 
vated dialing  and  free  long 
distance  to  morning  news 
briefs  and  E-mail.  As  the 
competition  among  wireless 


carriers  gets  more  intense, 
the  ability  to  provide  a  dis- 
tinctive service  is  becoming- 
critical  in  separating  the  -win- 
ners from  the  losers. 
GO  DIGITAL.  A  word  of  cau- 
tion, though:  To  benefit  from 
the  ne-wfangled  services,  you 
need  to  get  a  digital  phone. 
Analog  phones  work  well 
enough  if  you  just  want  to 
chat  away — and  they're  of- 
ten the  cheapest  option  for 
those  who  just  want  a  phone 
for  emergencies. 


But  if  you  care  about  c 
tra  goodies,  such  as  E-m; 
you  need  a  phone  that  wor 
on  one  of  the  three  digi' 
standai'ds  in  the  U.  S.:  Glol 
System  for  Mobile  Comn 
nications  (gsm)  tends  to  ha 
the  most  features,  althou 
it's  offered  mainly  by  smal 
carriers,  such  as  Omnipo 
Corp.  Time  division  multi] 
access  (tdma)  and  code  di 
sion  multiple  access  (CDiv 
both  work  well  and  £ 
backed  by  larger  earners, 
eluding  AT&T,  Splint,  and  E 
Atlantic.  Phone  compan 
like  to  debate  which  of  t 
digital  standards  is  the  be 

George  Fraser 

MOTIVATIONAL  SPEAKER 

The  boom  in  flat-rate  ca 
ing  is  a  boon  for  travel- 
ers. Fraser,  an  author  ar 
lecturer,  says  his  wireles 
phone  bill  has  been  cut 
in  half  by  AT&T's  Digita 
One  Rate  plan,  which  hf 
calls  "the  greatest  thing 
since  sliced  bread." 

but  none  of  this  really  mj 
ters  for  customers.  All  th; 
offer  good  voice  quality,! 
which  technology  you  chof 
isn't  critical — as  long  as  ijt 
go  digital. 

Here's  a  suggestion  ii 
help  deal  with  the  flood}! 
new  services:  Pay  a  lite 
more — it's  worth  it.  Tti 
wireless  industry  will  svll 
to  an  estimated  66.5  millr 
subscribers  in  the  U.  S.  > 
the  end  of  this  year,  up  fiT 
53.-5  million  in  1997,  acc(  1 


TIP:  If  you  want  enhanced  services  such  as  voice  dialing  or  E-mail,  you  need  a  digital  phone 


ODDLY  ENOUGH,  GETTING  YOUR  SCHEDULE  STRAIGHT 
HELPS  YOU  KEEP  YOUR  PRIORITIES  STRAIGHT. 


ecrt,^''   


'o  da  W^'" 


It  fits  in  your  pocket  It's  elegantly  simple  The  Palm  III'"  connected  organizer  keeps 
names,  phone  numbers,  schedules,  memos,  and  e-mail  right  at  your  fingertips  And 
HotSync'  technology  lets  you  exchange  all  that  information  back  and  forth  with  your  PC 
You  can  even  personalize  your  organizer  with  thousands  of  available  applications  Wherever 
your  life  takes  you,  your  Palm  III  organizer  can  come  along  Palm  Computing"  connected 
organizers  start  as  low  as  $249'  To  learn  more  visit  www.paim  com  or  call  1-800-861-2529 


'All  piices  shown  aie  US  suggested  reiail  pnces  US  suggested  rsm\  pt:ce  for  P2ta  III  organizei  is  Pali""' 
MacPoL-  'oquiicij  fur  Moi:int.j.sh  comujclivity,  sold  SE-i>3r;it'Jlv  for  $14  95.  Pafm"-'  Mail  snd  Fjipet'se  rippliMiitins  and 
some  links  ;o  ijtisktop  yitiwHte  iiot  supported  on  [^aciriloslt.<ei  igog  Xan  Corporation  Xcm,  ihe  3Con!  logo. 
I'oim  Compiiimc,  Grotfiti  ,i-id  HctSynr  are  reg-stered  iraderr,ari(s  and  Palm  III,  Palm  OS,  Paim.  Palm  Coniporna 
ptaltarrn  i(>go,  .mi]  rlir.  P.ilr'  in  y,^^  .j^f,  if,iiji;,n;)iks  of  p,=|nr  Compiitrng.  Inr:  fit  3Coni  Corporation  Dlim 
produLl\  drrc  ofard  irariiK;-:  rrr,4y  be  tradernarks  or  reglslefed  uadernsrks  of  their  rsspscTive  owners 


Connected  Organizer 


More  connected 
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Untethered  at  Last:  Wireless 


ing  to  market  researcher 
Dataquest  Inc.  But  stiff  com- 
petition means  that  the  av- 
erage revenue  per  customer 
is  sHding  by  about  8%  per 
year.  This  development  has 
made  carriers  rabid  to  at- 
tract heavy-spending  cus- 
tomers. Omnipoint,  for  ex- 
ample, charges  67c  a  minute 
if  you  choose  a  $20-a-month 


plan,  but  the  rate  drops  to 
17e  a  minute  if  you  pay  $50 
a  month.  But  no  matter 
which  plan  you  choose,  Om- 
nipoint throws  in  additional 
goodies,  such  as  The  New 
York  Times  headlines  and 
horoscopes. 

Omnipoint  is  one  of  sever- 
al smaller  carriers  that  is 
worth  checking  out  if  you 


want  to  get  enhanced  ser- 
vices such  as  news  or  other 
information  on  your  tele- 
phone. Omnipoint,  Western 
Wireless,  Aerial  Communica- 
tions, and  several  others  use 
GSM  technology,  which  is  the 
most  sophisticated  of  the 
three  digital  standards:  It  has 
been  in  use  in  Europe  for 
years.  That  permits  Omni- 


point to  give  on-demand  Si 
vices  that  competitors  hj 
a  hard  time  managing  to 
plicate.  With  the  compai 
sei-vice,  for  example,  you 
request  a  stock  quote 
what  the  weather  is  in  Ch 
go — and  have  an  answei 
moments. 

Nextel  Communicati 
Inc.  is  one  of  the  most  ir 


POWER  USER 


Japan:  Where  Less  Is  Really  More 


ITO:  Looking  for  the  smallest  phone  with  the  most  feat  u  res 


With  four  mobile 
phones,  Joichi  Ito  is  a 
living,  breathing  mar- 
ket test  of  wireless  technology 
As  he  raced  to  catch  an  inter- 
national flight  in  late  October, 
the  32-year-old  Internet  pio- 
neer spent  most  of  the  90- 
minute  drive  to  Tokyo's  Narita 
airport  on  his  Japanese  digital 
cellular  phone— checking 
voice  mail  and  downloading 
E-mail  messages  to  his  note- 
book PC.  He  also  carried  a 
personal  handyphone  system 
(PHS)  handset  in  the  event  he 
needed  high-speed  data- 
transmission  capability.  After  landing  in  Los  Angeles,  he  pulled 
out  a  U.S.  digital  phone  to  check  E-mail  again.  He  also  has  a 
European  phone,  though  he  didn't  bring  it  on  this  trip. 

Which  country  does  he  think  has  the  best  phones'  No  question: 
Japan.  "I  care  about  size  and  function,"  says  Ito,  who  founded 
Digital  Garage,  a  company  that  represents  the  U.  S.  search  engine 
Infoseek  in  Japan.  "And  [Japanese]  phones  come  in  the  smallest 
formats  with  the  most  functions." 

That's  not  just  national  pride.  As  wireless  use  has  boomed 
around  the  globe  in  recent  years,  Japan  is  the  country  that's 
pushing  the  envelope  in  wireless  phone  design,  making  devices 
ever  smaller  and  lighter.  Consider  Ito's  phone  of  choice:  a  sleek, 
2.8-ounce  wonder  from  Matsushita  Electric  Industrial  Co.'s  Pana- 
sonic division  that  fits  in  the  palm  of  his  hand.  In  contrast,  Nokia 
Corp.'s  6160  phone — all  the  rage  in  the  U.S. — is  70%  heavier, 
at  4.8  ounces. 

That  doesn't  mean  the  Japanese  are  skimping  on  features.  Ito's 
phone  comes  with  all  the  typical  bells  and  whistles  digital  phones 
offer  elsewhere — Caller  I.D.,  voice  mail,  and  a  variety  of  ring 
modes,  such  as  a  vibrator  function.  And  for  a  reasonable  $225, 
the  Panasonic  206  goes  well  beyond  the  norm.  It  can  store  up  to 
500  names  and  phone  numbers,  using  the  Roman  alphabet  or 
Japanese  characters.  It  boasts  an  answering  service  provided  by 


the  carrier  as  an  alternative 
voice  mail.  And  if  Ito  receive 
a  call  from  someone  listed 
his  VIP  group,  such  as  key 
business  associates  or  his 
girlfriend,  the  LCD  screen  on 
his  phone  lights  up  orange 
stead  of  the  regular  green. 
Like  many  of  his  generation 
Japan,  Ito's  wireless  handsel 
IS  his  primary  phone.  "I  don 
even  know  my  home  number 
he  says. 

What's  driving  the  techno 
logical  innovation?  It  helps 
that  the  Japanese  cellular 
market  has  exploded  over  th 
past  five  years  from  almost  nothing  to  36.5  million  subscribers- 
a  29%  penetration  rate  that  puts  it  behind  only  a  handful  of 
countries,  including  Finland  and  Israel.  More  than  that,  Japanes 
consumers  have  shown  an  insatiable  appetite  for  ever-smaller 
phones  that  has  been  fed  by  fierce  competition  among  consumf 
electronics  giants  such  as  Sony  Corp.  and  Matsushita.  Ito,  for  e 
ample,  has  gone  through  30  mobile  phones  in  nine  years. 

Still,  Japan's  design  wizardry  hasn't  spread  to  the  rest  of  the 
world  yet.  Forays  outside  the  country  by  Sony,  Matsushita,  and  N 
have  met  with  only  moderate  success.  "Japan  makes  the  small- 
est, most  advanced  handsets  in  the  world,"  says  analyst  Makio 
Inui  of  Salomon  Brothers  in  Tokyo,  "though  it's  still  not  clear 
whether  consumers  in  other  countries  want  such  tiny  phones." 

Ito,  who  has  been  sought  out  by  Japanese  government  officii 
for  his  knowledge  of  the  Internet,  has  some  ideas  on  how  to  m; 
the  ideal  phone.  He  believes  that  the  winning  combination  is  a 
tiny  device  with  dozens  of  functions  and  one  common  global 
standard.  Of  course,  that's  only  a  dream  these  days.  For  now,  1 
is  eyeing  a  $7,000  Iridium  satellite  phone  developed  by  Motoro- 
la— it  weighs  about  2  pounds  but  it  works  around  the  world.  " 
just  might  buy  myself  one  for  Christmas,"  he  muses.  At  least 
then  he'll  have  only  one  phone  to  lug  around  when  he  travels. 

By  Irene  M.  Kunil  in  To 


TIP:  Pay  that  little  bit  more  when  choosing  among  the  flood  of  new  gimmicks.  It's  worth  it  in  the  long  ri 


World-class 
service 

right  down 
the  street. 


Finally,  a  group  benefits  provider  whei 
you  need  them. 


plan  ahead. 


When  choosing  group  benefits, 
you  want  a  company  that  will  be 
there  for  you.  That  company  is  The 
Principal®.  We  have  been  part  of 
communities  like  yours  for  over 
a  century.  And  through  our  local 
market  approach,  we  offer  options 
like  group  life,  medical,  disability, 
vision  and  dental  insurance. 
The  Principal  representative  in 
your  area  knows 
and  understands 
your  market  and 
business.  In  the  end, 
we  can  provide  flexible 
benefit  options  to  fit  your  needs 
and  your  budget.  Your  employees 
will  enjoy  the  excellent  service  for 
which  the  Principal  Financial  Group® 
is  known.  And  everyone  will  get 
ahead.  If  that  sounds  good  to  you, 
get  in  touch  with  your  broker  or 
call  1-800-986-3343. 


get  ahead. 


Plan  Ahead.  Get  Aheadr 


Financial 
Group 


Health,  Dental  and  Disability  Insurance 


Annuities  •  Mutual  Funds  •  401(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages 


Principal  Life  Insurance  Company,  Des  Moines.  lA  50J92- 
Murual  funds  and  securities  disuibuted  dirough  Princor 


Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal),  its  subsidiaries  and  affiliates. 
Financial  Services  Corporation  (member  SiPC).  Securities  and  health  care  products  not  available  in  ail  states. 


www:principal.com 
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Untethered  at  Last:  Wireless 


vative  wii'eless  providers,  es- 
pecially when  it  comes  to  ser- 
vices for  businesses  and  ex- 
ecutives on  the  go.  It  has  a 
service  called  E-mail  for- 
warding that  lets  you  take 
E-mail  sent  to  your  work  or 
home  PC  and  forward  it  to 
your  Nextel  phone — at  no 
additional  charge.  You  get 
only  the  first  25  words  or  so 
of  the  message,  and  you  have 


erates  on  the  Nextel  net- 
work, has  a  built-in  speaker- 
phone.  That  way,  a  team  of 
people  roaming  the  testing 
grounds  can  all  talk  together 
to  someone  off-site.  "To  be 
able  to  throw  that  phone  on 
the  table  in  a  conference 
room  with  30  people  is  pretty 
impressive,"  says  Turner. 

Nextel  does  have  its  draw- 
backs.   The    service  isn't 


flat-rate  calling.  With  such 
plans,  customers  pay  just 
one  price  per  minute — no 
matter  where  they're  calling 
from  or  to.  This  rtieans  they 
don't  have  to  worry  about 
long-distance  charges  or  ex- 
orbitant "roaming"  fees 
when  they're  calling  from 
outside  their  home  territo- 
ry. George  C.  Eraser,  an  au- 
thor and  motivational  speak- 


for  500  minutes,  but  if  ^ 
roam  beyond  the  compar 
network,  you  pay  a  pri( 
69(2  a  minute.  So  far,  Sprii 
network  covers  46%  of 
U.  S.  population. 
CROSSING  BORDERS.  E\ 
so,  flat-rate  plans  can  rm 
big  savings.  Steven  Har 
communications  manager 
San  Antonio  AirLife,  wh 
transports  patients  by  h 


Roam  Free  with  Wireless 


COMPANY 


MONTHLY  COST  OF  NATL.  PUN     THE  SKINNY 


AT&T 


$90  for  600  minutes 


This  innovative  plan  boasts  free  long  distance  and  lets  you  roam  throughout  the  country,  makir 
it  a  hit  with  customers  and  a  threat  to  competitors,  who  are  scrambling  to  keep  up. 
At  a  minimum  of  $90  a  month  or  150  a  minute,  the  service  is  pricey. 


SPRINT 


$50  for  500  minutes 


Sprint's  package  includes  free  long  distance  and  has  a  lower  price  tag  than  AT&T's  plan. 
But  customers  have  to  pay  690  a  minute  when  they  roam  off  of  Sprint's  network — a  likely 
occurrence  for  heavy  business  travelers. 


BELL  ATLANTIC      $160  for  1,600  minutes  For  most  customers,  the  Baby  Bell  is  not  the  best  place  to  go  for  nationwide  service,  since  its 

lowest-cost  package  is  so  expensive.  Still,  customers  who  stick  to  the  East  Coast  may  find  Bell 
Atlantic  attractive  because  of  its  reasonable  regional  rates. 


NEXTEL 

COMMUNICATIONS 


$90  for  650  minutes 


Nextel,  which  primarily  targets  businesses,  offers  free  roaming  and  a  host  of  whizzy  services, 
such  as  conference  calls  and  the  ability  to  push  one  button  to  talk  instantly  with  up  to  100 
people.  And  recent  price  cuts  make  it  affordable  even  if  the  company  isn't  picking  up  the  tab. 


to  read  them  on  a  screen 
only  slightly  larger  than  a 
matchbook.  But  at  least  you'll 
know  if  you  get  any  lu'gent 
messages  while  you're  out  of 
the  office. 

ON  THE  GO.  Nextel  also  of- 
fers a  special  feature  that's 
a  cross  between  a  conference 
call  and  a  walkie-talkie:  You 
push  one  button  after  select- 
ing a  particular  work  group 
and  can  immediately  speak 
to  as  many  as  100  people. 
This  has  greatly  improved 
the  ability  of  employees  at 
General  Motors  Corp.'s  test- 
ing grounds  to  get  in  touch 
with  each  other.  The  900 
workers  are  constantly  out 
testing  cars,  so  it's  nearly 
impossible  to  catch  them  in 
their  offices.  But  now  that 
they  carry  Nextel  phones, 
they  have  a  better  chance  of 
reaching  one  another.  "We're 
confident  this  is  going  to  cut 
the  time  it  takes  to  get  jobs 
done,"  says  .Jack  Tiu'ner,  di- 
rector of  vehicle  development 
tests. 

^Vhat's  more,  the  Motorola 
Inc.  ilOOO  phone,  which  op- 


cheap,  even  though  new,  low- 
er rates  will  be  introduced 
on  Nov.  9.  It  costs  about  14e 
a  minute  under  the  new  plan 
compared  with  the  10(Z  a 
minute  offered  by  many  ri- 
vals. Nextel's  phone  is  too 
technical  for  most  general 
users:  For  example,  you  need 
to  punch  in  *-#-2-6  to  pro- 
gi'am  a  name  into  speed-dial. 
And  Nextel  has  many  re- 
gions where  you  can't  get 
service,  since  it  doesn't  use 
cellular  carriers  as  a  backup 
to  its  own  network.  In  my 
experience,  coverage  in  the 
New  York-to-Boston  coriidor 
is  spotty,  and  parts  of  Geor- 
gia are  not  covered  at  all. 

The  biggest  change  dur- 
ing the  past  year  has  been 
the  booming  popularity  of 


er  who  travels  an  average 
of  25  days  a  month,  says 
AT&T's  Digital  One  Rate  plan 
has  cut  his  wireless  phone 
bill  in  half,  to  about  $90  a 
month.  "I  just  think  this  is 
the  greatest  thing  since 
sliced  bread,"  he  says. 

While  simplicity  is  flat-rate 
caUing's  biggest  appeal,  there 
is  fine  print  you  need  to  con- 
sider. AT&T  offers  the  most 
straightfoi"ward  plan:  For  as 
little  as  lie  a  minute,  you 
get  free  long  distance  and 
roaming  any  place  in  the 
country.  The  only  catch  is 
that  the  cheapest  plan  you 
can  get  is  a  steep  $90  per 
month — so  you  have  to  be  a 
heavy  user  to  make  it  pay. 
Sprint  offers  a  similar  plan 
that  starts  at  $50  a  month 


A  MOBILE  SPEAKERPHONE 

Motorola's  new  ilOOO  lets  a  whole 
group  of  people  testing  cars  at  a  GM 
track  confer  with  someone  off-site 


copter  for  two  Texas  hoii 
tals,  estimates  that  SpriS 
service  has  cut  the  bill  |j 
his  work  phone  in  hE 
Alysse  Resh,  an  account  i| 
resentative  for  3M  who  (i! 
ers  the  District  of  Columj 
Maryland,  and  Virginia,  ut 
to  spend  $350  a  monthr 
wireless  services.  Now,  vl* 
Bell  Atlantic  Coi-p.'s  flat-il; 
plan,  her  bill  is  $| 
"My  boss  is  thrilled,"  i 
says. 

And  there's  more  to  coll 
as  wireless  carriers  rusll 
develop  enhanced  new  ;jl 
vices.  Omnipoint  stalled  r|l 
keting  a  wireless  servicd 
July  that  lets  you  use  jl 
same  phone  in  the  U.  S.  ill 
37  other  countries,  .at&t  1( 
others  are  trying  to  makli 
easier  to  access  Web  sK 
from  wireless  phones.  .iH 
one  more  future  imprde 
ment:  Samsung  and  Spil 
insist  that  voice  dialing  lil 
become  more  accurate  in  hi 
future.  I'm  sure  Mom  ai.i 
will  appreciate  that. 

By  Peter  Elst>n. 
in  New  ]^ 


The  sky  keeps  its  true  color 

Escape.  Serenity.  Relaxation.  The  1999  Toyota  4Runner  Limited  puts  them  all  well  within  your  reach. 

a  secret,  and  only  shares  it  with 

With  features  like  a  leather-trimmed  interior,  a  CD  sound  system  as  well  as  more  than  a  dozen 

those  who  climb  the  mountain. 

new  refinements,  you  might  actually  find  the  journey  to  be  as  rewarding  as  the  destination. 


'iftm  iiwiiiWiwdili 


4Runner 


TOYOTA 


1   8  0  0  -  G  O  -  T  O  Y  O  TA   4    w  w  w  .  t  0  y  o  t  a  .  c  o  m 

©1998  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Upl  Do  it  for  those  who  love  you.  Toyota  reminds  you  to  Tread  Lightlyl'^ 
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pentium^JI 


RULES?  WHAT  RULE 


INTRODUCING  THE  IBM  THINKPAD  390  SERIES 


Who  said  notebook  computers  were  just  for  the  big  budget  guys?  The  ThinkPad  390  gives  small  business  profess! 
fully  integrated  desktop  alternative  at  a  small  business  price.  It's  got  a  huge  active  matrix  screen,  a  built-in  CD-R( 
floppy  drive,  high-performance  stereo  speakers,  and  a  keyboard  so  roomy  you  forget  it's  a  notebook.  All  the  power  yc 
All  at  a  price  you  can  handle.  See  the  full  line  of  ThinkPads  at  www.ibm.com/thinkpad  or  call  1  800  426  7255,  e> 


)<'-l)usinp.s.s  tools 


Inter  processors  (up  to  266  MHz)  /  Up  to  4.3GB  hard  drive  / 12.1"  or  14.1"  screen  /  CD-ROM  /  From  $i; 


<|]i  I    M    U , 
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Cyberspace  1 


A  VIRTUAL  CONCIERGE 
AT  YOUR  SERVICE 


Stuck  in  a  strange 
city?  The  Net  can  get 
you  up  to  speed  fast 

This  is  one  busy  guy.  J. 
Carter  Brown  is  the  di- 
rector emeritus  of  the 
National  Gallery  of  Ait 
in  Washington.  He's  also 
chauTnan  of  Ovation,  a  cable- 
TV  channel  devoted  entirely 
to  the  arts.  And  then  there 
ai'e  the  20-odd  ait-foundation, 
university,  and  piTze  boards 
that  he  sits  on  as  a  trtistee 
or  member.  So  BrowTi  does 
tend  to  be  on  the  move.  Dm-- 
ing  a  typical  week  in  October 
he  zipped  around  the  North- 
east, going  fi'om  Washington 
to  New  York  to  Pittsburgh 
and  back  to  Washington. 

Thank  heavens,  then,  for 
the  World  Wide  Web.  For 
busy  executives  such  as 
Brown,  the  Internet  offers 
valuable  resources  that  can 
smooth  the  path.  And  they 
are  always  just  a  click  away. 
When  Brown  is  on  the  road 
to  New  York,  for  example, 
he  uses  local  guide  Web  sites 
from  The  New  York  Times 
and  Microsoft  Corp.'s  Side- 
walk to  look  up  restaurants 
and  museum  events.  For  a 
trip  farther  afield  to  Kansas 
City,  Mo.,  he  browsed  the 
CultureFinder  site  to  get 
the  scoop  on  local  shows. 
And  he's  tapping  into 
Operabase.com  for  a  trip  at 
the  end  of  November  to 
Paris.  Using  the  Web  to  keep 
up  on  the  aits  is  all  in  a 
day's  work  for  Brown.  "I  use 
these  sites  all  the  time,"  he 
says.  "There's  nothing  static 
about  the  arts  world." 

Brown's  work  may  seem 
like  play  to  some,  but  his 
words  ring  true  for  execu- 
tives in  just  about  any  field: 


There's  no  standing  still  in 
the  Internet  Age.  Last- 
minute  flights,  reservation 
changes,  and  keeping  up  with 
a  deluge  of  E-mail,  faxes,  and 
voice  mail  are  facts  of  life  for 
the  exec  on  the  go.  But  a 
whole  set  of  onhne  semces 
dedicated  to  easing  travel  is 
out  there  for  those  who  know 
where  to  look.  And  these 
sites  can  quickly  transfonn  a 
Web  browser  into  a  digital 
concierge. 

Ti-aveling  typically  starts 
with  reservation  services. 
Travel  sites  were  one  of  the 


fij-st  to  catch  fti-e  onhne,  and 
a  number  of  them  cater 
specifically  to  frequent  busi- 
ness travelers.  Among  the 
top  ai'e  TheTiip.com  Inc.  and 
Biztravel.com  Inc.  Biztravel 
(www.biztravel.com)  was  rat- 
ed the  No.  1  travel  service 
for  business  travelers  out  of 
19  sites  surveyed  by  re- 
searcher Gomez  Advisors, 
while  TheTiip.com,  which 
also  catei^s  to  consumere,  was 
rated  No.  2  for  business 
users. 

What's  compelling  about 
Biztravel.com  is  how  it  comes 


up  with  its  I'ecommendatic; 
Flight,  hotel,  and  car-rer 
itineraries  are  created  ba 
on  members'  tastes,  such 
aisle  vs.  window  seats, 
well  as  membership  in  ] 
quent-travel  programs, 
cause  it  tracks  more  thair 
frequent-travel  progra 
Biztravel.com  can  pick 
the  best  combination  of  ( 
rental,    flight,    and  he 
arrangements  to  maxin 
the  number  of  points  fu 
trip.  In  TheTiip.coms  la 
is  its  ease  of  use  and 
tons  of  infoiTnation,  such 
city  maps  and  guides,  t 
the  site  provides  about  e 
destination. 

LOOKING  LIVELY.  Guides 
exactly  the  sort  of  th 
someone  unfamiliar  wit" 
city  needs.  The  problen 
finding  one  you  can  trust  ( 
site  with  attitude.  Si 
Microsoft  recently  revam] 
its  Sidewalk  service  to  c 
centrate  more  on  electrc 
commerce  than  enterts 
ment,  CitySearch  is 
standing  as  one  of  the  l 

J.  Carter  Brown 

OVATIGN 

Brown,  chairman  of  the 
Ovation  cable-TV  networ 
and  a  trustee  or  board 
member  of  a  score  of  ar 
organizations,  depends 
a  host  of  Web  sites  to 
track  down  exhibitions, 
opera  performances,  ant 
restaurants  on  the  road 

bets  for  wide-ranging  in: 
mation  on  entertainment  . 
restaurants  in  15  metrop 
tan  areas.  And  of  coui 
general-interest  portal  si 
such  as  Yahoo!  Inc.  and  | 
cite  Inc.  also  sen'e  up  1( 
hstings  such  as  movies  ;[ 
weather.  [ 
The  dow'nside  to  thjj 
kinds  of  services  is  tlj 
plain-vanilla  look  and  fj 
But  there  are  some  li\l 
alternatives,  especially  on 
Web  sites  of  local  news* 
pers.  This  summer. 
New  York  Times  launc 


TIP:  Register  at  local  guides  to  receive  E-mail  alerts  about  events  in  cities  you  frequently  visit 


no  DliClMuCC 


.1  n  w  r  ^/1  D  r  o 


Host  firewalls  are  like  bullet-proof  vests.  That's  the  problem 


Smfjcr  Touil  Ni-hmk  VtMiiy 


Mai,ic  Toial  Service  Desk 


^  Enter  the  Gauntlet  Active  Firewall.  Ever  wonder  if  your  firewall  really  wdrkb?  And  how  would  you  know  before  it's  too  late?  All  of 

HOSE  nagging   questions  ARE   EASILY  ANSWERED  WITH    NETWORK  ASSOCIATES'    PATENT  PENDING    GAUNTLET  ACTIVE    FIREWALL  TECHNOLOGY. 

Intrusion  Oetection  &  Antivirus  Built  Right  In.  CyberCop  Scanner,  our  vulnerability  assessment  module,  tunes  Gauntlet  by  simulating  an 

.CTUAL  hacker  ATTACK  AND  CRACKING  PASSWORDS  INSIDE  YOUR  NETWORK.  TOGETHER  WITH  WEBSHIELD  (ANTIVIRUS  PROTECTION  FOR 
NTERNET    GATEWAYS).     GAUNTLET    ACTIVE    FIREWALL    PROVIDES    THE    ONLY    COMPLETE.    INTEGRATED    SECURITY    SOLUTION    AVAILABLE  TODAY. 

The  Product  of  Choice,  gauntlet  and  network  associates  are  the  CHOICE  OF  THE  US  MILITARY  AND  THE  INTELLIGENCE  COMMUNITY, 
lOT    TO    MENTION    BEING    THE    WORLD    LEADER    IN    SECURITY    SOFTWARE.    WE    OFFER    A    COMPLETE    FAMILY    OF    NET    TOOLS  NETWORK 


lECURITY    AND     MANAGEMENT    SUITES.     MAKING     US    THE     ONLY     COMPANY    TO     CHOOSE    WHEN     SECURITY     REALLY  MATTERS. 

'  Net  lools:  Securing  S  Hanoging  your  NT  Network.  Call  soa-332-9966,  dept.  i<342  for  our  White  Paper 
IN  Active  Firewall  Integrated  Security  Sdlutidns  or  visit  us  at  www.nai.com.  nqw 


HAT'S    BULLET-PRDDF    PROTECTION    YOU    CAN    ALWAYS    COUNT    ON.    HASTA    LA    VISTA,  HACKERS. 


network 


A 


S  a   C   I  A  T  E 


Who's  watching  your  network 
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NewYorkToday,  a  stellar  site 
that  can  be  personalized  and 
uses  the  paper's  treasure 
trove  of  entertainment  and 
restaurant  reviews  (www. 
newyorktoday.com).  The 
Washincjfon  Post  has  a  nice 
layout  undei'  its  Style  section 
online  that's  full  of  reviews, 
addresses,  and  maps.  There's 
a  visitor's  guide,  too. 

Or  try  a  quirky  site  such 
as  CultureFinder,  which  of- 
fers the  inside  scoop  on  en- 
tertainment happenings.  The 
service  is  a  hub  of  listings 
from  1,500  arts  organizations 
in  more  than  550  cities  for  a 


tel  room  or  don't  want  to 
watch  TV  and  wait  through 
listings  for  Florida  weather 
when  all  one  cares  about  are 
the  skies  in  Texas. 

Online  maps  can  also  be 
critical  in  strange  cities.  The 
best  services,  such  as 
MapQuest  at  www.mapcjuest. 
com  and  MapBlast!  at 
www.mapblast.com,  are  li- 
censed to  sites  at  different 
companies,  such  as  cnn  and 
Infoseek  Corp.,  but  it's  just 
as  easy  to  bookmar'k  the  map 
sites  themselves.  A  I'eally  im- 
pressive map  is  Microsoft's 
Terraserver,  which  has  the 


French  language  Voila.fr 
from  telecommunications  gi- 
ant France  Telecom  or  Ger- 
many's Fireball.de.  Other 
easy-to-use  services  from  In- 
stant Passport  and  the  U.  S. 
State  Dept.  (travel. state. 
gov/passport_services.html ) 
make  getting  the  right  travel 
documents  much  simpler  and 
faster. 

Once  on  the  gi'ound  in  for- 
eign cities,  executives  can 
turn  to  ATM  locators  on  sites 
fi'om  Visa  International  and 
Mastei-Cai'd  International  Inc. 
(www.mastercard.com/atm/ 
and  www.visa.com/cgi-bin/ 


Surf  and  Ye  Shall  Find 

BIZTRAVEL  Rated  the  No.  1  travel  service  for  business  travelers  by 
researcher  Gomez  Advisors,  Biztravel  recommends  itineraries  based  on 
members'  tastes  and  their  frequent-travel  programs.  Other  perks  include 
pager  alerts  when  flights  change  and  the  ability  to  copy  travel  plans  onto 
handheld  devices  or  PCs. 

CULTUREFINDER  Next  time  you  find  yourself  in  a  strange  city  with  some 
free  time,  check  out  this  site.  CultureFinder  lists  arts  and  cultural  events 
including  jazz,  opera,  classical  music,  and  plays  from  1,500  arts  organi- 
zation and  180,000  performance  listings  in  more  than  550  cities  in  the 
U.S.  Coming  this  fall:  An  online  discount  ticketing  service. 

VISTO  Forget  bulky  Filo-faxes  and  handheld  PCs.  At  Vlsto.com,  the  exec  on  the  go  can 
keep  track  of  appointments  via  the  Net.  The  site  lets  you  copy  address  and  calendar 
information.  E-mail,  and  other  files  from  your  PC 
to  the  Web.  That  way,  all  the  information  is  kept 
together  and  you  can  get  to  it  no  matter  where 
you  are — all  you  need  is  a  Net  connection  and 
your  password.  The  service  costs  $10  a  month 
and  $99  a  year. 


appointments,  and  the  r 
business  documents  whik 
the  road.  The  solution 
executives  use  is  dialing 
a  corporate  network  fro 
laptop.  But  that  can  be  c 
plicated,  and  it  doesn't 
essarily  give  you  acces 
all  the  information  you  r 
on  your  desktop  back  at 
office. 

TIME-SAVERS?  New  serv 
such  as  Visto  Corp.  are 
ing  to  do  away  with 
bother    by  offering 
tual  Web  address  bo 
Launched  11  months 
Visto  (www.visto.com) 
you  copy  address  and  C£ 
dar  infor-mation,  E-mails 


grand  total  of  1<SU,000  per- 
formances, including  jazz, 
opera,  classical  music,  plays, 
and  more.  The  site 
(www.culturefinder.com )  also 
has  reviews  and  news  and 
is  just  the  sei-vice  for  people 
who  are  landing  in  a  city 
and  looking  for  something  to 
do  at  the  last  minute. 
KITSCH  WATCH.  Landing  un- 
pi'epai'ed  can  happen  more 
often  than  not.  That's  why  it 
pays  to  bookmark  a  list  of 
what  may  seem  like  kitschy 
sites  that  can  prove  more 
useful  than  you  think.  The 
Weather  Channel's  Weather, 
com  site  is  just  the  thing  for 
people  who  either  don't  have 
the  cable  channel  in  their  ho- 


entire  layout  of  the 
globe  from  satellite 
shots.  Chip  Austin, 
the  CEO  and  presi- 
dent of  Bertelsmann's 
BOL.com,  says  TeiTaserver  is 
a  favorite  of  his,  since  he 
likes  to  get  aerial  ovei-views 
of  cities  (www.terraserver. 
microsoft.com).  Austin  lives 
in  New  York,  though  he 
works  there  only  two  days  a 
week  while  shuttling  between 
Britain  and  GeiTnany. 

International  travelers 
such  as  Austin  can  find  a  bo- 
nanza on  the  Web.  Many 
sites  offer  information  in 
English.  But  there's  also  a 
bounty  of  international  sites 
including  portals,  such  as  the 
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vee/pd/atm/main.html)  to 
avoid  wandering  around  un- 
familiai'  streets.  Sei^vices  such 
as  Oanda,  which  offers  data 
on  1(>4  ciuTencies  and  is  j^ub- 
lished  by  market-forecast 
technology  developer  Olsen 
&  Associates  Co.'s  Internet 
unit,  makes  gazing  into  bank 
windows  to  get  exchange 
rates  a  thing  of  the  past 
(oanda.com). 

But  beyond  travel  and 
reservation  planning,  one  of 
the  most  wonisome  problems 
is  keeping  up  with  E-mail, 


other  files  from  your  p 
the  Web.  That  keeps  all 
data  together  and  lets  u 
share  calendars,  files, 
spreadsheets 
fiiends  or  colleag 

Other  handy 
vices   are  avail: 
Amazon.com  Iin 
cently  bought  ;i 
vice  similar  to  \ 
called  PlanetAll  ( \ 
planetall.com),  ain 
hoo!  offers  a  sii 
Web-based  caUi: 
Ti-avelers  also  cai  i 
Atrieva  Corp.'s  backu]>  e 
vice  to  place  files  ont  m 
Web    for    later  reti 
(www.atrieva.com). 

Of  course,  the  upsid 
the  Web  is  also  its  dowiid 
It  can  keep  travelers  v*( 
all  the  time.  That  could  ; 
a  httle  less  time  for  ai; 
meandering  through 
known  cities.  Then,  ag; 
could  make  things  inn 
smoothly,  freeing  up  tin 
the  harried  traveler. 

By  Heather  ( 
hi  Neir 


TIP:  Don't  wander  the  streets  looking  for  cash.  You  can  find  nearby  ATMs  on  Visa's  or  MasterCard's  slte:i 


i    ROMEO  AND  JULIET  - 
GO  AHEAD  -  GET  HITCHED 
UE  JUST  UANT  yOU  KIDS 
TO  BE  HAPpy. 


If  your  paging  service  isn't  guaranteed, 
you  could  be  missing  some  important  messages. 

ig  a  message  can  be  a  real  tragedy.  Tliat's  why  Sky  Word  Plus  horn  SkyTel'  guarantees  you'll  never  miss  a  message.  Even  if  you  go  out  oi  range,  turn  your 
off,  or  your  batteries  die,  SkyWord  Plus  stores  your  messages.  And  when  you  return  to  full  service,  your  stored  messages  are  automatically  delivered 
1.  You  might  think  you'd  pay  more  for  this  peace  of  mind.  Yet  SkyWord  Plus  costs  less  than  most  ordinary  paging.  So  if  you  want  wony-free 
lal  paging  that's  also  a  great  value,  get  SkyTel.  And  get  the  message,  guaranteed.  Limited-time  offer:  Call  now  and  ger  a  personal  800/888  number  for  free. 


Caller  ID 
ow  Available. 


Featlres 

SkyWord  Plus  Service 

Guaranteed  Delivery 

Yes 

E-Mail  On  Your  Pager 

Yes 

Protection  Against  Garbled  Messages 

Yes 

Monthlv  Cost 

5^4. ^) 

SkKTelA 

Call  im815'2705 
or  visit  www.skytel.com 


Tel  features  advanced  messaging  pagers  hy  Motorola. 

SkyWord  Plus  price  includes  600  lO-choroctei  messoges.  Equipment  and  enhanced  services  available  at  an  additional  charge.  ©1998  SkyTel.  SkyTel  Communicotions  is  o  NASDAQ  Company,  SKYT 
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ASSISTANTS  FOR 
THE  DIGITAL  LIFESTYLE 


They  provide  unified 
messaging-with  or 
without  attitude 

I have  spent  the  past  sev- 
eral weeks  interviewing 
a  series  of  assistants.  You 
know,  someone  to  take  on 
menial  but  important  jobs: 
placing  calls  for  me  or 
screening  them,  knowing  my 
schedule  and  finding  me  in  a 
pinch,  fetching  my  E-mail 
from  my  various  accounts, 
and  faxing  important  mes- 
sages to  my  home  or  hotel. 
Some  of  the  candidates  even 
volunteered  to  read  messages 
to  me  on  my  commute  to 
work,  or  when  I'm  driving 
between  appointments.  That's 
no  small  time-saver  when 
you  live  in  Los  Angeles. 

But  these  aren't  the  ordi- 
nary temps  sent  over  by  an 
agency.  These  are  "virtual 
personal  assistants" — com- 
puters progi-ammed  to  rec- 
ognize and  respond  to  your 
voice  and  those  of  your  con- 
tacts. Think  of  them  as  uni- 
fied messaging  services  for 
the  very  mobile — profession- 
als who  need  their  messages 
consolidated  in  a  single  place 
but  who  can't  safely  punch 
in  touch-tone  prompts  on  a 
wii'eless  phone  while  driving, 
much  less  open  up  a  laptop 
computer  At  $150  to  $250  a 
month — more  if  you're  a 
sales  executive  who  spends 
two  to  three  hours  on  phone 
calls  without  a  break — 
they're  not  cheap.  But  they 
still  stand  up  well  when  com- 
pared with  the  salary  and 
benefits  tab  of  a  full-time  hu- 
man assistant. 

I  loved  them  all.  I  audi- 
tioned Portico,  the  brand-new 
assistant  from  General  Magic 
Inc.;  Webley,  the  oh-so-pr-oper 


HELP  FOR  THE  VERY  MOBILE 

Virtual  personal  assistants  will  track 
you  down,  screen  your  calls,  and  even 
read  you  your  messages 


British  butler  from  Webley 
Systems;  and  Wildfire,  the 
gi'andmother  of  personal  as- 
sistants from  Wildfii'e  Com- 
munications Inc.,  who  has 
been  on  the  job  since  1994. 

All  of  these  services  de- 
pend wholly  on  speech  I'ecog- 
nition  to  respond  to  your  re- 
quests. For  the  most  part, 
they  get  it  right  the  first 


time.  If  not,  they  take  full 
responsibility  for  the  misun- 
derstanding. There's  no  more 
of  the  "please  speak  more 
clearly"  of  past  speech-recog- 
nition systems.  Instead,  Por- 
tico will  say  something  like, 
"I'm  sorry.  Let's  make  sure 
I've  got  this  right."  Wildfii'e 
once  asked  me  whether  I 
thought  the  problem  was  a 


bad  connection  and  early 
told  me  that  she  found 
easier  to  understand  ii 
spoke  in  a  natural  voice. 

The  idea,  for  all  these  s 
vices,  resembles  conventio 
unified  messaging.  You  hi 
out  a  single  toll-free  phc 
number  to  all  your  contac 
Then  you  tell  yom-  assist; 
where  to  fomard  your  ca 
The  assistant,  however  ) 
manlike,  is  nothing  but  sm 
software  ranning  on  a  a 
puter  server  that  you  acc 
via  telephone.  General  Ma 
and  Webley  Systems  man; 
their  own  computers;  W 
fire  leases  its  software 
wireless  telephone  compani 
BLAST  OFF.  They  can  all  < 
with  complicated  instruct  i( 
For  instance,  you  can 
that  you'll  be  at  your  nut 
number  for  the  next  h( 
then  unavailable  for  t 
hours  at  a  client  meeti 
and  after  that  you  can 
reached  at  youi*  hotel.  W 
ley    has    a    feature — " 
blast" — where  he'll  call 
at  four  different  phone  ii 
bers  simultaneously  and  ii, 
up  the  others  when  you  ii 
swer  one  of  them.  In  all 
es,  your  assistant  will 
who's  calling  and  call  ym 
ask  whether  you  want 
take  a  call  or  have  it  tal 
message.  If  you're  using  v 
service  to  place  a  call  at  i 
time,  they'll  quietly  intei'ip 
you  and  whisper  the  nam 
the  new  caller  in  your  e. 

It's  easy  to  log  on  ti 
services  and  run  thru 
your  daily  routine.  \\ 
you're  listening  to  voice  i 
you  just  say  "give  the 
call"  and  they'll  retrieve 
number  from  Caller  1. 1 
your  address  book  to  re 
the  call.  They  all  allow  yi 
create  an  address  boolst 
that  you  can  call  anyone 
want  just  by  saying 
name.  Wildfire  lets  ydi 
this  on  the  fly,  by  tellint: 
to  add  a  contact  she  h;i 
ready    identified  thii 
Caller  I.  D. 

Portico  and  Webley  M 
Web  pages  with  a  win 
where  you  can  type  in  > 


4 


TIP:  Pay  close  attention  to  experience  and  personality,  as  you  would  with  a  human  assistant 


I 


K  I  'f.^n """^  communicate  ideas  in  your  own  voice 
W  th  the  Sony  ICD-70  Voice  File™  Recorder.  It  turns  anv^hounht' 
nofon  or  sudden  brainstorm  into  a  digital  voice  f,e  that  you 

easily  download  to  your  PC  and  e-mail  to  anyone  anywhere  Tt  ^     S  ON  Y 
uc  a  remarkable  concept,  ,t  just  may  be  impossible  to  fomet  Fo  a     ^  "^^^  ^ 
dealer  near  you,  call  1  -888-987-7669  or  visit  www.sony.comSorde 


[■executive  power  tools 


Cyberspace 


addi'ess  book — a  good  project 
for  your  human  assistant. 
Portico  claims  that  it  can  im- 
port youi'  cuiTent  contact  list 
from  a  number  of  popular 
PiMs  (personal  information 
managers),  but  when  I  down- 
loaded the  software,  I  dis- 
covered that  it  only  works 
with  Rex,  a  credit-card-size 
device  that  holds  contact  lists 
and  calendar  information. 
Even  though  the  services 
match  your  voice  to  a 
typed — not  spoken — rendition 
of  your  contacts'  names,  I 
had  no  problem  asking  them 
to  call  people  with  Hispanic 
or  Japanese  names. 

In  the  middle  of  these  tri- 
als, I  made  a  five-day  tnp  to 
Chicago  and  left  my  address 
book  at  home.  The  hotel 
switchboard  didn't  recognize 
the  new  877  toll-free  area 
code  that  Portico  assigned 
me — but  otherwise  every- 
thing went  fine.  I  had  wanted 
to  leave  my  laptop,  too,  since 
in  theory,  both  Webley  and 
Portico  (but  not  Wildfii-e)  can 
pick  up  E-mail  and  read  it 
over  the  phone. 

But  it's  a  good  thing  I 
brought  my  laptop.  E-mail 
retrieval  on  these  services  is 
somewhat  overbilled,  as  it  is 
with  most  unified  message 
services.  Assistants  can't 
break  thi'ough  coi-porate  fli'e- 
walls,  where  I  get  the  most 
urgent  E-mails.  Also,  the 
synthesized  text-to-speech 
voice  that  reads  fax  headers 
and  E-mail  messages  to  you 
in  the  car  is  hard  to  under- 
stand, compared  with  the  as- 
sistants' noiTiial  voices,  which 
are  recorded  by  real-live  ac- 
tors. And  right  now,  only 
Portico  can  retrieve  E-mail 
fr'om  America  Online  Inc. 
DOUBLE  DUTY.  Both  Webley 
and  Portico  were  very  reli- 
able when  it  came  to  my 
EarthLink  account,  my  other 
Internet  service  provider. 
Portico  picked  up  messages 
every  couple  of  hours  and 
stored  them;  Webley  went 
online  only  when  he  heard 
me  say  "check  my  E-mail." 
If  Portico  had  already  re- 
trieved  it,  Webley  found 


nothing  there — but  that 
wouldn't  have  been  a  prob- 
lem if  I'd  only  had  one  ISP. 

Despite  the  grating  syn- 
thesized voices  on  the  E-mail 
readers,  these  assistants 
make  it  easy  to  weed 
through  messages  and  delete 
the  spam.  Or  you  can  order 
the  systems  to  "send  a  re- 
ply." They  will  record  your 
response  and  send  it  as  a 
voice  attachment  to  the  out- 
going E-mail.  My  friends 


rely  on  voice  recognition  for 
hands-off  commands.  Even 
backseat  passengers  will  be 
able  to  play  games  or  surf 
the  Net  on  screens  such  as 
those  found  in  airplanes. 

The  first  step  in  this  di- 
rection is  an  ambitious  effort 
by  Microsoft,  called  the  Auto 
PC,  which  biings  a  whole  new 
meaning  to  the  ad  slogan 
"Where  do  you  want  to  go 
today?"  Initially,  Auto  PC  vnll 
be  an  onboard  computer  that 


What  You  Get  from 
Virtual  Personal  Assistants: 


IP0R1VCO.  l-80<MWIItTiC0  Manages  all  voice  communi- 
cations, E-mail,  and  faxes.  Has  news  and  stock-quote  features. 
Truly  hands-free  operation. 

Cost:  $19.95  (60  minutes)  to  $149.95  (1,300  minutes)  month- 
ly. Additional  minutes:  150.  Charges  for  inbound  and  outbound 
calls.  No  long-distance  surcharges. 


WEBLEY.  l-<888-^-WEBLEY  Handles  all  voice  commu- 
nications, E-mail,  and  faxes.  Mostly  hands-free  (requires  use  of 
*  and  #  keys). 

Cost:  $14.95/month  plus  14.90/minute.  Charges  for  incoming 
conference  calls.  No  surcharge  for  long-distance  calls. 


WILDFIRE.  1-800-WILDFIIIE  Integrates  voice  communi- 
cations only.  Hands-free  operation. 

Cost:  New  version  available  through  wireless  carriers  for  as 
little  as  $15  a  month. 


loved  this  aspect,  responding 
with  notes  saying  "way  cool" 
and  "ain't  technology  won- 
derful." And  while  we're  on 
cool  featiu'es,  Webley  can  cre- 
ate a  conference  caO  when  he 
hears  "add  a  caller"  Portico, 
meanwhile,  gives  you  the 
abihty  to  call  up  stock  quotes 
and  news  on  companies, 
though  "Circuit  City"  result- 
ed in  a  quote  for  "Circus  Cir- 
cus." (It  worked  the  second 
time.) 

Someday,  personal  assis- 
tants will  simply  be  a  feature 
in  your  car  Today's  cars  al- 
ready boast  dozens  of  mi- 
crochips under  the  hood.  But 
soon  your  car's  dashboard 
may  sport  a  PC  that  can  tap 
into  a  broad  range  of  infor- 
mation services  deliveiing  di- 
rections, traffic  reports,  and 
E-mail  messages.  Most  will 


holds  the  driver's  address 
book  and  pemiits  voice-acti- 
vated calling  over  a  cell 
phone.  Eventually,  the  sys- 
tem will  let  drivers  retrieve 
voice  mail,  E-mail  and  nu- 
meric pages,  subscribe  to  ser- 
vices that  will  send  news  and 
traffic  alerts,  and  surf  the 
Web  by  voice. 

The  fii'st  version  of  Auto 
PC  will  be  available  by  the 
end  of  the  year  as  part  of  a 
$1,299  car  stereo  cassette 
player  from  Clarion  Co.,  a 
leading  auto-components 
maker.  Other  companies,  in- 
cluding Ford  Motor  Co.'s 
Visteon  unit,  another  com- 
ponents maker,  plan  to  in- 
troduce Auto  PC  products 
next  year.  Clarion  will  be 
selling  its  system  at  elec- 
tronics retailers.  Visteon's 
system  will  be  avail- 


able through  Ford  deal 
Compared  with  Auto 
however,  personal  assist 
sei-vices  have  one  big  ad^ 
tage:  They  do  not  reqi 
any  fancy  hardware,  ot 
than  a  telephone. 

If  you  decide  to  hir 
virtual  assistant,  pay  c 
attention,  as  with  a  hui 
one,  to  experience  and  ] 
sonality.  For  me,  Wild 
was  the  easiest  to  deal  v 
While  the  other  services 
a  human  on  the  phom 
train  you,  you  deal  \ 
Wildfire  alone  from  day 
She  does  the  tutorial,  am 
you  get  comfortable  \ 
her,   offers  an  occasii 
"friendly  word  of  advice, 
she  puts  it,  to  help 
streamHne  youi-  session, 
what  a  comedian.  Tell 
you're  depressed,  and 
has  a  repertoire  of  che 
retorts.  One  of  them:  "Gi 
Now  I'm  a  therapist." 
DRAWBACKS.  Unlike  Poi 
and  Webley,  you  can't  ir 
rupt  Wildfire  while  sh 
talking.    But    her  v 
prompts  are  supposec 
gi'adually  fade  away  as 
get  familiar  with  the  ser 
On  the  other  hand,  Wildl 
inability  to  handle  E-mail 
fax  messages  is  a  real  di 
back.  If  you  want  those  i 
tions — and  they  are  nic 
have — I'd  go  with  Portic 
Like  everything  els; 
the  world  of  computing, 
may  save  quite  a  bit  of  i| 
ey  if  you  wait.  I  tesUf 
beta  version  of  Myosphe| 
system  designed  by  Moll 
la  Inc.  as  an  add-on  for  ^^ 
less  carriers,  which  wil'J 
much  cheaper  than  tocji 
stand-alone  systems,  ie 
Mobility  just  started  o2 
ing  Wildfire  for  $13  toS 
(U.S.)  a  month  in  ceiii 
parts  of  Canada.  And  'ix 
this  year,  my  own  Pi'i 
Bell  Mobile  Services  vril^ 
out  Wildfu-e  in  Southern  la 
ifornia  for   $15   a  mi\ 
on  top  of  its  calling  pn 
Guess  who's  getting  thtic 
from  me? 

By  Larry  Arnisl'^ 
hi  Los  An 


TIP:  Assistants  can't  break  through  corporate  firewalls,  where  many  users  get  their  most  urgent  message 


More  connected. 


'  Ithy  networks  don't  just  help  save  lives.  They  actually  propel  businesses.  That's  why  3Com  enables  networked 
'  ging  for  everything  from  healthcare  and  financial  services  to  desktop  video  and  CAD/CAM  applications. 
•  t  us  on  the  Web  at  www.3com.com/moreconnected  to  learn  how  3Com  networks  are  driving  the  applications 
L  drive  mission-critical  organizations.  Because  if  we  can  do  it  for  theirs,  just  imagine  what  we  can  do  for  yours. 


Finance 


BANKING 


WHERE  DOES  THE  BUCK 
STOP  AT  CITI? 

Sandy  Weill  fired  his  heir  apparent.  And  that's  only  part  of  the  management  disarray 


It  was  in  late  October  that  long-sim- 
mering tensions  came  to  a  boil — on 
the  dance  floor.  Some  150  executives 
of  Citigi'oup  were  attending  a  coi-po- 
rate  retreat  at  the  Greenbrier  resort  in 
White  Sulphur  Springs,  West  Virginia — 
the  fii-st  time  they  had  all  come  together 
since  the  Oct.  8  merger  of  Citicoi-p  and 
Ti-avelers  Group.  It  wasn't  any  secret  to 
the  assembled  that  relations  between 
James  Dimon  and  Deryck  C.  Maughan, 
co-chief  executives  of  Salomon  Smith  Bar- 
ney, Citigi'oup's  investment  bank,  were 
rock\'. 

To  help  heal  the  rift,  one  of  Dimon's 
top  lieutenants  asked  Maughan's  wife, 
Va,  to  dance,  says  one  witness  and  oth- 
er sources.  Maughan,  however,  did  not 
return  the  gesture.  Dimon's  lieutenant, 
;  who  thought  that  Maughan  had  insult- 
;  ed  his  wife  by  not  inviting  her  to 


dance,  confronted  him.  After  the  two 
men  began  arguing,  Va  Maughan  and 
Dimon  got  involved,  exacerbating  the 
argument.  A  Citi  spokesman  disputes 
the  incident,  and  Dimon  and  Maughan 
won't  comment. 

WTiatever  the  exact  details,  tensions 
betw'een  various  factions  have  been 
wTacking  Citigroup  for  months.  Just  days 
after  the  retreat,  the  bickeiing  ex-ploded 
into  public  \iew.  John  S.  Reed,  59,  and 
Sanford  I.  WeiU,  65,  the  co-CEOs  of  Citi- 
gi'oup,  asked  for  Dimon's  resignation  on 
Nov.  1.  Soiux-es  in  the  Dimon  camp  say 
WeiU  decided  to  fii-e  him,  while  Weill  loy- 
aUsts  insist  that  it  was  Reed  who  made 
the  call. 

SHOCK.  In  the  ensuing  shake-up, 
Maughan  was  kicke<;l  upstairs:  He's  now  a 
\ice-chainnan.  No  one  was  named  to  fill 
Dimon's  place  as  president.  And  a  sur- 


prising team  was  installed  to  iiin 
lomon  Smith  Barney  and  Citicorp's  o 
porate  businesses:  Michael  A.  Cai^pent 
a  Travelers  executive  best  remembei 
for  being  blindsided  by  a  $350  milli 
trading  scandal  w^hen  he  ran  Kidd 
Peabody  &  Co.,  and  Victor  J.  Menezes 
careful  Citicoi-p  veteran  who  is  kna 
as  a  survivor  of  Citibank's  fierce  politi 
warfare. 

The  rapid-fii'e  moves  left  everyc 
from  Citigroup  shareholders  to  Saloir 
Smith  Barney  employees  in  a  state 
shock.  The  latter  were  especially  p 
turbed  by  the  decision  to  replace  1 
mon  and  Maughan  with  Cai-penter. 
fact,  Citigi'oup's  shai-es  have  lost  $9  1 
lion  in  value  since  the  announcemd 
(chait,  page  181).  Says  Sanford  C.  Be  ■ 
stein  analyst  Sallie  Kraw^check,  " 
vestors  are  asking  two  questions:  Wis 


AFTER  DIMON'S  FAU 

The  deal  of  the  century 
looked  great  in  April, 
but  now  it's  beginning 
to  look  messy 

HEAVY  AX 

By  firing  Dimon  (left), 
his  own  well-regarded 
protege  of  16  years, 
Weill  has  risked  his 
reputation  for  stable 
management  and  well- 
executed  takeovers 


MARKET  TURMOIL 

The  severest  global- 
market  tumult  in 
decades  is  hammering 
Citigroup's  trading- 
oriented  units,  compli- 
cating reorganization 


CULTURE  CLASH 

Hopes  that  Traveler 
corporate  culture  v, 
bring  stability  to  th( 
top  management  at 
Citigroup  now  appe; 
naive 


lid  I  do  with  my  Citigroup  shares 
where  is  Jamie  going  next  so  that  I 
buy  the  stock?" 

eyond  the  executive  shuffle,  the 
lU^  help  reveal  that  the  so-called  "deal 
he  century"  is  in  trouble — plagued 
:uri'  battles,  cultui'e  clashes,  unset- 
decisions  on  strategies,  and  general 
lise.  It  looks  as  though  Weill  is  test- 
the  limits  of  his  highly  successful  and 
;onal  management  style.  The  ques- 
is  whether  that  style  is  appropriate 
running  a  global  financial-sei-vices 
mioth. 

espite  Dimon's  popularity  with  em- 
ees  and  investors,  Weill  beUeves  he 
I't  being  effective.  He  says  efforts  to 
bine  the  corporate  businesses  of 
:-oi-p  and  Travelers,  for  which  Di- 
was  responsible,  had  stalled.  "It 
I't  coming  together,"  Weill  told  BUSI- 
>  WEEK.  "We  weren't  where  we 
tt\l  to  be." 

ccording  to  the  Dimon  camp,  there 
another  side  to  the  story.  Weill  sim- 
didn't  want  his  protege  ai'ound  any 
e.  Something  had  gone  terribly 
ii;  in  a  close,  personal  relationship 
liad  flourished  for  the  better  pait  of 
eare — and  that  Weill  once  described 
lied  with  "a  lot  of  love." 
lit  there  were  serious  tensions.  Last 
,  for  instance,  Dimon  eased  out 
I's  daughter,  Jessica  Bibliowicz,  who 
Smith  Barney's  mutual-fund  busi- 
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ness.  That,  apparently,  was  an  impor- 
tant factor  in  Dimon's  undoing.  "It  is 
such  a  colossal  error  in  judgment  to 
have  a  dispute  with  anyone's  kid,  espe- 
cially Sandy's  kid,"  says  someone  close 
to  the  Weill  family. 

Weill,  who  spoke  fi"om  his  new  Citi- 
gi'oup  Manhattan  office,  which  is  domi- 
nated by  a  photo  of  his  boyhood  home 
in  the  Bensonhiu'st  section  of  Brooklyn, 
is  confi'onting  what  may  be  the  toughest 
challenge  of  his  professional  life.  The 
Citigi'oup  deal,  Weill's  brainchild,  was 
supposed  to  herald  a  new  era  in  global 
finance  by  melding  together  a  U.  S.  bro- 
kerage and  insurance  giant  with  an  in- 
ternational banking  powerhouse.  In- 
stead, Citigi'oup  looks  like  a  coi^porate 
soap  opera  that  may  be  three  to  five 


years  away  fi'om  fulfilling  its  promise. 
"Sandy,  for  the  fu'st  time,  perhaps  ever, 
appeal's  to  be  at  sea,"  says  one  longtime 
Weill  watcher. 

Weill  has  made  himself  and  his  in- 
vestor enormously  wealthy  by  managing 
a  sprawling  U.  S.  conglomerate  as  if  it 
were  a  small  family  business.  Like  an 
old-fashioned  Wall  Street  paitnei-ship,  he 
meets  regulai'ly  and  socializes  with  Ms 
team  of  top  lieutenants.  "He's  always  inin 
it  like  his  own  mom-and-pop  candy 
store,"  says  one  ex-insider. 
"RUBE  GOLDBERG."  Several  management 
consultants,  a  breed  Weill  has  always 
shunned,  say  it  may  be  hai'd  to  ran  Citi- 
group in  such  a  personal  way.  Adds  Pe- 
ter C.  Davis,  a  consultant  at  Booz,  Allen 
&  Hamilton  Inc.:  "You  have  an  existing 
organization  wliich  is  by  definition  a  Rube 
Goldberg  contraption  at  this  stage.  You've 
got  to  detangle  the  organization  to  sort 
out  what  sei-vices  get  dehvered  to  what 
client  when." 

In  the  past,  shareholders  have  tmiied 
a  blind  eye  to  Weill's  belief  in  nepotism 
(his  son  is  chief  investment  officer  at 
Citigi'oup)  and  his  practice  of  hiiing  in- 
dusti-y  outcasts.  Wliy?  Simply  because 
eveiytliing  he  has  touched  has  tmned  to 
gold.  But  Weill  may  have  a  hai'der  time 
sticking  to  his  management  style  because 
of  liis  paitnersliip  with  Reed. 

To  the  Street,  Cai"penter  is  inexpe- 
rienced and  ill-equipped  to  run  such  a 


WARS 

1  months  after  the 
IT  was  announced, 
oup  has  yet  to 
ine  corporate 
ng  franchises, 
ions  about  turf, 
s,  and  duties — 
)  mention  strate- 
-remain  unclear 


MUSICAL  CHAIRS 

The  executive  suite  is 
in  turmoil  with  Dimon's 
resignation  as  Citigroup 
president  and  his 
replacement  by  two 
relative  unknowns. 
Carpenter  (left)  and 
Menezes  (below).  More 
departures  could  fur- 
ther weaken  Citigroup 


ABOVE  THE  FRAY 

Reed  (above)  has  been  offstage,  giving  Weill  the 
limelight.  Meanwhile,  the  rank-and-file  are  adrift 
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huge  operation.  He  has  "a 
httle  bit  of  an  iffy  sort  of 
backgi'ound,"  says  James  K. 
Schmidt,  portfoHo  manager 
of  the  John  Hancock  Finan- 
cial Industries  Fund.  But 
Weill  is  convinced  that  Car- 
penter is  a  talented  execu- 
tive who  can  fill  both  Di- 
mon's  and  Maughan's  shoes. 
Weill  also  says  that  he  and 
Reed  will  play  a  much  more 
active  role  in  running  Citi- 
group day-to-day. 

Caipenter  will  now  over- 
see all  of  Salomon  Smith  Bai-- 
ney,  as  weU  as  Citigroup's  pri- 
vate bank  that  serves  wealthy 
customers  ai'ound  the  world. 
In  addition,  five  major  busi- 
ness lines,  some  of  which  used 
to  be  at  Citibank,  report  to 
Caipenter:  equities,  fixed-in- 
come, foreigTi  exchange,  de- 
rivatives, and  stiTJctured  fi- 
nance. "When  I  joined 
Traveler's  Group  this  was  not 
something  I  had  in  mind," 
says  an  elated  Carjaenter.  "It 
wasn't  something  I  had  in 
mind  a  week  ago." 

To  many,  though,  the  real 
winner  is  Reed.  With  Dimon 
in  place,  the  conventional  wis- 
dom was  that  Reed  would 
leave  in  a  few  years  and  Di- 
mon would  inin  the  show. 
Now,  however,  insiders  be- 
lieve that  Reed,  six  yeai's  younger  than 
Weill,  will  iTjn  Citigroup  next. 

The  irony  of  the  shake-up  is  that  it 
might  indicate  Weill  and  Reed  can  work 
together.  "This  was  a  decision  we  made 
together,  that  was  very  hard,"  says  Weill. 
A  fund  manager  who  owns  shares  in 
Citigi'oup  says  the  shake-up  shows  that 
Weill  is  sending  a  message  that  he  is 
"going  to  be  just  as  hai-sh  with  the  peo- 
ple who  work  for  him  as  the  people  who 
work  for  John." 

But  some  wonder  whether  Reed  will 
ti"ump  Weill.  Says  one  management  con- 
sultant who  Imows  both  men:  "If  it  came 
down  to  one  of  them,  I'd  bet  on  Reed. 
He  is  the  cleverest,  canniest  streetfighter 
in  the  known  world." 

For  now,  the  turmoil  at  Citigroup  is 
far  from  over.  Employees  at  Salomon 
Smith  Barney  were  stunned  by  the 
changes,  since  many  considered  Dimon 
their  leader.  Some  senior  Dimon  loy- 
alists may  follow  him  out  the  door, 
Weill  says.  "This  is  an  organization  of 
dukes  and  earls.  If  your  Hege  goes,  un- 
less you  can  quickly  find  a  line  of  au- 
thority and  loyalty  to  someone  else, 


you  re  gone  too,    says  one  insider. 

Nor  will  all  the  departures  at  Citi- 
gi'oup be  voluntaiy  "There  will  be  lay- 
offs, but  don't  look  for  any  cataclysmic 
kind  of  thing,"  says  Menezes.  Maughan 
adds  that  the  eventual  numbei"  of  people 
to  be  let  go  will  probably  be  most  de- 
pendent on  the  economic  environment. 
DEAL-WEARY.  Dimon  has  his  detractors. 
Salomon  Smith  Barney  suffered  huge 
trading  losses  in  the  third  quarter.  "I'm 
not  a  subscriber  to  the  'colossal  loss' 
theory,"  says  one  Salomon  Smith  Bar- 
ney insider,  noting  that  Dimon  lacked 
international  experience,  as  well  as  a 
conceptual  strategy  for  the  big  thorny 
issues  such  as  globalization  and  tech- 
nology. A  consultant  adds:  "He  has  lots 
and  lots  of  years  to  learn  before  he'll 
be  ready,"  to  run  a  large  company.  "I'd 
say  it  would  take  eight  years." 

The  broader  question  is  whether 
Weill  and  Reed  can  succeed  in  fashion- 
ing two  very  different  cultures  and 
businesses  into  one  cohesive  organiza- 
tion. It's  possible  that  Weill  may  have 
bitten  off  more  than  he  can  chew.  In 
less  than  a  year,  he  has  spent  $9  bilhon 


acquiring  Salomon  Inc.  j 
nounced  a  $70  billion  mv. 
with  Citicorp,  and  spent  : 
billion  to  buy  25%  of  Ja: 
Nikko  Securities  Co.  Thi 
suit:  Deal-weary  Travi 
managers  have  been  ^ 
pleting  several  merger 
multaneously,  all  v 
world  financial  markets 
tanking.  "The  real  issi 
the  rate  of  speed  at  v 
this  stuff  was  put  toget 
says  Carole  S.  Berg< 
partner  at  Berger  Jac 
Capital  Management. 
Travelers  to  buy  Sale 
and  then  do  the  me 
with  Citicorp  within 
same  year  is  a  very  t 
thing." 

In  the  meantime,  the 
doesn't  stop  anywhere  in 
ticular  at  the  biggest  fin{ 
company  known  to  man 
not  at  all  clear  who's  rur 
the  show.  "It's  stiU  a  N 
Ark  structure — they  brc 
along  two  of  eveiyone," 
Michael  L.  Mayo,  bank 
lyst  at  Credit  Suisse 
Boston.  "You  still  hav( 
heads  of  consumer  ban 
co-heads  of  corporate  I 
ing,  co-heads  over  the  e 
company.  It  doesn't 
sense  to  have  that 
chiefs." 

Dimon's  departure  disappointe' 
vestors  looking  for  signs  that  Citi^ 
management  was  taking  a  cob 
shape.  Schmidt,  a  portfolio  manager 
owns  CitigT'oup  shares,  says  he  was 
ing  Weill's  team  would  take  clear 
trol  because  of  Ti'avelers'  reputatio 
aggr*essive  cost-cutting.  But  he  ss\ 
would  settle  for  any  clear  chain  of 
mand  and  is  disappointed  one  has  j 
emerge.  "We  are  at  a  stage  we  si 
have  been  six  months  ago,"  he  says 
It  was  hai'dly  surprising  that  the 
lems  should  develop  on  the  investr 
banking  side.  In  conception,  the  i 
operations  of  Ti'avj 
together  better  Thl 


ilers  and  Citicoi 
premise  in  cons 
banking  is  that  Citigroup  can  offer 


products  to  existing  customers.  It 
be  as  simple  as  mailing  Citicorp  c 
cards  to  Travelers  policyholders, 
ever,  Weill  said,  "When  it  came  t 
corporate  side,  we  were  talking 
about  who  was  going  to  be  in  what 
tion  rather  than  how  do  we  get  this 
together" 

In  firing  Dimon,  Citigi'oup  off 
maintained  they  were  speeding  u] 


\Your  sales  forecast  just  dropped. 

Are  sales  management  and  the  sales  force 
giving  you  the  same  number? 


Do  you 


know 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  information  you  need  to  run  your 
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integi'ation  of  coii^orate-banking  opera- 
tions. But  that's  going  to  be  trickj'.  There 
will  be  different  brand  names  for  coipo- 
rate-banking  products? — including  Citi  and 
Salomon  Sinith  Barney.  Salomon  Smith 
Barney  will  remain  a  separate  entity. 
And.  in  CitigToup's  Noah's  Ai'k  fashion, 
Cai-penter  and  Menezes  will  have  differ- 
ent ai'ea-^  of  responsibility-.  "We  ai-e  op- 
erating as  co-cliief  executives,  each  one  of 


wiiich  has  primaiy  ai'eas  of  responsibili- 
ty." says  Menezes. 

Ultimately,  cost-cutting  may  be  the 
name  of  the  game.  Investment  analysts 
are  pinning  their  near-term  hopes  on 
Weill's  old-fashioned  reputation  for  piii- 
dence.  Raphael  Soifer.  banking  analyst 
at  Brown  Brothers  Harriman.  expects 
Citigi-oup  will  tiim  enough  expenses  to 
increase  eai'nings  by  $1  billion  in  two 


years.  "You  will  have  a  company 
spends  more  than  .$40  billion  a  yeai- 
if  Sandy  Weill  can't  take  a  billion  aft( 
out  of  that,  he's  not  Sandy  Weill." 
Soifer.  Indeed,  for  all  the  big  ideas 
went  into  foiTning  Citigroup,  the  sui 
of  the  deal  could  liinge  simply  on  rm 
the  whole  operation  smaller. 

By  Leah  Natlums  Spiro  and  Gan 
vennan  hi  New  York 


COMMENTARY 


By  Paula  Dwyer 

SOMEONE  mS  TO  BE  THE  BOSS 


They  would  succeed  w^here  others 
had  failed,  promised  Sanford  I. 
Weill  and  John  S.  Reed,  fomier 
chau-men  of  Travelers  Group  Inc.  and 
Citicoii),  and  now"  co-chainnen  of  the 
newly  merged  Citigi'oup.  The  insiu'- 
ance-e«;»-securities  company  and  the 
global  consumer  bank  would  create  a 
financial  supennarket  and  cross-sell 
to  each  other's  customers.  Together, 
they  would  employ  160,000  people 
and  sen-e  100  million  cus- 
tomers in  100  countries.  On  pa- 
per, at  least,  the  strategy' 
seemed  sound,  and  Wall  Street 
rang  with  huzzahs. 

But  more  than  one  manage- 
ment expert  predicted  faUure, 
and  not  because  they  doubted  the  gi- 
ant group's  ability  to  bring  superior 
salesmanship  and  brand  marketing  to 
financial  senices.  Instead,  they 
doubted  that  Weill  and  Reed  could 
smoothly  reaiTange  their  coi^porate 
structm'es  into  one.  The  fu-st  hint: 
when  the  two  leaders  pronounced 
their  combo  a  merger  of  equals  and 
agreed  to  share  power  as  co-chau"- 
men  and  co-chief  executive  officers. 
Such  arrangements  rarely  work, 
management  experts  say,  and  cause 
big  problems  down  the  road.  "As 
soon  as  I  heai'd  that  neither  compa- 
ny w^ould  dominate,  I  knew  they 
were  in  trouble,"  says  University  of 
Northern  Iowa  professor  David  A. 
Wliitsett,  an  expert  on  organizational 
cultui-es.  Adds  David  A.  Nadler. 
chaiiTTian  of  New  York-based  man- 
agement consultants  Delta  Consult- 
ing Group,  "John  and  Sandy  took 
care  of  theii-  big  emotional  issue  by 
agi-eeing  to  be  co-CEOs.  But  my  con- 
cern is  whether  proxy  battles  are  be- 
ing fought  down  the  chain  over 
which  side  is  going  to  take  control." 
Now,  with  the  abnapt  departui-e  of 


Jamie  Dimon,  the  well-respected 
president  of  Citigi'oup  and  foiTner 
aide-de-camp  to  Weill,  power  shar- 
ing's  flaws  are  beginning  to  show.  By 
aU  accounts,  Weill  and  Reed  get 
along  well.  But  their  inabihty  to  con- 
trol theii'  followers  has  led  to  tiuf 
battles  and  confusion  over  which  cor- 
porate culttu'e  will  predominate. 

At  Citigroup,  will  it  be  the  fast- 
moving,  aggi'essive  dealmaking  cul- 


Citigroup 


ture  nf  Travelers — especially  the  Sa- 
lomon Smith  Barney  investment- 
banking  unit  that  Dimon  headed — or 
the  more  consei-vative  cultui'e  of  a 
large  commercial  bank  chai-acteiized 
by  long-teiTn  customer  relationships? 
"OIL  AND  WATER."  The  question  is 
not  academic.  Important  changes — 
how  compensation  will  be  deter- 
mined, which  business  unit  will  have 
overall  control  of  an  account,  which 
side  will  bear  the  brant  of  layoffs  to 
cut  the  company's  costs — rest  on 
which  culture  the  gi'oup  wishes  to 
follow.  Says  Benton  E.  Gup,  a  finance 
professor  at  the  University  of  Alaba- 
ma: "It's  almost  impossible  to  bridge 
the  differences,  and  just  putting  the 
two  under  the  same  umbrella  doesn't 
mean  it's  going  to  w'ork."  One  or  the 
other's  culture  eventually  will  domi- 
nate, adds  Gup,  so  it's  best  to  choose 
a  single  leader  to  set  the  tone  from 
the  outset. 

And  it  wasn't  just  WeUl  and  Reed 
who  were  sharing  responsibilities. 
The  model  was  mimicked  down  the 
fine,  with  a  triumvirate  of  Dimon, 
foiTner  Salomon  Brothers  ceo 


Deryck  C.  Maughan,  and  \^ctor  J. 
Menezes,  foi-mer  chief  financial  offi- 
cer at  Citicoi-p.  overseeing  the  inte- 
gi'ation  of  Citicoi-p's  corporate-bank 
ing  division  with  Salomon  Smith 
Bai-ney.  Here.  Dimon  took  most  of 
the  heat  for  failing  to  integi'ate  the 
paits  and  not  resolving  the  in- 
evitable battles  over  tuif. 

Citibankers,  who  have  relation- 
ships with  large  multinational  comf 
nies,  natui'ally  wanted  to  mai 
tain  those  contacts  and  didn't 
want  to  be  subsumed  into  th( 
investment  bank,  which  also 
served  coi-porations  but  had 
tie  presence  ovei*seas.  Sa- 
lomon's pros,  meanwhile, 
scoffed  at  the  idea  that  commercial 
bankers  with  httle  bond-underwiiti 
expertise  could  take  the  lead  in 
emerging-market  fixed-income  deal 
Meshing  the  coi-porate-cUent  busi- 
nesses was  always  viewed  as  one  o 
the  most  difficult  parts  of  the  merj 
er,  but  it  was  made  doubly  so  for  I 
mon,  who  had  to  make  decisions  th 
both  Weill  and  Reed  were  unwillinj 
to  make.  "The  two  cultures  are  likt 
oil  and  water,"  says  Jeffi'ey  C. 
Hooke.  a  fonner  investment  banke: 
at  Lehman  Brothers  Inc.  w'ho  has 
wiitten  about  the  challenges  of  ma 
ing  mergers  work.  "I  always  thoug 
it  was  a  recipe  for  disaster."  Hook€ 
says  mergers  are  more  successful 
when  companies  don't  pretend  to  b 
equals  and  one  has  the  power  to 
make  the  tough  decisions. 

Is  power  sharing  a  fatal  flaw? 
That's  unlikely  for  a  company  the 
size  of  Citigi'oup.  But  the  financial 
ant  may  never  Kve  up  to  its  poteni 
until  it  decides  who's  top  dog. 

Paula  Dwyer  writes  about  finan 
cial  services  from  Washingtoyi. 
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Success  often  results  from 
unconventional  thinking. 
New  perspectives.  The  ability 
to  embrace  new  ideas. 

SG  Cowen  draws  upon  these 
strengths  to  help  you  expand 
your  potential  and  attain 
your  goals.  We're  a  proven 
firm  that  focuses  on  the 
needs  of  companies  in  such 
select  growth  industries  as 
technology,  health  care, 
communications,  and  media 
and  entertainment.  Our 
research  excellence  enables 
us  to  fully  understand  the 


trends  and  dynamics  that 
affect  your  bottom  line. 

With  expertise  in  equity  and 
debt  capital  raising,  M&A, 
leveraged,  project  and 
structured  finance,  we'll 
provide  you  with  not  just  a 
solution — but  the  solution. 

SG  Cowen.  Our  focus  helps 
you  challenge  convention. 


ventio 


Cowen 


SG 
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HEDGE  FUNDS 


HEAR-TERM  PAYOFF  AT 
LONG-TERM  CAPITAL? 

The  markets  start  to  benefit  the  hedge  fund's  new  owners 


It's  too  soon  to  say  for  sure,  but 
there  are  signs  that  the  worst  may 
be  over  for  Long-Term  Capital  Man- 
agement, the  Greenwich  (Conn.) 
hedge  fund  that  got  creamed  by  bad 
guesses  on  the  markets  in  August  and 
September.  Volatility  in  stock  and  bond 
trading  has  declined,  and  the  spreads 
between  safe  and  risky  securities  have 
narrowed.  If  those  trends  continue. 
Long- Term's  bets  will  begin  to  pay  off, 
and  the  companies  that  took  over  the 
fund  in  September  will  have  a  profitable 
investment  on  their  hands. 

Long-Tenn  Capital's  executives  won't 
comment  for  the  record  on  how  well 
the  fund  is  doing  oi'  divulge  precisely 
what's  in  its  portfolio,  so  any  assess- 
ment of  where  it  stands  necessarily  in- 
volves some  guesswork.  Although  it  s 
unlikely,  it  could  be  that  the  fund  is  sit- 
ting on  some  undisclosed  positions  that 
continue  to  deteriorate.  It's  also  possible 
that  the  world's  financial  markets  will 
once  again  sink  into  crisis.  Indeed,  a 
soiu-ce  close  to  the  fimd  says,  "I  would- 
n't be  quick  to  hoist  up  the  flag  that 
the  fund  is  out  of  the  woods." 
"BETTER  SHAPE."  But  this  same  soui'ce 
says  that  the  fund  is  in  "a  lot  better 
shape"  than  it  was  in  a  few  weeks  ago. 
And  the  available  evidence  supports 
that  contention.  The  markets  have  fi- 
nally begun  moving  in  a  direction  that 
plays  into  Long-Term  Capital's  core 
strategy.  While  the  fund  tries  to  keep 
its  specific  investments  secret,  some  of 


its  holdings  have  leaked  ^.  ^ 
out.  Wliat's  more,  its  broad 
strategy  is  public  knowl-    '     7  F 
edge.  Its  managers  have 
said  in  letters  to  sharehold-       j    _  ^ 
ers  and  in  pubUc  statements  * 
that  they  were  betting 
on,  in  essence, 
an  improve- 
ment in  the 
health  of 

markets.  'f 
That  is,  they 
made  long- 
term  bets 
that  price 
fluctuations 
would  shrink; 
that  confident 
investors  would 
increase    their  / 
appetite  for  rel- 
atively risky  secuiities;  and  that  mar- 
kets would  be  liquid — that  is,  there 
would  be  plenty  of  bidders  around 
whenever  someone  wanted  to  sell. 

For  a  while,  those  bets  went  disas- 
trously awiy — so  much  so  that  the  orig- 
inal owners  of  Long-Tenn  Capital  Man- 
agement ran  out  of  money  to  meet  all 
the  margin  calls  and  demands  for  col- 
lateral they  were  faced  with.  On  Sept. 
23,  under  the  auspices  of  the  Federal 
Reserve  Bank  of  New  York,  14  big 
hanks  and  brokerage  finns  injected  $3.6 
billion  to  keep  Long-Tenn  Capital  afloat 
and  received  90%  of  the  partnership's 


equity  in  retui'n.  But  even  that  di(' 
stop  the  bleeding.  Things  continuec: 
get  worse  after  the  takeovei'.  Spre 
got  wider  and  volatility  increased. 

But  more  recently,  things  have 
gun  to  turn  the  other  way  (charts). '. 
instance,  it's  believed  that  Long-Te 
Capital  privately  sold  large  number 
options  in  the  debt  and  equity  n 
kets,  figiuing  that  it  could 
them  back  cheaper  and  cli 
out  its  position  at  a  prd 
The  assumption  was  ti 
option  prices  would  i 
because  market  volati: 
would  decrease.  Bad  gii: 
As  markets  went  cr; 
option  prices  shot  uj 
historic  levels.  Moi\' 
cently,  though,  volati 
has  begim  to  recede 
the  bond  market  ' 
chart)  as  well  a; 

the  stock  mai; 
^     (page  188). 

Market  ]! 


ticipants  say  Long-Term  also  bmi 
commercial  mortgage-backed  secur: 
and  shorted  Ti'easm-y  bonds,  bettinr 
a  narrowing  of  the  spreads  betw 
them.  Instead,  the  spreads  more  ti 
doubled.  Since  mid-October,  the  s])i  > 
have  narrowed,  but  only  slightly 
die  chart).  The  situation  in  comnn  i 
mortgage-backed  securities  is  stOl  w- 
than  when  the  new  owners  took  n 
the  fund.  It's  not  clear  how  mucl' 


A  TURN  IN  THE  RIGHT  DIRECTION 


THE  MOVE  TOWARD  MARKET  NORMALCY  MAY  BE  HELPING  LONG-TERM  CAPITAL  MANAGEMENT 
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You  can't  predict  the  market's 

UPS  AND  DOWNS. 

But  you  can 

prepare  for  them. 

-  Peter  Lynch 


To  help  moderate  your  exposure 
to  risk  in  turbulent  markets, 


consider  these  Fidelity  funds 


Fidelity  Asset  Manager'" 

Seeks  reduced  mk  over  the  long  Lerm.  The  land's  assets 
fluctuate  around  a  neutral  mix  oj  50%  stocks,  40% 
bonds,  and  10%  short-term  /  money  market  mstruments* 

Fidelity  Balanced  Fund 

Invests  m  high-yieldmg  equity  and  debt  securities, 
including  at  least  25%  of  total  assets  in  fixed-income 
senior  securities. 

Fidelity  Puritan  Fund 

Invests  in  a  broadly  diversified  portfolio  oj  high- 
yielding  stocks  and  bonds.  The  fund  also  considers 
potential  for  growth. 

^  Fidelity  Convertible  Securities  Fund 

Normally  invests  at  least  65%  in  convertible  securities 
which  are  bonds,  preferred  stocks,  and  other  securities 
which  pay  interest  and  offer  the  fund  the  option  oj 
converting  the  security  into  common  stock. 


Each  of  these  funds  invests  in  a  mix  of  securities  that 
cross  asset  classes,  including  stocks,  bonds,  and  short- 
term  instruments.  As  a  result,  these  types  of  funds  can 
have  less  short-term  fluctuations  m  turbulent  markets 
than  pure  stock  funds. 
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Fidelity 


Investments' 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST." 


tir  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  at  fidelity.com. 
>  ease  read  it  carefully  before  you  invest  or  send  money. 

i)D  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

'his  mix  will  vary  over  short-term  penods  wuhin  dehned  ranges  slocks  can  range  30-70%.  bonds  20-60%,  short-term /money  market  instruments  0-50%. 
J  lehty  Distnbmors  Corporation  647 11 


Finance 


the  portfolio  Long-Temi  dumped  at  fire- 
sale  prices. 

Another  gamble  that  went  bad  for 
Long-Term:  a  bet  on  the  convergence 
of  short-term  interest  rates  in  Europe 
before  the  Jan.  1  move  to  a  common 
currency,  the  euro  (page  186,  right 
chart).  Italian  and  Gennan  thi'ee-month 
Ti'easury  rates,  which  had  been  slowly 
converging,  diverged  dramatically  at 
the  end  of  August.  Since  then,  they 
have  returned  to  the  differential  of 
midsummer. 

Several  other  indicators  seem  to  sig- 
nal better  days  ahead  for  Long-Term 
Capital.  Liquidity  is  coming  back,  nar- 
rowing the  unusually  vdde  yield  differ- 


entials between  new  30-year  Treasury 
bonds  and  older,  less  traded,  issues. 
(Long-Term  had  bet  on  a  naiTOwing  of 
those  spreads  and  was  hurt  when  they 
widened.)  Prices  are  returning  toward 
their  typical  alignments.  "Slowly  but 
surely,  we're  seeing  the  notion  of  rela- 
tive value  return  to  the  mai'ket,"  says  a 
risk  manager  at  a  Wall  Street  firm  that's 
not  pa4't  of  the  lt(:m  ownership  consor- 
tium. Indeed,  it's  hard  to  find  a  single 
market  that's  continuing  to  go  in  the 
wrong  direction  from  Long-Term's 
perspective. 

The  new  owners  appeal'  to  be  in  bet- 
ter shape  than  the  original  owners  in 
two  ways:  They  bought  into  Long- 


Term's  positions  cheaply,  and  they 
deep  enough  pockets  to  ride  oi 
month  in  which  things  got  worse. 

Indeed,  the  biggest  problem  of  Li 
TeiTn  Capital's  original  ovraers  was 
they  built  their  massive  positions 
marily  on  bon-owed  money  and  di 
have  the  financial  staying  power- 
deep  pockets — to  live  up  to 
moniker's  promise  of  hanging  in  for 
long  term.  The  new  owners,  somi 
the  world's  biggest  financial  institut 
look  as  though  they'll  be  able  to 
Long-Term  Capital's  bets  in  place, 
if  the  markets  keep  going  in  the 
dii-ection,  the  payoff  could  be  sweef 
By  Peter  Coy  in  New 


OPTIONS 


TOO  MUCH  FEAR 
IN  THE  CHICAGO  PITS 

For  once,  option  traders  welcome  a  calmer  market 


50--- 


When  markets  swing  with  blood- 
curdling abandon,  terrified  in- 
vestors fret,  pray — and  buy  op- 
tions to  hedge  their  investments.  So  it 
was  during  the  market's  wild  ride  in 
the  first  nine  months  of  1998,  when  op- 
tions volume  on  the  Chicago  Board  Op- 
tions Exchange  climbed  14%  ovei'  the 
year  before.  But  what 
would  ordinarily  be  a 
blessing  turned  out  to 
be  a  curse  for  options 
traders,  who  usually 
profit  from  active  mar- 
kets. Options  prices 
rose  so  sharjjly  and  for 
so  long  that  profession- 
al traders  had  trouble 
coping.  Many  of  them 
withdi'ew  from  the 
market,  fearing  that 
they  were  taking  on  too 
much  risk. 

Well,  something  resembling  normalcy 
has  returned  to  the  options  markets  in 
recent  weeks.  Since  Federal  Reserve 
Chairman  Alan  Greenspan's  surprise 
second  interest-rate  cut  on  Oct.  15,  and 
the  market  rally  that  followed,  there 
has  been  a  steep  decline  in  options 
prices.  "All  of  a  sudden,  the  pressure  is 
off,"  says  Thomas  P.  Haugh,  an  options 
trader  and  owner  of  PTI  Secuinties. 

The  return  to  business  as  usual  in 
the  options  pits  can  be  seen  in  the  "fear 
index" — c^boe's  closely  followed  Market 


Volatility  Index,  vix  measui'es  volatility 
indirectly — not  by  measming  the  swings 
in  the  underlying  stock  market,  but 
rathei-  how  those  swings  ai-e  reflected  in 
options  prices.  It  tracks  the  prices  of 
put  and  call  options  on  the  Standard  & 
Poor's  100-stock  index,  which  ai'e  traded 
on  the  i'BOiz  floor.  (The  vix  itself  cannot 


THE  RECENT  RISE  AND  FALL  OF  VOLATILITY 
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be  traded.)  When  markets  are  stable, 
investors  see  little  need  to  buy  options 
to  hedge  their  investments,  so  prices 
are  low.  But  when  markets  go  nuts, 
prices  go  through  the  roof.  That  is  par- 
ticularly true  when  markets  are  unsta- 
ble for  long  periods.  "The  crash  of  1987 
was  a  walk  in  the  park  compared  to 
this,"  says  Jon  Najarian,  founder  of  op- 
tions trading  firm  Mercury  Ti'ading. 

What  made  the  recent  tm-moil  so  im- 
usual  was  its  dm-ation.  On  Oct.  27,  1997, 
when  the  Dow  plunged  by  587  points. 


the  VIX  shot  up  from  26  to  40.  In 
1987  crash,  the  VIX  soared  to  120.  S 
larly,  the  invasion  of  Kuwait  and  c 
sional  mai'ket  tumult  generated  r 
rises  in  options  prices  in  recent  y 
(chart).  But  in  all  those  earlier  ce 
the  volatility  subsided  in  a  mattej 
weeks.  This  summer,  the  feai"  was  dj 
er.  "I've  never  seen  a  market  wll 
volatility  levels  have  gotten  so  highj 
stayed  Wgh,"  says  John  R.  PowerS 
rector  of  the  Options  Institute  arj 
former  trader  at  the  CBOE  for  17  y(j 
SIDELINED.  As  a  result,  betting  on  n 
turn  to  nomnal  volatility  was  a  lo|| 
game  during  the  summer  maiii 
malaise.  The  vix  shot  up  to  30  in  ej 
August,  but  instead  of  declining: 
stayed  high  and  then  climbed  even  \\ 
er,  as  investors  stampeded  to  buyt 
options  to  protect  tj 
stock  portfolios.  'J 
time,  however,  \ 
hedge  funds  and  tfe 
ing  desks  were  se( 
options.  Stung  by  Icli 
elsewhere,  they  sa( 
the  sidelines.  By  i 
end  of  the  month,! 
VIX  was  nearly  50.  ■ 
Since  Greenspf 
rate  cuts,  the  vixii 
quickly  dropped 
more  normal  levels* 
26,  it  is  still  higher  ( 
the  historical  average  of  20,  andfi 
above  the  recent  low  of  16  on  Juljl 
But  the  fall  in  volatility  has  broug|. 
lot  of  players  back  to  the  market.  | 
The  question  is:  How  long  before? 
next  shock  sends  them  for  the  ei 
again?  "People  are  now  getting  coni 
cent,"  says  Kevin  L.  Murphy,  opt^: 
strategist  for  Salomon  Smith  BarL 
"Maybe  it's  over-,  but  if  the  market  f 
again,  volatility  will  spike  back  up."  ji 
so  will  the  fear  on  the  trading  flooi; 
By  Atulrew  Osterlatid  iyi  Chi\ 
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BY  GENE  G.  IVIARCIAL 

BIG  BETS  ON  MODINE 
AND  AEROQUiP 


I 


nvestor  Mario  GabelK  thinks  the  next 
bull  run  will  be  in  euroland — and 
that's  where  he  has  been  setting  his 
sights.  He  believes  Europe  will  be  a 
vast  growth  market  for  U.  S.  compa- 
nies after  European  Monetary  Union 
takes  effect  on  Jan.  1,  1999 — when  the 
euro  becomes  the  common  currency 
for  11  nations.  Gabelli  is  betting  not 
on  the  large  U.S.  multinationals  but 
on  mid-cap  industrial  and  technology 
plays. 

High  on  his  list:  Aeroquip-Vickers 
(any),  a  worldwide  producer  of  aero- 
space and  automotive  components,  and 
Modine  Manufac- 
turing (modi),  a 
maker  of  heat 
exchangers  that 
iU"e  used  for  cool- 
ing transmis- 
sions, engines, 
hydraulic  gear, 
and  in  other  au- 
tomotive appUca- 
tions.  Gabelli, 
head  of  GabelH 
Funds,  has  taken 
an  11%  stake  in 
both  companies. 
Aeroquip  rose 
to  a  high  of  72  in  mid-May  and  then 
weakened,  along  with  other  automo- 
tive and  aerospace  issues.  The  stock 
slumped  to  22  in  early  October.  But 
since  then,  Aeroquip  has  rallied,  ris- 
ing to  30  on  Nov.  3.  Aeroquip  serves 
markets  that  are  expected  to  boom  in 
the  new  Europe,  says  Gabelli,  who  sees 
the  price  rising  to  65.  Aeroquip  will 
opt  for  "some  kind  of  financial  engi- 
neering— or  merger,"  to  prepare  for 
European  growth,  he  predicts.  That, 
he  adds,  should  boost  Aeroquip's  value 
even  more.  Analyst  James  McCann  of 
Merrill  Lynch  expects  Aeroquip  will 
earn  $4  a  share  in  1998,  up  from  19975 
$3.51. 

Modine  traded  at  37  in  late  April 
and  has  since  dropped  to  31.  But 
Gabelli  figures  the  stock  is  worth  60. 
He  notes  that  the  demand  for  Modine's 
climate-control  systems  has  been  on 
the  increase  in  both  the  U.  S.  and  Eu- 
rope. Modine's  foreign  operations  ac- 
counted for  31%  of  1998  sales  of  $1 
billion.  "Its  euroland  operations  will 


A  A 

GABELLI:  He  sees  a 
euroland  bull  rim 


benefit  Modine  substantially,"  says 
Gabelli.  Analyst  Michael  Braig  of  A.  G. 
Edwards  expects  earnings  of  $2.70  a 
share  for  the  year  ending  Mar.  31, 
1999,  and  $3.15  in  2000,  up  from  $2.39 
in  1998. 


RED  ROOF:  WHO'S 
CASING  THE  JOINT? 

Shares  of  hotels  and  motels  have 
been  shunned  by  investors  all  year. 
So  why  is  Red  Roof  Inns  (rri)  on  the 
upsvring?  The  largest  U.  S.-owned  econ- 
omy chain.  Red  Roof  saw  its  stock 
sag — from  17  in  late  August  to  13  by 
Sept.  4 — -along  with  hotels  in  general. 
But  Red  Roof  has  climbed  back  to  17 
lately.  There's  buyout  talk.  "The  com- 
pany is  being  informally  shopped,"  says 
one  industry  executive. 

Red  Roof  was  bought  by  a  group 
led  by  Morgan  Stanley  in  the  early 
1990s  and  was  taken  public  in  1996. 
The  group  still  holds  a  66%  stake:  Mor- 
gan Stanley  Real  Estate  Fund  owns 
45.9%,  and  Morgan  Stanley  Real  Es- 
tate Investment  Management  owns 
19.7%.  Another  group,  Longleaf  Part- 
ners, holds  7.1%. 

"Morgan  Stanley  isn't  in  the  hotel 
business,  and  Red  Roof  is  an  asset  it 
should  not  logically  own  for  the  long 
term,"  says  the  hotel  executive.  He 
thinks  the  replacement  value  of  Red 
Roof  is  about  $30  a  share. 

Bailey  Dalton, 
an  analyst  at  THE  WELCOME 
ciBC  Opi^enheimer,  GETS  WARMER 
agrees.  But  she 
points  out  that 
the  estimate  does 
not  include  the 
potential  of  Red 
Roof's  widely 
recognized  but 
underfranchised 
brand  name.  She 
argues  that  such 
an  asset  should 
add  a  premium 
to  the  stock 
price.  Red  Roof 
plans  to  open  20 
franchises  in  1998  and  50  per  year 
thereafter  with  the  ultimate  goal  of 
1,000  inns,  notes  the  analyst. 

On  the  business  side,  Red  Roof, 
which  has  announced  a  1  million-share 
stock  buyback,  is  doing  well — beating 
analysts'  estimates  by  posting  second- 
quarter  earnings  of  51(2  a  share,  vs. 
45(2  a  year  ago. 
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WILDCATS:  IT  MAY 
BE  TIME  TO  REAP 

Wild  Oats  Markets  (oats)  isn't  ya 
run-of-the-mill  food  chain:  It  sp 
cializes  in  natural  foods.  And  every  W 
Oats  shopping  bag  bears  the  hor 
phone  number  of  ceo  Mike  GillUan 
seeking  conunents  or  questions  abo 
this  No.  2  natural-food  supermark( 
Now,  it  appears  that  No.  1  Whole  Foo 
Market  may  call  GiUiland  about  a  bu 
out:  Although 
the  two  are  bit  MAKING 
ter  rivals.  Whole  HAY 
Foods  may  be  in- 
terested in  Wild 
Oats  "for  practi- 
cal business  con- 
siderations," says 
one  New  York 
investment  man- 
ager  who  has 
snapped  up  Oats 
shares. 

"That  may  be 
how  the  rivalry 
plays  out,"  says 
Gary  Giblen, 
managing  direc- 
tor at  investment  firm  First  Albai 
Shares  of  Oats  have  risen  to  26, 
from  17  in  early  September.  Mea 
while,  Whole  Foods  stock  has  dropp 
to  43  from  70  in  late  March. 

"Wild  Oats  has  proved  its  resilier 
to  competition  from  Whole  Food; 
says  Giblen.  Wild  Oats  operates 
stores  in  Canada  and  the  western  U. 
The  natural-foods  business  produc 
high  margins  but  is  fiercely  compe 
five,  he  notes.  In  1996,  Whole  Foe 
acquired  the  third-largest  chain  in  t 
business,  and  Wild  Oats  bought 
fourth-largest.  Between  them,  they  o 
ner  12%  of  the  market,  with  Wh( 
Foods  more  than  twice  as  large 
sales.  Sales  of  natural  foods  amount 
$14  billion,  or  just  3%  of  all  groce 
sales  of  $375  bilhon. 

Based  on  its  earnings  growth  aloi 
Oats  is  worth  37  a  share,  Giblen  sa 
He  expects  Oats  to  earn  890  a  share  i 
1998  and  $1.55  m  1999,  up  from  199^ 
64(Z.  A  Whole  Foods  spokeswoman  s; 
the  company  is  always  looking  foi' 
quisitions,  but  she  wouldn't  comni^ 
about  Wild  Oats. 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.cc 
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invironment 


fliCULTURE 


iORDON  CONWAY, 
iREEN  REVOLUTIONARY 

head  of  the  Rockefeller 
indation,  he's  leading 
search  for  more  benign 
iwers  to  world  hunger 

Ihomas  Malthus,  it  seems,  was 
wrong.  Lately,  birth  rates  have 
been  slowing  around  the  world, 
even  in  developing  nations.  In- 
is — until  the  latest  Asian  economic 
; — have  been  rising.  And  global  food 
s,  thanks  to  meteoric  gains  in  pro- 
vity  over  the  past  few  decades,  are 
rally  being  met.  In  the  20th  centu- 
3chnology  has  saved  the  day. 
ill,  a  stubborn  20%  of  the  people 
jveloping  nations  are  undernour- 
1.  And  even  with  slowing  birth 
the  world's  population  is  slated 
'ow  by  3  billion  by  2025.  Even  to 
lunniest  of  seers,  that's  a  daunting 
oect.  Can  these  people  be  fed? 
»rdon  Conway,  a  British-born  agi'i- 
ra!  ecologist  whose  ideas  on  how  to 
ve  sustainable  agiicultm-e  have  in- 
d  a  generation  of  ecologists,  says 
can.  It  will  require  high-tech  con- 
tions  fi'om  genetic  engineering  and 
ech  contributions  from  ecologists 
farmers,  he  says.  And  people  and 
:utions  that  are  often  at  logger- 
3  will  have  to  find  common  gi'ound. 
ORDER.  It  will  require,  in  short,  a 
id  gi-een  revolution.  The  fii'st,  be- 
ng  in  the  1960s,  boosted  food  out- 
vith  new  crop  varieties  and  a  gen- 
3  dose  of  chemical  fertilizers  and 
cides.  But  there  was  a  cost:  The 
deals  ravaged  the  environment.  In 
ook  The  Doubly  Green  Revolution, 
dy  published  in  Britain  and  to  be 
shed  in  the  U.  S.  in  the  spring  of 
Conway  advocates  a  new  agi-icul- 
revolution  that  would 
ly  enhance  crop  yields  for 
Door — as  the  first  green 
ution  did.  But  unlike  the  first  rev- 
)n,  it  would  do  so  in  a  way  mindful 
ological  and  social  concerns. 
'  tall  order  for  sui-e.  But  it's  a  cause 
t  Conway,  as  the  new  president  of 
lockefeller  Foundation,  is  in  an  ex- 


CONCILIATOR:  Genetic  engineers  mid  farmers  must  find  coyiimon  groand 


Ideas 


cellent  position  to  champion.  One  of  a 
handful  of  major  foundations  with  a 
global  perspective,  the  philanthi'opy  has 
long  supported  scientific  research,  and 
fully  56%  of  its  1997  fimding  commit- 
ments went  toward  agiicultiu'e, 
health,  population,  and  the  en- 
\Ti'omnent.  The  foimdation  sup- 
ported the  agincultural  research  of  No- 
bel laureate  Norman  E.  Borlaug  and 
spread  the  gospel  of  the  original  green 
revolution,  which  blanketed  Asia  with 
new  crop  varieties  and  fertilizer  to  boost 
yields  and  feed  millions  in  the  1960s 


and  1970s.  Thiileen  years  ago,  the 
Rockefeller  Foundation  launched  an  am- 
bitious rice  biotech  pr-ogi-am,  which  has 
yielded  everything  from  a  "map"  of  rice 
genes  to  the  development  and  introduc- 
tion of  la  fen  rockefeller,  a  high-yielding 
strain  grown  around  Shanghai. 

These  activities  have  given  Rocke- 
feller influence  and  standing  beyond  its 
size — it  ranks  ninth  among  major  foun- 
dations in  total  giving,  disbursing  $116 
miUion  in  1997,  well  behind  No.  1  ranked 
Ford  Foundation.  "Tliere's  no  doubt  that 
they've  been  absolutely  central  to  in- 
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Environment 


Conway  advocates  alternating  a  limited  use  of  pesticide! 
with  the  introduction  of  the  pests'  natural  enemies 


ternational  agricultural  development," 
says  W.  Ronnie  Coffrnan,  associate  dean 
at  the  college  of  agiicultui-e  at  Cornell 
University.  The  foundation's  mission,  of 
course,  is  a  broad  one — to  sustain  and 
emich  the  lives  of  the  poor — and  its  ac- 
tivities range  from  promoting  the  arts 
to  financing  urban  school  reform. 

Conway,  60,  was  vice-chancellor  at  the 
University  of  Sussex  in  Bnghton,  En- 
gland, before  joining  Rockefeller  and  was 
previously  the  Ford  Foundation  repre- 
sentative in  India.  For  many  years,  he 
taught  and  wrote  about  sustainable  agii- 
cultiu'e.  "He's  a  gi'eat  leader,"  says 
Jules  Pretty,  dii-ector  of  the  Center 
for  Envii'onment  &  Society  at  the 
University  of  Essex,  who  has 
worked  with  Mm.  "He's  veiy  good 
at  making  links  across  disciplines." 
It  was  Conway,  working  as  an 


designed  for  use  with  expensive  chemical 
pesticides  or  nutrients. 

Conway  advocates  biotech  solutions, 
but  with  a  difference:  Plants  should  be 
engineered  to  make  them  more  able  to 
grow  in  harsh  environments — not  in 
such  a  way  that  they  require  more 
chemicals.  Research  should  focus,  for 
example,  on  bioengineered  plant  vari- 
eties that  can  withstand  drought  and 
gi'ow  in  salty  and  degraded  soils.  It's 
likely  that  such  research  will  be  con- 
ducted mostly  in  labs  in  developing 
countries,  especially  in  the  global  net- 

A  SECOND  GREEN  REVOLUTION? 

Researchers  propose  a  "doubly  green  revolution" 
that,  would  boost  food  output  and  protect  the 
environment.  It  will  require  a  three-pronged 


approach: 


seeds  produced  through  biotechnolo 
At  the  moment,  such  access  is  limit 
In  Vietnam,  for  mstance,  Novaitis  Sei 
Inc.  is  giving  away  a  gene  that  p 
duces  insect  resistance  in  sweet  pc 
toes,  one  of  about  half  a  dozen  or 
such  arrangements  the  company  h 
says  Willy  De  Greef,  head  of  regulati 
and  government  affairs  at  Novai 
Seeds.  There  will  be  more  such  deals 
the  future,  predicts  De  Greef. 
CATALYST  AND  PROD.  The  Rockefel 
Foimdation  itself  has  plowed  more  tl 
$80  million  into  studying  applications 
biotechnology  to  rice.  "Gem 
mapping  of  rice  was  way  beh 
that  of  wheat,  com,  and  soybeai 
says  Ray  Wu,  professor  of  I: 
chemistiy  and  molecular  bioh 
at  Cornell  University  and  a  re( 
ient  of  Rockefeller  grants.  Toe 


ecologist  37  years  ago  in  Borneo,   '   says  Wu,  that  gap  has  been  clos 


who  homed  in  on  the  Achilles'  heel 
of  the  gi'een  revolution:  He  ai'gued 
coirectly  that  widespread  applica- 
tion of  pesticides  had  destroyed 
not  only  crop  pests  but  also  the 
predators  that  feast  upon  those 


•  Genetic  engineering  of  new  crops  to  improve 
their  resistance  to  pests  and  their 
tolerance  of  drought,  salt,  and  poor  soil 

•  Better  farm-management  techniques,  used  as 
alternatives  to  overdependence  on  pesticides, 
herbicides,  and  fertilizers 


The  foundation  acted  as  a  catal 
and  prod,  using  a  panel  of  expe 
to  monitor  results  and  getting 
searcher's  together  about  every 
months.  Rockefeller  allowed  I 
in  the  rice  progi-am  to  license  tc 


pests.  The  result  was  that  crop    nology  to  the  private  sector 


losses  continued  in  many  places. 
Conway  said  that  reintroduction 
of  the  predators  could  resolve  the 
problem. 

In  the  years  since,  Conway  re- 
fined this  approach,  which  came  to  be 
known  as  integi'ated  pest  management. 
He  suggested  that  crop  yields  could  be 
raised  by  rotating  crops  and  altemating 
the  limited  use  of  pesticides  with  the  in- 
troduction of  the  pests'  natiu'al  enemies. 
Similar  techniques  may  be  applied  to 
use  of  nutrients.  In  the  1980s,  Conway 
and  other  ecologists  also  pioneered  ways 
to  draw  on  the  skills  of  fanners,  who 
have  detailed  knowledge  about  local 
growing  conditions,  rather  than  simply 
directing  the  farmers  to  use  the  new 
plant  varieties. 

HARSH  CONDITIONS.  But  these  approach- 
es alone  won't  boost  output  enough  over 
the  next  couple  of  decades.  Hence  the 
need  for  new  biotech  solutions.  Many 
ecologists  and  development  experts  wor- 
ry,  though.  Will  developing-world  crops, 
with  limited  commei'cial  potential,  be  ne- 
glected by  researchers?  Most  bioengi- 
neei'ed  plants  available  today  are  "not 
appropriate  for  poor  farmers,"  says 
Miguel  A.  Altieri,  agiicultiu-al  ecologist  at 
the  University  of  California  at  Berkeley. 
They  are  too  expensive  and  are  often 


•  Reliance  on  the  special  knowledge  of  farmers, 
who  should  be  welcomed  as  innovators  and 
experimenters 

DATA;  GORDON  CONWAY,  BUSINESS  WEEK 

work  of  16  research  centers  known  as 
the  Consultative  Group  on  Internation- 
al Agricultural  Research  (cciAR),  be- 
cause multinationals  shun  such  reseai'ch 
as  uncommercial. 

At  the  same  time,  developing  coun- 
tries should  protect  theii'  own  breeding 
resources  by  licensing  and  patenting 
them.  Othei-wise  they  are  likely  to  be 
swept  up  and  patented  by  finns  and  re- 
searchers in  the  industrialized  countries, 
Conway  says,  and  others  agree.  "Once, 
we  had  an  open-access  system,  when 
there  was  free  access  to  knowledge," 
observes  Ismail  Serageldin,  chairman  of 
the  f'CiAR.  "Now,  everything's  patent- 
ed. 0.  K.,  that's  the  new  reality." 
(x;iAR — which  is  supported  by  numer- 
ous governments,  inteniational  agencies, 
and  the  Rockefeller,  Ford,  and  W.  K. 
Kellogg  Foundations — is  considering 
new  patent  policies  and  ways  to  license 
material  to  Western  researchers. 

To  Conway,  it  is  essential  not  only 
that  developing  countries  protect  their 
intellectual  property  and  resources  but 
also  that  they  have  access  to  improved 


Western  markets  but  requu 
them  to  make  their  findings  fr€ 
available  to  developing  countri 
Now  the  foundation  may  fo 
on  crops  that  get  less  attentio: 
cassava,  sorghum,  and  millet.  Anot 
idea  is  to  promote  farm-managem 
analysis  in  Africa — devising  low-t 
strategies  for  farmers  to  boost  tl 
yields.  Above  all,  the  object  is  to  gt 
high  payoff  with  a  small  investment ; 
spur  others  to  do  more  research. 

The  foundation  is  already  doing  t 
with  medical  research.  Next  year,  fo 
dation  officials  plan  to  help  launcl 
decade-long  venture  to  develop  ai 
malarial  drugs  in  which  the  Wo 
Health  Organization,  some  govemme: 
foundations,  and  phaiTnaceutical  com 
nies  are  expected  to  participate.  ' 
foundation  will  likely  kick  in  only 
miUion  or  so.  But  by  prodding  others 
hopes  to  solve  a  problem  the  priv 
sector  hasn't  undertaken.  "The  m£ 
role  of  a  philanthropy  is  to  be  exp 
mental,  to  tiy  out  new  ideas,"  says  C 
way.  If  Rockefeller's  new  president 
move  this  process  along,  he  and 
foundation  will  help  forge  21st  cent 
solutions  to  an  age-old  problem:  hov 
feed  and  improve  the  lives  of  the  p( 
By  Karen  Pennar  in  New  1 
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ing  Electronic  Meetings  Now 


H\  ?n  by  Elliot  Gold 

r  ast  thing  you  need  is  anoth- 
eting.  "Meetings  In  America." 
9d  by  InfoCom  and  described 
special  section,  indicates  that 
.ve  attend  an  average  of  more 
30  meetings  a  month  (traveling 
arty  25=o  of  them).  90°o  of  us 
i  to  daydreaming  during  some 
am,  and  40%  admit  to  falling 
p.  It's  time  we  changed  the 
ve  meet. 

leSpan  Publishing  Corporation 
/.telespan.com)  reports  that 
ge  is  already  underway  — 
already  migrating  towards  net- 
j  meetings,  and  we  re  using 


electronic  meetings  now.  In  1998, 
there  will  be  13  million  electronic 
meetings,  including  conference 
calls,  videoconferences,  and  data 
conferences,  up  from  10  million 
electronic  meetings  in  1997.  Small 
by  comparison  to  our  total  meetings, 
but  powerful  in  their  outcome. 

On  the  following  pages,  an  array  of 
electronic  meeting  tools  and  services 
are  described,  with  users  defining 
how  they've  increased  their  produc- 
tivity. As  you  read  through  the  sec- 
tion, you'll  see  how  these  tools  allow 
others  to  meet  critical  deadlines  they 
couldn't  meet  any  other  way. 


And  these  tools  a'e  ce":  :  '- 
chased  and  used.  Te.eSca-  ;  i 
indicate  that  more  than  S€.^  :  : 
was  spent  on  electronic  m:--^ 
tools  and  services  in  1997,  v. a 
segments  grov/ing  by  double  digits 
in  1998.  TeleSpan's  Web  site  fea- 
tures many  of  these  tools  in  the 
TeleSpots  area. 

Use  this  special  section  as  a 
guide  to  help  you  change  the  v/ay 
you  meet.  It  describes  the  products 
and  services  youVe  been  dreaming 
about,  and  v/hich  your  competitors 
may  aJreac..  ze  ^srz. 


Li  )ent 

Tiilinologies 

m  jcent.comyconierencing 


Lilt  :  Brings  Meetings  to 
fo  flice 

Cup  of  coffee  in  your 
hand,  some  Java  on  the 
screen,  your  fail-safe 
telephone  beside 
you.  and  you're 
into  a  day  full 
of  producti\'e 
meetings. 
Total  travel 
time  TO  joLQ 
your  teams 
around  the 
building, 
around  the 
country, 
around  the 
world? — the 
time  it  takes  to 
click  your  mouse 
and  get  another  cup 
of  coffee. 
"Our  offering  are  focused 
how  people  work  together. 
'  within  a  company,  or  between 
kapany  and  its  vendors  and  cus- 
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31 

)n  your 

i( 

!en  at 

)l 

time. 

tomers."  says  Karen  Long,  marketing 
director  Lucent  Technologies.  "Our 
technology'  supports  dispersed 
teams  for  ad  hoc  or  regularh 
scheduled  meetings  ^^ith 
out  having  to  be  in 
the  same  room 
Key  to  our 
technology', 
though, 
is  that 
they're 
always 
on  the 
same 
page." 

Rely 
ing  on  BeU 
Labs  techno- 
logy. Lucent's 
product  ponfolio 
includes  the  OneMeeting^ 
Solution,  an  iaiegrated  software 
package  that  links  a  customer's 
existing  telephone  set.  PBX.  and 
voice  telephone  network  with  the 
customer's  already-deployed  PCs 
and  local  area  network  (LAX)  infra- 
structure. Nothing  revolutionan.' 
here — ^the  phone  works,  the  PC 
works,  and  the  networks  that  carry 
voic-e  and  data  are  kept  separate. 
Phone  calls  are  completed  Asathout 


viiih  criricai  c-orporaie 


If  you  ha\"e  a  Luc-ent  DEFINITE' " 

  :ions  sen  er.  or  one  of  the 

TSAPR-ompliant  PBXs. 
OneMeeiing  allows  you  to  set  up  a 

meeting  ^    -  --  - 

you  car- 

you  can  piac-e  a  six-site  electronic 
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Fulfilling  the  potential  of  tnie  collaboration 


aborat 


in  business  today  requires  the  real-time 


sharing  of  audio,  video  and  data  with  all 


ion 


Integrated  On-Demand  Network 


employees,  customers  and  suppliers. 


And  new  Sprint  lON,'^'  Integrated 


On-Demand  Network,  is  the  innovative 


communications  platform  that  will 


provide  the  secure,  high-speed  informa- 


tion links  you  need  with  guaranteed 


quality  of  service.  Sprint  ION  facilitates 


collaboration  so  your  business  can 


realize  increased  product  quality  and 


improved  speed-to-market.  Sprint  ION 


will  offer  a  significantly  more  efficient 


total  communications  solution,  leading 


to  a  dramatic  change  in  the  way  your 


business  does  business,  www.sprint.com/ion 


Sprint 


We  help  your  business  do  more  business^ 

For  More  Information  Circle  Free  Product  Info  No.  87 


meeting,  complete  with  high  quality 
voice  on  everyone's  phone  and  crisp 
shared  documents  on  everyone's  PC 
screen.  One.Meeting  relies  on  your 
existing  Internet  browser.  A  few 
clicks  of  a  mouse,  and  your  team 
members  have  traveled,  nonstop,  to 
your  desk.  Going  beyond  six  loca- 
tions doesn't  require  a  boarding 
pass,  as  Lucent  has  conferencing 
equipment  available  to  bring  togeth- 
er many  more  locations.  .\nd.  after  a 
day  full  of  productive  meetings,  you 
can  go  home  without  ha\ing  to  wait 
for  the  seat  belt  sign  to  go  off. 

If  you  have  videoconferencing 
equipment  in  your  office  oi'  your  con- 
ference room.  Lucent's  Multipoint 
Conferencing  Unit  (MCU)  allows  you 
to  meet  with  and  see  16  other  loca- 
tions, all  on  your  screen  at  one  time. 
If  you  want  to  flatter  one  site,  you 
can  even  put  it  in  Lucent's  new 
"  Panoramic  Mew"  on  everyone's 
screen. 

Toyota,  one  of  the  world  s  largest 
manufacturers  of  automobiles,  and  a 
longtime  user  of  satellite  delivered 
\ideo.  switched  to  a  Lucent  manufac- 
tured and  seniced  terrestrial  \ideo- 
conferencing  network  two  years  ago. 
The  reason'.^  "Toyota  has  a  procli\ity 
to  partner  with  suppliers  that  take 
the  time  to  understand  our  busi- 
ness." says  Craig  A.  Wakatani. 
telecommunications  director.  Infor- 
mation Systems  Toyota  Motor  Sales, 
L'SA.  "\ideo  is  so  dxnamic  that  when 
there's  a  problem,  our  executives 
want  it  fixed  immediately.  Since  we 
switched  to  terrestrial  ISDN,  it's 
more  stable,  and  we  gained  the  ben- 
efit of  using  Lucent's  technical  siaff." 

Virtually  any  equipment  you 
need,  be  it  voice  or  \ideo.  for  the 
office  or  conference  room,  used  over 
a  local  area  or  global  network. 
Lucent  anc  its  partners  have  it  in 
stock.  Their  idvantage  over  the  oth- 
ers is  Bell  Labs  tecl:nolog\'.  .\o  one 
else  has  that.  | 

Lucent  is  in  the  meeting  business. 
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Sprint 

Conferencing 

www.sprintbiz.com 

A  Network  Delivering  Any-to- 
Any  Communications 

Wliat  do  you  call  a  company  that 
defined  the  conferenc- 
ing market  15  years  ago. 
innovated  each 
year  since,  and 
today  links  and 
completes  even 
the  most  compli- 
cated electronic 
meetings  for  its 
customers'?  You 
call  it  Sprint. 

"Our  road  map 
for  the  future  is 
not  only  to  satisfy, 
but  to  anticipate 


for  help.  To  beat  the  eompetit 
businesses  must  bring  the  pec 
together  who  can  solve  proble 
regardless  of  their  geography.  V 
Sprint's  multi-functional  netwx 
customers  can  mstantaneously  ass 
ble  teams  to  solve  problems.  S( 
with  the  implementation  of  Sp 


our  customers'  requirements."  says 
.Amy  Holmes,  gi-oup  manager  confer- 
encing senices  for  Sprint.  "We  were 
the  first  public  videoconferencing 
pro\ider.  have  a  decade  of  exper- 
ience in  audioconference  calls,  and 
were  one  of  the  first  to  allow  our 
customers  to  set  up  and  run  their 
own  calls  over  the  Internet." 

Sprint's  network-based  services 
begin  with  a  simple  premise:  people 
cannot  meet  ever  more  demanding 
deadlines  by  working  only  with  those 
they  can  tap  on  the  shoulder  to  ask 


Integi'ated  On-Demand  Xetw 
(lOX).  customers  will  have 
tually   unlimited  high-sp 
access  to  communications 
information  at  the  deski 
"There  are  so  many  busin 
problems  we  can  solve  \ 
Sprint  lOX.  well  beyond  u;- 
just  e-mail  and  the  phoi 
says  Holmes.  "Before,  if 
had  creative  people  on  your  si 
they  were  islands.  Now  they  ar 
shared  resource." 

In  the  area  of  audio  conferenc 
Sprint's  customers  no  longer  hav 
wait  to  reserve  a  conference  cal 
wait  for  an  operator  to  greet  tl 
when  they're  under  tight  deadlii' 
Through  Sprint  Personal  Com 
encing"',  team  members  have 
\idual  access  codes,  allowing  it 
to  securely  and  immediately  'yi 
conference  call  from  office,  car.  I 
room,  or  in  mid-flight  from  a  pi;  - 
With  Personal  Conferencing,  i 
team  can  work  until  the  probk  i 
solved,  without  fear  of  being  knoc 
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ILTIMEDIA  CONFERENCING  SOLUTIONS  .Your  people  are  m  different  buildings  (cities,  time 

3s,  continents).  What's  it  going  to  take  to  share  ideas  and  information  as  effectively  as  if  everyone  were 
'ting  m  the  same  room?  Video,  data  and  audio  conferencing  solutions  from  Lucent  Technologies.  We 
r  a  complete  range  of  products,  from  videoconferencing  that 
s  up  to  25  remote  participants,  to  group  videoconferencing,  to 
vork-based  voice  and  data  solutions  All  with  Lucent  expertise 

quality.  It's  the  productive  way  to  meet  when  everyone  can't 
't  (cost-effective,  saves  on  Danish).  For  more  information,  get 

-to-face  with  your  Lucent  account  representative.  Or  ]ust  call 
3  221-1223  ext  444  We  make  the  things  that  make  communications  work: 
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tucent  Technologies 

^"  Ml.  A,ry  Road 
'"^em.co^/con/erenong 


off  the  call  by  others  requiring  meet- 
ing resources.  Calls  can  be  complet- 
ed around  the  global  clock,  seven 
days  a  week. 

With  the  Sprint  Internet  Conference 
Center,  callers  have  the  advantage  of 
their  own  on-line  phonebook  to  click 
and  dial  out  to  team  members,  as 
well  as  access  to  a  database  of  more 
than  110  miUion  pubhc  listings.  With 
the  QuickCall  feature,  team  mem- 
bers can  be  added  even  while  the  call 
is  in  progress.  And  there's  a  sepa- 
rate but  parallel  built-in  link  to  the 
Internet  or  a  corporate  intranet, 
allowing  participants  on  the  call  to 
have  access  to  and  share  informa- 
tion, without  disrupting  the  quality 
of  their  voice  call. 

Sprints  \ldeo  Conferencing  Senice 
Bureau,  a  benchmark  for  the  indus- 
try since  it  was  launched  more  than 
15  years  ago,  continues  to  lead  with 
its  "any-to-any"  networking  capabil- 
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ities.  To  enable  its  customers  to 
deploy  video  conferencing  even 
deeper  into  the  organization,  Sprint 
now  sells  or  rents  the  Polycom  line  of 
inexpensive,  yet  highly  functional  • 
\'ideo  systems.  Sprint's  total  \ideo- 
conferencing  solution  includes  equip- 
ment, installation,  mamtenance.  trans- 
port/network, and  senice  bureau. 

If  there  is  a  meeting  need.  Sprint's 
net\\  ork  can  solve  it.  If  your  employ- 
ees' shoulders  are  tapped  out.  Sprint 
has  the  tool  set  to  provide  high-qual- 
ity, innovative  solutions  for  your  col- 
laborative meeting  needs. 


VTEL 


www.vtel.com 


Digital  Visual  Communications  — 
A  New  View  for  Videoconferencing 

Por  those  of  you  tired  of  ordinary 
videoconferencing  systems  that 
seem  to  require  a  doctorate  to  oper- 
ate, help  is  on  the  way.  \TEL  raises 
\ideoconferencing  to  a  higher  level 


with  its  Digital  Visual  Commui 
cations  technology'.  Digital  Visu 
Communications  allows  you 
bridge  the  gap  from  where  you  a 
to  where  you  want  to  be — digitalj 
and  in  real-time.  | 

"Our  major  goal  is  to  make  tlj 
user  experience  better  and  simple:j 
says  Stephen  L.  Von  Rump,  ch: 
marketing  officer  of  VTEL.  "M^ 
important,  we  are  working  at  maj 
ing  the  user  interface  more  comp 
rable,  in  function,  to  the  Intern 
browser  they  now  use.  Even  if  peop 
aren't  technically  savvy,  they  c; 
na\igate  around  the  network  ush 
the  browser  \TEL  emisions  th 
same  ease  of  use  for  its  entire  pro 
uct  line.  This  way,  a  user  can  walk  \ 
to  a  \TEL  system  and  intuitive 
establish  a  \ideoconference  with  1 
tie  or  no  pre\1ous  experience.  Thai 
where  we  want  to  take  the  end  use 

With  more  than  15  years'  expe: 
ence,  \TEL  provides  enterpris 
wide  digital  \isual  communicatia 
solutions,  regardless  of  the  netwo 


Both  of  these  men  are  traveling  2,000 


Tired  of  -i  iirrviim  rlirouirh  airport--":'  Blearv-evcd  inptni!m>"^  Missing  vour  faiiiiK Oii-ihT  troiii  MCI  WorldC 
lia-  tilt'  an-wiT.  (doi)al  contV'reiKiim.  \\c  can  jirovidt'  cvrrvtliiiig  vou  need  lor  vour  inectiiig  — audio,  vie 
NET  confercni  iiiii  or  a  coiiiliiiialioii  of  all  tiuec.  We  1!  c\eii  prox  ide  rht-  late-t  video  e(|uij)nient.  No  matter  i 

O  1"";;  \ll  I  Wlllil  1)1         l„.    Ml  nulii-  i.-,-,Ar,l  \ll  1  W.iil.K  .1111  i-irii.l.-.l.m  \\>l)\()iiii,l,T  ttl  (Al  Inr  Minn- iii|..niuili..ii  ..n  M(  I  W..il,l(          vi-il  ..iii  vvi-I.Mlp.iil  iiiruMirlii.oniiom  and  «t 
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>  company  uses, 
is  is  impor- 
it  today  as 
ffanizatioii  s 
•  under  pres- 
•c  to  migi'ate 
'ir  data,  tele- 
ines,  fax  ma- 
nes, and  video- 
iferencing  sys- 
is  to  what  is 
led  Internet  Pro- 
ol,  or  IP.  The 
n  is  to  have  all 
mmunications 
/ices  share  the 
ne  common  "pipe" 
their  current 
a  network.  The 
iblem  is  that,  while 
lail  and  corporate  data  can  arrive 
their  destination  within  minutes, 
ce  and  video  have  to  arrive  now. 
Vot  a  problem  for  VTEL  cus- 
lers,  because  of  VTEL's  inherent 
vestment  protection."  "Wlien  you 
ve  to  this  IP  world,  with  all  of  its 
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advantages,  you 
still  have  to  func- 
tion," says  Von 
Rump.  "Most  like- 
ly, customers  will 
be  in  a  hybrid 
world  between 
the  old  networks 
and  the  new 
ones  for  some 
time  to  come, 
and  will  want 
to  switch  over 
without  swap- 
ping out  hard- 
ware, which 
could  cause 
work  stop- 
pages. What's 
unique  to  our 
enterprise-wide  solution  is  that  all 
of  this  is  done  through  software. 
That's  the  hallmark  of  our  systems." 

As  VTEL's  customers  go  through 
a  natural  migration  from  one  net- 
work to  the  other,  they  have  VTEL 
Professional  Sei-vices  at  their  beck 


and  call.  These  trained  profession- 
als can  help  with  installation,  main- 
tenance, as  well  as  follow-through 
consulting.  And,  if  customers  like, 
they  can  outsource  their  entire  digi- 
tal visual  communications  network 
to  VTEL. 

Ai'e  customers  content  with  this 
approach? 

"Videoconferencing  is  exciting  for 
us  because  of  the  incredible  oppor- 
tunities it  offers  students  in  remote 
areas,"  says  Kath  Murray,  program 
coordinator  for  Australia's  Victoria 
School  of  Isolated  and  Distance 
Education.  "We're  very  grateful  to 
VTEL's  team  for  extending  their 
experience  and  knowledge  to  help 
us  develop  our  videoconferencing 
progi'am." 

And  does  this  approach  work? 

"In  its  first  year  of  operation, 
KPMG's  videoconferencing  training 


seting.  Which  one  would  you  rather  be? 


MCI  WORLDCOM 


isive  vour  needs,  we  can  handle  it.  And  if  there  s  ever  a  c  ()ii(  rrn.  we  have  people  readv  to  assist  von.  2-I-/7. 
e  changing  the  way  the  world  meets.  So  vou  can  get  where  you  have  to  go.  Without  ever  really  having  to...  go. 
Voyage.  Introducing  MCI  WorldCom  On-Net.  For  details,  visit  mciworldcom.com  or  call  l-800--t75-3555. 
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After  years  of  televising  contact 

sports  and  soap  operas, 
business  meetings  are  a  natural. 


Whether  your  meeting 


includes  high  drama  or 


non-stop  action,  Sony  will 


make  sure  you  don't  miss 


a  moment  of  either  with  our 


family  of  videoconferencing 


systems.  These  systems  bring 


Sony's  proven  audio  and  video 


quality  to  the  cost-effectiveness 


and  efficiency  of  videoconfe 


rencing.  Our  flagship  product 


the  Sony  TriniCom*  5100PLL/S 


features  an  autotrackinj 


camera  and  Quartet®  built-in 


multi-point  capability.  Which 


means  you  can  link  up  to 


four  sites  at  one  time 


as  well  as  annotate  shared 


documents.  And  guarantee  high 


ratings  for  all  your  meetings. 


For  more  information,  call 


1-800-472-7669,  ext.  BW. 


'1 


VIDEOCONFERENCING 


SONY 


For  More  Information  Circle  Free  Product  Info  No.  86 

Visit  us  at  www.sony.com/professional  (Americas)  or  e-mail  us  at  trinicome'itvs.cpg.sony  ccip  (Asia)  or  videoconferencing'asonybpe.com  (Europe) 


TriniCorh  SIOOPLU^System  TriniCom  3000PLUS  System  TriniCom  Digital  Meeting  System  TriniCpm  500  Series 


)199e  Sorty  Eieclrdnlcs  Inc.  RepFoducIion  in  whole  or  part  withoul  written  permission  is  prohibited.  All  rights  reserved.  Sony,  Quartet  and  TriniCom  are  trademarks  of  Sony.  Features  and  specifications  are  subject  to  ctiange  wittiout  notice.  Picture  simulated. 


/ork,  the  Knowledge  Channel, 
'ered  105  programs  to  9,500  par- 
ants,"  says  Jeanne  Joslin,  direc- 
[)f  distance  learning  at  KPMG 
Mainvick.  "The  firm  saved  more 
one  million  dollars  in  travel  and 
ing  costs  while  providing  employ- 
with  access  to  knowledgeable 
3rs.  Now  in  our  second  year,  we 
idding  new  sites,  and  delivering 
iasingly  strategic  progi'ams  to  a 
ter  number  of  participants." 
>r  the  customer  looking  for  easy- 
ie,  networkable  and  feature-rich 
.ions  for  their  distance  meetings 
make  a  difference  on  the  bottom 
the  choice  is  VTEL. 

SI  WorldCom 
nferencing 

NMC.MCI.Com 

Sobering  Thought 

nety  percent  of  the  people  who 
ided  your  last  meeting,  the  ones 
fx|)ected  to  follow  through  on 
(»als  you  set  during  the  meeting, 
liave  admitted  to  daydreaming 
during  recent  meetings. 
Worse,  40%  say  they 
have     dozed  off, 
maybe  while  you 

/vere  talking. 
So  suggest 
the  results  of 
a  study  con- 
ducted this 
year  by  Info- 
Com  for  MCI 
WorldCom. 
The  study  enti- 
tled "Meetings 
in  America," 
had  another  boot 
to  drop — one-third 
of  surveyed  profes- 
sionals say  their  meet- 
^       ings  are  unproductive. 

And  in-person  meetings 
i^ere  rated  as  only  slightly  more 
uctive  than  conference  calls  or 
)Conferences. 

id  news  if  it  was  one  of  the  meet- 
you  held. 


to 

je 
ay 
orld 

s." 
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"Organizations  are  wasting  an 
enormous  amount  of  time  and  money 
on  ineffective  meetings,"  says  Tim 
Reedy,  vice  president  of  marketing 
and  finance  at  MCI  WorldCom 
Conferencing,  the  fastest  gi'owing 
conferencing  company  in  the  world, 
according  to  TeleSpan  Publishing 
Corporation,  which  tracks  such 
growth.  "We  want  to  change  the  way 
the  world  meets." 

Lofty  goal?  Maybe,  but  MCI 
WorldCom  is  doing  something  to 
attain  it.  For  each  account,  the  com- 
pany assigns  specialists  whose  job  is 
to  help  make  customers'  meetings 
more  productive,  from  initial  plan- 
ning to  evaluation  of 
goal  attainment. 

These  con- 
ferencing spec- 
ialists come  at 
meetings,  both 
those  held  face- 
to-face  and  those 
held  electronical- 
ly, not  so  much 
with  technologies 
as  with  processes. 
"First,  you  need 
to  understand  the 
reason  for  the 
meeting.  Then  you 
can  determine  the 
most  appropriate 
medium,"  says  Lisa 
Silverman,  director  of  marketing. 
"Conferencing  isn't  a  one-size-fits-all 
replacement  for  in-person  meetings. 
However,  it  can  be  a  strategic  busi- 
ness tool  to  help  organizations 
increase  productivity,  communicate 
more  effectively,  and  reduce  travel 
costs.  The  industry's  growth  is  a 
testament  to  this." 

MCI  WorldCom's  customers 
include  some  of  the  world's  lead- 
ing multinational  companies.  Last 
month,  one  of  them  held  possibly  the 
world's  largest  call,  with  6,750  loca- 
tions. The  call  allowed  the  chairman 
to  introduce  his  successor  to  the 
entire  company  at  once. 

For  those  who  can't  attend  every 
meeting,   MCI   WorldCom  offers 


Instant  Replay  Plus. 
As  simply  as  calling 
in  to  the  live  version 
the  audioconfer- 
ence,  busy  profes- 
sionals can  call  in 
lo  a  recording  of 
I  he  call  and  listen 
10  all  or  part  of  the 
meeting,  using  an 
array  of  functions  such 
as  fast-forward  and 
replay.  Soon,  MCI  WorldCom  will 
begin  to  offer  a  similar  replay  func- 
tion for  videoconferences,  which 
can  be  viewed  from  the  convenience 
of  a  PC,  thanks  to  the  Internet. 

Makes  you  wish  you  could  do  this 
for  ordinary  face-to-face  meetings. 

For  large  complicated  calls,  MCI 
WorldCom  provides  its  customers 
with  a  Meeting  Manager,  a  coordina- 
tor who  can  manage  the  entire  meet- 
ing process,  from  planning  to  follow- 
up.  Armed  with  the  findings  of  the 
"Meetings  in  America"  study,  the 
Meeting  Manager's  job  is  to  make 
meetings  productive,  eliminating 
roadblocks,  even  the  ones  intro- 
duced by  the  very  technology  MCI 
WorldCom  adds  to  make  the  meet- 
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ings  more  |)i'()diK'tive.  "The  users 
aren't  technically  savvy,  and  don't 
want  to  be,"  says  Reedy.  "They  just 
want  to  hold  a  productive  meeting, 
regardless  of  the  medium." 

As  a  result  of  working  this  closely 
with  customers,  MCI  WorldCom  is 
diligently  adding  new  service  offer- 
ings to  match  their  meeting  needs. 
Already,    the  company 
offers  a  powerful  sendee 
that  enhances  an  ordi- 
nary conference  call 
with  the  ability  to  view 
and   share  documents 
electronically.  Called  Net 
Con-ferencing,   the  service 
automatically  delivers  the 
same  draft  of  documents, 
slides,   graphics,  and 
spreadsheets  to  everyone's 
PC  screen,  viewable  through  an 
ordinary  Internet  Web  browser. 

So  even  if  some  meeting  ])artici- 
pants   are   daydreaming,  MCI 
WorldCom  is  wide  awake  and  taking 
action  now. 

Sony  Electronic 

www.Sony.com/Professional 

Videoconferencing  by  Sony,  Naturally. 

Four  years  ago,  PeopleSoft,  the 
second  largest  software  company  in 
the  world,  numbered  300  employees. 
By  the  end  of  1998,  that  number  will 
grow  to  7,000.  According  to  Neil 
Hennessy,  PeopleSoft's  director  of 
global  telecommunications,  there  is 
only  one  communications  alternative 
when  it  comes  to  managing  that 
explosive  gTowth — Sony  videocon- 
ferencing. Only  a  few  years  since  the 
comjjany  began,  PeopleSoft  has 
deployed  30  Sony  TriniCom  video- 
conferencing systems  in  its  offices 
around  the  world. 

"We're  a  California  company  trying 
to  extend  our  corporate  culture 
around  the  world,"  Henessey  says. 
'You  can  break  down  social  and  cor- 


The  range  of  applications  s 
with  Sony's  products  point  toi' 
productivity  i 

/^^^^BUSfc    revenue  gain 

to  remote  m 
cal  diagnog 
Sony  offers 
scalable  lim 
videoconfer 
ing  systems 
all  needs. 
"Our  custoii 
have  learned  that 
have  a  complete  p 
uct   line,  avail 
around   the  w( 
suitable  for  any  1 
get  size  or  applicati 
says  Andrew  Mougis,  se 
vice  president  of  apphcation 
tems    for    Sony  Electro: 
"Sony  can  leverage  its  expei 
0  make  products  which  are  re\ 
tionary  for  the  needs  and  budget 
any  organization. 

Research   has   long  show 
that  users  of  videoconfer- 
encing want  to  meet 
in   gToups,  linking 
peo-ple  coming  in 
rom  more  than 
just  two  loca- 


porate  barriers  with  \ideo,  because 
it's  simply  better  when  you  meet 
someone  over  video  than  the  phone. 
There's  a  bond  that  is  created,  espe- 
cially with  international  calls.  Video 
makes  it  a  totally  different  meeting. 
It's  much  more  like  a  live  meeting." 

There  simply  isn't  a  consumer  or 
business  electronics  system  that 
doesn't  have  the  Sony  name  on  it 
somewhere,  including  the  most  inno- 
vative videoconferencing  systems  in 
use  around  the  world  today.  The  rea- 
son for  that  is  simple.  The  Sony  tra- 
dition of  intuitive-to-use,  feature- 
rich,  and  exceptional  quality  is 
inside  each  and  every  TriniCom 
videoconferencing  system. 


We  hi 
comple 
product 
availabf 
around  I 
world.  I 


tions   at  the 
same  time,  in 
multipoint 
conferences. 
N  a  t  u  r  a  1 1  y, 
Sony  broke 
new  ground 
when  it  was 
the  first  to  add 
this  capability 
into  its  video- 
conferencing 
systems. 

Sony's  flagship  sys- 
tem, the  TriniCom  5100 
Plus,  has  a  built-in  feature 
called  Quartet  that  allows  four 
different  locations  to  meet  at  o 
With  Quartet,  users  can  meet  n 
larly  without  the  need  for  additii 
costly  equipment  or  sei^vices.  It's 
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^^^^^H^^^^H  SOME 

6W00I 

HELD 

ANYWHERE 

BUT 

Is  the 

best  place  to  have  your   meeting   a   place?  Or   is   it  a   Digital   Visual  Communications 

system,   from  VTEL? 

Hmm.  Interesting  question.  But  let's  say  you  don't  want  to  spend  a  fortune  bringing  people  in  from  all  over,  or  v/ait 


days  or  weeks  until  everyone's  schedules  allow  them  to  all  be  in  the  same  room  at  the  same  time.  Then,  it's  kind 


of  a  no-brainer.  And  definitely  a  job  for  what  we  like  to  coll  videoconferencing  that's  been  raised  to  a  higher  level. 


Our  systems  offer  easy,  intuitive  interfaces,  stunning  picture  quality  and  sound,  and  ingeniously  simple  video  network 


management.  And  because  we're  the  only  company  whose  entire  product  line  is  completely  compatible  with  your  PC 


network,  gathering  the  data,  graphics,  and  applications  you  need  is  as  easy  as  gathering  the  people.  All  of  which 


proves,  there's  no  place  like  VTEL   For  more,  visit  www  vtel.com  or  call  1-800-299-8835.  Outside  the  US,  -«- 1  512  231  2870. 
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LOOKING  FOR 
A  VIDEOCONFERENCING  SYSTEM 

UNDER  $6K,  UNDER  9  LBS, 

THAT  TAKES 

UNDER  5  MINUTES  TO  INSTALL? 

THE  SEARCH  IS  OVER. 


PictureTel  Corporation  now  offers  the  new  Now  there's  a  solution  —  the  new  SwiftSite  740  and  760 
SwiftSite  family.  Finally,  all  the  features  you  the  only  second  generation  compact  videoconferencing 
want,  starting  at  under  $6K.  ming  able      systems  in  the  world.  Each  delivers  video,  audio,  and  web 


llabora- 


management  cafyabilities  —  a  leap  forward  for 
compact  systems.  All  from  a  one-piece  unit 
that's  so  portable  and  easy  to  use,  you  can  take 
it  anywhere,  and  be  up  and  running  in  minutes. 


ildn't  be  :  For  more  information,  please  call  1-800-716-6000,  select 

option  2  and  specify  priority  code  212PT1  or  visit  our  Web 
^  r  site  at  www.visual-collaboration.com/212PT1. 

Q  PictureTel 


©  1998  PictureTel  Corporation.  PictureTel,  the  PictureTel  loqo  and  SwiftSite  are  trademarks  of  PictureTel  Corooration. 
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well,"  says  Sony's  Mougis. 
"What  differentiates  Sony 
is  that  we  provide  afford- 
able systems  which  are 
easy  to  use,  naturally." 


Polycom 

www.Polycom.com 


i;)n  for  Sony  customers  that 
■;icls  more  than  half  the  cost  of 
I'lultipoint  meetings, 
ir  model  for  videoconferencing 
niging  now,  with  prices  going  in 
I  i  l  ection  where  Sony  products 
ally  dominate.  Systems  are  now 
able  for  small  conference  rooms 
I  ices  at  under  $10,000.  As  one 
(I  expect,  Sony  is  there  with  the 
'  om  3000.  This  $5,995  video- 
■liMicing  system  comes  stan- 

w  ith  a  22-inch  television  moni- 
iill-about  cart,  and  Trilogy  built- 
iltipoint,  a  function  that  allows 
■  locations  to  meet  simultane- 
.  without  additional  equipment. 
It  not  all  organizations  are  con- 

lo  boardrooms.  For  the  mobile 
Sony's  TriniCom  Digital 
iiig  System  converts  a  personal 
)(('book  computer  into  a  small 
)  video  and  data  conferencing 
111  in  minutes.  At  a  price  point 
iiig  at  only  $2,495,  the  system 
;s  the  power  of  collaboration 
>ut  stealing  any  processing 

!■  from  the  PC. 

isl  as  we're  in  everyone's  living 
we're  in  their  offices  as 


Polycom  Delivers  It  All 
and  Makes  it  Easy  to  Use 

P(j|yc()m,  famous  for 
its  state-of-the-art, 
easy  to  use  and  afford- 
able  meeting  appli- 
ances, has  expanded 
its   line   of  "Swiss 
Army  knife"  video, 
data,  and  audiocon- 
ferencing  products  to 
serve  all  meetings, 
whether  face-to-face, 
over  conference  calls,  \ideo- 
conferences,  or  through  net- 
worked collaborative  systems. 

WebStation,  Polycom's  most 
recent  dataconferencing  product,  is 
a  network  appliance  that  connects 
LCD  projectors  with  the  network, 
allowing  meeting  participants  to 
share  documents,  spreadsheets  and 
presentations  whether  they  are  in 
the  same  room  or  attending  from  a 
remote  site.  "If  you  can  use  the  Web 
browser  on  your  computer,  you  can 
use  WebStation  just  as  easily  in  your 
conference  room,"  says  Bob  Hagerty, 
Polycom's  president  and  CEO. 

The  magic  of  WebStation 
is  that  with  its  access  to 
corporate  networks  and 
the  Internet,  presentations 
can  easily  be  sent  to 
WebStation's  "serv- 
er," where  they 
can  be  viewed  x:^ 
via  a  confer- 
ence room  LCD 
projector,  both 
locally   and  at 
remote  sites.  One 
WebStation  can 
connect  up  to  25 
remote  locations. 


while  several,  "cascaded"  together, 
can  bring  in  hundreds.  And  all  of 
WebStation's  powerful  presentation 
performance  is  available  lor  just 
$2,999. 

Even  more  basic  than  sharing  the 
same  document  in  a  meeting  is  hear- 
ing and  being  heard  clearly.  How 
often  have  you  been  on  a  conference 
call,  trying  to  deal  with  annoying 
clipping,  echoes,  and  howling? 

"The  trick  is  to  always  rely  on 
high-quality,  full-duplex  audioconfer- 
encing  so  that  you  don't  have  to  sec- 
ond-guess what's  being  said  or 
heard,"  says  Hagerty.  In  delivering 
unsurpassed  full-duplex  audiocon- 
ferencing  quality,  Polycom  has  sold 
more  than  300,000  of  its  market- 
leading  SoundStation  and  Sound- 
Point  conference  phones  at  prices 
beginning  at  $249. 

Polycom's  new  SoundPoint  Pro 
desktop  conference  phone  extends 
Polycom's  patented  corporate-quali- 
ty audioconferencing  capabilities  to 
the  desktop,  in  addition  to  providing 
a  full  business  phone  feature  set  and 
multi-line  functionality,  all  in  an  ele- 
gant, compact  business  phone. 

Delivering  videoconferencing  "the 
way  it  was  meant  to  be,"  Polycom 
has  broken  down  price  barriers  with 
a  line  of  ViewStation  group  video- 
conferencing systems  featuring 
industry-leading  prices  from  $5,999 
to  $11,999. 
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PictureTel 

www.picturetel.com 


ViewStation  provides  high-quality 
video  and  audio,  along  with  true  ease 
of  use  and  standard  features  like  an 
embedded  Web  server  and  voice- 
tracking  camera,  all  in  Polycom's 
trademark  compact  set-top  design. 

■'Because  ViewStation  is  so  intu- 
itive and  easy  to  use,  it  insulates 
users  from  the  videoconferencing 
technology  and  allows  them  to  focus 
on  a  more  natural  way  of  com- 
municating," says  Hagerty.  "Tech- 
nology isn't  the  focus  of  meetings — 
decisions  are." 

Another  plus  ViewStation  brings 
to  meetings  is  its  ability  to  add  par- 
tici])ants  who  don't  have  videocon- 
ferencing. ViewStation  comes  stan- 
dard with  audio  add-on,  allowing 
callei's  to  attend  meetings  via  an 
ordinary  telephone,  cellular  phone, 
or  in-llight  phone. 

Mdeoconferences  today  are  often 
multipoint,  linking  more  than  two 
locations.  Polycom's  latest  videocon- 
ferencing .system,  the  ViewStation 
MP,  can  link  users  from  as  many  as 
four  video  locations.  No  need  for 
exti'a  equipment  or  a  service  bureau 
— multipoint  videoconferencing  is  as 
easy  as  point-and-click  with  View- 
Station's  remote  control. 

Polycom  just  makes  meetings 
more  productive. 


I 


Leading  the  Visual 
Collaboration  Parade 

A  band  of  new  vendors  is  now 
marching  in  the  videoconferencing 
parade.  Like  any  marching  band, 
though,  there  has  to  be  a  leader,  one 
setting  the  tone  for  all  others  to  fol- 
low. Since  1986,  one  has  consistently 
led  the  others  with  a  dozen  years  of 
firsts.  PictureTel  has  installed  more 
than  65,000  group  videoconferencing 
systems  around  the  globe.  With 
nearly  40%  of  the  systems  in  use 
today,  PictureTel  sets  the  pace  oth- 
ers march  to. 

"PictureTel  is  the  only  vendor  in 
the  business  with  a  full  line  of  group, 
compact,  and  desktop  videoconfer- 
encing systems,  multi-location  sei-vers, 
and  a  full  suite  of  maintenance  and 
professional  services,"  says  Steve 
Chambers,  vice  president  of  market- 
ing for  PictureTel.  "This  complete 
capability  makes  us  unique  in  the 
industry.  That's  why  PictureTel  is 
the  partner  of  choice  to  help  the 
world's  largest  multinationtU  compa- 
nies manage  their  complex  commu- 
nications needs. " 

l^ictureTel's  focus  is  not  on  video- 
conferencing or  talking  heads.  It's  on 
giving  customers  the  tools  to  help 
them  remove  the  barriers  of  time 
and  place.  Offering  customers  much 
more  than  just  videoconferencing, 
I^ictureTel's  visual  collaboration 
solutions  help  business  people  work 
and  collaborate  with  colleagues  any- 
where in  the  world  from  their  desk- 
top or  a  conference  room. 

Possibly  the  two  most  important 
tools  to  come  to  the  market  recently 
liave  come  from  PictureTel.  First  is 
SwiftSite  11,  the  industry's  first  sec- 
ond-generation compact  conferenc- 
ing system.  This  compact  class  prod- 
uct delivers  to  customers  virtually  all 
of  the  functions  found  in  competi- 
tors' larger,  more  expensive  systems, 
but  adds  the  highest  quality  audio 
found  in  the  business,  and  a  "track- 
ing"  camera   that  automatically 


focuses  on  the  speaker  withi 
meeting.  All  of  this  at  list  pr 
ranging  from  $5,495  to  $10,500. 

The  second  new  benefit  to 
tomers  is  the  incorporation 
"streaming  video"  in  Picture! 
product  line.  Streaming  multim' 
enables  businesses  to  extend 
power  and  reach  of  visual  collab 
tion  to  the  millions  of  Net-atta( 
PCs  around  the  world.  By  strear 
the  content  of  a  \ideoconfere 
a  virtually  unlimited  numbei 
locations  can  receive  the  s 
visual  message  from  existi 
desktop  and  conference 
room  videoconferencing 
systems.  This  func- 
tionality comes 
from  PictureTel's 
acquisition  of 
S  t  a  r  L  i  g  h  t 
networks, 
announced 
earlier  this 
year. 

PictureTel's 
customers  are 
in  the  busi- 
ness of  mak- 
ing cars,  phar- 
m  a  c  e  u  t  i  c  a  1  s , 
machinery,  and 
thousands  of  other 
products.  They  don't 
need  to  be  in  the  busi- 
ness of  running  videocon- 
ferencing systems.  That's  wh; 
PictureTel  offers  a  complete  sui 
enterprise  services  to  help 
tomers  use  and  manage  their  vi 
collaboration  tec-lmologv-  Tliis  incl 
everything,  from  installation 
repaii',  to  the  complete  managei 
of  complex,  international  multi- 
tion  calls. 

"So  much  of  the  way  pe 
communicate  is  nonverbal," 
Chambers,  "from  the  raised 
brows  of  surprise,  to  the  nod 
head  of  agTeement,  to  the  furn 
brow  of  confusion.  All  of  t 
expressions  and  the  myriad  gest 
and  body  language  that  we  all 
are  lost  when  you're  on  a  telepi 


Pica 

helps 
peopt 
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with 
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Most  forms  of  office  communication  fail  to  deliver  on  one  thing. You.  Introducing 
MatchView  Video  Conferencing  from  Philips,  the  communication  tool  that  allows 
you  to  keep  in  constant  contact  and  constant  view.  Whether  you're  a  small 
business  or  international  company.  Philips'  MatchView  Series  makes  face-to-face 
fast,  simple  and  affordable.  Add  your  presence  to  presentations  by  calling 
I -888-S37-3700  or  visit  www.vcs.philips.com. 
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or  sending"  e-inails.  With  visual  col- 
laboration, you  enjoy  the  full  experi- 
ence of  meetings,  where  people  see 
and  hear  all  of  the  feedback  being 
given.  It's  the  natural  way  to  meet." 


Philips 

www.vcs.Philips.com 


The  Sweet  Spot  of  the  Market 

Philips,  one  of  the  largest  elec- 
tronics companies  in  the  world,  with 
sales  of  $39  billion  in  more  than  60 
countries,  is  about  to  open  the  busi- 
ness videoconferencing  market.  Just 
like  it  did  in  the  consumer  electron- 
ics market,  it  will  do  this  by  going  to 
the  right  spot. 

"Our  products  target  the  sweet 
spot  of  the  market — small  confer- 
ence rooms  where  business  today 
works"  says  Robert  Visser,  general 
manager  of  Philips  Videoconferencing 


Systems.  "Like  our  parent,  we  pro- 
vide affordable,  hassle-free  systems. 
That's  our  differentiator." 

"Affordable"  is  an  understate- 
ment. Philips  is  offering  a  full  line  of 
integrated  videoconferencing  sys- 
tems at  prices  from  $2,595  to  $8,495, 
or  about  one-third  what  similar  sys- 
tems cost  only  a  year  ago.  And  the 
low-cost  systems  made  by  others  last 
year  were  actually  personal  comput- 
er board  sets,  requiring  that  buyers 
be  skilled  enough  to  open  their  PCs, 
insert  cards,  and  then  get  their  PCs 


to  work  ag 
The  only  requirement  of 
Philips  MatchView  line  of  video( 
ferencing  systems  is  that  custon 
know  how  to  open  the  box  it  come 
MatchViews  are  veritable  set 
boxes,  which  sit  on  top  of,  belo\ 
alongside  a  television  monitor,  o 
ated  by  a  simple  TV  remote.  No  i 
to  open  your  PC.  In  fact,  there  i: 
need  to  have  a  PC — just  a  TV. 
in  a  couple  of  color-coded  co 
grab  the  remote,  and  you're  mee 
with  colleagues,  solving  bush 
problems. 

The  MatchView  brings  this 
plicity  to  even  the  most  novice  i 
For  example,  if  you  accidentally 
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lice  number  instead  of  a  video 
ber,  the  MatchView  makes  the 
lection  for  you,  allowing  you  to 
municate. 

)r  customers  who  want  to  use  it 
their  personal  computer,  all 

jhViews  come  with  the  neces- 
cables  to  link  up  to  any 

Jews  PC. 

tie  product  line  begins  with  the 
jhView  230,  a  simple  3.1-lb.  set- 
)ox  designed  for  personal  vldeo- 
erences.  Listing  for  only  $2,995, 
mes  standard  with  fixed  camera 
hands-free,  full-quality  speaker- 
le.  An  optional  fully-automated 
iking  camera"  adds  $1,000  to  the 
J.  The  MatchView  230  works 

digital  telephone  networks 
N)  around  the  world  for  local  or 
•national  video  calls, 
ir  customers  wanting  a  system 
small  group  videconferences, 
'  s  the  MatchView  330,  which 
s  standard  with  the  tracking 
l  a  and  delivers  broadcast  qual- 
lotion  video,  at  only  $5,495. 
the  top  of  the  line,  but  not  out- 

of  most  buyers'  signature 
ority,  is  the  MatchView  430, 
h  can  be  used  with  a  second 
ision  monitor.  The  430  lists  at 
$8,495. 

ith  prices  low  and  features  high, 
OS  is  ready  to  make  videoconfer- 
ig  a  meeting  tool  everyone  can  use. 


Tandberg 

www.tandbergvision.com 


For  Productive,  Hassle-free 
Videoconferencing 

"We  see  videoconferencing  as 
something  that  should  be  as  simple 
to  operate  and  as  reliable  as  a  tele- 
phone call,"  says  Bengt  Thuresson, 
President  and  CEO,  Tandberg. 
"Our  systems  are  designed 
so  that  all  you  have  to  do  is 
'dial'  the  number  and  five 
seconds  later  you  have 
complete  communication 
facilities.  The  entire  sys- 
tem is  controlled  by  a 
remote  that  is  designed 
to  be  as  familiar  as  the 
one  you  use  with  your 
TV.  In  this  way,  a 
meeting  held  via 
videoconferenc- 
ing is  as  natu- 
ral as  a  reg 
ular  meet- 
ing and 
allows  the 
participants 

to  conduct  their  business  the  same 
way  they  would  in  a  face-to-face 
meeting." 

Tandberg's  Vision  5000  large 
gi'oup  videoconferencing  systems 
come  with  a  set  of  features  that 
makes  meeting  participants  both 
productive  and  comfortable. 
Tandberg  has  even  developed  the 
W.A.VE.  (Wide  Angle  View) 
Camera,  that  delivers  a  wide 
angle  image  so  viewers  at  a  dis- 
tant site  can  see  everyone  at  the 
other  end  at  the  same  time. 

Pomeroy  Computer  Resources 
is  a  Tandberg  customer  with 
1,800  employees  distributed 
around  the   United  States. 
Pomeroy  uses  Tandberg  sys- 
tems to  bring  its  geogTaphical- 
ly  distributed  branch  offices 
closer  together  and  to  enhance 
the  communications  between  them. 
"The  benefit  we've  seen  is  the  sim- 
plicity and  ease  of  use,"  says  Robert 


Magenheim,  business  development 
manager  for  Pomeroy. 

Another  Tandberg  customer  which 
launches  an  average  of  120  new 
products  a  year,  used  to  introduce 
them  at  six-month  intervals  during 
face-to-face  company- 
wide  meet- 
ings. Now, 
because  the 
new  products 
are  showai  to 
the  sales  foi-ce 
tlii'ough  a  large 
videoconfer- 
encing network, 
products  can 
produce  revenue 
virtually  right 
after  they  are 
developed.  The 
Vision  products  have 
been  credited  with 
reducing  the  time- 
to-market  by  up  to 
six  months. 
Atle  Tangen,  who  manages  55 
Tandberg  systems  for  Norsk  Hydro, 
a  Norwegian  manufacturer  with 
37,000  employees  worldwide,  describes 
the  advantage  of  using  the  Vision 
system  internationally.  "1  had  two 
meetings  in  Germany  today,  and  was 
at  home  by  4:00  p.m." 

Maybe  that's  why  Tandberg  has 
installed  more  than  20,000  of  its  sys- 
tems in  more  than  80  countries. 

COMPUNETIX 

www.conipunetix.com 

The  Technology  of  Collaboration 

Ever  tried  to  organize  a  night  on 
the  town  with  a  gi'oup  of  friends'? 
How  many  phone  calls  did  it  take  to 
come  to  a  consensus?  How  many 
call-backs'?  How  much  easier  would 
it  have  been  having  everybody  on  the 
line  at  the  same  time? 

It  has  become  second  nature  to 
government  agencies,  educational 
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institutions,  and  corporations  around 
the  world  to  rely  on  conference  calls. 
Believe  it  or  not,  meetings  held  over 
the  telephone  are  now,  by  their  sheer 
volume,  almost  as  many  as  those 


held  face-to-face.  Of  course,  it  didn't 
just  happen  without  help.  Someone 
had  to  provide  the  equipment  that 
consistently  offers  the  same  ease  of 
communication  that  is  expected 
from  a  group  meeting.  "Our  focus 
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has  always  been  on  successful  meet- 
i yjngs,"  says  Gerard  Pompa,  vice 
jr?^;Sident  of  Compunetix.  "We  do 
this-^regardless  of  the  equipment 
you  have  on  your  desk  or  in  your 
conference  room." 

With  this  philosophy,  Compunetix 
now  builds  a  line  of  multipoint  con- 
trol units  (MCUs)  that  can  link 
callers  using  either  telephones,  PCs, 
or  videoconferencing  systems.  For 
example,  the  Orchestrator  80/160  can 
manage  calls  linking  up  to  160  users, 
enriching  each  conference  through  a 
long  menu  of  features  including 
scheduling  and  reservations. 

Agencies  such  as  NASA,  the 
Federal  Aviation  Administration, 
the  Jet  Propulsion  Lab  and  the 
Department  of  Justice  rely  on  Com- 
punetix equipment,  as  do  several 
global  phone  companies,  including 
Bell  Atlantic,  BT,  MCI,  Maritime  Tel 
&  Tel,  Sprint,  Telecom  Norway, 
Telstra  (Telecom  Australia),  and 
Telecom  New  Zealand.  They  use 
Compunetix  equipment  for  voice 
conferencing,  dataconferencing,  and 
videoconferencing. 

The  newest  member  in  the 
Compunetix  line  is  the  Virtuoso,  an 
MCU  that  can  be  used  directlv  by 


end  users  to  manage  their 
conference  calls.  Unlike  the  o 
PBX,  the  Virtuoso  can  provid( 
to  eight-way  voice,  data,  and  v 
calls.  Virtuoso  can  be  used  not 
for  last-minute  conference 
but  also  to  schedule  calls  in 
vance,  including  those  regul 
held  and  recurring  ones,  sucl 
Monday  morning  briefings. 

Three  Rivers  Emplo.yment  Sei 
(TRES)  is  a  good  example  of  a 
of  the  Virtuoso  MCU.  PrivE 
funded,  this  nonprofit  corpors 
provides  employment  train 
placement  and  retention  servici 
economically,  socially  and  culti 
ly  disadvantaged  persons.  Thn 
its  multipoint  videoconferer 
TRES  has  trained  more  than  ^ 
individuals  and  put  them  out 
the  workplace.  ■ 

This  Networked  Meetings  supplement  was 
prepared  by  Knowledge  Industry  Publicatk 
subsidiary  of  Phillips  Business  Informatior 

Sales  Director:  Charlie  Partridge  f 

Written  by:  Elliot  M,  Gold  (elliot@telespan.cor| 

Designed  by:  Arch  Street  Design,  Greenwich.j 

Cover  Illustration  by:  Harriet  Golden  ; 

Editorial  Offices:  701  Westchester  Avenue,  | 
White  Plains,  NY  10604  i 
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Global  Leaders  in  Videoconferencing 

www.tandbergvision.com 
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breaking  the  sound  barrier^ 

For  More  Information  Circle  Free  Product  Info  No.  88  ' 
United  States  703  709  4281  •  Europe  &  Asia  Pacific  +47  67  125  125  •  Canada  514  748  12' 
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Modern  Day 
Renaisscrrif;e 
Person 


OD  THING:  Martha  Stewart  goods  are  helping  fitel  a  turnaround  at  Kmart 


ULING 


HIS  YEAR,  IT'S  CHIC 
D  SHOP  CHEAP 

slowdown  has  even  the  rich  flocking  to  discounters 


che  fashionable  suburb  of  Bloom- 
Id  Hills,  Mich.,  shoppers  are 
3wsing  store  aisles.  Weaiing  a  tai- 
ed  navy-blue  suit  and  cairying  a 
'I  bag,  Dorothy  Bagley  inspects 
ler  tea  towels.  Maureen  Ti-erice, 
iack  dress  accented  with  gold  jew- 
s  looking  for  holiday  gifts.  Are 
t  Neiman  Mai'cus?  Saks  Fifth  Av- 
No,  Kmart.  "The  economy  is  get- 
laky,  and  people  ai-e  saying:  'Wliy 
II  this  money  for  things?'"  says 
V.  "These  stores  have  a  reverse 
ippeal." 

it  appeal  is  shaping  up  as  the 
iling  trend  of  the  1998  Christmas 
1.  Anxiety  about  the  economy  is 
g  even  more  shoppers  than  usual 
he  nation's  Big  Three  discoun- 
kVal-Mart,  Kmart,  and  Target.  As 
ly  as  last  spring,  all  categories  of 


retailing  were  racking  up  respectable 
gains.  But  as  stock  market  jitters  stall- 
ed to  take  theu-  toll  diu-ing  the  summer, 
shoppei's  shifted  gears  faster  than  they 
rush  to  a  Blue  Light  Special.  By  Sep- 
tember, sales  at  discount  outlets  open 
at  least  a  year  rose  a  healthy  7.6%, 
while  national  department-store  sales 
dropped  3.4%  for  the  period. 
YULE  SEE.  More  of  the  same  is  expected 
tltrough  the  fourth  quarter,  setting  the 
stage  for  a  stark  season  of  big  winners 
and  big  losers  in  retail.  Signs  of  eco- 
nomic slowdown  are  mounting,  and  the 
Conference  Board,  a  business-research 
organization,  reported  that  its  October 
index  of  consumer  confidence  slipped 
for  the  fourth  month  in  a  row.  Industiy 
analysts  project  discounters  will  enjoy 
7%  to  8%  sales  growth  this  Cbristmas, 
with  a  2%  rise  expected  for  department 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  know  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 


Are  You  A  Renaissance  Person? 

■  '  •         J:  '  . 


M  Beniissance 

noteli  wherg ; 
lospitality 
is  king.  i^if 


(No  matter  what  your  title.Jt 


m 


II 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  wtiy  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study."  You  see,  we  believe  catering  to  our  guests 
IS  the  essence  of  Renaissance  Hospitality."  It  means  you  may  ask  our  staff  for  truly  anythinj 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  80  Renaissance  Hotels 
and  Resorts  in  26  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 

RENAISSA^ 

HOTELS  AND  RESOPi 


'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D,  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."  Study  conduc] 
;i9nuent  business  travelers  at  uoscale  hotels  and  is  based  on  8.067  individual  evaluations.  11  uoscale  hotel  chains  were  ranked  in  the  studv.  ©1998  Renaissance  Hotels  International 
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xketing 


i\>^rriOft  R  E  W  A  R  D  S: 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts, 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


.  "This  is  the  beginning  of  an  un- 
l  time  for  consumer's,"  says  Wendy 
lann,  president  of  WSL  Strategic 
I,  a  New  York  consulting  firm. 
)unters  have  become  a  very  ac- 
)le  place  to  shop,  regardless  of 
hold  income." 

h  nearly  $200  billion  of  holiday 
ing  cash  up  for  grabs,  discount 
ants  have  a  hard  time  restrain- 
eir  glee  at  the  prospects.  "We're 
)n  our  way  to  a  record  year," 
Wal-Mart  Stores  Inc.  Vice-Chair- 
Donald  G.  Soderquist.  Even  lag- 


from  25%  to  15%,  while  discounters 
have  soared  ft-om  43%  to  63%.  And  in 
the  past  five  yeai's,  upper-income  house- 
holds have  doubled  their  visits  to  dis- 
count stores,  according  to  wsl's  con- 
sumer research. 

Target,  the  highly  profitable  discount 
chain  of  Dayton  Hudson  Coip.,  has  done 
the  most  to  draw  in  upscale  customers. 
Target  has  attracted  the  rich  by  stock- 
ing stylish  housewares  and  clothing  and 
by  promoting  itself  with  humorous,  iron- 
ic advertising  in  high-end  publications 
such  as  The  New  York  Times  Maga- 


AS  OPTIMISM  SLIDES  DISCOUNTERS  REAP  GAINS 


CONSUMER 
CONFIDENCE  INDEX 


'ii         JULY         AUG,         SEPT         OCT.     '  JUNE 
IDEX:  1985=100  EST    a  PERCENT 

DATA:  THE  CONFERENCE  BOARD,  UR  REDBOOK  INC 


Kmart,  which  flirted  with  bank- 
/  just  three  years  ago,  sees  a 

lining  in  the  hovering  storm 
,  "If  the  economy  heads  south  and 

are  concerned  about  theii"  spend- 
ncome,"  says  Kmart  Chairman 

Hall,  "they  will  become  much 
price-conscious." 

riGMA.  Of  course,  department 

are  hardly  ready  to  concede  de- 

'ederated  Department  Stores,  pai'- 
Ij  chains  such  as  Macy's  and  Bloom- 
V  e's,  for  example,  has  launched  a 
sl  t  of  its  major  stores.  Federated 
i|  nan  James  Zimmemian  calls  it  an 
>1  to  "retui'n  the  excitement"  to  de- 
li 9nt-store  shopping.  In  addition  to 
I  ng  up  stores,  Federated  will  em- 

e  its  own  private-label  clothing. 

lal  is  to  give  consumers  exclusive 
'  andise  at  lower-than- 
■  er  prices. 

the  battle  will  be  a  y,-;  - 
I    one.  The  stigma  of 
'  ng  at  discounters  has 
disappeared  in  recent 
In  the  past  decade, 

a!  department  stores 

een  their  share  of  the 
t  sales  market  plunge 


zine.  To  create  a  hip  aura  around  the 
Target  brand,  the  discounter  I'elies  on 
its  Dayton  Hudson  department-store 
trend-watchers  to  stay  on  top  of  the 
latest  fashions,  such  as  this  summer's 
craze  for  cargo  pants. 

Target's  success  has  spawned  imita- 
tion from  rivals.  Pari  of  Kmart's  nascent 
recovery  can  be  attributed  to  its  Martha 
Stewart  line  of  housewares,  which  gen- 
erated $500  million  in  sales  last  year 
and  is  expected  to  grow  to  $1  billion 
next  year.  While  only  1.5%  of  Kmart's 
total  sales.  Hall  says  the  line  cr-eates  a 
"halo"  over  the  entire  store,  bringing 
in  more  well-heeled  shopper-s.  "Every 
day,  we  hear  customers  saying:  'I  don't 
nor-mally  shop  Kmart,  but  I  love  Martha 
Stewart,' "  he  says. 

Consumers  certainly  notice  the 
change.  Allison  Kahn  of  New 
York  has  credit  cards  from  a 
slew  of  department  stores. 
But  she's  buying  more  at  dis- 
count chains.  "I  think  their 
stuff  is  getting  better  and  the 
department-store  stuff  is  get- 
ting worse,"  she  says.  That's 
exactly  the  reaction  H.  Lee 
Scott  Jr\,  president  of  Wal- 


;  New  Yorker  says  discounters'  merchandise 
3tting  better,  and  department  stores'  worse 


Renaissance  Locations 

North  America:  kf'izona:  Scottsdale  California: 

Beverly  Hills,  Indian  Wells,  Long  Beach, 
Los  Angeles,  San  Francisco  (2)  -  Colorado:  Denver 

Washington,  D.C.  (2)  Florida:  Orlando  (2), 
St.  Petersburg  Georgia:  Atlanta  (3), 
Lake  Lamer  -  Hawaii:  Maui  Illinois:  Chicago, 
Oak  Brook,  Springfield     Maryland:  Baltimore 

Massachusetts:  Boston    Missouri:  St.  Louis 

New  York:  New  York,  White  Plains  "  Ohio: 
Cleveland  Tennessee:  Nashville  "  Texas:  Austin, 
Dallas  (2),  Houston  Washington:  Seattle  ^ 
Canada:  British  Columbia:  Vancouver  Ontario: 
Niagara  Falls  South  America:  Brazil.  Sao  Paulo 
-  Car/7)Aea/;;  Dominican  Republic:  Santo  Domingo 

Grenada:  St,  George's    Jamaica:  Ocho  Rios 
U.S.  Virgin  Islands:  St,  Thomas    furope;  Austria: 
Vienna  (2),  Salzburg    Czech  Republic:  Prague 

France:  Pans  Germany:  Chemnitz,  Cologne, 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig, 
Munich    Russia:  Moscow    Switzerland:  Zurich 

The  Netherlands:  Amsterdam  United  Kingdom: 
London  Heathrow     Turkey:  Antalya,  Istanbul 

Asia-Pacific:  China:  Hong  Kong  (3)  India: 
Goa  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo, 
Tokyo  Korea:  Seoul  Malaysia:  Kuala  Lumpur 
(2),  Melaka,  Sandakan      Myanmar:  Yangon 

Philippines:  Manila  Australia:  Sydney  ■ 
Middle  East:  Egypt:  Alexandria  Israel: 
Jerusalem    United  Arab  Emirates:  Dubai 

Look  for  these  new  locations  opening  soon: 
United  Kingdom:  Gatwick,  Manchester,  Reading 
Israel:  Tel  Aviv 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


Small  Business 
Spoken  Here! 

Visit  Enterprise,  BusinessWeek  Online's 
daily  resource  for  small-business  execs 
http://enterprise.businessweek.com 

Enterprise  is  where  entrepreneurs  can  find  hard-to-get  news,  information, 
and  analysis  every  weekday  on  topics  important  to  their  business.  We  look 
at  everything — the  economy,  business  trends,  technology,  finance — and  tell 
how  they  will  affect  your  company.  There's  plenty  more,  including  an  array  of 
databases,  story  archives,  and  business  tools.  Check  out  these  resources: 


ADVICE 


Ask  our  experts  for  business  tips,  read  the  diary  of  a  budding 
entrepreneur,  and  learn  to  strike  a  balance  between  work  and  family  life. 


FINANCE 


Raise  money,  get  in  on  lucrative  government  programs,  cut 
your  taxes,  and  find  the  best  deals  on  bank  rates  and  credit  cards. 

Find  the  best  computers,  office  products,  and  services, 
and  learn  how  to  manage  them. 

Is  your  pay  package  up  to  par?  What  do  your  rivals  offer? 
Take  a  look  at  our  nationwide  surveys. 


TECHNOLOGY 


BENEFITS 


YOUR  MONEY 


Plan  your  investments,  taxes — and  your  retirement. 
Build  a  portfolio  that's  right  for  a  small-business  owner. 

Also  look  for  us  on  America  Online  at  keyword:  BW.  For  online  events 
about  small  businesses  and  entrepreneurs,  go  to  the  Talk  &  Conferences 
screen  and  check  out  BW  Online's  Conference  Calendar 

A 

A  V.  E        C  A 


For  a  tree  trial  diskette  including  50  free  hours  on  AOL, 
call  1-800-641-4848  and  mention  Business  Week. 


%1J  day  long^  I  m  on  the  move,  I  need  color  printers 
that  can  go  like  the  wind.  ^ 


Phil  Bennett 
Dir.  of  Sales  &  Mktg. 
The  Hinckley  Co. 
Custom  Yacht  Builders 


Color  45 


When  speed  counts,  you  can  count  on  Lexmark,  The  new  Optra'"  Color 

family  prints  up  to  12  COLOR  PAGES  PER  MINUTE  -  TWICE  AS  FAST  AS  MOST  COLOR 
PRINTERS.   And  the  less  TIME  YOU  SPEND  PRINTING  SALES  MATERIAL,  THE  MORE  TIME  YOU 
HAVE  FOR  OTHER  SAILS. 

You  TOLD  US  YOU  WANT  TO  PRINT  QUICKLY,  CLEARLY,  EASILY  AND  INEXPENSIVELY  - 
JUST  AS  YOU  DO  IN  BLACK  &  WHITE.   WiTH  THE  BRILLIANCE  OF  VIVID  COLOR.   SO  OUR  OPTRA 

Color  family  does  just  that  -  at  prices  as  low  as  S449.*  Call  i-8oo-lexmark 
(1-800-539-6275)  OR  VISIT  us  at  www.lexmark.C0m/s/  to  see  how  the  Optra  Color 

FAMILY  blows  BY  THE  COMPETITION.   EXACTLY  WHAT  YOU  WANT...IN  PRINT. 


Lexm^vrk 


©1998  Lexmark  International.  Inc.  All  nghts  reserved  'Estimated  street  price  Prices  may  vary  Lexmark,  Lexmark  witti  diamond  design,  and  Optra  are  trademarks 
of  Lexmark  International.  Inc  registered  in  the  United  States  and/or  other  countnes  Other  trademarks  are  property  ot  their  respective  owners 


Announcing  The  8th  Annual  Business  W 


T  U 

RISK 


Addressing  Today's  Concerns. 
Positioning  for  Tomorrow's  Opportunities. 

Being  a  CFO  today  is  a  daunting  endeavor.  Turmoil  in  the 
international  markets,  demanding  shareholder  expectations, 
and  shifting  priorities  at  home.  Today's  CFO  has  to  be  inno- 
vative, ensuring  continued  corporate  performance  whatever 
the  external  challenges.  And  m  the  current  market,  discern- 
ing value  IS  as  important,  and  as  complicated,  as  creating  it. 

What  better  place  to  address  the  potential  risks  and  rewards 
than  at  The  Eighth  Annual  Business  Week  Forum  of  Chief 
Financial  Officers.  In  a  focused,  retreat  setting,  you'll 
gather  to  exchange  ideas  and  experiences  with  your 
fellow  CFOs  from  the  nation's  largest  and  most  presti- 
gious companies. 

These  CFO  perspectives  will  be  complemented  by  other 
critical  voices  that  affect  business  strategy  -  the  CEO, 
board  members,  customers,  and  shareholders.  Together, 
you'll  gain  fresh  insights  as  to  why  turbulence  in  the  global 
economy  is  influencing  business  strategy  m  corporations 
across  America  and  how  you  can  determine  the  right 
course  of  action  tor  your  company. 

Reserve  your  place  now  at  The  Eighth  Annual  Business 
Week  Forum  of  Chief  Financial  Officers  and  make  sure  today's 
moves  are  positioning  you  to  win  in  tomorrow's  market. 


BusinessWeek 

EXECUTIVE  PROGRAMS 


R  B  U  L  E  N  G 

AND  REWARD  IN  i 


Early  Confirm 


Thomas  J.  Meredith  David  Hale 

senior  vice-president  global  chief 

and  CFO,  economist, 

Dell  Computer  Zurich  Group 
Corporation 


Presented  in  association  with 

American  International  Group, 
IBM  Credit  Corporation 
KPMG  Peat  Marwick  LLP 
MiLLiMAN  &  Robertson,  Inc. 
SAS  Institute  Inc. 

MARCH  10-12,  1999 

THE  PHOENICIAN  SCOTTSDALE 

SCOTTSDALE,  ARIZONA 


UM  OF  Chief  Financial  Officers 


E  A 


fin  ECONOMY 


eakers 


hard  N.  Cooper 

:s  professor  of 
rnational  economics, 
vard  University; 
ner  chairman,  Federal 
erve  Bank  of  Boston 


Frank  Cotroneo 

senior  vice-president  and 
chief  financial  officer, 
MasterCard 
International 


register  or  for  more  information 


'E:  .S88-239-6878 

12-512-6281 
IL:  julie_terranova@businessweek.com 
IN  DEMAND:  888-239-6878,  Document  #70 


.[)onsorship  information,  contact  Mark  Flinn 
IE:  212-512-4773 

daiur  is  limited  to  Senior  Financial  Executives  uf  leading 
'  .\)nerican  corporations. 


vision  of  The  McGraw-Hill  Cotnpanies 
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ADDRESS 


D  I  R  E  G  I  0  R  Y 


Reach  these  Business  Week  advertisers  on  the  Web: 


3Coni 

www.3com.com 
Acura 

www.acura.com 
Aetna 

www.aetna.com 
AIM  Distributors 

www.aimfunds.com 
AMD 

www.amd.com 
American  Century 
www.americancentury.com 
American  Express  Financial 
Advisors 

www.americanexpress.com/ 

advisors/ 
The  American  Institute 
of  Architects 
www.aiaonline.com 
American  Isuzu  Motors  Inc. 
www.isuzu.com 
American  Power  Conversion 
www.apcc.com 
Amoco  Chemical 
www.amocochem.com 
Arthur  Andersen 
www.ArthurAndersen.com 
Andersen  Consulting 
www.ac.com 
AT&T 
www.att.com 
AT&T 

www.att.com/traveler 
Audi  Asia  Pacific 
www.audi.com 
Aurum  Software 
www.aurum.com 
Bell  Atlantic 
www.bell-ati.com 
Cathay  Pacific 
www.cathaypacific.com 
Chrysler 

www.chryslercorp.com/ 
The  Cincinatti  Insurance 
Group 

www.cinfm.com 
Cisco 

www.cisco.com 
The  CIT  Group 
www.citgroup.com 
Clarify 

www.clarify.com 

CNF  Transportation  Inc. 

www.cnfcom 

Comdisco 

www.comdisco.com 

Compaq 

www.compaq.com 
Computer  Associates 

www.cai.coin 


Compuware  Corporation 

www.compuware.com 

Dale  Carnegie  Training 

www.dale-carnegie.com 

Dassault  Falcon  Jet 

www.talconjet.com 

DataWorks 

www.dataworks.com 

Datek  Online 

www.datek.com 

Dell  Computer 

wvw.dell.com 

Deloitte  &  Touche 

Consulting  Group 

www.dtcg.com 

Delta  Air  Lines 

vvww.delta-air.com 

Diners  Club  International 

wwwdinersclub.com 

Edison  Electric  Institute 

www.eei.org/enviro/ 

EMC 

www.emc.com 

Equitable/AXA 

www.equitable.com 

Ericsson 

www.ericsson.se 

E*TRADE 

wwwetrade.com 

Federal  Express 

www.fedex.com 

Flexilnternational  Software 

www.flexi.com 

Ford 

www.ford.com/ 
Fortis,  Inc. 
www.us.fortis.com 
Founders  Growth  Fund 
wwwfounders.com 
France  Telecom 
www.trancetelecom.fr 
Fujitsu 

www.tujitsu.coni 

Fujitsu  PC  Corporation 

www.fujitsu-pc.com 

General  Motors 

wwwgm.com 

General  Motors-OnStar 

www.onstar.com 

GTE 

www.gte.com 
Hewlett-Packard 

www.hp.com 

Hilton  Hotels  &  Resorts 

www.hilton.com 
Hoechst 

www.hoechst.com 
Honda 

www.honda.com 


Hyatt  Hotels  Corporation 

www.hyatt.com 
IBM 

www.ibm.com 
Infiniti 

www.infiniti-usa.com 
Intel 

www.intei.com/ 
International  Institute  for 
Management  Development 
wwvv.imd.ch/ 
International  Paper 
www  ipaper.com 
Invesco 

www.invesco.com 
Iomega 

wvnv.  iomega.com 

JBA  International 

www.jbaintl.com 

J.D.  Edwards  &  Company 

www.jdedwards.com 

Lawson  Software 

www.Lawson.com 

Lexus 

www.lexus.com 
Lincoln-Mercury 

www.lincolnmercury.com 
Lotus 

www.lotus.com 
Lucent  Technologies 
www.lucent.com 
Lufthansa 

■www.lufthansa-usa.com 
MCI 

www.mci.com 
MITA 

www.mita.com 

Mercedes-Benz 

www.MBUSA.com 

Merrill  Lynch 

www.ml.com/ 

Microsoft 

www.  microsoft.com/ 
Mississippi  Department  of 
Economic  &  Community 

Development 
www.missippi.org 
Mitsubishi  Electronics 
America,  Inc. /Electronic 

Device  Group 
www.mitsubishichips.com 
MOVADO 
The  Museum  Watch 
www.movado.com 
NTT  Corp. 

http://info.ntt.co.ip/global 
National  Business  Aviation 
Association,  Inc. 
wvvw  nbaa.org/why 
National  Computer  Systems 
Pte  Ltd. 
Www.ncs.com.sg 
Nationwide  Financial 
Services-The  BEST  of 

AMERICA 
www.bestotamerica.com 
Network  Associates 
www.nai.com 
Nortel 

www.nortel.com 


Northrop  Grumman 

www.northgrum.com 
Northwest  Airlines 
www.nwa.com 
Novartis 

www.novartis.com 
Novell 

wwvvnovell.com 
Okidata 

www.okidata.com 

Oracle  Corporation 

vww.oracle.com 
Panasonic  Personal 
Computer  Company 

www.panasonic.com/ 
toughbook 

PeopleSoft 

www.peoplesoft.com 
Phillips  Petroleum 
Corporation 

www.phillips66.com 
Praxair 

www.praxair.com 

The  Principal  Financial 

Group 

www.principal.com 

The  Prudential  Insurance 

Company  of  America 

www.prudential.com 

QAD  Inc. 

www.QAD.com 

Quality  Inns  •  Hotels  •  Suites 

www.qualityinn.com 

Ricoh  Corporation 

www.ricoh.com 

Roberts  Express,  Inc. 

wwvv.roberts.com 

Royal  &  SunAUiance 

www.royalsunalliance.com 

SAP  Asia 

www.sap.com/asia 

SAS  Institute 

www.sas.com/ 

Savin 

www.salesf!^'savin.com 
Charles  Schwab 
WW  vv.schwab.com 
Seagate 

www.seagate.com 
Siemens  Corporation 
w\\'\v.siemens.com 
Siemens  Microelectronics 

www.smi.siemens.com 

SkyTel 

www.skytel.com 
Southern  Company 

w\TO'.southernco.com 
Sprint 

wwvvsprint.com 
StorageTek 

www.storagetek.com 


Sun  Microsystems 

www.sun.com 
Sybase 

www.sybase.com 
Symantec 
www.symantec.com 
Symbios  Logic 
www.symbios.com/bw. 
Tektronix 
www.coloratwork.com 
Teligent,  Inc. 
www.teligent.com 
TIBCO 
www.tibco.com 
Toshiba  America 
Information  Systems 
www.compuiers.toshil 
Toshiba  Telecommiu 
Systems  Division 
www.telecom.toshiba.i 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motor  Corpo 
Services 

www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
wwwtroweprice.com 
Unisys 

www.unisys.com 
United  Technologies 

www.utc.com 
UBS 

www.ubs.com 
UPS 

www.ups.com 
USPS 

www.usps.com 
USPS  Priority  Mail 

USPS.supplies.gov 

US  Web 

www.usweb.com 

UUNET  Technologi 

www.uu.net 
Visio 

www.visio.com/tastpa 
Vivendi 

www.vivendi.com 
Vizio 

www.vizio.com 
Wdliams  Commuiii( 
Group 

www.willtales.com 
World  Mastercard 
www.mastercard.cora 
Xerox 

wwwxerox.com 
Zurich  Financial  Set 

www.zurich.com 


i^nan  relocates  regional  ^ ^_^St1^]^ 
„  .,ase  from  UK  to  Jebel  Ah  f  ^^mp  ^^unc 

 ^   ^^^^fojis 

Mitsubishi  opens  ME  parts  centre  . 
Torvvays  ^^^^^^^^^^^^^^^  qocVe^^ 
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Many  of  the 
biggest  names  in  business 
are  growing  bigger 
in  Dubai. 


ouienc  ^  Matsushita  sets  up  Jebel  All  )oii 
;boosf  ^ture  distribution  complex 

'    Ala  e^^^^;ivot^*  to  double  size    a.  S 

^Tvlxo^^  .  '     of  Jebel  All  far-^ty  /  5 


Join  them. 
And  hit  the  headlines. 
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)ubai  office  for  Hewlett  Packard 
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To  find  out  how  your  company  can  profit  from  doing  business 
in  one  of  the  world's  most  dynamic  commercial  centres, 
fax  this  coupon  to  (215)  751  9551. 

NAME  

TITLE  

COMPANY  

ADDRESS 


TEL 


FAX 


GOVERNMENT  OF  DUBAI 
Department  of  Tourism  and 
Commerce  Marketing 


r 


8  Penn  Center,  Philadelphia  PA  19103,  USA.  Tel:  (215)  751  9750.  Fax:  (215)  751  9551 
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WHAT  TO  DO  ABOUT 

MICROSOFT 

1  Leave  it  | 
1  Alone  |; 

Regulate 
It 

1  Break  | 

1  It  Up  W 

III  i 

1  Rnidvrs: 
j     Tell  us  what 
I  youthink«<i 

Business  Week  and 
Court  TV  hove  joined 
together  to  cover  the 
londnnark  Microsoft 
antitrust  suit.  From 
legal  implications  to  its 
impact  on  business  and 
consumers,  we  provide 
comprehensive  analysis 
on  the  air  and  in  daily 
reports  on  the  Web  at 
vAvw.businessweek.com 
and  vAvw.courttv.com. 


"Microsoft  on  Trial" 
Thursdays,  7PIVI  ET  on  COURT  TV 


Produced  by: 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 
AOL  Keyword:  BW 


overnight  success. 

^^22^^^^^®    others    sleep,    the    FedEx"    fleet    flies  nightly 

from    hundreds    of    airports    all    over    the    globe.  k__^^^ 

it's    Rockwell    communications,    navigation    and   weather  radar 

systems    that    help    keep    the    planes    of    the    world' s  largest 

express    transportation   company   on   schedule.  that's 

not  the  only  way  Rockwell  is  on  board  with  FedEx .  Rockwell 

call  center  technology  helps  expedite  more  than  half  a  million 

customer  requests  a  day.  \    And  Rockwell   systems  at  FedEx 

world    headquarters    help    move    millions  of  packages  through 

the  night.  While  modems  with  Rockwell  semiconductor  chips 

let  countless  customers  track  the  progress  of  their  shipments 
■I 

via    the    Net.  Nonstop    answers    for    companies    that  can't 

afford   to   stand  still.  ^^^^^  Because   whatever   your  business. 


f 


the  bottom  line   is   this,    w    You  succeed.     We  succeed 


Rockwell 


Electronic  Controls  and  Communications 


www . rockwell . com 


 «  .        crane  moving  a  heavy 

m  .  s.ood  ou.>de  one  Ml     a  s.daen,  .He  -ne 

S-*^    -::r;:;:e.,  and  ^  ::;ed, 

h..  .he  side  of  ano^her^P  ec        ^  «h  .  Jo  S  ^  3^^^^^^^ 

i  w-  be.ng  Uaed  off  *e  ground,  .o.e 


SOME  PROTECTION   IS  INDEED  BETTER  THAN  OTHERS 


We  believe  ours  is  second  only  to  one.  For  84  years,  State  Fund  has  covered  more  California  businesses  the 
any  other  company.  Offices  statewide  mean  we're  there  when  you  need  us.  And  you  can  take  advantage 
safety  programs  that  will  help  prevent  accidents  in  the  first  place.  Not  to  mention,  STTAnTE 
keeping  your  costs  down.  So  your  employees  will  be  insured.  And  protected.  su^r  a*n'c  e 

FUND 

Get  More.  Worry  Less. 

r    "  vo  ir  broker  or  1-888-STATE  FUND 
www.  scif.com 


txcf-rpl  fiom  Anqel  Encounters ' by  Karen  Goldman 


Iternational  Economics 


COMMENTARY 

By  Stan  Crock 


CHINA  AND  THE  U.S.:  THE  SPARKS  MAY  START  FLYING 


■or  most  of  the  past  two  decades, 

I  when  China  Ocean  Shipping  Co. 
docked  its  cargo  vessels  at  the 

rt  of  Long  Beach,  Cahf.,  the  giant 
nmercial  carrier  was  considered  a 
•del  neighbor  of  the  nearby  Long 
ach  Naval  Station.  Today,  the  sta- 
n  is  closed,  and  the  property  is 
ergrown  with  weeds.  But  when 
SCO  signed  a  lease  for  the  site  in 
96,  right-wing  law- 
ikers  scurried  to 
)ck  it.  Why?  cosco 
5tomers  in  Asia 
3d  its  ships  to 
insport  automatic 
;apons  to  Los 
igeles  and  strategic 
iterials  to  the  Mid- 
!  East.  "It  would 
foolish  for  Ameri- 
to  surrender  con- 
)1  of  a  West  Coast 
rt  to  an  arm  of  the 
linese  military," 
nes  Senator  James 
Inhofe  (R-Okla.). 
At  the  highest  lev- 
of  executive  pow- 
China  and  the 
S.  are  enjoying  a 
•e  interlude  of  ami- 
le  relations.  But 
tch  out:  The  seeds 
the  next  round  of 
ina-U.  S.  conflict 
;  already  being 
inted.  One  is  the 
SCO  controversy, 
lother  is  a  wrangle 
sr  the  rights  of 
S.  ship  operators  in 
dna.  A  third  is  environmental: 
S.  regulators  are  alaiTned  at  an  in- 
X  of  Chinese  beetles  to  the  U.  S. 
it  the  real  problem  is  China's  trade 
rplus  of  $55  biUion  is  at  record  lev- 
.  Because  of  this  overwhelming 
balance  in  trade — and  the  deep 
jpicions  of  China  that  are  rooted  in 
nerica's  conservative  politics — plen- 
more  points  of  friction  vdll 
lerge. 

Politicians  angling  for  advantage 
the  upcoming  Presidential  election 

II  play  the  China  card  with  a 
ngeance.  Already,  in  the  defense 
1  President  Clinton  signed  on  Oct. 


17,  anti-China  rhetoric  led  Congress 
to  bar  cosco — which  denies  any  mili- 
tary connections — ft-om  leasing  Long 
Beach  land.  The  bill  also  repeals  the 
authority  Clinton  has  to  waive  the 
prohibition.  Never  mind  that  FBI, 
Pentagon,  and  National  Security 
Council  I'eports  find  no  threat. 

The  GOP's  ability  to  shoot  down 
the  COSCO  offer  may  have  an  unusual 


DANGER  POINTS  IN  CHINA-U.S.  TRADE 

THE  COSCO  AFFAIR  U.S.  right-wing  politicians  oppose  a  move 
by  the  Chinese  fleet  operator  to  lease  facilities  in  Long  Beach. 

MARITIME  MAYHEM  U.S.  regulators  are  steamed  about  China's 
foot-dragging  in  opening  up  port  facilities  to  U.S.  carriers. 

BEETLE  FRENZY  A  beetle  shipped  in  from  China  is  munching  up 
U.S.  forests.  Environmentalists  want  the  Chinese  to  take  action. 

DATA:  BUSINESS  WEEK 

ricochet  effect.  Shipping-industi-y 
sources  fear  the  cosco  flap  could  pro- 
voke a  Chinese  attempt  to  scuttle  a 
new  maritime  treaty  aimed  at  giving 
U.  S.  carriers  greater  access  to  Chi- 
na's ports.  The  Chinese  confirm  that, 
yup,  they're  angiy.  "This  Long  Beach 
event,  of  course,  will  affect  the  nego- 
tiations," says  a  Communications 
Ministry  official  in  Beijing.  "The 
Americans  have  treated  us  unfaii'ly." 

Tension  was  already  rising  be- 
tween U.  S.  and  Chinese  earners. 
The  U.  S.  Federal  Maritime  Commis- 
sion is  investigating  whether  China 
reciprocates  the  open  access  Chinese 


flag  ships  have  here.  In  a  comment 
filed  on  Oct.  23,  Sea-Land  Sei-vice 
Inc.  of  Charlotte,  N.  C,  giipes  that 
"the  situation  is  getting  worse  rather 
than  better"  Not  sui-prisingly,  while 
certain  Republicans  were  flogging  the 
cosco  issue,  the  Chinese  started  cre- 
ating difficulties  for  Sea-Land's  plans 
to  operate  a  terminal  in  Tianjin. 
If  the  FMC  thinks  Sea-Land  is  be- 
ing misti'eated,  it 
could  tui'n  up  the 
heat.  Last  year,  after 
finding  that  Tokyo's 
bureaucracy  hurt  U.  S. 
operators,  the  fmc 
came  within  a  whisker 
of  imposing  fines  large 
enough  to  impair  the 
U.  S.-bound  trade  of 
Japanese  carriers. 
Says  an  Administra- 
tion official:  "If  these 
issues  are  not  tended 
to  properly,  they  have 
the  potential  to  mush- 
room." 

FRICTION.  Meanwhile, 
the  U.  S.  Agiiculture 
Dept.  on  Sept.  18  pro- 
posed a  ban  on  wood- 
en packing  material 
from  China  unless  it  is 
treated  to  eradicate 
Asian  longhorned  bee- 
tles, which  have 
steadily  destroyed 
trees  fVom  New  York 
to  California.  The 
bugs  come  in  crates 
from  China:  Potential 
damage  from  an  infes- 
tation could  be  $41  billion.  The  ban, 
slated  to  take  effect  on  Dec.  17, 
could  affect  as  much  as  50%  of  Chi- 
nese exports  to  America,  China  says. 
The  Chinese  say  they  cannot  possi- 
bly comply. 

There's  plenty  to  put  trade  fiiction 
on  the  front  pages.  Already,  other 
U.  S.  companies  are  angry  about  pro- 
tectionist measures  China  is  adopting 
in  areas  such  as  telecom  gear.  As 
these  quarrels  multiply,  watch  for 
the  China-bashing  to  get  a  lot  worse. 

Crock  covers  foreign  affairs  from 
BUSINESS  week's  Washington  bureau. 
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BARGAIN  TIME  FOR 
CONVERTIBLE  BONDS 

I 


'f  the  recent  stock  slide 
made  you  want  to  rnn  for 
.cover,  but  low  bond  yields 
left  you  uninspii-ed,  perhaps 
you  should  consider  convert- 
ible secui'ities.  Bonds  or  pre- 
ferred shares  that  can  be 
turned  into  common  stock, 
convertibles  allow  investors 
to  profit  when  stocks  rise  but 
offer  the  protection  of  fat 
yields  when  equities  fall.  At- 
tractive in  a 
volatile  mar- 
ket, they  are 


"There  are 
good  buys 
Nick  Cala- 


even  more  so 
at  today's  prices, 
some  extremely 
out  there,"  says 
mos,  director  of  research  at 
Calamos  Asset  Management, 
whose  convertible  fimds  are 
among  the  year's  best  per- 
formei's  (table). 

A  company's  convertibles 
tend  to  rise  along  with  its 
common  stock  price — typical- 
ly two-thirds  as  much,  ac- 
cording to  Merrill  Lynch.  But 
when  stocks  sag,  the  average 
convertible  suffers  only  half 
the  damage.  That  risk-rewaitl 
profile  may  reassure  nervous 
investors  intrigued  by  the 
nascent  rally  in  small-compa- 
ny stocks.  With  two-thirds  of 
all  convertibles  issued  by 
small  and  midsize  companies, 
these  hybrids  offer  exposure 
to  the  volatile  market  at  a 
fraction  of  the  risk.  h 
HEDGE  HASSLE.  A  word  of 
waiTiing,  though:  Convert- 
ibles don't  always  deliver 
as  much  protection  as  ex- 
l)ected.  In  August,  if  the 
normal  pattern  had  pre- 
vailed, convertibles  would 
have-  lost  half  the  19.3% 
forfeited  by  theu-  parent 
companies'  stocks.  Instead, 
Merrill  estimates  they 
tumbled  11.5%.  Already 
punished  when  investors 
unloaded  the  stocks  to 


YOUR  MONEY 


INVESTING 


wliich  they  ai'e  tethered,  con- 
vertibles fell  even  more  when 
cash-strapped  hedge  funds 
sold  them  indiscriminately, 
notes  Sandra  Dum,  manager 
of  the  Nicholas-Applegate 
Convertible  fund.  As  a  result, 
Merrill  calculates  that  con- 
vertibles now  trade  at  4%  be- 
low their  fair  value,  more  than 
twice  the  nonnal  discount. 
Ordinarily,  it  is  haixl  to  dis- 
cern bar- 
gains in  the 
complex  con- 
vertible mar- 
ket. But  with  prices  low  and 
yields  higher  than  usual, 
some  instances  of  mispricing 
have  become  easier  to  spot. 
For  example,  some  convert- 
ibles are  yielding  more  than 
comparable  regular  bonds, 
the  opposite  of  what's  typi- 
cally true.  As  a  result,  in- 
vestors are  getting  the  con- 
vertible's extra  feature — its 
option  to  be  exchanged  for 
stock — for  free. 

Consider  Thermo  Electron, 
a  .$3.6  billion  maker  of  recy- 
cling and  biomedical  products, 
which  starts  companies 
around  the  teclmologies  it  de- 
velops. Its  convertible  yields 
7.8%',  while  its  straight  bond 
returns  7.66%.  Another  with 
cheap  convertibles  is  Health- 
South,  a  network  of  outpatient 
surgeiy  and  rehabilitation  cen- 


ters. Its 
convert- 
ible and 
bond 

both  yield 
about"  8%, 
Calamos  says.  Both 
convertibles  ai'e  sold 
over  the  counter  in 
$1,000  denominations. 

The  companies' 
stocks  and  convert- 
ibles were  hit  hard 
for  reasons  sepa- 
rate from  global 
credit  jitters. 
TheiTno 
Elec- 
tron 
fell 
short 
of 

earnings 
expectations, 
and  HMOS  are 
pressuring 
HealthSouth  to  cut 
costs.  But  Calamos 
maintains  that  both 
convertibles  were 
punished  excessive- 
ly: "With  pressure 
on  hedge  funds  to 
sell,  convertibles  are 
being  pushed  down  in  price 
by  3%,  5%,  even  10%  more 
than  where  they  would  be." 

Still,  neophytes  should  be 
careful  about  buying  based 
on  a  simple  yield  compaiison. 


Top-Performing  Convertible  Funds 


FUND 

TOTAL  RETURN 
3-YEAR*    YEAR  TO  DATE 

ASSETS 

MILLIONS 

EXPENSE 
RATIO 

CAUMOS  GROWTH  &  INCOME 

17.27% 

3.37% 

$  17.0 

2.00% 

NICHOLAS-APPLEGATE  CONVERTIBLE  1 

15.28 

1.36 

250.0 

1.35 

DAVIS  CONVERTIBLE  SECURITIES 

15.18 

-8.90 

269.9 

1.08 

NORTHERN  INCOME  EOUITY 

13.96 

-1.62 

107.2 

1.00 

CALAMOS  CONVERTIBLE 

13.75 

0.36 

117.0 

1.40 

'Annualized  average  as  of  Sept.  30 


DATA:  MORNINGSTAR  INC, 


When  a  cor 
is  in  dire  straits,  its  co: 
ible  sometimes  returns 
than  its  bonds  becaus( 
vertible    holders  ar 
gi'eater  risk  of  getting 
in  a  bankruptcy,  says  J 
H  First  Vice-Pres 
Anne  Cox.  Convei 
also  could  be  thr 
should  concerns  abc 
cession  or  emerging 
kets  resiu'face. 

Given  the  $120 
conveitible  mai'ket'i 
plexities,  experts 
individuals  to  apprc 
through  one  of  27 
end  and  nine  close 
convertible  ftmds. 
have  the  resources  t 
stiTJct  diversified  f 


oo^  DiiciMccc  I  Mn^/[^^/lDrD  inou 


price  swings.  By  contrast, 
those  with  low  premiums 
tend  to  more  closely  track 
their  corresponding  shares. 
Which  makes  sense 
depends  on  how  con- 
servative you  want 
to  be.  If  income  is  a 
priority,  funds  with 
high  premiums  cai"- 
i-y  the  best  yields. 
If  you  want  to 
it  alone,  how 
can  you  pick  a 
good  convert- 
ible bond? 
Find  a  com- 
pany whose 


the  bonds,  wliich  usual- 
e  in  lai'ge  blocks  in  the 
le-counter  market, 
electing  a  convertible 
you  should  consider 
than  fees  and  perfor- 

It's  important  to  know 
!r  a  manager  invests  in 

securities,  says  Jon 
inalyst  for  Momingstai'. 

stocks  were  soaring, 
top  convertible  funds 
up  returns  by  putting 
h  as  25%  of  theii-  assets 
-ocks.  There's  nothing 

with  that  unless  you 

more  defensive  invest- 

You  can  check  out  a 
lible  fund's  common 
lioldings  at  several  in- 

Web  sites,  including 
;bsmarketwatch.com 


A  warning:  The  securities 
don't  always  deliver  the 
expected  protection.  Just 
look  at  last  August's  slide 


and  www.personalwealth.com. 

One  way  to  size  up  how 
much  protection  a  fund  is 
likely  to  offer  is  to  look  at 
its  average  premimn.  Because 
convertibles  pay  higher  divi- 
dends than  common  stock,  in- 
vestors must  pay  a  premium 
over  the  pnce  of  the  common 
to  purchase  them.  Convert- 
ibles with  higher  premiums 
than  today's  39%  average  are 
better  insulated  from  stock 


prospects  you  like.  "The  pri- 
mary driver  of  convertible 
performance  is  the  underly- 
ing stock,"  says  Chai'les  Pohl, 
senior  portfolio  manager  of 
the  Putnam  Convertible  In- 
come-Growth Ti'ust.  Then 
comes  the  old  standby,  the 
breakeven  analysis. 

Consider  Rite  Aid's  5.25% 
convertible  bond,  maturing 
in  2002.  To  calcalculate  its 
premium,  multiply  thfe  drug- 


store chain's  $39  stock  price 
by  the  27.672  shares  its  con- 
vertible can  be  redeemed  for. 
The  result,  the  conveilibles 
value  today,  is  $1,079.  The 
difference  between  that  sum 
and  the  convertible's  actual 
price  of  $1,260  is  the  "con- 
version premium"  of  $181,  or 
17%. 

To  figure  out  how  long  it 
will  take  to  recoup  the  extra 
$181  the  convertible  costs,  di- 
vide the  17%.  premium  by  the 
4.15-point  difference  between 
the  convertible's  5.25%  yield 
and  the  stock's  1.1%  yield.  In 
Rite  Aid's  case,  the  investor 
breaks  even  after  foiu-  years. 
But  because  the  chain 
can  call  the  bond  or 
force  a  conversion 
in  two  years,  an 
investor  will  lose 
money  unless  the 
convertible  rises  by 
more     than  $181 
first. 

SAFE  BET?  Nicholas-Ap- 
plegate's  Diu"n  believes  Rite 
Aid's  stock  will  rise  enough 
to  make  the  convertible  a 
safe  bet.  But  her  analysis  de- 
fies a  do-it-yoiu'self  approach. 
Before  buying,  she  plugs 
prospects  into  a  model  that 
weighs  interest-rate  spreads, 
stock  price  volatility,  and  the 
company's  credit  profile, 
among  other  factors.  Her 
goal:  to  find  convertibles  like 
Rite  Aid's  that  are  likely  to 
participate  in  60%.  to  80%.  of 
a  stock's  rise,  but  50%.  or  less 
of  its  fall. 

To  get  data  for  a 
breakeven  analysis,  you  can 
find  convertible  bond  quotes 
in  newspapers,  on  the  Web 
(one  source  is  www. 
convertbond.com),  or  in  Value 
Line's  Convertibles  Survey, 
available  at  public  libraries. 
For  help  cnanching  the  num- 
bers, try  a  Web  calculator. 
You  can  find  a  good  one  at 
www.numa.com/derivs/ref/ 
calculat/cb/calc-cba.htm).  If 
your  goal  is  to  remain  ex- 
posed to  stocks,  but  you're 
afi'aid  of  the  market's  g'-  ra- 
tions,  convertibles  may  be  an 
acceptable  middle  gi'ouijd.  At 
today's  bargain  prices,  they're 
an  especially  appealing  alter- 
native. Anne  Tergesen 


BUSINESS  WEEK  /  NOVEMBER  16,  1998  225 


Personal  Business 


GOOD  THINGS  HAPPEN 
TO  THOSE  WHO  WAIT 


Anyone  looking  for 
encouragement  to 
wade  back  into  the 
stock  market  got 

some  recently  when  South- 
eastern Asset  Management 
reopened  Longleaf  Partners 
Fund.  One  of  the 
premier  vehicles  for 
patient,  value-ori- 
ented investors,  the 
$  3  billion  fund 
closed  its  doors  to 
newcomers  way 
back  in  September, 
1995,  when  Mem- 
phis-based man- 
agers 0.  Mason 
Hawkins  and  G. 
Staley  Gates 
couldn't  find  enough  inex- 
pensive stocks  to  buy. 

That  frustrating  situation 
dragged  on,  even  into  last 
June,  when  as  much  as  15% 
of  the  fimd  sat  idling  in  cash. 
Now,  with  the  broad  stock 
market  still  off  sharply  from 
its  July  peak,  it's  a  new 
world  for  these  investment 
cheapskates.  Hawkins  and 
Gates,  two  of  the  most  pub- 
licity-shy money  managers 
around,  aren't  talking.  But 
Southeastern  Executive  Vice- 
Pi'esident  Lee  Haiper  reports 
that  by  the  end  of  October, 
Longleaf  had  just  1.5%  of  its 
assets  in  cash,  "and  that's 


spoken  for.  It's  just  sitting  on 
the  trading  desk  waiting  to 
get  invested." 

Longleaf  is  not  climbing 
out  on  this  limb  alone:  Third 
Avenue  Value  Fund,  mn  by 
dean  of  value  investors 
Mailin  Wliitman,  reopened  on 
Oct.  15  as  it,  too,  is  finding 
fresh  investment 
opportunities.  But 
through  October, 
the  fund  is  down 
4.1%  for  the  year. 

With  a  total  of 
$10   billion  under 


with  the  balance  scattered 
around  the  globe.  Unlike 
many  intei'national-stock 
funds,  Longleaf  intends  to 
hedge  the  fund's  foreign-cur- 
rency risk. 

Back  in  Memphis  at  the 
flagship  fund,  Longleaf  was 
up  4.7%  through  Oct.  31,  vs. 
a  1.1%  gain  for  its  mid-cap 
stock  bench- 
mark, the 
Standard  &  ^■miil 
Poor's  MidGap  ^^""^ 
400  Index.  The  fimd  typically 
holds  big  positions  for  four 
or  five  years  in  just  20  to  30 
stocks.  The  strategy,  says 
Hai-per,  "is  to  buy  good  busi- 
nesses run  by  good  people  at 
significantly  discounted 
prices."  Hawkins  and  Gates 
find  those  stocks  first  by  fig- 
uring what  the  company  un- 
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Longleaf,  the  value 
fund,  has  reopened. 
But  prospective  investors 
should  be  prepared  to 
be  in  for  the  long  haul 


management.  Southeastern  is 
extending  its  bets  with  a  new 
foreign-stock  fund,  Longleaf 
Partners  International,  which 
opened  on  Oct.  26.  Its  man- 
ager, J.  P.  Morgan  veteran 
Andrew  McDemiott,  is  based 
in  Tokyo  and  has  invested  all 
but  5%  of  the  fimd's  initial 
$25  million.  He  has  34%  in 
Ganada  and  27%'  in  Japan, 


Inside  Longleaf  Partners  Fund 


RECENT  BUYS  (SYMBOL) 

PRICE* 

52-WEEK  LOW/HIGH 

CANADIAN  PACIFIC  (CP) 

$22.75 

$17.94 

/  $31.56 

HILTON  HOTELS  (HLT) 

20.06 

12.50 

/  35.50 

UNITED  HEALTHCARE  (UNH) 

42.94 

29.56 

/  73.94 

R;CENT  SHIES  (SYMBOL) 

PRICE* 

52-WEEK  LOW/HIGH 

KNIGHT-RIODER  (KRI)** 

$5L06 

$40.50 

/  59.62 

MEDIA  ONE  GROUP  (UMG)** 

42.19 

22.69 

/  50.12 

RALSTON-PURINA  ROUP  (RAL) 

33.31 

26.00 

/  39.06 

*Nov  2    "'Reduced  position 

DATA:  SOUTHEASTERN  ASSET  MANAGEMENT,  YAHOO'  FINANCE 

derlying  a  stock  is 
worth  to  a  private 
buyer  based  on  its 
cash  flow  and  liqui- 
dation value.  Then 
they  check  how  the 
stock  market  is 
valuing  the  business. 
LONELY  CHOICES.  If  the  mar- 
ket values  the  business  at 
60%  or  so  less  than  what 
theu'  pencil  work  tells  them 
it's  worth,  they  get  interest- 
ed. And,  of  coiu'se,  the  cheap- 
er the  better,  a  pi-eference 
that  led  them  into  such  lone- 
ly spots  as  Japanese  financial 
stocks  and  News  Gorp.,  Ru- 
pert Murdoch's  global  media 
company,  when  few  saw  its 
potential. 

Since  midsummer,  HawkirLs 
and  Gates  have  been  adding 
to  stakes  in  some  earlier  ac- 
quisitions, such  as  package 
shipper  FDX,  which  now 
makes  up  nearly  10%.  of  the 
fund.  Longleaf  in  the  last 


quarter  has  also  ac 
handful  of  names  ( 
Among  them:  United  '. 
Gare,  Hilton  Hotels 
Ganadian  Pacific,  each 
the  fund's  top  10  posit 
Longleaf  is  also  se; 
among  "the  Industrie 
have  been  the  mos 
up — oil  and  gas  stocks 
cials,  ai 
lodging 
jm^m  says  I 

seen  an  envii'onment  li 
since  1990,"  when  th 
last  slipped  into  recess 
day,  Longleafs  pnce-t 
ratio — the  amount  of 
the  fund  has  paid 
stocks  divided  by  Hi 
and  Gates's  estimate 
stocks'  total  intrinsic  ^ 
is  at  50%.  That's  as  lo 
has  ever  been,  Harpei 
But  when  will  that 
sic  value  be  realized? 
eastern  cautions  pros 
investors  they  should 
to  wait  at  least  five 
One  other  warning: 
Longleaf  plans  to  n 
higher-than 
capital  gains 
bution  on  N 
new  inv 
should  wait 
shares  for  t 
accounts  unt 
that  date. 

Since  Lc 
Partners'  in( 
m  1987,  th( 
has  boasted 
viable  reco 
$10,000  initial  investn 
Longleaf  was  worth  ! 
at  the  end  of  Sept 
compared  with  $55,6 
$10,000  in  the  Stand 
Poor's  500-stock  ind( 
$41,776  for  the  averag 
cap  fund  that  inve 
gi-owth  and  value  stoc 
cording  to  Momingstar 
over,  the  outperfor 
came  with  17%  less-tl 
erage  risk.  Will  Lc 
Partners  be  able  to  m 
that  happy  balance? 
Momingstar  analyst  B: 
co:  "If  my  mom  called 
and  said,  'Great-Aunt 
died,  and  I've  got  a  lot 
tra  money,'  I'd  point 
this  dii'ection."  Robert 
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It  takes  The  BEST  of  AMERICA®,  from  Nationwide 
Financial  Services.  We'll  help  you  augment  your  401(l<) 
plan  with  a  wide  variety  of  tax-deferred  variable 
annuity  and  life  insurance  products,  with  investment 
options  managed  by  some  of  the  most  trusted  fund 
managers  in  the  industry.  Whichever  product  you  choose, 
The  BEST  of  AMERICA  can  help  you  stay  on  track  toward 
a  more  secure  financial  future.  For  more  information 
on  The  BEST  of  AMERICA  retirement  products,  call 
1-800-BEST-481,  contact  your  investment  professional 
or  visit  our  web  site  at  www.bestofamerica.com 


American  Century''  Investments 
Dreyfus 

Federated  Investors 
Fidelity  Investments 
J.  P.  IVI organ 

IVIorgan  Stanley  Asset  Management  Inc. 
Nationwide  Advisory  Services,  inc. 
Neuberger&Berman  Management  Inc. 
OppenheimerFunds,  Inc. 
Salomon  Brothers  Asset  Management 
Strong  Funds 

United  Asset  Management- 
Van  Eck  Global 
Warburg  Pincus 


M  J/rBEST 


*  (/AMERICA 
★  ^  * 

FROM  NATIONWIDE  FINANCIAL  SERVICES,  INC. 


The  BESTof  AMERICA  variable  annuity  and  life  insurance  products  are  underwritten  by  Nationwide  Life  Insurance 
Company  or  Nationwide  Life  and  Annuity  Insurance  Company.  For  more  information,  including  charges  and  expenses,  you  may 
obtain  a  prospectus  from  a  registered  representative  or  write  Nationwide  Life  Insurance  Company,  P.O.  Box  16609,  Columbus,  OH 
43216.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Withdrawals  made  prior  to  age  59  1/2  may  be  subject  tea 
10%  federal  tax  penalty.  The  general  distributor  for  The  BESTof  AM  ERICA  products  is  Nationwide  Advisory  Services,  Inc.  (NAS), 
Member  NASD,  Columbus,  OH,  a  subsidiary  of  Nationwide  Life  Insurance  Company  Nationwide  Life  is  a  subsidiary  of  Nationwide 
Financial  Services,  Inc.  Nationwide  and  Nationwide  Insurance  Enterprise  are  federally  registered  service  marks  of  Nationwide  Mutual 
Insurance  Company. The  BEST  of  AMERICA  is  a  federally  registered  service  mark  of  Nationwide  Life  Insurance  Company. The  underlying 
fund  options  described  above  are  only  available  as  investment  options  in  variable  life  insurance  policies  or  variable  annuity  contracts  by 
life  insurance  companies.  They  are  NOT  offered,  or  made  available,  to  the  general  public  directly.  ©1998.  G-9249A  (8/98) 
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A  WAY  TO  TAKE  THE 
WAR  OUT'  OF  DIVORCE 


Divorcing  after  29 
years  of  marriage, 
Steve  Lowenstein  and 
his  wife,  Inge,  were 

starting  to  spend  "into  the 
stratosphere"  on  combative 
lawyers.  Battle-weary,  they 
agreed  to  try  mediation  at 
the  urging  of  their  grown 
son.  In  a  dozen  two-houi*  ses- 
sions with  mediator  Michael 
Marks  of  New  York,  they 
found  creative  ways  to  cai-ve 
up  assets  that  included  the 
family  chemical  business, 
homes    in    New  Rochelle, 


N.Y.,  and  Boca  Raton,  Fla., 
and  sizable  investment  hold- 
ings. "Mediation  was  more 
expedient,  more  effective,  and 
more  cost-effective,"  says 
Steve. 

Divorce  mediation,  in 
wliich  a  couple  divides  assets, 
liabilities,  and  parenting  re- 
sponsibilities with  the  aid  of 
a  neutral  third  party,  was 
rai'e  20  years  ago.  But  today, 
couples  are  increasingly  pui'- 
suing  mediation  as  an  alter- 
native to  costly,  bitter  court 
battles.  It  typically  takes  4 
to  8  sessions,  or  6  to  24 
Imurs,  to  reach  an  agree- 


ment, at  $100  to  $300  an 
hour — cutting  the  cost  of  a 
divorce  by  half,  studies  show. 
Settlements  occur  in  90%  of 
private  mediations  and  60% 
of  mediations  mandated  by 
courts,  usually  in  custody 
cases.  In  most  studies,  70% 
to  90%  of  couples  say  they're 
satisfied  with  the  outcome. 
"Mediation 
takes  the  war 
out,"  says  John 
Haynes,  presi- 
dent of  the  Academy  of 
Family  Mediators  (table). 

Sui'prisingly,  "even  people 
who  have  lost  in  some  sense 
feel  better  about  the  results 
because  they  have  more  in- 
put," says  Jessica  Pearson, 
director  of  the  Center  for 
Policy  Research  in  Denver. 
Mediation  also  leads  to  fa- 
thers complying  more  with 
child-support  orders  aiui  re- 
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maining  involved  in 
kids'  lives,  according 
1998  study  by  psych' 
Robert  Emery  of  the  'i 
for  Children,  Families 
Law  at  the  University 
ginia.  Because  post-d 
arrangements  are  pers 
crafted,  couples  have 
room  to  be  creative  thi 
ried  judges.  For  ex 
comts  often  spUt  holids 
tween  parents.  But  in 
diation,  a  parent  who 
sentimental  about  Chr 
may  trade  it  for  spri 
cation  with  the  child. 
NOT  FOR  iiVERYONE. 
tion  works  best  for  c 
who  are  distanced  emc 
ly  from  each  other  an 
are  committed  to  the: 
dren's  best  interests.  I 
recommended  for  diss 
marriages  troubled  b 
lence,  alcoholism,  or  i 
impairment.  And  withe 
courts'  discovery  proc 
doesn't  work  if  either  p 
intent  on  hiding  assets 
In  choosing  a  me 
check  for  membership 
Academy  of  Family  1 
tors.  Ask  how  many  di 
each  mediator  has  h; 
over  what  period.  Al 
about  background.  W 
a  mediator  is  a  the: 
lawyer, 
mer  jud. 
matter  b 
each  hru 
or  her  own  professional 
ing  and  style  to  the  ta 
Eai'ly  on,  you'll  brin 
nancial  statements  an( 
get  projections.  If  fii 
are  complex,  you  migl 
consult  an  accountant 
nancial  planner  With  tl 
diator's  aid.  you  and 
spouse  brainstorm,  a: 
options,  and  hammer  ( 
lutions.  The  mediator  v 


A  couple  can  choose  a  mediator  through  referrals  or  by  contacting 
the  Academy  of  Family  Mediators  (781  674-2663;  www.mediators.org) 


►  The  wife  and 
husband  meet 
with  a  mediator 
in  four  to  eight 
sessions  lasting 


►  They  work 
their  way  from 
the  easiest  to 
most  difficult 
issues,  from 


►  Spouses  may 
also  use  accoun- 
tants, financial 
planners,  or 
child-develop- 


►Once  the 

mediator  draws 
up  an  agree- 
ment, the  two 


►After  a  brit 
hearing,  a 
judge  approv 
the  agreemei 


one  to  two  hours   dividing  property    ment  experts 


each. 


to  child  custody,    as  advisers. 


sides  take  it  to     and  the 
their  lawyers  for    divorce  is 
a  final  check.  granted. 


How 
ipivorce 
Alediation 
Works 


The  AT&T  One  Rate®  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 
WORLDLINK 

Service  Charge  per  call 

Cost  per  minute 

..J 

Rates  in  eflea  as  of  5/1/98 


Now  you  can  save  on  calls  in  the  U.S.  plus  Canada  and  Northern  Mexico. 

&T  has  made  the  AT&T  One  Rate*  Calling  Card  Plan  even  better.  Now  you  get  one  low  rate  of  25^  a  minute  anytime,  anywhere  in  the 
>.,  Canada  and  border  cities  of  Northern  Mexico*  on  all  your  AT&T  Calling  Card  calls  when  you  make  the  call  yourself  by  dialing 
00  CALL  ATT.®  No  gimmicks.  No  hidden  charges.  Just  a  $1.00  monthly  fee.  Call  to  sign  up  and  find  out  how  you  can  start  saving  now. 


Call  I  800  878-3288 


It's    all    within    your  reach 


onal  rates  are  subject  to  billing  availability.  You  must  be  an  AT&T  residential  long  distance  subscriber  to  receive  these  international  rates.  Other  conditions  apply.  ©  1998  AT&T 
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rect  you  to  work  ft-om  easier 
disputes  to  the  toughest. 

Not  that  mediation  is  a 
fight-free  zone:  Mediators 
must  be  skilled  at  calming 
turbulent  emotions.  If  tem- 
pers get  hut,  a  husband  and 
wife  may  iiave  to  retreat  to 
separate  rooms  as  the  media- 
tor shuttles  between  them. 
Yet  most  often,  couples  learn 
to  talk  through  their  differ- 
ences. "People  say  if  they 
could  have  used  these  prob- 
lem-solving techniques  in 
their  marriage,  they  would- 
n't be  seeing  a  divoix-e  me- 
diator now,"  says  Arlington 
(Va.)  mediator  Peter  Maida. 
FINE-TUNING.  Once  you  reach 
an  agi'eement,  you  and  your 
soon-to-be-ex  take  the  papers 
to  your  own  lawyers.  If  youi* 
lawyer  has  objections,  you 
may  retimi  to  the  negotiating 
table  to  fine-tune.  In  most 
states,  a  notai^ized  agi-eement 
or  brief  appearance  before  a 
judge  is  all  that's  required  to 
finish  the  divorce. 

Although  about  half  of  the 
3,568  members  of  the  Acade- 
my of  Family  Mediators  are 
lawyers,  many  attorneys  re- 
main hostile  to  mediation.  "If 
you  have  one  manipulative, 
controlling  person  more 
knowledgeable  than  the  other, 
you  won't  have  a  fair  media- 
tion," says  Lynne  Gold-Bildn, 
past  chair  of  the  American 
Bar  Assn.'s  family-law  unit. 

Against  the  advice  of  fam- 
ily and  friends,  Judy  Mierop 
of  Danville,  Pa.,  chose  media- 
tion 13  years  ago  for 
her  divorce.  "I've 
never  regretted  it," 
she  says,  citing  thi- 
"cordial  and  respect- 
ful" relationship  she 
now  has  with  her  ex. 
Recently,  she  tried  without 
success  to  persuade  friends 
who  were  divorcing  bitterly 
after  42  years  to  try  media- 
tion. "They  were  arguing 
over  crazy  little  things  and 
had  then'  lawyers  writing  let- 
ters back  and  forth  at  $500  a 
pop,  when  they  could  have 
sat  dovm  and  h-oned  it  out  in 
a  few  sessions,"  she  says. 
Add  mediation's  savings  to 
the  psyche,  and  you've  got  a 
deal.  Meg  Lundstrom 


THIS  CADDY  HAS 
GLOBAL  CACHET 


Cadillac's  updated 
Seville  luxury  sedan 
has  arrived  on  the 
U.  S.  market  with  a 

tough  assignment:  Retain  tra- 
ditional Cadillac  customers 
while  wooing  import-lovers 
out  of  their 
Lexuses  and 
BMWs.  Around 
the  world.  Gen- 
eral Motors  is  making  Cadil- 
lac one  of  its  major  brands 
and  hopes  20%  of  all  Sevilles 
will  be  sold  in  Europe,  Japan, 
and  other  mai'kets.  For  the 
most  part,  the  Seville  does  a 
graceful  job  of  this 
awkward  straddle, 
blending  American 
styling,  Japanese 
smoothness,  and 
powerful  European 
performance  into  a 
cohesive  package. 

The  new  Seville's 
styling  is  little 
changed  from  its 
predecessor  In  fact, 
as  other  cars  have 
gained  more  shai-ply 
defined  edges 
and  creas- 
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pension  tauter.  To  please  ur- 
ban drivers  facing  tight  pai-k- 
ing  spaces,  Cadillac  shrank 
the  car  by  four  inches. 

Inside,  Seville  bon'ows  the 
optional  wood-trimmed  steer- 
ing wheel  from  Jaguar,  the 
cabin  mimics  the  hush  of  a 
Lexus,  and  the  console  and 
dashboai'd  con- 
trols copy  the 
uncluttered 
feel  of  a  Ger- 
man sedan.  There's  scads  of 
storage  space,  and  the  in- 
stmment  panel  gauges  seem 
to  float  in  a  slick,  3-D  display. 
Cadillac  has  stripped  much  of 
the    chrome    beloved  by 


But  it  outperforms  in 
and  responsiveness. 
Northstar  V-8  engin 
transmission  deliver 
horses  with  superb  si 
ness.  The  SLS  version, 
delivers  275  hp  and 
fancy  standard  fe^ 
starts  at  $44,025. 

The  $50,000  Seville 
drove  had  its  shortco 
When  I  opened  the  tr 
the  rain,  water  dripp 
Also,  the  air  conditionii: 
irritatingly  long  to  coo, 
fling  interior.  But  in  itj 
nologj',  the  STS  shinesj 
the  Cadillac,  Continent 
Lexus'  L.S400  are  j 
crammed  with  gizmo 
Seville  does  the  best 
integrating  them.  Th 
coin,  loaded  with  dia 
switches,  seems  busy 
a  $59,600  navigation-s 
equipped  LS400  mak( 
change  radio  and  tei 


CADILLAC 
SEVILLE  STS 

Base  Price: 

$48,520 


es,  the  Seville  looks  softer 
and  more  subdued.  At  a  dis- 
tance, my  mother  mistook  it 
for  a  Ford  Taurus.  So,  it  re- 
mains distinctively  American 
in  its  looks,  with  bold,  crisp 
lines  and  a  spoiler-like  arch 
to  the  back  end.  But  gm  has 
adopted  some  touches  from 
Japanese  and  European  ri- 
vals. Cadillac  beefed  up  the 
ride  and  handling  by  making 
the  chassis  more  rigid,  the 
wheelbase  wider,  and  the  sus- 


Gramps,  but  the  re- 
maining trim  may 
still  be  too  much. 

To  performance 
purists,  the  front- 
wheel-drive  Seville 
is  no  match  for  the 
reai-wheel-drive  Mercedes  E- 
Class  and  bmw  5-series.  But 
in  the  real  world,  Cadillac's 
main  rival  is  Lincoln.  At  a 
base  sticker  of  $48,520,  the 
Seville  STS  is  pricier  than 
Lincoln's  $38,995  Continental. 


The  model  is 
crammed  with 
gizmos,  but 
the  teclinology 
seems  to  work 
invisibly 


ture  setting 
awkward 
screen  displa 
Seville's  n 
peahng  techn 
nearly  invisi 
comfy  seat 
based  on 
beds  that  con 
adjust  pi 
points  for  bi 
tims.  And  tl 
biliTrak  chas 
tem  prevents  fishtai 
slippery  roads.  The  b( 
Seville's  tech  is  you  ri; 
even  know  it's  workirij 
mately,  that's  what  f 
want  in  a  luxui-y  pertcn 
sedan.        Kathleen  '.e 


lasiness  Week  Index 


UCTION  INDEX 


PRODUCTION  INDICATORS 


ange  from  last  week:  -0.2% 
lange  from  last  year:  4.4% 


PRODUCTION  INDEX 

 Oct.  24=134.8   

1992=100 


t  Feb.  June  Oct 

1?  1998  1998  1998 

index  IS  a  4-week  moving  average 

)duction  index  continued  to  fall  in  ttie  week  enaed  Oct.  24.  The 
iged  index  showed  a  spark  of  life  by  increasing  0.1%  to  134.7,  from 
a  week  ago.  After  seasonal  adjustment,  steel  output  fell  2.3%,  as  the 
/  continues  to  be  blasted  with  imports  and  alleged  dumped  steel  from 
s.  Electric  power  output  and  rail-freight  traffic  were  also  down.  Auto, 
jil,  coal,  and  lumber  production  posted  small  increases. 

:tion  index  copyright  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


PRICES  flO/30)  S&P  500 

LATEST 
WEEK 

L098.67 

WEEK 
AGO 

1070.67 

YEARLY 
%CHG 

20.1 

RATE  BOND  YIELD,  Aaa  (10/30) 

6.47%  6.52% 

-5.8 

'SUPPLY.  M2  (10/19)  billions  $ 

4,345.0  $4,318.3r 

8.8 

L  CLAIMS.  UNEMPLOYMENT  (10/23)  thous 

301 

319r 

0.0 

iAGE  APPLICATIONS.  PURCHASE  (10/30) 

249.3 

299.6 

6.6 

iAGE  APPLICATIONS,  REFINANCE  (10/30)  2,495  7 

2,774.3 

146.3 

S;  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  .  Mortgag 
Assn.  (Index:  March  16,  1990=100) 

e 

IREST  RATES 

UTEST 
WEEK 

AL  FUNDS  (11/3)  5.04% 

WEEK 
AGO 

5.00% 

YEAR 
AGO 

5.54% 

:RCIAL  PAPER  (11/3)  3  month 

5.05 

4.96 

5.57 

■ICATES  OF  DEPOSIT  (11/4)  3  month 

5.29 

5.16 

5.69 

MORTGAGE  (10/30)  30-year 

6.96 

6.99 

7.36 

TABLE  MORTGAGE  (10/30)  one  year 

5.58 

5.68 

5-63 

(10/30) 

8.00 

8.00 

8.50 

>:  Federal  Reserve,  HSH  Associates,  Bloomberg 

Financial 

Markets 

STEEL  (10/31)  thous.  of  net  tons 

LATEST 
WEEK 

1,920 

WEEK 
AGO 

1,986# 

YEARLY 
%  CHG 

-10.9 

AUTOS  (10/31)  units 

131,476 

136,629r# 

2.6 

TRUCKS  (10/31)  units 

135,798 

151,005r# 

-8.2 

ELECTRIC  POWER  (10/31)  millions  of  kilowatt-hrs.  61,192 

60,858# 

0.4 

CRUDE-OIL  REFINING  (10/31)  thous.  of  bbl./day  14,456 

13,712# 

-1.9 

COAL  (10/24)  thous.  of  net  tons 

22,088# 

21,485 

6.1 

LUMBER  (10/24)  millions  of  ft. 

498. 8# 

497.5 

11.6 

RAIL  FREIGHT  (10/24)  billions  of  ton-miles 

28. 3# 

28.2 

4.4 

Sources:  American  Iron  &  Steel  Institute,  Ward's 
Institute,  American  Petroleum   Institute.  Energy  Dept 
American  Railroads 

Automotive  Reports.  Edison  Electric 
,  WWPAi.  SFPA:.  Association  of 

PRICES 

GOLD  (11/4)  $/troy  oz. 

LATEST 
WEEK 

289.400 

WEEK 
AGO 

293.150 

YEARLY 
%  CHG 

-7.7 

STEEL  SCRAP  (11/3)  #1  heavy,  $/ton 

85.50 

85.50 

-38.7 

COPPER  (10/30)  e/ib. 

74.9 

76.7 

-20.1 

ALUMINUM  (10/30)  ;/ib. 

61.8 

63.5 

-18.7 

COTTON  (10/30)  strict  low  middling  1-1/16  in.. 

e/lb.  65.64 

66.09 

-5.6 

OIL  (11/3)  $/bbl. 

13.91 

13.89 

-32.5 

CRB  FOODSTUFFS  (11/3)  1967=100 

217.65 

221.89 

-13.4 

CRB  RAW  INDUSTRIALS  (11/3)  1967=100 

274.44 

273.98 

-17.3 

Sources;  London  Wednesday  final  setting.  Chicago 
market,   NYMEX,   Commodity  Research  Bureau 

market,  Metah 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (11/4) 

LATEST 
WEEK 

116.40 

WEEK  YEAR 
AGO  AGO 

117.53  123.22 

GERMAN  MARK  11/4) 

1.67 

1.65 

1.72 

BRITISH  POUND  11/4) 

1.66 

1.68 

1.68 

FRENCH  FRANC  (il/4) 

5.59 

5.55 

5.77 

ITALIAN  LIRA  (il/4) 

1649.5 

1536.6  1686.5 

CANADIAN  DOLLAR  (11/4) 

1.52 

1.54 

1.40 

MEXICAN  PESO  (11/4) 

9.950 

10.145 

8.200 

TRADE-WEIGHTED  DOLLAR  INDEX  (ii/4) 

106.1 

106.4 

105.6 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
lit.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


8  CTIVITY  &  COSTS 

I    Nov.  10,  10  a.m. EST  ►  Output  per 
I  irked  in  the  nonfarm  sector  probably 
]  an  annual  rate  of  about  2%  in  the 
i  jarter  after  showing  no  gain  in  the 
^  quarter.  That's  suggested  by  the 
;j  ctedly  strong  rise  in  economic  out- 
I  :  quarter.  But  even  as  productivity 
j  reasing  last  summer,  wages  and 
;  =  were  advancing  at  a  stronger  pace. 
1  5ult,  unit  labor  costs  in  the  third 
r  likely  grew  at  a  2%  pace,  on  top  of 
'  surge  in  the  second. 

a  ■  SALES 

^  Nov.  13,  8:30  a.m. EST  >■  Retail 
}  robably  increased  0.3%  in  October, 


the  same  modest  advance  posted  in  Sep- 
tember, says  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's  mms,  a 
unit  of  The  McGraw-Hill  Companies. 
Excluding  vehicle  purchases,  store  sales 
likely  increased  0.2%  in  October  after  edg- 
ing up  0.1%  in  September. 

PRODUCER  PRICE  INDEX 

Friday,  Nov.  13,  8:30  a.m. est  >■  Producer 
prices  for  finished  goods  probably  rose  just 
0.1%  in  October,  says  the  s&p  ivims  fore- 
cast. Excluding  the  volatile  food  and  energy 
sectors,  core  prices  were  likely  unchanged. 
In  September,  producer  prices  rose  0.3%, 
while  the  core  index  rose  a  surprisingly 
strong  0.4%.  But  a  jump  in  car  prices 


caused  much  of  the  gain,  and  that  surge  is 
expected  to  reverse  itself  in  October. 

CONSUMER  SENTIMENT 

Friday,  Nov.  13,  10  a.m. est  ^  The  Univer- 
sity of  Michigan's  preliminary  index  of  con- 
sumer sentiment  for  November  will  proba- 
bly show  a  reading  of  98,  says  the  s&p  iviivis 
forecast.  That  would  be  only  a  bit  better 
than  the  97.4  level  at  the  end  of  October, 
but  below  the  98.9  reported  in  mid-Octo- 
ber. Much  like  the  Conference  Board's  Con- 
sumer Confidence  Index,  the  Michigan  sen- 
timent index  shows  that  consumers  are  still 
upbeat  about  the  current  state  of  the  econ- 
omy, but  they  are  growing  warier  about  the 
future. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Even  il  altitude  records  aren't  in  your  flight  plans,  consider  the 
FORTIS  Pilots  Automatic  Ctironograpti.  Facts,  ensured 
accurate  by  the  automatic  self-winding  Swiss  movement,  are 
presented  crisply  on  its  uncluttered  dial,  l^inimum  glare  and 
maxinnum  luminosity  are  the  aims  of  its  supremely  functional 
design,  which  features: 

♦  I\/latte-finished  stainless  steel  case. 

♦  Anti-refleclive  coating  on  both  sides  of  the  crystal 

♦  Large  face  with  high-contrast  dial. 

♦  Tritium-coated  hands  and  indices  lor  night  legibility 

♦  A  tail-safe  power  source  automatic  self-winding  movement 

Favored  by  combat  and  commercial  pilots  the  world  over. 
FORTIS  Watches  are  at  home  with  vibrations,  extreme 
altitudes,  and  G-Forces.  For  these  reasons,  when  taste 
and  necessity  demand  a  quality  aviation  watch, 
we  ask  that  you  consider  FORTIS. 

The  Fortis  Pilots  Automatic  Chronograph  (shown  above)  $1300 
and  other  Fortis  timepieces  are  available  from  $395  and  up  at 


fiV  Lfl(V  &  (0. 

7040  N  Mesa.  El  Paso.  Texas  Tel:  (915)  585-6900 


ABNAmro  66 
Acer  62 

Actual  Software  138 
Advanced  Micro  Devices 

(AIVID)  148 
Advanced  Recognition 

Technologies  138 
Aenal  Communications  (APTI)  164 
Aeroquip-Vickers  (ANV)  190 
Aetna  (AED  98 
Aisin  Seiki  68 
Alcatel  62 

Amazon  com  (AM2N)  172 
America  Online  (AOL)  50, 138, 
176 

America's  Research  Group  215 
Andersen  128 
Anheuser-Busch  (BUD)  52 
Apple  Computer  (AAPL)  126,140, 
148,154 
AT&T(T)  164 
Atlantis  Research  98 
Atneva  172 
Auspex  Systems  130 
AvantGo  138 

B 


Baltimore  Ravens  108 
Bank  of  New  York  (BK)  10 
BATIndustnes  75 
Bell  Atlantic  (BEL)  164 
Bell  Mobility  (BOX)  176 
Berger  Jackson  Capital  180 
Bertelsmann  172 
Biztravel  172 
BIVIW  230 

Boeing  (BA)  8,50,60 
Booz  Allen  Hamilton  180 
Boston  Chicken  (BOST)  100 
Boston  Scientific  (8SX)  60 
Brandywine  Asset 
Management  75 
Brooks  Brothers  64 
Brown  &  Williamson  75 
Brown  Brothers  Hamman  180 
Bruckmann  Rosser  Shemll  100 
bsquare  138 

BT  Alex  Brown  (BT)  60,64 
Buck  Consultants  6 
Burger  King  (DEO)  58 
Burnham  Securities  60 


Cablevision  Systems  (CVC)  108 
Calamos  Asset  Management  224 
California  Pizza  Kitchen  100 
Campbell  Soup  (CPB)  58 
Canadian  Pacific  (CP)  226 
Canon  126,162 
Cap  Gemini  Amenca  140 
Casio  128 

Challenger  Gray  &  Chnstmas  6, 
56 

Chase  Manhattan  (CMB)  8 
Chiyoda  Fire  &  Manne 

Insurance  68 
Chrysler  (C)  60,82 
CIBC  Oppenheimer  159, 190 
Citigroup  (CCD  54,180,184 
Cleveland  Browns  108 
CNN(TWX)  172 
Coca-Cola  (KO)  60 
Compaq  Computer  (CPQ)  140, 

148, 159 

Conference  Board  56,215,231 
COSCO  223 

Credit  Suisse  First  Boston  180 
Cyrix  (CYRX)  148 


Daihatsu  Motor  68 


Daimler  Benz  (DAI)  82 
Dataquest  164 
Day-Timer  146 
Dayton  Hudson  (DH)  215 
Dell  Computer  (DELL)  54, 140, 
148 

DeLorme  138 

Delta  Air  Lines  (DAL)  60 

Delta  Consulting  Group  184 

Dense  68 

Digital  Garage  166 

DreamWorks  SKG  58 


EarthLink  176 
Eaton  (FTN)  140 
Edwards  (AG)  190 
Emachines  148 
Emerson  Electric  (EIVIR)  140 
Entertainment  Data  58 
Encsson  62 
Ernsts  Young  140 
Everybook  132 
Excite  (XCIT)  172 


Federal  Express  (FDX)  60, 226 
Federated  Department  Stores 
(FD)  215 

First  Albany  (FACT)  190 
First  Call  54 

Fisher-Rosemount  (EMR)  140 
Fleet  Financial  (FLT)  56 
Ford(F)  54,58,82,121,176, 
230 

Franklin  Electronic  Publishers  128 
Future  Power  Technologies  148 


Gabelli  Funds  190 
Gateway  (GTW)  140, 148 
General  Electnc  (GE)  54 
General  IVIagic  (GMGC)  176 
General  Motors  (CM)  39,60, 164, 
230 

Gillette  (G)  54 
Gomez  Advisors  172 
Goodyear (GT)  121 
Great  Atlantic  &  Pacific  Tea 
(GAP)  75 


HealthSouth  (HRC)  224 
Heineken  USA  52 
Hemisphere  BioPharma  (HEB)  10 
Hewlett-Packard  (HWP)  128, 130, 

140, 148, 162 
Hilton  Hotels  (HIT)  226 
Hitachi  (HIT)  66 
Honda  (HMC)  60 
Houlihan's  Restaurant  Group 

(HOUL)  100 
Hydro  Aluminium  121 


IBM  (IBM)  54, 140, 148, 159 

Immunex(IMNX)  60 
Infoseek  (SEEK)  166,172 
Inso  128 

Intel  (INTO  140, 142, 148 

International  Paper  (IP)  60 


John  Hancock  Financial  Industries 
Fund  180 

K 


Keebler  Foods  (KBL)  75 
Kings  Super  Martlets  64 
Kmart  (KM)  215 
Kohlberg  Kravis  Robert  75 
Kokusai  Securities  68 
Kraft  Foods  (MO)  58 


Lehman  Brothers  (LEH)  184 
LG  Electronics  128 
Librius  132 
Littlewoods  64 
Longleaf  Partners  190,226 
Long-Term  Capital 
Management  186 
Los  Angeles  Dodgers  1 08 
Lotus  Development  (IBM)  146 
Lucent  Technologies  (LU)  54, 62 

M 


Marks  &  Spencer  64 
Massachusetts  Investment 
Trust  54 

MasterCard  8, 172 
Matsushita  (MC)  166 
MBNA(KRB)  108 
McGraw-Hill  (MHP)  231 
Medtronic  (MOT)  60 
Mercury  Trading  188 
Merrill  Lynch  (MER)  68,190,224 
Micron  Electronics  (MUEI)  148 
Microsoft  (MSm  10,50,128, 
138,146,148,159,172 
Miller  Brewing  (MO)  52 
Mitsui  68 

Modine  Manufactunng 

(MODI)  190 
Morgan  (J  P)  (JPM)  226 
Morgan  Stanley  Dean  Witter 

(MWD)  26,52,54,66,190 
Morningstar  224,  226 
Motorola  (MOT)  62,164,176 

N 


Royal  Philips  (PHG)  62, 


NEC  128,140,159,166 

Neiman  Marcus  (NMG)  215 
Netscape  Communications 
(NSCP)  50 

New  England  Consulting  52 
News  Corp  (NWS)  226 
New  York  Mets  6 
Nextel  Communications 
(NXTL)  164 
NFL  108 

Nicholas-Applegate 
Convertible  224 
Nikko  Securities  180 
Nokia  62, 142, 166 
Norsk  Hydro  121 
Novartis  Seeds  191 
NuvoMedia  132 


Oakland  Raiders  108 
Olsen  &  Associates  172 
Omnipoint  (OMPT)  126, 128, 164 
Oxford  Health  Plans  (OXHP)  98 


Pabst  Brewing  52 
Pacific  Bell  Mobile  Services  176 
Palm  Computing  (COMS)  130 
Panasonic  (MC)  140 
Paramount  Pictures  (VIA  B)  58 
ParbasAsia  Equity  66 
PepsiCo  (PEP)  60, 100 
Pfizer  (PEE)  54 
Philip  Moms  (MO)  52,  75,  80 
Pixar  Animation  Studios  (PIXR)  58 
POSCO  66 
Power  Media  138 
priceline.com  10 
Prudential  Equity  Fund  215 
Prudential  Securities  60 
PTI  Securities  188 
Puma  Intellisync  128 
Putnam  Convertible  Income- 
Growth  Trust  224 


Quantex  Microsystems  148 


RandMcNally  138 
Red  Roof  Inns  (RRI)  190 
Reynolds  (R.J.)  (RN)  80 
Rigel  140 
Rite  Aid  (RAD)  224 
RJR  Nabisco  (RN)  75 


Saks  Fifth  Avenue  215 
Sakura  Bank  68 
Salomon  Smith  Bamey( 
82,166,180.184,18(1 

Samsung  66, 164 
San  Antonio  AirLife  164 
San  Diego  Padres  6 
San  Francisco  49ers  10 
Seagram  (VO)  60 
Sea-Land  Sen/ice  223 
SGAsia  66 
Sharp  128 
Siemens  62 
Silicon  Graphics  (SGI)  1 
Singapore  Airlines  66 
SK  Telecom  66 
Smartcode  Software  13 
Sofamor-Danek  60 
SoftBook  Press  132 
Sony(SNE)  140,166 
Southeastern  Asset 

Management  226 
Southwest  Airlines  (LUV 
Space  Plan  142 
Sprint  (FON)  128,164 
Standard  &  Poor's  DRI  ( 

231 

Stanford  Resources  15 
Starbucks  (SBUX)  60 
Starfish  Software  (MOT) 
St  Barnabas  Health  Ca 
System  98 
Stroh  Brewing  52 
Sun  Hung  Kai  66 


Targeted  Genetics  (TGEI 
Target  Stores  215 
Teikoku  Bank  68 
Tektronix  aEK)  162 
Templeton  Worldwide  E 
Texas  Instruments  (TXN 
Texas  Pacific  Group  98 
Thermo  Electron  (TMO) 
Third  Avenue  Value  Fun 
3Com  (COMS)  128 
3M(MMM)  164 
Time  Warner  (TWX)  58 
Toshiba  66, 128, 140, 
Town  &  Country  Trust 
Toyota  (TOYOY)  60, 68 
Tnmtab  Management  S 
Trip  com  172 
T  Rowe  Pnce  75 
Twentieth  Century  Fox  ( 

U 


United  Healthcare  (UNI 
Universal  Studios  (VO) 
UPS  60 

US  Airways  (U)  60 


Vadem  138 
ViewSonic  159 
Visa  International  8, 1 
Visto  172 
Volkswagen  60,82 

W 


Wal-Mart  Stores  (Wivm 
Walt  Disney  (DIS)  58 
Webley  Systems  176 
Western  Wireless  164 
Whole  Foods  Martlet  (W 
Wildfire  Communicatio 
176 

Wild  Oats  Markets  (OAl 
WSL  Strategic  Retail  2 


Xerox  (XRX)  162 
Y 


Yacktman  Asset  Mana 
Yahooi  (YHOO)  172 
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For  a  FORTIS  catalog  or  to  find  the  closest 
•    authorized  dealer  to  you,  please  call: 

800-358-9212  or  717-822-1900 
Visit  us  on  the  web  at  www.fortiswatch.com 


restment  Figures  of  the  Week 


%  change 


500 

May    Nov.  Oct.  29-Nov.  4 


change  t -week  change 
%  +4.7% 


■NTARY 

around  the  globe  con- 
their  climb,  Spurred  by 
han-expected  third-quar- 
numbers,  the  Dow  Jones 
iais  tacked  on  a  nifty 
lints,  or  4.9%,  for  the 
oreign  markets  did  even 
The  Bloomberg  inde)  of 
)  largest-cap  companies 
pe  spurted  6.2%.  A  third 
gain  came  on  Nov.  4, 
ntly  in  response  to  the 
'ats  strong  show/ing  in 
ction.  The  real  stars  for 
lek  were  the  emerging 
3.  Brazil's  Bovespa  rock- 
!.1%,  while  the  Mexican 
umped  11.0%. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8783.1 

4.9 

14.2 

NASDAQ  Combined  Composite 

1823.6 

5.0 

11.4 

COD  Miripm  >inn 
bsir  Mlulap  4UU 

347.0 

7.1 

6.1 

^KP  ^m;illCan  600 

165.1 

6.1 

-10.6 

COD  Ci  mnrPnrrtnnfita   1  CRfl 

oikr  duperuoniposiie  i3uu 

5.0 

16.1 

%  change 

SECTORS 

Latest 

Week 

Year 

Dlnnmharn'  InfnrtTiQiinn  Afro 

uioomDcig  iniorindiiuii  Hgc 

3.7 

32.3 

ootr  nildllUldlo 

122.3 

6.9 

8.0 

C 9  D  lltilitiac 

o&tr  UllllllcS 

ZDH.  / 

2.1 

22.8 

PSE  Technology 

368.3 

6.5 

16.0 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5622.9 

6.2 

14.6 

Frankfurt  (DAX) 

4841.7 

6.7 

25.2 

Tokyo  (NIKKEI  225) 

14,527.8 

7.5 

-11.7 

Hong  Kong  (Hang  Seng) 

10,508.3 

5.9 

-1.6 

Toronto  (TSE  300) 

6365.8 

5.5 

-8.8 

Mexico  City  (IPC) 

4267.7 

11.0 

-11.5 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.42% 

1.48% 

1.62% 

S&P  500  P/E  Ratio  (Last  12  mos. 

28.3 

26.6 

23.4 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    2 1 .8 

21.1 

18.6 

First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-2.28%  -5.86%  -1.63% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data:  Bloomberg  Financial  f 


1076.0 
30.0% 
0.54 
0.46 


1072.6 
24.0% 
0.55 
0.41 


Positive 
Positive 
Negative 
Positive 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Machine  Tools 

Invest.  Banking/Brkrge. 

Toys 

Instrumentation 
Communications  Equip. 


46.8  Genl.  Merchandise  Chains  64.2 

36.2  Communications  Equip.  53.2 

35.9  Drug  Chains  52.0 

28.3  Specialty  Appar  Retailers  51.4 
27.8  Drugs  49.9 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Gold  Mining 
Electric  Companies 
Domestic  Oil 
Pollution  Control 
International  Gil 


-5.2 
-4.1 
-1.9 
-1.8 
-1.4 


Oil  &  Gas  Drilling 

Oil-Well  Equip.  &  Svcs. 

Metals 

Leisure  Time 

Oil  Exploration  &  Prod. 


-57.4 
-37.8 
-35.5 
-35.5 
-27.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


larkets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Exxon 

73 

-l'/8 

Royal  Dutch  Petroleum 

49^16 

-Vt6 

SBC  Communications 

47  '5/16 

-=/l6 

Cardinal  Health 

64  Vs 

-1*/B4 

Lockheed  Martin 

109Vi6 

Chevron 

80^4 

-8^'I6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

63^8 

15  Vis 

Dell  Computer 

64^/8 

6"/l6 

MCI  WorldCom 

55 '/i  6 

10 '3/1 6 

PeopleSoft 

22  V2 

I'^ie 

Washington  Mutual 

36^/16 

6"/l6 

Ciena 

I8V4 

6 '^16 

EST  RATES 


iSURY  BOND  INDEX 

May    Nov.  Oct.  29-Nov.  4 


-  1700 
:  1693,71 


1  -week  change 

-2.5% 

lomberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.89 

4.89 

5.14 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.55 

4.28 

5.25 

assuming  a  ir/o  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.45 

4.47 

5.18 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.47 

4.07 

5.40 

GENERAL  OBLIGATIONS 

4.15% 

4.09% 

4.85% 

4.79% 

10-YEAR  TREASURY  NOTES 

4.88 

4.60 

5.92 

PERCENT  OF  TREASURIES 

84.98 

89.75 

91.08 

93.55 

30-YEAR  TREASURY  BONDS 

5.33 

5.13 

6.23 

TAXABLE  EQUIVALENT 

6.01 

5.93 

7.03 

6.94 

LONG-TERM  AA  INDUSTRIALS 

6.45 

6.28 

6.78 

INSURED  REVENUE  BONDS 

4.26 

4.20 

5.08 

5.02 

LONG-TERM  BBB  INDUSTRIALS  7.32 

7.21 

7.18 

PERCENT  OF  TREASURIES 

87.23 

92.16 

95.40 

98.04 

LONG-TERM  AA  TELEPHONES 

6.79 

6.63 

7.08 

TAXABLE  EQUIVALENT 

6.17 

6.09 

7.36 

7.28 

fAi:  FUNDS 


!  U  S  Diversified  Wm  Ail  Equity 
52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


•rnlngstar,  Inc. 


Frontier  Equity 
Newport  Tiger  T 
Montgomery  Emerg.  Asia  R 
Firsthand  Tech.  Leaders 
ProFunds  UltraOTC  investor 

Leaders 

52-week  total  return 

Smith  Barney  Telecomni.  Inc. 
Flag  Investors  Communs.  A 
Transamerica  Aggr.  Gr,  Inv. 
Janus  Twenty 
Sequoia 


Laggards 
%    Four-week  total  return  % 


42.8  ProFunds  Ultrashort  OTC  Inv  -32.3 

40.5  Prudent  Bear  -27.0 

38.8  ProFunds  UltraBear  inv.  -22.0 

38.3  Comstock  Part.  Cap.  Val.  B  -18.5 

37.8  Potomac  GTC/Short  -16.6 


% 


Laggards 

%  52-week  total  return 

51.5  Lexington  Troika  Russia  -85.8 

46.6  Eaton  Vance  Wwde.  Dv  Res.  B  -54.8 
43.4  Dreyfus  Aggressive  Growth  -54.3 

37.7  Frontier  Equity  -50.9 
36.7  American  Heritage  -49.5 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return  % 


Pacific/Asia  ex-Japan 
Technology 
Small-cap  Growth 
Diversified  Pacific/Asia 
Communications 

Leaders 

52-week  total  return 


25.3  Precious  Metals 

24.0  Utilities 

19.7  International  Hybrid 

19.5  Real  Estate 

19.3  Domestic  Hybrid 


% 


Laggards 

52-week  total  return 


-6.7 
2.9 
4.5 
5.6 
6.3 

% 


Utilities  21.7  Latin  America  -33.8 

Communications  19.8  Diversified  Emerging  Mkts.  -31.5 

Large-cap  Growth  15.2  Natural  Resources  -26.9 

Large-cap  Blend  12.9  Pacific/Asia  ex-Japan  -25.8 

Europe  10.7  Precious  Metals  -25.1 


sas  of  market  close  Wednesday.  Nov,  4.  1998,  unless  otherwise  indicated.  Industry 
ude  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Nov.  3,  For  a  more  detailed  explanation,  virite 
to  us  or  E-mail  figures@businessweek,com,  NA=Not  available  ''Vanguard  Index  500  Fund 


BUSINESS  WEEK  /  NOVEMBER  16,  1998  233 


Editorials 


VICTORY  OF  THE  SENSIBLE  CENTER 


Colin  Powell  calls  it  the  "sensible  center,"  and  it  triumphed 
aci'oss  the  countiy  in  the  elections.  The  pols  and  pundits 
who  were  so  surprised  by  the  outcome  can  try  to  spin  it  any 
which  way,  but  the  bottom  line  is  that  moderate  Republicans 
and  Democrats  carried  the  day.  Voters  favored  pi'agmatism 
over  extremism,  compassion  over  anger,  and  bread-and-butter 
issues  over  divisive  religious  or  ideological  cnasades.  Poli- 
cies that  voters  believed  promoted  economic  gi*owth  and  se- 
cui-ity  were  rewarded,  and  partisan  attacks  against  individu- 
als were  not.  This  is  as  it  should  be.  In  this  unusual  election, 
the  people  chose  wisely. 

Let's  go  to  the  tape.  The  voters  put  on  an  amazing  display 
of  ticket  splitting.  Time  and  again  they  went  out  of  their  way 
to  choose  moderates,  regardless  of  party  affiliation.  In  Flori- 
da, Republican  .Jeb  Bush  won  as  govemor,  while  voters  gave 
Democrat  Bob  Graham  the  Senate  seat.  In  Wisconsin,  De- 
mocrat Russ  Feingold  won  as  senator,  yet  voters  gave  in- 
cumbent Republican  Governor  Tommy  Thompson  another 
term  in  office.  In  New  York,  people  gave  RepubHcan  Gover- 
nor George  Patald  55%  of  the  vote  and  turned  ai'ound  to  give 
Democrat  Charles  Schumer  54%. 

Whether  it  was  Alfonse  D'Amato  in  New  York  or  Dan 
Lungi'en  in  Calitbmia,  politicians  associated  with  paitisansMp 
or  hot-button  social  issues  lost  to  moderates  who  spoke  with 
quieter,  more  compassionate  voices.  Most  of  the  winning  De- 
mocrats ran  also  as  moderates,  not  as  liberals. 


The  Bush  brothers  epitomize  this  new  centrist,  ci| 
sionate  paradigm  for  the  Republican  Party.  Their  victcj 
Texas  and  Florida  present  a  striking  alternative  to  thei 
partisan  style  of  the  House  Republican  leadership: 
Newt  Gingiich.  In  addition,  the  "any  government  is  hi\ 
ernment"  attitude  of  congi'essional  gop  firebrands  is  j 
cepted  by  Republican  governors.  Those  who  were  reii 
actively  used  the  tax  code,  local  colleges,  and  governmi 
velopment  agencies  to  foster  growth  and  generate  jol; 

Impeachment  ads  may  have  helped  get  Republics 
voters  out,  but  a  backlash  against  Independent  Counsfj 
neth  W.  Starr  more  than  neutralized  them.  Indeed,  th[ 
have  driven  independents  and  Reagan  Democrats  tj 
Democratic  this  time  ai'ound.  With  imemployment  low  j 
comes  rising,  the  electorate  prefeiTed  to  view  Presideii 
ton  in  terms  of  public  policy  rather  than  personal  mj 
Education,  health  care,  and  Social  Security  clearly  tij 
abortion,  impeachment,  and  even  tax  cuts  as  issues 
traction.  The  electorate,  feeling  flush,  appi'oved  a  rec(l 
billion  in  new  school  and  infrastiTicture  bonds. 

Voters  have  been  sending  the  message  of  moderaj 
politicians  for  years.  If  they  must,  voters  will  choose 
government  to  offset  extremism  and  maintain  balance, 
can,  they  vote  for  moderates  regardless  of  party  aff 
Judging  by  the  congi-essional  leadership  of  both  part 
message  is  still  not  getting  tlii'ough.  It's  time  they  Uste 


FROM  PANIC  TO  EUPHORIA 


The  bulls  are  running  again  on  Wall  Street.  Euphoria  re- 
dux.  The  Dow  flirts  with  9000,  ipos  are  back,  and  merg- 
ers are  hot  once  more.  The  global  financial  crisis  fades  into 
yesterday's  bad  dream.  Investors  crow,  "We  dodged  the  bul- 
let." Happy  days  are  here  again.  Or  are  they? 

There  is  plenty  of  information  to  show  that  the  soaring  eq- 
uity market  is  swinging  away  from  fundamental  realities. 
The  tiiith  is  that  enormous  uncertainties  in  the  global  econ- 
omy remain  unresolved.  The  calm  that  appears  to  have  settled 
over  the  credit  markets  may  actually  tmTi  out  to  be  the  eye 
of  yet  another  stonn.  No  one  knows. 

Wliat  is  known  is  that  a  deflationaiy  recession  still  grips 
40%  of  the  world's  economy.  The  depression-like  fall  of  gi'oss 
domestic  product  in  Korea  and  Thailand  has  bottomed  out, 
but  neither  counti-y  has  recovered.  Brazil  is  set  to  plunge  into 
recession.  .Japan  remains  in  recession,  and  its  bank  reforms 
may  or  may  not  be  implemented.  China's  regional  invest- 
ment trusts  are  going  bankropt,  with  billions  in  hidden  foreign 
debt  they  may  default  on.  Russia,  now  run  by  an  ex-KC.B  gen- 
ei'al,  is  heading  down  the  path  of  hyperinflation. 

Nor  is  the  U.  S.  as  immune  as  the  mai'kets  seem  to  be  say- 
ing. Take  a  look  at  corporate  profits.  A  serious  disconnect  has 


set  in  between  prices  and  profits.  Thii'd-quarter  eami 
the  companies  on  the  Standard  &  Poor's  500-stock  in 
tually  fell  for  the  fii'st  time  in  seven  years.  The  grea 
in  stock  prices  for  most  of  the  '90s  was  based  on  solid, 
double-digit  profit  increases.  The  cmrent  market  is  le 
on  analysts'  hot  air.  Earnings  estimates  from  Wall 
could  tiuTi  out  to  be  as  sound  as  advice  fi^om  psychic  1 

The  good  news  is  that  policymakers  have  turne 
fighting  inflation  to  battling  deflation  and  financial  ins 
In  this  first  global  deflationary  recession  since  the 
there  are  few  Herbert  Hoovers  at  the  helm.  Two  qui 
by  the  Federal  Resei-ve  have  kept  a  serious  credit 
fi'om  developing.  Central  bankers  in  22  coimtries  have 
terest  rates.  Asian  governments  are  hiking  publi( 
spending.  Even  the  International  Monetary  Fund,  flu 
a  new  line  of  credit,  is  offering  countries  more  ammo 
tect  their  currencies. 

The  current  stock  market  rally  reflects  relief  thati 
makers  are  soothing  volatile  financial  markets.  But  li 
take  many  months  for  corporations  to  rebuild  their  t 
The  market  has  gotten  way  ahead  of  itself — again  F 
now,  sobriety  is  a  sounder  financial  attitude  than  euifo 
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Or  is  now  the 
right  time  to  buy? 


Should  I  sell? 


When  is  the  best  time  to  invest? 


WHAT  DO  YOU  DO  WHEN  THE  MARKETS  ARE  SO  UNCERTAIN?  Remember 
that  equity  investments  are  for  the  long  term.  So  even  if  the  market  is 
volatile,  it's  always  the  right  time  to  invest  for  long-term  growth. 
Consider  the  Dreyfus  Disciplined  Stock  Fund.  It  invests  primarily  in 
large,  high-quality  companies  and  employs  a  three-step  investment 
process  that  seeks  to  outperform  the  S&P  Index  and  manage  risk 

in  all  market  conditions.  This  fund  just  may  be  the  answer  to  your 
questions.  DREYFUS.  RULE  YOUR  KINGDOM. 

DREYFUS  DISCIPLINED  STOCK  FUND 


*****  MORNINGSTAR  RATING 


OVERALL  RATING  AMONG  2,678  DOMESTIC  EOUIIY  EUNDS  AS  OF  9,30.98 

TO  FIND  OUT  MORE, CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794x4560 

I 

a  Prospectus  containing  complete  information  including  charges  and  expenses.  P  ease  reaa  t  udiei  j  y  1  ei  le  yuu  nvesi 
formance  is  no  guarantee  of  future  results,  'Sl'iare  ijuck-  ai'icl  mvestinent  irjturn  fluctuate,  so  redemption  value  may  be  more  or  less 
inal  cost.  Morningstar  proprietary  ratings  reflect  historical  risk-aci|usfeci  pertormance.  They  are  subject  to  change  ever ,  ■  ■  ■■  ■ '  ■  •  is 
jiated  from  the  funds'  3-,  5-  and  10-year  (as  applicable)  average  annual  returns  in  excess  of  90-day  Treasur-,  '':\ 
ate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  Fund's  3-,  jn-,;  :  j-y-iar 
star  ratings  as  of  9-30-98  each  were  five  stars  out  of  2,678,  1 ,584  and  713  domestic  equity  funds,  respectively.  The  top  10%  of  the 
a  ratings  universe  receive  five  stars,  ©1 998  Dreyfus  Service  Corporation,  Broker-Dealer,  Premier  Mutual  Fund  Services,  Inc,  Distributor. 
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eVe  changing  everything.  Again. 


Intrepid     The  New  Dodge 

1-800-4-A-DODGE  or  wwwAadodge.com 


Editor's  Memo  Clva 


ONWARD  AT  BW  OMLINE 


Have  you  visited  business 
Vi'EEK  Online  lately?  If  not,  you 
might  be  surprised  by  how 
much  you're  missing.  Every  week, 
we  publish  the  entire  magazine 
(available  only  to  subscribers),  in- 
cluding additional  stories  from  our 
Asian,  European,  and  Latin  Ameri- 
can editions.  We  also  add  original 
online-only  stories  and  often  pro- 
vide more  in-depth  versions  of  sto- 
ries, Q&As,  and  tables  that  appear  in 
the  magazine.  Check  out  last  week's 
onhne  version  of  the  Technology 
Bujing  Guide,  which  features  extra 
stories  about  high-speed  Internet 
links,  tough  laptops  built  to  take  a 
beating,  and  other  online  originals. 

We're  lucky,  of  course,  to  be  able 
to  improve  our  online  magazine  by 
building  on  the  strengths  of  the  pi-inted 
one.  For  example,  business  week  draws 
on  its  expertise  in  legal  affairs  and  infor- 
mation technology  to  provide  analysis  of 
Justice  vs.  Microsoft  Corp.  We  offer  daily 
coverage  of  the  trial  on  the  Web  site.  And 
in  conjunction  with 
Coml  TV,  om-  pait- 
ner  in  this  project, 
we  have  made 
available  many  tri- 
al documents,  as 
well  as  video,  avail- 
able on  demand,  of 
Court  TV's  weekly 
show,  Microsoft  on 
Trial. 

Poweiful  compa- 
nies ai'en't  the  only 
ones  that  we're  tracking  online.  We're  keej> 
ing  a  sharp  eye  on  small  business,  too.  In 
business  week's  Entei-prise  Online  area, 
expanded  and  redesigned  last  summer, 
small-business  ouTiers  and  entrepi'eneiu's 
can  find  the  news,  analysis,  advice,  and 
tools  they  need.  Updated  eveiy  business 
day,  Enterprise  Online  is  also  interactive. 
Need  help  with  a  business  problem?  E- 
mail  your  question  to  Ask  Enteiprise  at 
editors@businessweekmail.com. 

We  also  have  a  big  welcome  mat  out  for 
business  school  students.  Based  on  one  of 
the  magazine's  most  eagerly  awaited  is- 
sues, BW  Online's  Best  Business  Schools 
area  takes  full  advantage  of  cyberspace. 
We  provide  a  deep  resei-vou'  of  infomia- 
tion  on  the  top-ranked  25  schools,  plus 
similar  data  on  an  additional  187  schools. 


■ENTERPRISE 

ffidsy    Nov.  6 


REGISTER    BW  CONTENTS 


BW  DAILY    ARCHIVES     CONTACT  US      AD  INFO 


■  SPECIAL  REPORT 

Dig;'a  de  ijnts    ere;  ".he 
iCAdoi/in  on  "h-e  nortes.:  ';ev. 
execiitive  pciver  tools.  Dig  in' 

■  THE  MESSAGE 

Vote"  3'e  te.  if,  Coiifre-is 
t'fiv  war:  pr^>Avn  and 
conwns.,;  '.V.    ".  listen' 

■  REGISTER  MOW 

It  "akes  |List  a  mmute,  and 
It  s  the  only  way  to  get  our 
free  SW Online  Insider 


CAREER  CENTER 


FREE  EHMAIL 


THIS  WEEK 


■  DAILY  BRIEFING 

V:;u' Vcrev:  irene  lioGvei's 
■=T(dl  -cap  secrets,  t  cod  that 
cures?  A  better  painkiller 

■  SMALL  B8SINESS 

det  yOLi  1 1 :)  ices  n  siafie 
to"  the  ocv/Titarn  now,  \t\'  s 
leiiders  arri  investors  ae  "I .i;-i 

■  TRIAL  CENTRAL 

kl:  r ccith j( its  C'.nr :  jate  .3 
:ec  :j;  sav  c^icIj;:;?  GiA 
\;\:\'  Netsccipes  Jin  baksric 


COWrUTEN  BUVINO  GIHOE 


QUOTES  &  PORTTOUOa 


TMVCL  CENTER 


RADIONET 


DAILY  ANALYSIS 

wm-nmmm 

"Sabotage"  to  Me 

la  tai  ftc.t  irlev\PM  nore  bang  on  Ih*  tlanfl.  Haiapc's 

Th(  <jMf.         lure  raiiei  rjuesUons.  BiM  smut  «cpou  lay 
Uul'i  nci  cab;LtiiIc  fnr  dunning  ?uidmct  of  wroiigdooig 

)SOFT:  Keeping  tabs  on  the  trial 


ONLINE  ORIGINALS:  Added  value  for  subscribers 


Prospective  mba  students  can  find  much  of 
what  they  need  to  make  a  wise  choice  of 
progTams  by  reading  our  exclusive  inter- 
views with  B-school  admissions  directors 
and  job  placement  officers.  You  can  also  do 
an  interactive  search  for  the  MBA  progi'am 
that  best  suits  you  and  then  apply  online, 
thanks  to  a  featm^e  we  provide  with  part- 
ner CollegeEdge.com,  a  college  and  gi'ad 
school  infomiation  service. 

And  if  you're  a  subscriber  to  America 
Online,  you'll  find  plenty  on  our  site  thei'e 
as  well,  stalling  with  a  new  look  (key- 
word: BW).  In  the  past  few  weeks,  we 
have  launched  a  redesign  aimed  at  making 
it  easier  and  faster  for  you  to  get  the  in- 
formation you  need.  Our  new  screens  are 
crisp  and  pleasing  to  read,  and  our  site 
navigation  is  clearer  and  more  consistent. 
Our  live  conference  progi'am  now  featui'es 
an  investing  chat  every  Tuesday  at  4:30 
p.m.  (EST)  with  expert  analysts  from  Stan- 
dard &  Poor's — lil<;e  business  week,  a  unit 
of  The  McGraw-Hill  Companies. 

If  you're  a  subscriber  to  the  print  mag- 
azine, all  you  need  to  do  is  register  at 
the  Web  site  at  www.businessweek.com, 
and  all  this  is  yours  fi'ee.  If  you're  not  a 
subscriber,  you  can  still  enjoy  much  of 
BUSINESS  WEEK  Online.  Come  visit  the 
site,  and  join  the  party. 
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HP  Color  Layering.  Better  color,  no  matter  what  you're  prin 

Ahh,  the  world  of  big  business.  How  do  we  Fit  in?  Nicely,  what  with  oui 
inkjet  office  printer,  the  HP  2000C  Professional  Series.  It's  fast,  networkabU? 


[  Expanding  Possibilities  | 


Ffers  our  exclusive  PhotoREt  Color  Layering  technology.  Unlike  conventional  color  printers,  which  place  red 

iots  next  to  yellow  dots  to  create  the  illusion  of  orange,  our  process  literally  mixes  the  colors  to  create  real 
f 

'range.  Or  purple.  Or  tons  of  other  colors.  All  at  an  impressive  4ppm.  Visit  www.hp.com/go/officecolor. 
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Up  Front 


EDITED  BY  JOAN  OLECK 
NEWT  WORLD  ORDER 

OEMS  ARE  HUMMING 
GEORGIA  ON  MY  MIND 

IT  COULD  BE  NEWT  GINGRICH'S 

final  nightmare.  First,  the 
Georgian  led  his  party  to  an 
embarrassing 
election  defeat; 
then  he  gave 
up  his  Speaker 
job  and  vowed 
to  quit  his  con- 
mk     m  ?^"^ssional  seat, 
fc^'     M  Imagine  the  fi- 
nal insult:  the 
Dems  capture 
GINGRICH:     that  seat. 
More  Ti-ue,  a  Dem- 

headaclies?  ocratic  win  is  a 
long  shot  in 
Gingiich's  heavily  cop  subur- 
ban Atlanta  district.  But 
here's  the  scenario:  The  still- 
unscheduled  special  election 
becomes  a  Republican  blood- 


bath. Say  the  current  fi-ont- 
runner — moderate  Gingrich 
ally  and  Georgia  Board  of  Ed- 
ucation Chairman  Johnny 
Isakson — loses  in  the  primary 
to  a  hard-right  Republican. 
Meanwhile,  the  Dem  candi- 
date becomes  pro-business 
centrist  Michael  Coles,  who 
founded  the  Great  American 
Cookie  Co.  The  Dem  dream 
scenario  has  Coles,  who  has 
inn  respectable  races  against 
Gingrich  and  gop  Senator 
Paul  Coverdell,  beating  a  Re- 
publican the  Dems  paint  as 
an  extremist.  But  Coles  hasn't 
decided  whether  to  jump  in. 

Even  if  he  does,  says  poll- 
ster Claibourne  Darden,  any 
Republican  will  be  favored  in 
the  district  Gingrich  has 
owned  since  '92.  Still,  Newt 
has  had  a  year  where  every- 
thing that  could  go  wrong 
has  gone  wi-ong — and  it's  not 
over  yet.    Richard  Dunham 


ECO  TRENDS 


MIXED  REVIEWS  FOR  AN  OZONE-EATER 


IT    HA.S    BEEN    DUBBED  THE 

"smog  eater"  because  it  con- 
sumes low-level  ozone.  On 
Nov.  5,  the  California  Air  Re- 
sources Board  agreed  to 
award  pollution  ci'ed- 
its  to  carmakers  us- 
ing PremAir,  a 
radiator  coat- 
ing from  En- 
gelhard Corp. 
As  air  flows 
thi-ough  the  ra- 
diator fins,  a 
catalyst  in  the 
coating  converts  the 
ozone  into  harmless 
oxygen.  Ozone  results  from 
the  auto-produced  precursors, 
nitrogen  oxides  and  hydro- 
carbons. PremAir  offsets 
about  25'7(  of  the  ozone  cre- 
ated by  the  cleanest  cars. 

For  carmakers,  an  even 
bigger  reward  is  pollution 
credits,  which  lower  the 
emission  average  for  their 
fleets.  That's  a  plus  for  Volvo, 


which  already  planned  to  in- 
stall PremAir  in  its  880  mod- 
el late  next  year.  Ford  Motor 
Co.,  however,  has  nixed 
PremAir  "It  wasn't  as  effec- 
tive as  we  had 
inped,"  a  spokes- 
w  Oman  e  x  - 
plains.  Engel- 
hard counters 
that  PremAir's 
performance 
has  improved 
since  Ford's 
evaluation.  But 
the  Sierra  Club  ar- 
gues that  better 
jjerlormance  isn't  enough. 
PremAir's  very  concept  fails, 
says  the  club's  energy  direc- 
tor, Daniel  Becker,  because 
ozone  output  should  be 
cut  at  the  source.  "It's 
like  selling  cigarette- 
with  an  asthma  in 
haler,"  he  says.  Maybe  it'^ 
more  like  selling  cigarettes 
with  filtei's.  Amy  Barrett 


TALK  SHOW  ULouie  Louie. ..oh-oh... me  gotta 

— Lyrics  to  the  song  Louie,  Louie,  recorded  m  1963  by  the 
Kingsmen,  who  regained  the  rights  to  the  master  recording  c 
the  considerable  royalties from  it 


GLOBAL  ECONOMY 

DAMMING  CHINA  S 
CURRENCY  FLOOD 

A  SHARP  CRACKDOWN  ON  THE 

familiar  curbside  money 
changers  in  Beijing,  Shang- 
hai, and  Shenzhen  has  main- 
stream business  worried.  Po- 
lice ai'e  swamiing  the  bazaai's 
of  Chinese  cities,  shutting 
down  black-market  operators 
as  part  of  Beijing's  campaign 
against  foreign-exchange  vi- 
olations. The  reason?  Officials' 
fears  that  the  countiy's  $141 
billion  foreign-exchange  hoard 
may  not  be  enough  to  weath- 
er the  Asian  crisis. 

Hence  the  effort  to  stamp 
out  currency  smuggling, 
which  has  channeled  billions 


TARGET: 

.s/rfc  exchat 

out  of  C 
Banks  als 
policing 
transaction 
national  si 
depended 
And  with 
cause:  Nevs 
against  the 
outflow  r 
that  forei 
cliaii^uc  ir.insactions  b( 
thoroughly  documente 
ever  The  result  is  tha 
imate  business  feels  sqi 
Multinationals  are  rey 
contracts  and  strugg! 
collect  overdue  bills  fi-cl 
tomers  or  trade  comji 
the  import  middlemen 
Officials  say  these . 
will  disappear  in  tiir. 
foreign  execs  are  n 
"The  vigor  with  whii 
forcement  is  being  tig: 
suggests  growing  al 
says  Merrill  Lynch  &  <: 
alyst  John  Pinkel. 
economy  more  fragiL 
Beijing  lets  on"?  As  an\i 
zhen  money  changei- 
tell  you,  the  signs  a 
good.  Dexter  Rohi  n 
Mark  Clifford 


THE  LIST  DECK  THE  MALLS 


DATE  WHEN  MOST  MALLS  BEGAN  AVERAGE  NUMBER 

HOLIDAY  DECORATING  IN  1998:  OF  PART-TIME 

Nov.  1*  SANTAS  PER  MALL 

  2  2 

SANTA'S  TYPICAL  ARRIVAL  DATE  AT      - 1  A':  

THE  MALL  IN  1998:      Nov.  21*  AVERAGE  NUMBER  OF  CHIUl 

c~.,Vc^,l,nnr^oVTn.TV,.~nVrT''~  VISITING  SANTA  IN  1997:  ' 

SALES  INCREASE  THAT  MARKET-  ,  , » 

ING  DIRECTORS  FORESEE:    •* 

3%-5%  MEDIAN  NUMBER  OF  HOLID/i 

:: "  :,;„.v„^"^;,„;,  ^"  ^oT.Mr " "  GIFTS  WRAPPED  per  mall  ' 

PERCENTAGE  OF  MALLS  HOSTING  m  iqqy  At 

CHARITY  EVENTS  THIS  HOLIDAY:  -   

91%*  HOLIDAY  SONG  PLAYED  MOS: 

PERCENTAGE  OF  MALLS  DECO-" " "  ''''''''''     ^^^^Z.  « 

RATING  FOR  HOLIDAYS   

OTHER  THAN  CHRIST-  SECOND  MOST  FREQUENT  SH 

MAS  IN  1998:  18%*  White  Christ 

AVERAGE  NUMBER  OF  *Planned     From  a  fall  survey  of  2  n 

FULL-TIME  SANTAS  PER  oaia:  international councii  o 

MALL  IN  1997:     1.4  shopping  centers 
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\fww.al  italia.it/systcma 


JWT  Roma 


THIS    IS  HOW 


A   WHOLE  SYSTEIVI 


TAKES  OFF 


%  9  0<a. 


c 


SYSTEMA  ALITALIA  IS  BORN:  FROM  MALPENSA  AND  FIUMICINO  TO  THE  GLOBAL  MARKET. 
With  the  new  Alitalia  network  based  on  two  major  intercontinental  Italian  airports,  Milan  Malpensa  and 
Rome  Fiumicino,  Italy  and  Europe  now  have  a  privileged  access  to  the  whole  world.  More  than  5,000 
weekly  flights,  also  in  collaboration  with  other  major  carriers,  and  50,000  connections,  to  link  133 
destinations  in  over  60  countries.  Transit  time  reduced  to  the  minimum,  rapid  boarding  and  new  efficient 
luggage-management  techniques.  Alitalia  is  thus  entering  a  new  phase  of  development.  Take  ofl'  with  us. 


/Ilitalia 


Wt    WILL    TAKE    VOU  EVERYWHtRt 


BiSYSTEMA 

IS  ALITALIA 


Up  Front 


AFTERLIVES 

DIVE-BOMBER  IN  THE 
WAR  ON  DRUGS 

AS  CEO  OF  JOHNSON  & 
Johnson  during  the 
1982  tainted  Tylenol 
scare,  James  Burke 
made  corporate  histo- 
ry. Not  only  did  he 
promptly  recall  mil- 
lions of  pill  bottles  but  his 
candor  about  the  tragedy 
and  his  willingness  to  invest 
in  "tamper-evident"  packag- 
ing became  the  stuff  of  PR 
legend  and  Harvard  busi- 
ness school  case  studies. 

Now,  as  chairman  of  the 
Partnership  for  a  Dnag-Free 
America,  Burke,  73,  is  mak- 
ing marketing  history  again. 


showing  the  power  of 
public-private  partner- 
sliips.  Witness  his  Madi- 
son Avenue-sponsored 
outfit's  provocative  TV 
ad,  where  a  teen  smash- 
es up  her  kitchen  to 
low  how  heroin  wi'ecks 
relationships.  Because  of 
network  cuts  in  fi-ee  aii'- 
time,  Bui'ke's  gi'oup  has  al- 
ready  pried  loose  $195  mil- 
lion in  federal  funds  foi-  such 
ads,  and  Biu'ke  says  he  won't 
leave  the  Pailnership 
until  he  raises  $20 
million  for  overhead. 
"I'm  not  really  work- 
ing," he  says.  "I'm 

AD  GAME:  Burke, 
antidrug  spot  (top) 

having  a  good  time."  There's 
reason  to  feel  good:  Drng  use 
is  down,  though  liigh-school- 
age  kids  remain  a  troubling 
exception.  If  Biu'ke  can  reach 
those  teens  with  spots  on 
Dawson's  Creek,  use  could 
slide  there,  too,  though  no 
solid  link  can  be  claimed. 
Says  Burke:  "Attitudes  drive 
behavior."        Joseph  Weber 


AIR  LINES 

TOUGH  LOVE 
FOR  GARRY-ONS 

IF  you've  ever  been 
smacked  in  the  face  by  your 
fellow  passenger's  way-too- 
big  airline  carry 
on,  you  know 
the  problem  is 
way  out  of 
hand.  So  does 
United  Airlines, 
which  is  attack- 
ing the  problem 
by  installing  9-in. 
by-14-in.  stainless 
steel  templates  in  from 
security  X-ray  machines. 

Your  can-y-on  doesn't  fit? 
Return  to  check-in — or  go 
home.  Tests  at  Chicago's 
O'Hare  Inteniational  and  Los 
Angeles  International  pro- 
voked no  scuffles,  airport 
spokesmen  say.  So  United 
vdll  install  the  gizmos  at  GO 


airports  in  the  next  two 
months.  Cost?  $1  million. 
United's  Kristina  Price  says 
it's  worth  it:  "It's  really  a 
fairness  issue."  At  least  one 
business  group  has  the  mox- 
ie  to  disagree.  Norman 
Sherlock,  head  of  the  Nation- 
al Business  Travel 
Assn.,  says  his 
members  are  "in- 
creasingly con- 
cerned" about 
the  level  of 
semce  affoi'd- 
ed  their  corpo- 
rate travelers. 
While  the  NBTA 
supports  equal 
carry-on  rules, 
Sherlock  suggests  greasing 
the  skids  with  preferred 
check-in,  advance  boarding, 
fi'ee  access  to  airline  lounges, 
and  reduced  rates  based  on 
flight  fi'eciuency.  You  liff-raff 
on  discount  fai'es  can  fend  for 
yourselves.      Dennis  Blank 


DRAWN  &  QUARTERED 


PRO  V^RtSTUN^ W  fbLITICS : 
THE  PERFECT  MATcH 


FASHION  FRONT 

PERRY  ELLIS  IS 
TALKING  UP  POETRY 

POETRY  "slams" — FIERCELY 

competitive  poetry  readings 
popular  with  inner  city 
kids — are  going  mainstream. 
With  hubs  in  New  York  and 
Austin,  Tex.,  the  multiracial 
spoken-word  movement 
begun  in  bars  and 
coffee  houses  has 
already  spawned 
a  movie,  Slam. 
Now,  it  has  also 
spawned  a  link 
between  the 
young  urban 
market  and  yet 
another  clothing 
designer. 

Remember  rap  and  Tom- 
my Hilflger?  Perry  Ellis  In- 
ternational marketing  moguls 
hope  slam  will  do  the  same 
for  them,  with  a  twist.  "Our 


SLAM  MAN:  Williams 


customers  are  more  ci 
porary,  ad^^anced,  and  ] 
ed  in  their  thinking  tli 
red,  white,  and  blue  i 
insists  Max  Garelick, 
Ellis  CEO,  referring  i 
Hilfiger-wearing  cont 
Ai'e  those  customers  i 
etiy?  We'll  soon  find  oi 
ry  Ellis  recently  pre? 
its  fii'st  Breaktlu'ough  : 
to  movie  co-stars  an( 
life  poets 
Williams  am: 
Sohn.  Did  t( 
ets  quote  ■ 
EUis?  "1  1- 
seen  them  v: 
our  line,"  <  1 
admits.  A  il 
is  Wall 
analyst  M:i 
Gilliam  ol'  < 
&  Co.  She  says,  of  the 
Ellis  Hnk:  "When  ynr 
messing  vrith  poetiy  i  i 
you've  got  a  pretty  li 
audience."      Jeanettc  : 


THE  BIG  PICTURE 


STARTING  EARLIER  ON  JUNIOR'S  SHEEPS 

More  parents  today  are  saving  toward  their  children 
college,  and  they're  starting  earlier:  when  their  chile 
an  average  3.8  years  old  in  1998,  vs.  5.1  years  in  1997. 1 
makes  a  $3,750  difference  for  a  $50,000  college  savii; 
account  invested  at  a  6%  annual  return. 


PERCENT  OF  PARENTS    CHILD'S  AGE  WHEN 


SAVING  REGULARLY 


SAVING  STARTS 


ilii 


Sl5,000 
$10,000 
$5,000 


'97        '98  '97  '98 

SURVEY  Of !  ,006  AMERICANS    DATA:  ALLIANCE  CAPITAiyHARRIS  POLL 


FOOTNOTES  ira  owners  who  have  switched  to  Roth  ikas  amid  recent  market  flux:  5%;  who  will  leave  accounts  unchanged: 
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DATA:  FIDELIPl'  INVEI 


Today, 
there  are 
200  million  people 

out  there  making  &  taking  wireless 
calls  (there'll  be  700  million  more  m  the 
next  couple  decades).  There  are  830  million 
Web  pages  you  can  visit  and-get  this-in  the  next 
four  years,  the^^e  may  be  8  billion.  By  the  year  2000,  there'll 
be  something  like  a  thousand  new  companies  providing  phone, 
wireless  and  Internet  services.  (Guess  who's  ready  to  work  with  all  of  them?) 
uere's  a  communications  revolution  going  on.  And  one  company  is  way  out  m  front. 


You  know  our  portables, 
now  meet  the  rest  of  the  family. 

You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshiba.com. 
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Readers  Report 


THE  MUSIC  BUSINESS  ISN'T  OUT 
TO  THWART  TECHNOLOGY  

Contrary  to  the  assessment  in  "Tar- 
get pirates — not  technology"  (News: 
Analysis  &  Commentary,  Nov.  2),  the 
Recording  Industry  Assn.'s  suit  against 
Diamond  Multimedia  Systems  Inc.  is 
about  advancing  technology,  not  thwait- 
ing  it.  To  make  the  Internet  a  winning 
proposition  for  all  parties — information- 
technology  and  consumer-electronics  in- 
dustries, fans,  and  artists — we  must 
work  together  to  protect  copyrighted 
music  against  unauthorized  uses.  This 
legal  action  is  not  about  targeting  tech- 
nology as  the  demon.  It  is  about  raising 
awareness  of  rampant  In- 
teiTiet  piracy. 

The  riaa's  energies  are 
focused  on  strategies  to 
make  digital  music  a  win- 
ning proposition  for  every- 
one. Litigation  is  only  one 
of  those  strategies;  educa- 
tion, legislation,  enforce- 
ment, and  technological  so- 
lutions are  a  few  of  the 
others. 

Every  RIAA  strategy  supports  one 
goal:  ensuring  greater  access  to  a  broad- 
er depth  of  quality  music  on  the  Inter- 
net. Rather  than  feel  threatened  by  the 
changes  that  come  with  technological 
advancement,  the  recording  industry 
welcomes  the  role  of  progress.  Indeed, 
technology  has  changed  the  way  con- 
sumers interact  with  the  music  they 
love.  However,  it's  our  mission  to  ensiu'e 
that  those  changes  are  positive — cre- 
atively and  commercially. 

Hilaiy  Rosen 
President  and  ceo 
Recording  Industry  Assn. 

Washington 


To  be  bought,  however,  for  such  sj 
amounts  makes  the  pohticians  invci 
look  not  only  unethical  but  also  cj 
and  stupid. 

In  the  same  issue  of  the  magai 
you  state  that  Microsoft  Corp.  hat, 
billion  in  cash  alone.  I'm  sure  the; 
could  get  more  for  their  votes 
$264,316  and  that  the  Democrats  ( 
get  more  than  $95,000  with  a  1 
horse-trading.  At  the  very  least, 
politicians  should  start  rea 
BUSINESS  WEEK,  SO  that  they  can  1 
a  little  about  the  cash  flows  of  Ai 
can  coi'porationc. 

Richard  Strozil 
Fremont,  (| 


POLITICOS:  IF  YOU  SELL  OUT, 
DON'T  SELL  YOURSELF  CHEAP 

In  "It's  revenge  of  the  nerds  on  Capi- 
tol Hill"  (Washington  Outlook,  Nov.  2),  I 
suggest  the  politicians  rethink  the 
amounts  of  donations  they  collect.  It's 
bad  enough  that  votes  can  be  bought. 


BUYING  CONGRESS  FOR  A  PIHANCE 

"It's  bad  enough  that  votes  [on  Capitol 
Hill] can  be  bought .  But  to  be  bought 
for  such  small  amounts  makes  the 
politicians  look  not  only  unethical 
but  also  cheap  and  stupid" 


BRING  ON 

THE  GERMAN  PRIVACY  COPS 

I  applaud  Germany's  new  Artie 
that  requii-es  all  countries  to  abic 
GeiTnany's  strict  privacy  laws  ("Eui 
privacy  cops,"  International  Busi 
Nov.  2).  Recently,  a  telemarketer  ( 
to  suggest  I  invest  in  an  oil  well.  ' 
so  surprised  by  his  audacity  that 
to  ask  how  he  got  my  name  and 
phone  number.  Unfortunately,  h< 
not  answer  my  question,  and  I  i 
invested  in  the  well.  Presumabb 
German  data  police  somehow  pr 
citizens  fi'om  telemarketers.  The 
man  telemarketer  would  have  t 
swer  the  question:  "How  did  yoi 
my  name  and  number?"  But  what 
protect  a  Gennan  citizen  from  an  ^ 
ican  telemarketer?  This  is  part  0 
reason  Aiticle  29  was  passed.  I  v 
had  the  same  rights  Europeans  hi 
Roger  Pommel 
Roanoki 


Business  Week 

A  Dnnsum  ofrheMcGraw-HillCompanies 


NOVEMBER  23,  1998  (ISSN  0007-7135)*  *  *  3605 

Published  weekly,  except  for  one  week  in  January  and  one  in  August,  by 
The  MWIniw-Hill  C.irnpanies,  Inc.  Founder  Jame^s  H.  McOaw  (lKiO-l!*4^). 
p^xt-i  111  I  <  IMi'ni  i.il,  Circulation,  and  Adverti.sjng  Offices:  The  Mc(.iraw- 
Hill  <  !  .  Ming,  1221  Avenue  of  the  Americas,  New  York,  N.Y. 

HHiiji  I  I  ■■   _  I J  ;^12-2000.  Telex:  Domestic  1270;i9:  Intl.  Zm\270^'ii. 

r.S,  -uh-  i  iirtii.fi  i;ite$.>4.95  per  year  2  years,  $79.95,  :i  years.  $99.95. 
Single  copies,  $;i.y5;  back  issues.  $5.  Write  for  rates  in  other  countries. 
Subscriber  Services:  1-800-&15-1200.  TDD:  l-800-.'j54-1579 
Postmaster:  Send  address  changes  to  BUSINESS  WEEK,  P.O.  Box  4;J0. 
HighUstown.  N  J.  0«520.  Periodi^s  postage  paid  at  New  York.  N.Y.,  and 
at  additional  mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publications  Mail  Product  Sales  Agreement  No.  24(i484. 


Registertfi  for  GST  The  Mdiraw-HiU  Companies,  Inc.  GST  #R 
Ciip>Tight  IHliS  by  The  Mc<jniw-Hill  Companies.  Inc.  All  rights  r 
Ik'  ivgistei-ed  m  U.S.  Patent  Office.  European  Circulation  Center 
Hill  House.  Maidenheid,  Berks.  England  Telephone:  01628-2i43!;  Tel 

Officers  of  The  McGraw-Hill  Companies,  Inc.:  Joseph  L.  Dionne, ' 
Harold  W.  McfJraw  III.  President  and  Chief  Executive  Officer 
M.  Vittor.  Senior  Vice  President  and  General  Counsel;  Robert . 
Executive  Vice  President  and  Chief  Financial  Officer.  Frank  D. 
Senior  Vice  President.  Treasury  Operations;  Vasant  Prabhu, 
Information  and  Media  Services. 

1' 

PHOTOCOPY  PERMISSION:  Where  neces.sary.  i>ermi.ssion  |n 
by  the  copvright  owner  for  those  registered  with  the  Copyright  ip 
Center  (CCC),  222  Rosewood  Drive.  Danvers,  MA  0192:{.  to  phot 
article  herein  for  the  flat  fee  of  $1.80  per  copy  of  each  article, 
ment  to  the  CCC.  Copying  for  other  than  personal  or  internal 
use  without  express  permission  of  The  McGraw-Hill  Compan 
prohibited.  Address  requests  for  customized  bulk  reprints  tc 
Week  Repnnts,  P.O.  Box  457.  Hightstown,  N.I.  08520.  or  call  60f 
ISSN  lXM)7-7i:i5/9K/$3.95  PRINTED  IN  Tl 


RECTIONS&  CLARIFICATIONS 

's  still  not  Miller  time"  (News:  Analy- 
Commentary,  Nov.  16),  the  photo  cap- 
ihould  have  stated  that  Miller's  new 
;gy  includes  a  move  away  from  edgy 
not  toward  them. 


ERS  TRUST 

BVES  MORE  CREDIT  

r  man  in  Frankfuil,  Thane  Peter- 
irovides  American  readers  with 
nteresting  insights  ("Bankers  Trust 
last  thing  Deutsche  needs,"  Inter- 
al  Business,  Nov.  2).  However, 
:he  piece  is  interesting,  it  is  rather 
I  of  multinational  financial  enter- 
such  as  Bankers  Trust  Corp.  bt 
lunded  in  1903  by  Henry  Davison 
;  care  of  the  trust  business  of  com- 
1  banks;  it  developed  within  a  short 
an  international  network,  through 
pondent  banking  to  handle  inter- 
al  trust  business.  After  it  joined 
ideral  Reserve  System  in  1917,  bt 
to  evolve  as  a  multiservice  bank, 
only  after  the  Second  World  Wai* 
ventured  into  retail  banking. 
!  ing  the  ensuing  years,  bt  real- 
fiat  it  did  not  have  the  "distinct 
tence"  to  excel  in  consumer  bank- 
j  the  1980s,  it  divested  retail  bank- 
j  towever,  the  currency  business 
I  1  from  the  Mexican  peso  deals  in 
j  ind  the  financial  and  legal  backfire 
{  ts  derivative  business  made  it,  as 
j  .on  calls  it,  "a  troubled  target." 
\.  ihort,  BT  is  a  venerable  fi'anchise, 
i!  lere  is  considerable  evidence  to 
it  that  a  firm  that  has  a  strategic 
0  acquire  a  troubled  brand  and 
t  around  is  likely  to  fare  better 
ne  that  acquires  a  successful  firm 
ays  a  heavy  premium.  Recall 
r  Oats  Co.'s  acquisition  of  Snapple 
age  Co.  Besides,  a  person  as  emi- 
s  Paul  Volcker  would  not  continue 
irector  if  the  firm  were  as  impra- 
managed  as  Mr.  Peterson's  in- 
ing  commentaiy  conveys. 

Srinivas  B.  Prasad 
Mount  Pleasant,  Mich. 

ECTING  APPAREL  WORKERS 
VORK  IN  PROGRESS  

r  description  of  the  Responsible 
el  Production  (rap)  initiative  en- 
by  the  American  Apparel  Manu- 
Jrs  Assn.  ("A  floor  imdei-  foreign 
es?"  The  Workplace,  Nov.  2)  took 
marks  on  union  participation  in 
tiative  out  of  context,  leaving  the 
ironic  impression  that  a  progi'am 
ed  to  improve  workplace  standards 
worker. 


Many  of  the  AAMA  members  who  are 
associated  with  the  rap  initiative  have 
long  histories  of  working  effectively  and 
cooperatively  with  trade  unions  in  the 
U.  S.  and  abroad.  Indeed,  respect  for 
workers'  right  of  free  association  is  one 
of  the  cornerstones  of  the  rap  piinciples 
that  independent  monitors  must  veiify 
before  any  apparel  factoi-y  can  receive  a 
certification  of  compliance. 

The  Responsible  Apparel  Production 
initiative  began  early  in  1998,  at  a  time 
when  it  became  clear  that  other  initia- 


tives to  improve  workplace  conditions  in 
the  apparel  industry  were  being  ham- 
strung by  ideological  disputes  between 
the  interested  parties.  The  experience 
of  the  Apparel  Industry  Partnership  is 
illustrative.  After  more  than  two  years 
of  debate  and  deliberations,  and  despite 
the  best  efforts  of  the  Labor  Dept.,  the 
trade  union  representatives  have  ap- 
parently chosen  to  withdraw  ft'om  the 
partnership  and  oppose  the  final  agree- 
ment reached  by  other  partners. 
The  Responsible  Apparel  Production 


©1998  The  Williams  Companies,  Inc 


By  signing  on  with  Williams'  Ten-Year/One-Price 
energy  deal,  you  can  avoid  the  risk  of  being  disillusioned 
by  energy  suppliers  who  are  less  than  they  seem. 


Its  no  act.  Tliat  Williams  energy  delivers  locked-in,  long- 
term  pricing  backed  by  uncompromising  reliability. 
So  give  us  a  call.  You  11  be  pleased  with  our  performance. 


that  Williams  energy 


www.willtales.coiTi/energy 
1-800-WILLIAMS 
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Id  enrysier  Lorporauon. 


Digital  DQcumert  Delivery  System 

Model:  Di620 

Digital  Copier 

Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for  j 
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tive  does  not  seek  to  avoid  the  in- 
ment  of  the  labor  unions  or  of  oth- 
epresenting  worker  interests.  In 
the  RAP  process  has  drawn  exten- 
upon  the  experience  of  a  diverse 
of  individuals  and  organizations, 
ling  those  that  have  special  exper- 
m  workers.  However,  it's  far  ft'om 
■n  that  U.  S.  trade  unions  wiW  ever 
)rt  our  endeavor,  given  their  cate- 
il  rejection  of  similar  collaborative 
aches.  Nonetheless,  we  remain  open 
e  possibility  that  organized  labor 
econsider  its  position, 
r  hope  is  that  the  rap  process  and 
idependent  board  that  oversees  it 
e  inclusive  of  all  the  stakeholdei-s  in 
pparel  industry — whether  they  are 
factiu^ers,  retailers,  consumers,  or 
jrs. 

Larry  K.  Martin 
President 
American  Apparel 
Manufacturers  Assn. 
Arlington,  Va. 

/ou  think  that  anti-sweatshop  poh- 
jverseas  face  tough  sledding,  you 
d  look  at  how  major  companies 
refused  to  adopt  anti-slave-labor 
is.  The  biggest  world  problem  with 
1  labor  is  the  Chinese  laogai  sys- 
)f  1,100  factories,  one  step  below 
;shops. 

)ck  owners  who  are  alarmed  at 
Drate  America's  willingness  either 
f.e  advantage  of  these  or  to  look 
ither  way  have  introduced  anti- 
■labor  resolutions  at  corporations' 
il  meetings  over  the  past  five 
But  managements  have  opposed 
resolutions  and  worked  hard  to 
t  them.  It  does  not  bode  well. 

Carl  Olson 
Chau-man 
State  Department  Watch 
Washington 

lERS  SHOULD  ASSESS 

R  RISKS  FIRST  

response  to  "The  global  meltdown: 
to  do  next"  (Economic  Viewijoint, 
!6),  the  statement  that  small  coun- 
were  smaller  than  the  institutions 
ig  the  capital  does  not  make  sense. 
i  were  many  small  companies  that 
9veraged  themselves  and  did  not 
capital  constraint.  One  would  be 
r  served  reading  "Malaysia  could 
)rse  than  this  economic  plan"  (Eco- 
;  Viewpoint,  Nov.  2). 
Tyson's  approach  for  a  contin- 
loan  is  an  after-the-fact  solution, 
snders  should  have  known  the  i-isks 
granting  the  loan.  Ms.  Tyson  also 
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)cates  additional  loans  to  Japan, 
out  even  the  required  restructur- 
)f  their  financial  infi'astmctui'e.  Her 
all  approach  seems  to  be  to  throw 
ay  at  the  problem  and  put  contin- 
ies  on  loans  in  the  future. 

Glenn  Nelson 
Chicago 

GOT  NO  REQUEST 

A  LOAN  

"How  a  blood  feud  in  Malaysia 
out  of  control"  (International  Busi- 
Nov.  9),  you  stated:  "According  to 
ar's  associates,  Daim  called  the  ceo 
ank  Bumiputra,  Abdul  Aziz  0th- 
and  asked  him  to  lend  $20  million 
company  in  trouble.  After  checking 
Anwai;  these  soui'ces  say,  Aziz  told 
1  no."  Thei'e  has  never  been  any 
est  by  Y.  B.  Tui  Daim  Zainuddin 
e  as  Bank  Bumiputra's  ceo  or  to 
)ank's  management  for  any  loan  to 
ranted  to  any  company. 

Dato'  Abdul  Aziz  Hj.  Othman 

CEO 

Bank  Bumiputra 
Kuala  Lumpur 

ir's  note:  business  week  made  re- 
'd  attempts  by  phone  and  fax  to 

1  Abdul  Aziz  for  comment. 

SING  B-SCHOOLS: 

E  HIDDEN  CRITERIA  

am  always  amused  by  the  "flying 
sties"  that  are  used  to  evaluate 
thing  as  subjective  as  an  educa- 
("The  best  B-schools,"  Special  Re- 
Oct.  19).  These  are  good  factors, 
it  some  level  one  can  only  have 
r  buckets  labeled  "good,"  "bad," 
',"  and  so  on. 

le  reader  said  that  Hai-vard  should 
36  ranked  No.  1  because  of  the  av- 

2  graduate  salary.  I  assume  that 
Harvard  grads  are  not  hired  by 
rich  relatives  or  connections,  but 
a  few  such  hires  will  greatly  skew 
/erage.  It  is  also  debatable  that  a 
et  prices  things  perfectly  accoixling 
lue  (ask  [Long-Term  Capital  Man- 
lent]  about  their  experience  about 
ig  and  averages).  As  someone  who 
iegi-ees  from  schools  both  on  and 
f  your  list,  my  experience  is  that 
chools  hire  great  researchers  and 
■rs  and  leave  the  great  teachers  to 
er  schools.  Don't  waste  the  tuition 
y — unless  someone  else  is  paying. 

Jim  Tomkinson 
New  York 


I 

:garding  the  quote:  "The  fii-st-year 
load  is  too  much  . . .  and  hiuts  those 


TURN 


INTO  Al-I-I 


BOOZ- ALLEN  &  HAMILTON 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 

Your  one-click 
option  to  connect  with 
our  advertisers.! 


BizLink 

www.businessweek.com/bizlink 
see  page  210 


.1 


-liiilfillfl 


Today,  many  smart  organizations  are  on 
the  right  road  to  transforming  information 
technology  and  customer  data  into  a 
powerful  competitive  weapon.  They're 
building  and  retaining  profitable  customer 
relationships.  .  .  dfid  they're  doing  it 
seamlessly  with  Customer  Relationship 
Management  (CRM)  Systems. 


If  your  sales  process  feels  like  a  traffic  jam. 


CRM  technology  seamlessly  links  cus- 
tomers, prospects,  partners,  suppliers  and 
employees.  Sales,  marketing  and  customer 
service  are  integrated  into  a  streamlined 
enterprise  that  treats  each  customer  as  an 
individual.  Attend  this  event,  and  find  out 
how  to  maximize  your  customer  loyalty  to 
increase  sales  and  profits  and  drive  past 
your  competition. 


Business  Week  Executive  Programs  and 

DCI  have  joined  forces  to  bring  executives 
with  P&L  responsibility  the  best  CRM 
education  available.  Top  corporate 
executives  gather  to  discuss  how  to  turn 
your  customer  enterprise  into  a  real 
competitive  advantage,  including: 

•  David  R.  Ellett,  Decent,  Inc. 
President  and  CEO 

•  Mark  Ferrer,  Aurum  Software 
Chief  Operating  Officer 

•  Pat  House,  Siebel  Systems,  Inc. 
ExecKtwe  V.P.  and  Co-Foiinder 

•  E.  Nancy  Markle,  Home  Savings  of  America 
Executive  V.P.  and  Director  of  Information  Services 

•  Don  Peppers,  Marketingltol/PRG 
Founding  Partner,  Co-Aiithor,  Enterprise  One 
to  One  and  The  One  to  One  Future 

•  Mark  Saul,  Acuity,  President  and  CEO 

•  Craig  Settles,  Successful.com,  President 

Also  scheduled.  .  . 

DCI's  Customer  Relationship 

Management  Conference  and  Exposition 


Get  up  to  speed  FAST  by! 

1.  Requesting  your  FREE  White  Paper 

Customer  Relationship  Management 
State  of  the  Marketplace  Revieiv 

2.  Receiving  more  information  about 
Business  Week  Executive  Programs' 
CRM  Forum  —  December  2-3,  1998 
Hynes  Convention  Center,  Boston,  MA 

Website:  www.dci.com/crmforum 
Email:  confreg@dci.com 
Call:  978-470-3880 
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lie  needing  to  spend  a  significant 
ant  of  time  in  the  job  search 
jss."  Am  I  missing  something  here? 
16  purpose  of  obtaining  an  MBA  to 
ove  an  individual's  knowledge,  skills, 
abilities,  or  simply  a  preparation 
uture,  potentially  very  lucrative, 
nterviews?  I  obtained  an  mba  by 
ving  in  the  evening,  after  a  full 

work.  There  was  no  allowance  for 
by  being  given  a  smaller  workload, 
aone  was  asked  for. 
people  are  being  offered  jobs  who 

a  problem  handling  the  workload 
safe  educational  environment,  how 

are  they  going  to  cope  with  the 
le  and  fast-paced  environment  of 
•eal  woi'ld? 

Kevin  Medley 
Madison,  Conn. 


i  a  recent  mba  graduate  and  as  a 
;nt  recniiter  for  a  business  school,  I 

your  article  with  great  interest, 
ever,  I  noticed  the  omission  of  over- 
business  schools  as  an  option  for 
jnts  who  want  a  global  view, 
i  the  only  American  in  my  gi-adu- 
;  class,  I  found  an  overseas  busi- 
education  provided  experience  that 
uldn't  have  found  in  America.  With 
(■lobalization  of  many  businesses,  an 
seas  mba  provides  many  tangible 
fits.  By  conducting  my  MBA  abroad, 
^'eloped  an  understanding  of  how 
U.  S.  is  viewed  from  other  coun- 

An  overseas  business  schools  pro- 

dii'ect  and  immediate  immersion  in 
eign  business  culture. 

addition,  by  conducting  my  studies 
ngland  I  witnessed  the  historical 
ct  of  one  of  the  key  factors  influ- 
ig  the  business  environment  this 
de:  increased  European  economic 
nation  and  the  onset  of  the  single 
mcy.  FmtheiTnore,  the  high  nimiber 
.Tign  students  on  om-  program  (60% 
national  students  representing  20 
rent  countries)  provided  a  diverse 
ling  environment,  as  well  as  long- 
ig  friendships  and  networking  op- 
uiities  throughout  the  world. 

Barbara  Coward 
School  of  Management 
University  of  Bath 
Bath,  England 

8URAGING  WORDS 
lURUGRATSm  

im  a  1.3-yeai-old  boy  who  read  yom' 

le  about  how  tough  it  is  to  get  Idds 
I  ige  and  younger  to  watch  certain 

's  ("Romancing  the  Rugrats  crowd," 
I  ia,  Nov.  2).  I  watch  a  lot  of  car- 

3 — mostly  all  of  them.  I  have  seen 
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le  Rugrats  shows  that  could  be 
n.  I  Hke  Nickelodeon  better  than 
ither  channel.  From  watching  car- 
,  I  get  a  creative  mind  to  write 
;s  in  school  for  my  classmates.  I 
oing  to  see  The  Rugrats  Movie  on 
ksgiving  with  a  friend, 
is  article  taught  me  a  lot  of  things 
.  the  television  business.  I  read 
japer  articles  every  day  with  my  fa- 
This  was  my  first  article  fi'om  Busi- 
W'EEK,  and  I  thought  it  was  pretty 
The  reason  why  Nickelodeon's  rat- 
ire  so  high  is  because  young  view- 
ie  me  watch  it  so  often.  As  soon  as 
1  on  the  television  I  turn  to  Nick- 
on  and  see  what's  on.  Many  of  my 
Is  watch  Doug,  Rugrats,  Blue's 
:,  and  The  Busy  World  of  Ridiard 
I.  Keep  up  the  good  work. 

Jake  Hilsenrath 
mite  Plains,  N.  Y 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


ONLY  LABOR  REFORM 

WILL  GET  EUROPE  WORKING  AGAIN 


INCENTIVES: 

Stubborn 
joblessness 
won't  budge 
unless 

employers  are 
given  greater 
flexibility 
in  hiring 
and  firing 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


Persistent  high  unemployment  is  proba- 
bly the  single  most  important  factor 
behind  the  defeat  of  ruling  parties  on 
the  political  right  throughout  Western  Eu- 
rope. Unfortunately,  the  policies  of  the  win- 
ning Sociahsts,  Social  Democrats,  and  other 
parties  on  the  left  are  more  likely  to  lower 
rather  than  raise  employment. 

Unemijloyment  is  behind  the  public  con- 
flict between  the  new  political  leaders  of  Ger- 
many and  France,  who  want  a  loose  monetaiy 
policy,  and  theii'  central  bankers,  who  favor  a 
continuation  of  tighter  money.  This  conflict 
will  become  more  bitter  after  the  introduction 
in  early  Januaiy  of  the  common  cmTency,  the 
euro,  and  the  European  Central  Bank.  This 
will  be  especially  so  if  the  economic  prob- 
lems of  Asia  and  other  nations  begin  to  have 
a  larger  impact  on  European  economies. 

Average  unemployment  rates  in  the  Eu- 
ropean Union  have  exceeded  10%  since  the 
eai'ly  1990s,  and,  despite  minor  improvements, 
they  are  still  almost  12%  and  10%,  respec- 
tively, in  France  and  Germany.  From  1980 
to  the  present,  unemployment  in  western 
Gemiany  ballooned  fi-om  half  to  almost  double 
the  rate  in  the  U.  S.  Unemployment  in  east- 
em  GeiTnany  is  close  to  20%>  of  its  labor  force. 
Even  worse,  almost  a  third  of  those  unem- 
ployed in  France  and  Germany  have  been 
out  of  work  for  more  than  a  year,  compared 
with  about  10%.  in  the  U.  S. 
QUICK  RETREAT.  I  argued  in  previous  columns 
that  rigid  labor  markets  and  high  social  se- 
curity and  other  taxes  on  employed  workers 
explain  Europe's  excessive  unemployment. 
Yet  Helmut  Kohl  and  the  Christian  Democ- 
rats took  only  modest  actions  to  reduce  labor 
taxes  and  give  companies  more  flexibility  over 
employees.  In  addition,  Kohl's  government 
extended  westei'n  GeiTnany's  labor-market  in- 
flexibility to  eastern  Germany.  The  previous 
French  conservative  government,  headed  by 
Jaccjues  Chirac,  initially  challenged  early  re- 
tu'ement  and  a  few  other  French  sacred  cows, 
but  it  cjuicldy  retreated  when  faced  with  work 
stoj^pages  by  civil  sei'vants  and  truckers.  The 
government  even  raised  an  already  high  min- 
imum-wage rate. 

The  recently  elected  German  Social  De- 
mocrats, headed  by  Gerhard  Schroder,  have 
promised  to  rescind  the  few  labor  reforms 
that  took  effect  under  Kohl,  while  Lionel 
Jospin's  French  Socialists  have  already  raised 
the  minimum  wage  several  more  times.  The 


Socialists  also  plan  to  cut  the  working 
to  35  hours  during  the  next  several  yes 
spread  around  an  allegedly  fixed  numl 
jobs.  Italy  and  other  European  goverm 
ai'e  attracted  to  tliis  work-shaiing  appro? 
unemployment.  However,  studies  of  pas 
peiiences  with  work-sharing  arrangei 
show  that  forced  reductions  in  hour; 
worker  tend  to  reduce  rather  than  e? 
employment  because  they  raise  the  eff( 
cost  of  labor. 
MARKET  MENTALITY.  These  governr 
blame  tl'.eir  countiies'  high  unemployme 
job-i-educing  modern  technologies  and 
petition  from  poorer  nations.  Yet  the 
and  Britain  face  the  same  competitioi 
technology  as  Continental  Europe  does 
they  have  much  lower  unemployment 
Tlie  cnicial  difierence  lies  in  the  much  g 
flexibility  and  freer  labor  markets  in 
two  nations.  Biitain's  Tony  Blair  is  th( 
leader  of  a  labor-oriented  party  in  E 
who  publicly  recognizes  that  jobs  can  be 
ily  created  by  giving  companies  appro 
incentives. 

New  Zealand  and  Chile  discovered  tl 
tractable  unemployment  problems  melt 
after  the  government  cuts  taxes  on  w( 
and  passes  labor-market  refoiTns  that  in- 
the  flexibility  of  companies  in  hiring  an 
chai'guig  employees.  Both  countries  hav( 
harder  hit  by  the  Asian  crisis  than  Em 
countries,  since  they  ship  much  of  the 
ports  to  the  Pacific.  Although  unemplo; 
rates  in  Chile  and  New  Zealand  have 
during  the  18  months  since  the  collaj 
Asia's  finances,  they  are  still  below  th 
Europe. 

If  the  explanation  of  high  Europe^ 
employment  rates  is  so  clear,  why  are 
governments  I'eluctant  to  reform  their 
markets  toward  the  so-called  Anglo- 
model?  Although  many  excuses  and  ex 
tions  have  been  offered,  politics  is  the 
powerful  reason.  Strong  unions,  "ins 
with  well-paying  jobs,  and  other  gi'oup 
to  hold  on  to  their  perks  and  privilege 
fear  of  losing  these  votes  discourages 
}:)ailies  on  the  right  fi"om  making  major 
market  reforms. 

The  shame  is  that  the  social  pro 
stemming  from  having  so  many  unem] 
yoimg  and  misWlled  people  could  be  avo 
European  governments  had  the  politic 
to  reform  and  liberalize  their  labor  ma 
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SHOULD  I  GET 


A 

BLACK  AND  WHITE 

OR  A 
COLOR  PRINTER? 


EDO 


Art  in  Japan 
1615-1868 


.'  tiinhei  (detail),  179'!,  color  woodblock  print  Tokyo  Nalic 


With  Power 
and  Grace,  the  Art 
of  Edo  Speaks 

Edo  —  an  era  of  astonishing  creativity 
from  which  some  of  the  greatest 
treasures  of  Japanese  art  emerged. 
This  landmark  exhibition  brings  nearl 
300  Edo  masterpieces  to  the  National 
Gallery  of  Art,  including  many  rare 
objects  never  before  seen  outside  of 
Japan.  Experience  a  vibrant  culture  a: 
it  springs  to  life  once  more. 

A  leader  in  telecommunications  in  Ja[ 
NTT  is  proud  to  sponsor  Edo:  Art  in  Ji 
1615  -  1868.  We  believe  that  the  stU' 
of  history,  culture,  and  art  is  vital  to 
promote  understanding  and  bring 
individuals  and  societies  together. 

National  Gallery  of  A 

November  15,  1998  -  February  15, 
Washington,  DC 

Call:  202-737-4215  www.nga.gc 

The  exhibition  is  organized  by  the  National  Gallery  < 
Washington,  the  Agency  for  Cultural  Affairs,  Goverr 
of  Japan,  and  The  Japan  Foundation. 

It  IS  supported  by  an  indemnity  from  the  Federal  Council  on 
Tile  Arts  and  the  Humanities 

Explore  Edo  at:  www.exploringedo. 


® 

NTT 


Builders  of  th*  infocommunicatlons  age 

•I OKYO  •BA.NCJKOK  -BlUJINf;  'HANOI  'HONG  KONG  -JAKARTA  -KUALA  LUMPUR  -MANILA  -SEOUL  -SHANGHAI  -SINGAPORE  -SYDNEY  -TAIPEI  -AMSTERDAM  -BRUSSi 
.f)i;SSEL[JORF  -GENEVA  -LONDON  -PARIS  -CHICAGO  -NEW  YORK  -MOUNTAIN  VIEW  -LOS  ANGELES  -WASHINGTON  D.C.  -RIO  DE  JANEIRO  -SAO  PAULO 


conomic  Trends 


SENE  KORETZ 


:CHANGE  RATE 
,U:  HOW  BAD? 

A^eakening  U.S.  competitiveness 

'any  observers  tend  to  blame  the 
.exploding  U.  S.  trade  deficit  on  the 
omic  debacle  in  Asia.  And  there's 

doubt  that  collapsing  exports  to  the 
m,  along  with  a  pickup  in  imports, 
the  main  factors  behind  America's 
dorating  trade  position.  But  a  closer 

at  trade  statistics  suggests  that 
;thing  more  may  be  at  work:  the 
on  of  U.  S.  competitiveness  due  to 

GLOBAL  LABOR 
COSTS'  NEW  LOOK 


HOURLY 
COMPENSATION  OF 
MANUFACTURING 

ASIAN  TIGERS*  ~ 
MEXICO       I  I  I 

5  10  15  20  25  30 
I  S.DOLIARS  *HONG  KONG,  KOREA.  SINGAPORE,  AND  TAIWAN 

jl  fA;  BUREAU  OF  UBOR  STATISTICS,  MORGAN  STANLEY  DEAN  WITTER 

:  .ing   currency   exchange  rates. 
I  16  fact  is,  the  accelerating  decline  in 
exports  this  year  is  evident  in  al- 
:   all  product  gi'oups,  including  agii- 
iral  items,  industrial  materials,  and 
al  goods.  And  slowdowns  are  ap- 
nt  in  shipments  to  Mexico,  Canada, 
Latin  America,  as  well  as  to  Asia 
:  Eastern  Eiu'ope.  Even  exports  of 
ices  have  started  to  decline, 
recent  Labor  Dept.  report  under- 
I  3S  how  much  cuirency  swings  have 
'  ged  the  global  labor-cost  rankings  in 
I  V  short  years.  As  recently  as  1995, 
U.S.  was  the  preeminent  low-cost 
1  ir  producer  in  the  industrial  world, 
'    an  hourly  compensation  rate  of 
11),  well  below  rates  of  $31.85  in 
i;any,  $23.66  in  Japan.  $19.34  in 
n  e,  and  $29.30  in  Switzeriand.  By 

■  year,  however,  Japan's  costs  ex- 

■  ed  U.  S.  levels  by  a  mere  6%,  and 
labor-cost  premium  for  all  of  Eu- 
had  shrunk  from  29%  to  12%. 

elative  labor  costs  have  also  been 
^  iping  among  other  U.  S.  trading 
f  ners.  From  1996  to  1997,  compen- 
5  m  rates  fell  from  94%  to  91%  of 
I  .  levels  in  Canada,  for  example,  and 
I '  an  average  39%>  of  American  levels 


to  36%  among  the  Asian  Tiger  contin- 
gent of  Hong  Kong,  Korea,  Singapore, 
and  Taiwan.  Although  Europe's  cui'ren- 
cies  have  strengthened  a  bit  recently, 
most  of  these  nations'  cuiTencies  have 
fallen  even  more  against  the  dollar  over 
the  past  year. 

Currency  shifts  are  only  part  of  the 
story,  of  course.  Economists  Stephen  S. 
Roach  and  Joseph  P.  Quinlan  of  Mor- 
gan Stanley  Dean  Witter  note  that  U.  S. 
industry  is  still  far  ahead  of  the  game  in 
the  kinds  of  measures  that  foster  long- 
term  competitiveness:  labor  flexibihty, 
restructuring,  and  technology  invest- 
ment. At  last  count  in  1996,  for  example, 
the  U.S.  spent  4.1%  of  gi'oss  domestic 
product  on  information  technology,  vs. 
Japan's  2.5%-  and  GeiTnany's  2.1%. 

The  question  is  for  the  short  run.  Es- 
pecially over  the  past  year,  the  U.  S. 
has  acted  as  the  buyer  of  last  resort  to 
an  increasingly  troubled  world  econo- 
my. As  long  as  the  U.  S.  economy  was 
strong  (and  inflation-free),  the  widen- 
ing trade  gap  was  regarded  as  a  posi- 
tive development.  The  big  fear  now  is 
that  trade's  impact  could  tum  sharply 
negative  if  the  U.  S.  economy  slows  sig- 
nificantly in  the  year  ahead  and  other 
economies  remain  mired  in  recession. 


MORAL  HAZARD' 
ON  THE  MOUND 

Economists  mull  a  baseball  puzzle 

Last  year,  we  described  a  study  by 
Brian  L.  Goff  of  Western  Kentucky 
University  and  William  F.  Shughart  II 
and  Robert  D.  TolHson  of  the  Univereity 
of  Mississippi.  The  study  noted  that  the 
number  of  hit  batters  in  the  American 
League  rose  sharply  after  it  adopted 
the  designated-hitter  rale  in  1973.  The 
economists  concluded  that  this  was  due 
to  "moral  hazard" — that  is,  American 
League  pitchers  threw  with  less  caution 
at  opposing  batters  because,  unhke  Na- 
tional League  pitchers,  they  no  longer 
had  to  take  a  tiu'n  at  bat  and  face  pos- 
sible retaliation  if  they  hit  someone. 

Now,  two  short  articles  disputing  this 
view  have  appeared  in  the  same  jour- 
nal, Ecmomic  hiquirij.  In  one,  Steven  D. 
Levitt  of  the  University  of  Chicago  ai*- 
gues  that  any  rise  in  "plimked"  hitters  in 
the  American  League  probably  occmred 
because  pitchers  ai"e  bad  hitters  and  ai'e 
therefore  less  Ukely  to  be  hit  than  other 
batsmen.  Replacing  them  by  designated 
liitters  thus  tended  to  raise  the  number 
of  hit  batsmen.  Levitt  also  finds  no  cor- 
relation between  the  frequency  with 


which  individual  pitchers  in  the  National 
League  hit  opposing  batsmen  and  their 
chances  of  being  hit  while  batting  them- 
selves (on  average,  just  once  for  eveiy  50 
times  one  of  them  hits  a  batter). 

In  the  second  article,  economists  Gre- 
gory A.  Trandel,  Lawrence  H.  White, 
and  Peter  G.  Klein  of  the  University 
of  Georgia  take  the  same  argument  a 
step  fiuther,  noting  that  retaliation  by 
one  team  for  a  hit  batsman  is  far  more 
likely  to  be  directed  at  sluggei-s,  such  as 
designated  hitters,  than  at  weak-hitting 
pitchers.  Thus,  pitchers  in  either  league 
face  little  risk  of  reprisal,  undercutting 
the  "moral  hazard"  theoiy.  Predictably, 
National  League  pitchers  are  plunked 
less  frequently  than  American  League 
designated  hitters. 

Issue  settled?  Not  necessarily.  In  re- 
sponse, the  original  authors  claim  sta- 
tistical tests  still  support  a  "moral  haz- 
ard" explanation.  Like  baseball  itself, 
arguing  about  the  game  remains  a  na- 
tional pastime — even  among  economists. 


DETROIT  SHIFTS 
TO  THE  FAST  LANE 

Rising  output  will  bolster  GDP 

With  the  index  of  leading  indica- 
tors flat  in  September  for  the 
second  month  in  a  row  and  either  flat 
or  down  in  four  of  the  past  five 
months,  some  economists  predict  that 
the  long-awaited  gi-owth  slowdown  vrill 
materialize  in  the  fourth  quarter.  Don't 
bet  on  it,  advises  Maury  N.  Harris  of 
Paine  Webber  Inc. 

Why?  Motor-vehicle  sales  have  been 
so  strong  (October  was  one  of  the 
strongest  months  in  histoiy)  that  auto 
makers  are  planning  a  sharp  pickup  in 
production  in  the  cuiTent  quarter.  After 
three     straight  bm^^^^^^h^ 


A  BOOST  FOR  THE 
ECONOMY'S  BAHERY 
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0.50 


0,25 


quarters  of  falling 
output,  which 
subtracted  an 
average  of  nearly 
half  a  percentage 
point  from  the 
economy's  grovrth 
rate,  the  sched- 
uled surge  in  out- 
put should  add  a 
full  percentage 
point  to  gross 
domestic  product 
in  the  fomth  quar- 
ter, Harris  esti- 
mates. As  a  re- 
sult, he  expects 
growth  to  come  in  at  a  still  healthy  2.5%. 
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A  PERCENT 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

PROJECTORS  FOR 
THE  LAPTOP  SET 


It's  getting  a  lot 
easier  to  take 
a  slick  presentation 
on  the  road 

Creating  a  slick  presen- 
tation on  a  computer 
is  easy,  but  taking  it 
on  tlie  road  has  long  been  a 
nasty  adventure.  You  can 
convert  your  slides  to  35mm 
transparencies.  But  that  re- 
quires waiting  several  days 
for  processing,  costs  a 
fortune,  and  forecloses 
any  last-minute 
changes.  You  can 
print  the  slides  out 
on  transparencies 
for  an  overhead  , 
projector,  but  that 
means  standing  at 
the  projector 
shuffling  pages. 
Showing  the  pre- 
sentation on  youi' 
laptop's  screen 
works  only  if 
your  audience 
consists  of  just 
two  or  three 
viewers. 

Wliat  the  world 
needs  are  easy-to- 
use  video  projec- 
tors that  show  com- 
puter-generated presentations 
on  a  big  screen,  are  afford- 
able, and  don't  requii'e  a  ])ack 
horse  to  can-y  them  around. 
Good  news:  They're  here. 
TINY  MIRRORS.  I  tried  three 
(jf  the  new  b)-eed  of  personal 
projectors — the  E])son  Pow- 
erLite  .5.50(x:  ($4,999),  the  In 
Focus  LP42.5  ($4,1.50),  and  the 
NEC  MultiSync  ltso  ($4,100). 
All  weigh  in  at  under  10 
pounds  and  are  compact 
enough  to  travel  in  a  laptup- 
style  bag.  The  latter  two  use 
a  new  technology  from  Texas 


Instiuments  Inc.  called  Digi- 
tal Light  Processing,  which 
creates  an  image  using  more 
than  a  million  tiny  movable 
mirrors  mounted  on  a  chip. 
The  Epson  employs  a  vari- 
ant of  the  LCD  technology 
that  is  used  in  laptops.  Wliile 
display-on-a-chip  technologies 
used  in  the  NEC  and  the  In 
P'ocus  projectors  could  lead 
to  cheaper  and  lighter  ma- 
cliines  in  the  fiitui'e,  I  noticed 
no  significant  advantages  in 


these 
models. 

Beyond  price  and 
bulk,  the  units  have  solved 
the  biggest  hassle  of  using  a 
projector.  Until  the  latest 
generation,  you  had  to  match 
the  resolution  of  your  laptop 
display  to  the  resolution  of 
the  i^rojector  or  it  wouldn't 
work  right.  Now,  the  projec- 
toi-s  automatically  adjust  to 
the  display  settings  of  a  PC  or 
a  Macintosh  laptop.  And 
nearly  all  laptops  make  it 
possible  to  see  an  image  on 


the  screen  while  also  send- 
ing it  to  the  projector,  a  con- 
venience in  controlling  your 
presentation.  The  projectors 
will  amplify  the '  audio  from 
your  laptop  and  will  accept 
input  from  a  standard  video 
source,  such  as  a  vcR. 

At  just  6.8  pounds — less 
than  some  laptops — the  In 
Focus   is   the  lightweight 
champ  of  the  field.  It's  also 
the  ijrightest,  putting  % 
out  700  lumens  in  a 
standardized  test.  (All 
three  projectors  worked 
best  in  a  darkened  room 
but  performed  acceptably 
under  moderate  room  light- 
ing.) But  the  In  Focus  pro- 
jector has  a  couple  of  draw- 
backs. It  has  a  fixed  lens,  so 
the  only  way  to  control  image 
size  is  by  changing  the  pro- 
jector's distance  from  the 
screen.  And  the  remote  con- 
ti-nl  is  a  .$70  option. 

CALLING  ALL  BICEPS.  If 
you're  willing  to  trade 
a  bit  of  portability  for 
features,  Epson  and 
NEt:     offer  good 
choices.  The  Epson 
'    is  considerably 
heftier,     at  9.4 
pounds,  and  a  bit 
dimmer,  at  650  lu- 
mens.     It  offers 
stereo  sound  rather 
than  In  Focus'  single 
speaker  and  includes  a 
zoom  lens  and  a  re- 
mote control,  which 
also   doubles   as  a 
wireless    mouse  to 
control  your  comput- 
er. While  the  nec  is 
the  heaviest,  at  9.9 
pounds,      and  the 
dimmest,  at  600  lumens, 
it's  also  the  cheapest. 

All  of  these  projectors 
have  limitations.  They  are  de- 
signed for  a  meeting  room  or 
a  classroom,  not  an  auditori- 
um or  a  big  ballroom.  And 
about  the  best  thing  that  can 
be  said  about  their  audio  sys- 
tems is  that  they  ai'e  louder 
than  those  of  a  laptop.  But 
for  anyone  whose  job  de- 
pends on  impressive  presen- 
tations, these  projectors  can 
offer  a  competitive  edge. 


BULLETIN  BOAR 


PERIPHERALS 
RIGHT  TURN  FOR  LEFTIES 

Trackballs  from  Logitech 
International  (800  231-771 
or  510  795-8500)  are  popii 
with  those  who  want  the  pi 
cise  cursor  control  of  track 
balls  without  the  grease  at 
grime  that  can  quickly  dir- 
able  them.  But  until 
\^  now,  Logitech's 
ble  trackballs, 
which  use  o[ 
^'      cal  sensors 
rather  than 
the  usual 
mechanical  rollers  to  follov 
the  motion  of  the  ball,  hav 
been  designed  strictly  for 
right-handers.  The  new  $4i 
Marble  Mouse  works  for  bo 
lefties  and  righties  and  wil 
any  flavor  of  Windows  with 
additional  software.  Now  il 
they  could  just  add  one  of 
those  handy  wheels  to  sere 
pages  up  and  down,  it  wot 
be  perfect  for  this  southpa 

SOFTWARE 
DEMYSTIFYING  WIN98 

One  common  complaint  abi 
Windows  98  is  that  it  comt 
with  no  manuals.  There  arfj 
lot  of  solutions,  but  for  toll 
who  want  more  than  the 
basics  and  don't  mind  me;- 
ing  around  under  the  hood 
Windows  98  Annoyances  b' 
David  A.  Karp  (O'Reilly  & 
Associates,  $24.95)  is  an 
excellent  choice.  It  helps  y' 
cope  with  the  many  quirks 
Win98,  such  as  understam 
ing  what's  really  going  on 
when  you  get  a  message  li 
"msgsrv32.exe  has  perforri 
an  illegal  action  and  will  t 
shut  down."  Annoyances  ao 
offers  tons  of  convenience- 
and  performance-enhancii 
tips.  Plus,  it  reveals  how  ti 
get  the  Network  Neighborh  i 
and  Microsoft  Network  icor 
off  your  desktop. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


A  Whole  New  Way 
to  Help  Protect 

the  Value  of  Your 
Mutual  Funds 


Introducing  PruTector'" —  an  affordable  new  term  life  insurance  product 
designed  specifically  to  help  Prudential  mutual  fund  investors  seek  rewards 
from  the  stock  and  bond  markets  with  greater  peace  of  mind. 


How  PruTector  Works 


protected  value 

1^5150,000 
J  market 
^  value 

1  ^30,000  life 
^  insurance 
1  benefit 

A    M  00,000 

initial 
Investment 
with 
■f  PruTector 
Li  r 

5120,000 
market  value 

Inillcl  S-yeo'      I  yen' 

inveslmcnl  onniversoiy  inter 

with  PruTector 

In  this  hypolheticci  example,  an 
initial  investment  of  $100,000  in  a 
Prudential  mutual  fund  grows  to 
$150,000  by  the  fifth  anniversary 
of  purchase.  PruTector  locked  in 
$150,000  as  the  protected  value  on 
thot  anniversary.  One  year  later, 
the  investment  declined  to 
$120,000.  If  the  insured  were  to 
die  at  that  time,  beneficiaries  ^ 
would  still  receive  $150 
($120,000  market  value 
plus  $30,000  life  insurance 
benefit).  This  hypotheticol 
example  is  not  intended 
to  represent  any 
specific  investment, 
and  is  not  indicative 
of  past,  present  or 
future  performance. 
Depending  on  market 
circumstances,  the  life 
insurance  benefit  could 
be  zero. 


You're  investing  for  your 
family's  future.  PruTector  helps 
mal<e  sure  that  your  assets 
are  there  for  them. 

PruTector  is  designed  to  protect 
the  value  of  your  Prudential 
mutual  funds  for  your 
beneficiaries.  It  ensures  that  the 
amount  they  receive  is  never  less  than 
the  "protected  value,"  which  is  the  higher  of; 

•  the  highest  value  your  funds  attained  on 
a  PruTector  coverage  anniversary;'  or 

•  the  value  of  your  funds  increased  at  a 
•5%  annual  rate  of  return  -  based  on  the 

initial  date  of  cove  rage. - 

If  the  market  value  of 
your  funds  at  the  time  of 
your  death  is  less  than 
your  protected  value, 
PruTector  pays  a  life 
insurance  benefit 
equal  to  the 
difference. 


PruTector  can  be  a  smart 
addition  to  your  estate  plan. 

With  PruTector,  any  life  insurance  benefit 
is  paid  directly  to  your  beneficiaries 
in  a  lump  sum,  generally  income- 

PruTector  ^xfree 

A  Prudential  professional 
can  show  you  how  PruTector 
can  work  for  you.  Prudential  mutual 
funds  with  PruTector  coverage  can  be  an  ideal 
part  of  your  overall  wealth  accumulation  and 
personal  protection  strategies. 

Find  out  more.  Only  Prudential 
mutual  funds  come  with  the  option  to 
purchase  PruTector  coverage  —  it's  just  one 
more  reason  to  choose  Prudential  for  your 
investment  and  protection  needs.  Ask  about 
PruTector  today 

Call  now! 

1-800-THE-ROCKext.  1973 
www.prudential.com 


(®  Prudential 


^iiTector  does  not  protect  ogoinst  daily  fluctuations  of  a  fund's  net  asset  value.  Reduced  proportionally  by  redemptions  and  withdrawals.  'Subject  to  o  200%  cop  and  reduced  proportionally  by 
lemptions  and  withdrawals.  'Estate  or  other  toxes  may  opply  Prudential  does  not  provide  tax  or  legal  advice.  Consult  with  a  tax  or  lego!  advisor  before  making  tox-related  investment  decisions. 
jTector  is  optionol  group  term  life  insurance  (Contract  Series  #97891)  issued  by  The  Prudentiol  Insuronce  Company  of  America.  PruTector  is  not  availoble  in  certain  states,  including  Florida, 
w  York,  and  Utah.  Certain  terms,  limitations  ond  exclusions  apply  Coverage  not  available  with  closed-end  funds,  off-shore  funds  and  direct-purchose  money  market  funds.  Governing  terms  and 
iditions  of  PruTector  are  provided  in  the  Certificate  of  Coverage.  Prudential  mutual  funds  ore  offered  by  prospectus  through  Prudentiol  Investment  Management  Services  LLC,  a  subsidiary  of 
jdentiol.  To  be  eligible  for  PruTector  coverage.  Prudential  mutual  funds  must  be  held  in  o  brokerage  account  at  either  Prudential  Securities  (1 99  Water  Street,  New  York,  NY  10292)  or  Pruco  Securities 
rporotion,  both  of  which  ore  subsidiaries  of  Prudential,  751  Brood  Street,  Newark,  NJ  07102.  The  prospectus  is  the  controlling  document  for  each  mutual  fund.  Call  a  Prudential  professional  for  a 
e  prospectus,  containing  complete  information  about  each  fund,  including  chorges  and  expenses.  Please  reod  it  carefully  before  investing  or  sending  money.  GL.98.792  MRA-1998-A031755 


Your  most  valuable  business  opportunities  are  often 
the  ones  closest  to  you.  So  it's  critical  to  retain,  strengthen 
and  expand  your  current  customer  relationships.  That's  why 
PricewaterhouseCoopers  and  Siebel  Systems  have  formed  a 
global  alliance  to  deliver  world-class  solutions  for  enterprise- 
wide  customer  relationship  management. 


YOUR  CUSTOMER  RELATIONSHIPS? 


PricewaterhouseCoopers  management  consultants  are 
already  at  work,  shaping  the  power  of  Siebel  sales,  marketing, 
and  customer  service  systems  to  the  unique  business  needs  of 
leading  organizations.  Our  solutions  are  helping  companies  such 
as  Compaq  and  American  International  Group,  Inc.  maximize 
the  full  value  of  their  customer  relationships. 

Can  we  help  your  organization  see  all  the  value  in  its 
customer  relationships?  Please  give  us  a  call  at  1-800-720-3115 
ext.  9245,  or  visit  us  at  www.pwcglobal.com  or  www.siebel.com. 
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Sales  ■  Marketing  •  Customer  Service 


Delivering  Customer  Success 


Books 


AT  ANY  COST 

Jack  Welch,  General  Electric,  and  the  Pursuit  of  Profit 

Thomas  F.  O'Boyle 
Knopf  •  449pp  •  $29.95 


JACK  WELCH, 
CORPORATE  VILLAIN? 


John  F.  Welch  Jr.  is  hardly  inlallible. 
The  man  who  has  led  General  Elec- 
tric Co.  as  chaiiTnan  and  chief  ex- 
ecutive for  the  past  17  years  has  made 
some  big  mistakes,  including  his  acqui- 
sition of  seciulties  firm  Kidder,  Peabody 
&  Co.  A  tough  and  uncompromising 
leader,  Welch  has  also  made  some  wide- 
ly unpopular  moves — from  laying  off 
tens  of  thousands  of  employees  to  ditch- 
ing businesses  that  had  long  been  part 
of  ge's  legacy. 

But  Welch,  who — according  to  sur- 
vey results — mns  the  most  admired  cor- 
poration in  the  world  and  who  has  de- 
livered more  wealth  to  shareholders 
than  anyone  other  than  Microsoft 
Corp.'s  Bill  Gates,  doesn't  deserve  the 
unflattering  portrait  found  in  Thomas 
F.  O'Boyle's  At  Any  Cost.  The  author 
charges  that  it  is  financial  gamesman- 
ship, not  superior  leadership  or  techno- 
logical innovation,  that  is  at  the  root  of 
Welch's  success.  He  maintains  that  the 
CEO's  driving  natm-e  has  caused  many  of 
the  company's  employees  to  take  ille- 
gal actions  to  deliver  results  at  any  cost. 
Welch,  he  claims,  has  taken  humanity 
and  compassion  out  of  business,  turning 
his  back  on  employees  and  communi- 
ties in  the  interest  of  profit. 

Books  about  Welch  and  his  revolu- 
tion at  (iE  are  not  rare.  At  Any  Cost  is 
the  third  Welch  account  this  year,  fol- 
lowing Jack  Welch  Speaks  by  Janet  C. 
Lowe  and  Jack  Welch,  and  the  GE  Way 
by  Robert  Slater,  that  author's  third 
adulatoiy  book  on  Welch's  management 
approach.  But  O'Boyle,  a  former  re- 
porter at  The  Wall  Street  Journal  who 
is  now  assistant  managing  editor  at  the 
Pittsburgh  Post-Gazette,  is  the  fir'st  to 
take  an  extremely  critical  look  at  Welch. 

O'Boyle  is  an  able  writer  who  has 
done  a  remarkable  amount  of  research. 
In  the  past  six  years,  he  has  inter- 
viewed some  320  people,  pored  over 
thousands  of  pages  of  court  documents 


and  newspaper  chppings,  and  traveled 
through  many  GE  towns,  from  Pittsfield, 
Mass.,  and  Schenectady,  N.  Y.,  to  Mexi- 
co's maquiladora  region.  In  the  process, 
he  has  unearthed  every  shred  of  nega- 
tive news  on  ge  from  the  past  centuiy. 

Unfoitunately  for  O'Boyle,  there  isn't 
much  muck  to  rake.  The  author  relies 
heavily  on  the  views  of  disgnantled  for- 
mer executives  who  have  filed  lawsuits 
against  the  company.  More  than  once, 
this  results  in  accounts  that  are  unfair, 
misleading,  and  often  just  plain  wi'ong. 
At  one  point,  for  example, 
he  wi-ites  that  "the  comiec- 
tion  between  the  severity 
of  Welch's  demands  and  the 
occurrence  of  repeated 
scandal  was  a  clear  cause 
and  effect,  as  transparent 
as  glass."  The  author's  fu'st 
bit  of  evidence:  a  1985 
grand  jury  indictment  of 
GE  over  a  defense  contract. 
GE  pleaded  guilty  to  de- 
frauding the  government, 
admitting  that  some  man- 
agers had  doctored  lOS 
time  cards  out  of  some 
5,000  submitted  by  hourly  workers. 
Trouble  is,  the  practice  occuiTed  in  1980, 
before  Welch  was  even  chief  executive. 

Or  consider  this  travesty.  The  author 
devotes  a  full  54  pages  to  the  1991  ax- 
ing of  Edward  J.  Russell,  head  of  ge's 
industrial  diamond  business  and  to  his 
allegations  that  he  was  dismissed  be- 
cause he  alerted  the  Justice  Dept.  to 
an  alleged  price-fixing  scheme  with  the 
De  Beers  diamond  cartel.  But  a  judge 
threw  out  two  of  three  wrongful-dis- 
charge counts  in  Russell's  own  civil  law- 
suit against  GE.  As  part  of  a  settlement 
of  the  third,  the  executive  recanted.  "I 
am  now  aware  that  ge  removed  me 
based  on  its  view  of  my  performance 
and  not  because  I  was  a  whistleblower," 
he  wrote — something  the  author  never 
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mentions.  O'Boyle  does  acknowb 
Russell's  admission  that  he  had  "no 
sonal  knowledge  of  any  antitmst  wi 
doing  or  any  other  illegal  conduc 
GE  personnel."  Not  surprisingly,  a 
eral  judge  threw  out  Justice's  case 
before  GE  began  to  put  on  its  def( 
Yet,  the  author  tells  the  story  as  if 
sell's  accusations  were  fact. 

O'Boyle  not  only  tries  to  lay 
blame  for  nearly  every  controvert 
Welch's  feet  but  also  takes  aim  ati 
eral  of  Welch's  major  strategic  decisl 
He  says,  for  instance,  that  Welch! 
"misguided"  in  trading  ge's  consul 
electronics  business  in  1987  to  Tj 
son  for  the  Em-opean  company's  \ 
ical-equipment  business  and  cash,  j 
conclusion  is  nonsense:  The  foij 
Thomson  unit  is  now  a  successfulj 
profitable  part  of  ge's  global  mej 
equipment  operation,  helping  to  i 
that  division  No.  1  in  its  field  in 
enues  worldwide.  Meantime,  earLie« 
year,  Thomson  closed  the  last  majol 
assembly  plant  in  the  ; 
because  of  losses.  ' 

Had  Welch  manage! 
in  the  way  O'Boyle  i 
gests,  the  ceo  would  ; 
been  another  Roger  > 
or  John  Akers,  unwilli 
unable  to  effect  thf 
matic  change  necessa 
prevent  a  debihtatini 
cline  at  an  industrial  ■ 
Among  other  thinu: 
would  have  kept  ge  w 
twee,  low-margin  indu 
such  as  consumer  elt  t 
ics.  He  would  have  . 
neled  unlimited  research  and  de\ 
ment  money  into  these  efforts,  r 
than  aggi'essively  expanding  in 
cial  services,  which  has  been  a  bo 
for  GE.  He  would  have  guarantee 
employment  of  tens  of  thousands  c 
ployees  the  company  no  longer  ne 
Much  of  O'Boyle's  material  mak 
some  entertaining,  but  not  ver 
lightening,  reading.  However,  th 
tertainment  value  comes  at  the  ex 
of  the  author — for  in  the  end,  0' 
hacks  not  at  Welch's  credibility  b 
own. 

BY  JOHN  A. 

Byrne,  who  covers  maiiageme 
sues  for  business  week,  is  worki 
a  book  on  fomier  Sunbeam  CEO  i 
J.  Dunlap. 


GE'S  CHIEF  DOESN'T  DESERVE  THE  UNFLATTERIti 
PORTRAIT  THAT  O'BOYLE  PAINTS 
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These  are  exciting,  innovative 
times  for  the  constantly 
changing  world  of  business 
outsourcing.  From  shared  develop- 
ment of  technologies  and  products 
to  new  forms  of  mutually  beneficial 
relationships,  outsourcing  is  creating 
and  enabling  new  business  synergies 
between  companies.  In  fact,  outsourc- 
ing has  emerged  as  a  primary  tool  for 
businesses  moving  from  vertically 
integrated  "islands"  to  a  model  based 
on  interrelation  and  shared  services. 

This  change  is  evolutionary,  as  the 
traditional  outsourcing  emphasis  on 
tactical  benefits  like  cost  reduction 
fall  away  and  are  replaced  by  benefits 
like  productivity,  flexibility,  speed 
and  innovation  in  developing  business 
applications,  and  access  to  new 
technologies  and  skills.  However, 
the  change  is  also  revolutionary 
in  its  impact  on  both  outsourcing 
buyers  and  suppliers. 

Trends  like  partnering,  shared 
vision  and  win/win  strategies,  as  well 
as  new  leadership  and  management, 
are  expanding  opportunities  for  more 
profits,  improved  efficiency  and 
strategic  value  through  outsourcing. 
They  are  also  producing  a  greater 
need  for  relationship  management, 
increased  communication  and 
hands-on  management. 

The  Emerging  Chief 
Resource  Officer 

The  Outsourcing  Institute's  index 
of  outsourcing  activity  indicates  that 
by  the  year  2001,  $319  billi  on  in 
corporate  resources  will  lie  outside  of 
corporate  boundaries.  This  represents 
a  staggering  amount  of  services, 
contracts,  relationships  and  overall 
risks  and  rewards 

Companies  rightfully  need  to  take 
a  look  at  who,  within  the  organiza- 
tion, has  the  skills,  characteristics  and 
business  savvy  necessary  to  operate  at 
that  level  of  authority.  And,  after  careful 
consideration,  they  are  finding  it  takes 
a  new  breed  of  outsourcing  manager, 
whose  responsibilities  are  strategic  and 
broad-based.  This  has  resulted  in  the 
advent  of  the  chief  resource  officer  (CRO). 

The  CRO,  when  empowered  as  the 
focal  point  of  all  outsourcing  strategy, 
implementation  and  relationship  manage- 
ment, can  ensure  that  all  outsourcing 
relationships  live  up  to  expectations. 
The  potential,  where  given  the  mandate. 


is  that  CROs  will  play  a  pivotal  role 
in  organizational  transformation, 
competitiveness  and  globalization 
and,  ultimately,  they  will  increase 
shareholder  value  for  their  enterprise. 

Outsourcing  Changes 
Business  Relationships 

The  keynote  for  outsourcing  is 
change.  This  change  is  occurring  at  all 
levels — in  departments,  business  units, 
companies,  industries  and  the  business 
world  at  large.  And  as  change  continues, 
outsourcing  grows  as  an  essential 
business  tool  to  help  bring  it  about. 
The  more  the  tool  is  used,  the  more 
impact  It  has  within  an  organization. 

The  nature  of  the  outsourcing  in- 
dustry is  also  changing  Shared  vision 
and  mutual  objectives  between  outsourc- 
er  and  client  are  essential  to  the  success 
of  any  alliance.  This  means  both  partners 
contribute  to  a  process  of  mutual 
disclosure  and  consensual  agreements, 
and  continue  to  evolve  a  working 
relationship  based  on  common  goals. 


"A  critical  measure 
of  success  in  out- 
sourcing is  the 
ability  of  the  client 
and  provider  to 
discuss  and  create 
a  shared  vision." 

Frank  J.  Casale 
The  Outsourcing  Institute 


One  change  in  outsourcing  is  that 
the  suppliers  of  outsourcing  services 
themselves  are  beginning  to  outsource 
non-core  functions  and  form  alliances 
with  other  providers  to  offer  end-to-end 
services.  In  this  way,  a  chain,  or  matrix, 
of  suppliers  and  producers  is  forming 
on  a  global  basis.  For  example,  Web 
solutions  firms  outsource  their  network 
operations.  Facilities  management 
companies  outsource  accounting  and 
payroll  via  an  intranet  to  that  original 
Web  solutions  provider,  who  has 
arranged  to  hook  into  the  accounting 
outsource  providers'  services,  and  so 
on  until  the  lines  are  blurred  between 
one  company  and  another. 


"Partnering  has  gone  from  some-i 
thing  that  was  hardly  ever  done  fiv(' 
or  six  years  ago,  to  something  that 
virtually  every  service  provider 
is  looking  to  do  these  days,"  says 
Frank  J.  Casale,  executive  director 
of  The  Outsourcing  Institute.  "Fron 
the  suppliers'  standpoint,  as  both 
complexity  and  competition  increa; 
being  all  things  to  all  people  is  less 
and  less  of  a  viable  alternative  " 

The  commitment  to  alliance  has 
extended  to  business  partnerships 
among  vendors,  customers  and 
industries  The  complexity  of  servic 
offerings,  especially  in  technology 
arenas,  has  spurred  suppliers  to 
work  together  to  form  consortia 
and  joint  ventures.  These  affiliation 
acquisitions  and  partnerships  addre 
the  spectrum  of  needs  from  the 
consulting  side,  to  decision-making 
on  through  traditional  outsourcing 
and  business  process  outsourcing. 
In  this  multivendor  environment, 
companies  are  working  together  to 
provide  seamless  services  to  buyers 
and  to  keep  their  own  competitive  eq 

New  Directions  in 
Outsourcing 

The  course  set  by  the  transform 
ation  created  by  synergistic  outsoui- 
ing  is  building  a  whole  new  way  of 
doing  business  through  partnership 
alliances  and  strategic  relationships 
New  associations  between  compani. 
and  higher-level  deals,  are  hurling 
outsourcing  into  a  new  phase, 
categorized  by  dramatic  and  hard- 
hitting trends.  Some  of  these  incluc: 

•  More  complex  and  higher-level  deal 
As  it  grows  more  and  more  difficult 
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j  r  one  company  to  do  it  all,  many  are 

tively  looking  and  finding  partners 
j  enable  strategic  development  and 
j  mpetitive  initiatives.  This  means 
I  tsourcing  decisions  are  made  higher 
i  in  the  organization  and  have  long 
.ting  results, 
j  •  More  long-term  relationships.  As  out- 
arcing  shifts  from  cost-control 
lutions  to  improved  utilization  of 
;ets  and  development  of  strategic 
j  -vices,  relationships  grow  more 
j  ig-term.  This  demands  attention 
1  corporate  culture,  leadership,  and 
ared  goals  and  vision. 
•  Win/win  approaches  between  supplier 
i  client.  The  move  from  viewing 
tside  relationships  as  a  buyer-and- 
aplier  scenario  to  a  more  equal, 
■  n-win  model,  requires  a  shift  in 
rception  and  opens  up  a  set  of 
derlying  issues.  Open  communica- 
m  is  vital,  as  companies  identify  and 
I  cuss  what  is  to  be  accomplished,  agree 
!  mutually  beneficial  terms,  and  select 
!  rtners  who  can  work  together, 
j  •  Relationships  that  are  more  like  alliances 
I  partnerships.  "Partnership"  is  more  than 
t  a  catchword  designed  to  mask  a  less 
in  equal  relationship.  Tme  partnership 
juires  a  balancing  act  between  partici- 
nts,  it  brings  in  the  idea  of  shared  risks 
d  rewards  and  mutual  strategy.  For  those 
I  mpanies  using  outsourcing  strategic- 
'  y — a  number  of  which  are  discussed  in 
s  section — the  focus  has  shifted  from 
;  tactical  details  to  whether  the  relation- 
p  is  comfortable,  the  companies'  cultures 
j  ;  a  good  fit,  and  there  is  mutual  under- 
I  nding  of  the  business  needs  of  all  parties 

^adership  Is  Key  to  Success 

Outsourcing  is  ultimately  changing 
j  ;  way  business  is  transacted,  functions 
:  managed,  and  management  roles  and 
ponsibilities  are  assigned.  It  is  enabling 
mpanies  to  shift  from  vertically  inte- 
ited  islands,  to  complex  matrixes  of 
errelationship.  Organizing  and  manag- 
!  this  web  of  suppliers  is  one  of  the  most 
icial  challenges  companies  face  today. 
'  A  critical  measure  of  success  in  out- 
jrcing  is  the  ability  of  the  client  and 
wider  to  discuss  and  create  a  shared 
ion,"  says  Casale.  From  that  foundation, 
;  success  of  outsourcing  lies  in  the  hands 
the  people  managing  the  relationship, 
ooperation,  flexibility  and  the  pursuit  of 
:ellence  will  give  all  companies  involved 
outsourcing  the  opportunity  to  achieve 
?ir  goals  and  move  forward  with  success 
0  the  next  century,"  he  concludes. 


About  The 

Outsourcing 

Institute 

The  Outsourcing  Institute  is 
the  premier  source  of  independent 
information  for  buyers,  sellers 
and  observers  of  outsourcing  and 
related  markets.  The  New  York 
City-based  professional  association 
and  global  executive  network 
serves  a  vital  role  in  the  changing 
world  of  outsourcing.  It  meets  the 
growing  need  for  objective  and 
timely  information,  experience 
and  expertise  on  the  strategic 
use  of  outside  resources. 

The  Outsourcing  Institute's 
network,  including  a  distinguished 
Board  of  Advisors  and  a  team  of 
senior  professionals,  consultants 
and  legal  experts,  totals  more  than 
16,000  individuals.  It  provides  a 
repository  of  information,  experi- 
ence and  expertise  on  a  complete 
range  of  outsourcing  issues. 

Founder  and  executive  director 
Frank  Casale  has  successfully 
counseled  hundreds  of  organi- 
zations on  the  use  of  outsourcing 
as  both  a  tactical  and  a  growing 
strategic  measurement  tool. 
He  is  the  creator  of  such  leading- 
edge  concepts  as  the  Second 
Wave  of  Outsourcing  and  the 
Emerging  Role  of  the  Chief 
Resource  Ofhcer  (CRO). 

Through  a  wide  range  of 
forums,  research  and  information 
services,  Ol  assists  its  membership 
in  leveraging  internal  and  external 
resources,  providing  access  into 
the  growing  and  changing  world 
of  service  providers  and  out- 
sourcing channels. 

For  further  information  on 
The  Outsourcing  Institute  call 
800-421-6767  (516-942-3508 
outside  the  U.S.)  or  visit 
www.outsourcing.com. 
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PwC  Centers  Its 
Excellence  on 
British  Petroleum 

BP  Oil  Europe  knew  it  was  embarking 
in  a  new  strategic  direction.  The  joint 
venture  between  British  Petroleum  and 
Mobil  Oil  was  formed  to  achieve  effi- 
ciencies, cost-savings  and  add  strategic 
value  in  a  highly  competitive  market. 
In  pursuit  of  those  goals,  BP  Oil  out- 
sourced its  transactional  accounting 
processing  to  PricewaterhouseCoopers 
in  December  1996,  becoming  the  first 
client  of  PwC's  new  Centre  of  Excel- 
lence in  Rotterdam,  the  Netherlands. 

"We  felt  PricewaterhouseCoopers 
could  generate  bigger  savings  for  us, 
and  more  quickly,  than  any  other 
alternative, "  says  Tony  Street  of  BP  Oil 
Europe.  "Because  it  was  a  new  business 
activity  for  PwC,  the  incentive  to  excel 
would  be  a  very  powerful  one, "  he  adds. 

But  the  Business  Process  Out- 
sourcing team  faced  some  major 
challenges.  "An  agreement  of  this 
magnitude  takes  a  lot  of  hard  work 
on  everyone's  part  to  be  successful," 
says  Richard  Smith,  a  PwC  partner 
and  head  of  the  European  Operations 
of  PwC's  global  Business  Process 
Outsourcing  practice.  F^e  points 
out  that  Europe  is  a  very  complicated 
environment,  with  its  many  different 
countries,  languages,  business  practices, 
regulatory  systems  and  social  customs 

Therefore,  it  was  no  easy  feat  to 
phase  in  the  central  service  delivery 
of  the  outsourced  processes — accounts 
payable  and  receivable,  banking, 
payroll  and  financial  accounting — for 
Austria,  Belgium,  the  Netherlands, 
Germany  and  Switzerland 

"The  biggest  challenge  was 
knowledge  transfer,"  says  Street.  "PwC 
recruited  people  locally.  They  had 
the  necessary  language  skills,  varying 
degrees  of  financial  background,  but 
no  knowledge  of  the  oil  industry. 
They  were  introduced  to  each  country 
to  learn  our  processes  and  build 
relationships  with  the  people  to 
whom  they  would  soon  be  delivering 
the  services, "  he  explains.  There  were 
some  important  lessons  learned  in  that 
first  phase,  which  included  Austria 
and  the  Benelux  countries.  The  time 
required  to  train  new  people  in  the 
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Tony  Street,  Comniereial  and  Relationship  Manager,  BP  Oil  Europe  (left), 
Richard  Smith,  Partner/Head  of  Business  Process  Outsourcing,  Europe,  PricewaterhouseCoopers 


processes,  and  particularly  in  dealin"  with 
exceptions  to  standard  transactions, 
was  underestimated.  Service  quality 
suffered  initially,  and  this  put  a  strain 
on  relationships  But  PwC  learned  its 
lessons  quickly,  and,  combined  with  a 
greater  hands-on  involvement  from  BP 
management,  the  Swiss  and  German 
transitions  were  successful. 

Bl*  Oil  recognized  that  outsourcing 
to  PwC^,  as  a  first  customer  in  an 
immature  market,  could  be  risky. 
"At  the  outset,  we  recognized  this 
was  a  high-risk  strategy,"  says  Street. 
"We  felt  an  outsourcer  could  do 
better  than  we  could  do  in-h(juse. 
h  wotild  be  their  core  business 
and,  therefore,  they  would  have  a 
much  greater  focus  on  back  office 
prcjcesses.  Then  we  could  fut  us 
on  our  core  business — oil  manu- 
tacturing  and  marketing  ' 

After  working  through  the  first 
phase,  "we  became  committed  to 


the  relationship  and  prepared  to  work 
for  it,"  Street  adds.  As  a  result,  by  the 
end  of  this  year,  PwC  will  deliver 
the  business  case  at  the  heart  of  the 
contract.  That  business  case  is  based 
on  costs  and  data  such  as  work  drivers 
and  in-house  productivity 

After  a  lot  of  turmoil  and  change. 
Street  says  BP  Oil  has  90  percent 
satisfaction  on  day-to-day  service 
deliverables  integrating  the  European 
countries  of  BP  Oil  into  a  single 
shared-services  organization  through 
PwC  expertise  has  been  an  adventure 
with  a  happy  ending.  "We  have 
complete  transparency  across 
countries  and  can  start  focusing 
attention  on  gaining  even  more 
value,"  he  says. 

So  what's  next?  As  PwC  continues 
to  apply  its  core  expertise  on  BP  Oil's 
financial  and  transactional  services 
and  to  streamline  operations  and 
improve  operating  performance, 


it  will  also  look  for  breakthrough 
projects.  "We  will  introduce  global 
best  practices,  leading-edge  technol- 
ogies, and  continuous  im.provements 
to  drive  costs  down,  provide  better 
information  and  help  build  share- 
holder value, "  Smith  says. 


"We  felt  PwG 
could  do  it  better 
in-house.  It  would 
be  their  core 
business  and, 
therefore,  they 
would  have  a 
much  greater  focus 
oh  back  office 


processes. 


Tony  Street 
BP  Oil  Eurdpe 


Hewitt  Manages 
Benefits,  Pensions 
and  Change  for 
GTE 

Partnership,  trust  and  change  are 
driving  the  success  of  GTE  Corporatio 
cjLitsourcing  collaboration  with  Hew 
Associates  LLC.  The  results  of  those 
forces  are  putting  best  practices,  techn 
ogy  innovation  and  core  competenci 
to  work  on  GTE  shareholder  value. 

GTE  first  outsourced  the  admini- 
stration of  standard  employee  benef 
offerings  to  Hewitt  in  January  1992 
Six  years  later  Hewitt  is  considered 
GTE's  partner,  together  boosting  th 
telecommunications  services  firm's 
bottom  line  through  outsourcing  an 
human  resource  management. 

"If  you  have  a  satisfied,  informed' 
employee  base,  the  result  is  a  satisli 
and  loyal  customer,  and  that  is  wha 
this  game  is  all  about — to  attract  an 
retain  customers  for  GTE, "  says 
).  Randall  MacDonald,  executive  vi( 
president  of  HR  and  administratior. 
for  GTE 


velly  Technical 
Services"" 


free  you  to 
concentrate 
on  your  core 
business? 


we  manage. 


^  Kelly  Management 
Services" 


Kelly  Assisted 
L 


We  manage  mail  and  reprographic  centers,  transaction  processing 
:>erations,  distribution  centers,  administrative  departments,  and  customer 
service  operations.  Which  lets  you  manage  your  core  business.  For 
information,  call  l-SSS-GO-KELLY,  or  e-mail  us  at  kms@kellyservices.com. 


KEUy 


SERVICES 


'  3  Kelly  Services,  Inc.  All  rights  reserved  An  equal  opporlunity  employer 


Look  what  we  do  now.^^ 
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Over  the  years,  Hewitt  has  helped 
consolidate  a  mix  of  hundreds  of 
pension  and  benefit  plans  into  a 
comprehensive,  consistent  offering. 
"We  standardized  our  benefit  offerings 
and  eligibility  requirements,  and  the 
beauty  of  it  was  it  made  it  easy  for 
GTE  to  move  people  across  business 
units,"  says  Jerry  Giambalvo,  director 
of  employee  benefit  services  for  GTE. 

In  fact,  consistency  is  a  major  boon 
of  outsourcing  for  GTE.  "We  want  the 
employee  to  get  the  right  answer  the 
first  time,"  says  Tom  Hughey,  principal 
at  Hewitt  and  managing  consultant 
for  the  GTE  relationship.  The  benefits 
center  was  formed  with  that  in  mind. 
"We  wanted  to  have  the  right  number 
of  people  to  answer  phones,  and  the 
right  kind  of  computer  structure,  so 
we  could  be  assured  that  employees 
would  get  what  thev  need,"  he  adds 

I 


"If  you  have  a 
satisfied,  informed 
employee  base, 
the  result  is  a 
satisfied  and  loyal 
customer,  and 
that  is  what  this 
game  is  all  about." 

J.  Randall  MacDonald 
GTE 


Managing  employees  dtiring  times 
of  change,  and  with  consistency,  is 
also  a  concern.  "Hewitt  brings  a 
knowledge  base  of  GTE  and  other 
companies'  best  practices  to  apply 
to  (jur  company,"  says  MacDonald. 
"As  a  team,  we  are  consistently  raising 
the  bar,  so  that  as  we  acquire  and 
divest  companies'  we  handle  em- 
ployees in  a  way  that  is  responsive 
and  of  high  quality  " 

The  nature  of  human  resource 
management  has  also  changed  over 
the  course  of  the  relationship,  moving 
from  administrative  in  nature,  to  a 
proactive,  integral  part  of  business. 
In  outsourcing  the  administrative 
burden  to  Hewitt,  HR  at  GTE  can 
do  its  job  f)f  attracting  and  motivating 
the  workforce,  MacDonald  adds. 


The  results  of  the  partnership 
are  quite  remarkable.  They  include 
saving  time  and  money,  and  achiev- 
ing greater  satisfaction  for  GTE 
employees.  For  instance,  when  the 
outsourcing  started,  GTE  had  in 
excess  of  400  people  delivering 
benefits,  at  a  cost  of  $14  million. 
Says  MacDonald:  "Today  we  deliver 
those  benefits,  with  the  assistance  of 
Hewitt,  at  one-quarter  the  staff  and 
one-third  to  one-half  the  cost  that 
it  was  in  1992." 

But,  more  importantly,  customer 
satisfaction  is  up  MacDonald  says 
that  the  late  1980s  saw  erosion  of 
benefits  satisfaction  in  design  and 
administration.  In  today's  employee 
surveys,  benefits  satisfaction  is 
constantly  rated  the  highest 

Best  practices,  partnership,  trust 
and  technologies  are  the  ingredients 
that  make  up  the  GTE/Hewitt  rela- 
tionship But  the  sum  of  the  parts  is 
always  much  more  than  the  whole 
"In  totality,  we  enable  GTE  to  provide 
support  to  its  own  employees  in  a  way 
that  makes  them  feel  better  about  the 
job  they  are  doing,"  says  Hughey.  "As 
a  result,  GTE  employees  are  free  to 
concentrate  on  GTE  business." 

Moving  forward,  Hewitt  is  in  the 
process  of  expanding  the  technology 
of  GTE's  benefits  center  from  voice 
response  to  an  Internet-based,  self- 
service  application  The  Internet 
enrollment  site  will  give  employees 
more  flexibility,  self-sufficiency, 
greater  accuracy  and  expanded 
access  to  information.  "It  continues 
the  trend  in  HR  toward  less  admini- 
stration and  more  design  and 
motivation,"  says  MacDonald 


A  true  business  partnership 
emerges  through  turbulent,  rapid 
change.  This  is  the  theme  that 
powered  the  relationship  between 
Private  Healthcare  Systems  (PHCS) 
and  Wang  Global  Services. 

The  concern,  back  in  1997,  was 
how  tcj  deliver  desktop  support, 
LAN/server  administration,  and  help 
desk  support  at  PHCS  As  a  leading 
provider  of  managed  care  services, 
PHCS  was  managing  rapid  growth 


and,  at  the  same  time,  preparing  to 
implement  a  new  and  reengineered 
client/server-computing  environmeni 
explains  Donald  Hewey,  director  of 
support  services  at  PHCS  in  Walthai 
Massachusetts. 


"We  wanted 
to  focus  on  our 
business,  and  findl 
experts  to  help  us  I 
with  the  rest."  j 

,  Donald  Hewey*: 
■  PHCS 


"We  were  shooting  from  the  hip,' 
Hewey  says.  "We  couldn't  do  justice 
to  the  reengineering  of  our  systems, 
workflow  and  workplace  and  contin 
to  handle  desktop,  LAN/server 
administration  and  help  desk 
services — critical  components  in 
our  business  deliveiy  infrastructure. 
We  wanted  to  grow  these  support 
functions  in  a  way  we  weren't  staffec 
or  experienced  enough  to  do."  PHC 
wanted  to  devote  its  attention  to  its 
core  competency — maintaining, 
servicing  and  marketing  its  provider 
network  and  medical  management 
services.  "We  wanted  to  focus  on 
our  business,  and  find  experts  to 
help  us  with  the  rest,"  Hewey  adds. 

In  May  1997,  the  company  outsoun 
these  three  services  to  Wang  Global. 
At  the  same  time,  PHCS  began  imple 
mentation  of  their  own  reengineering 
initiatives.  Not  surprisingly,  there  wer 
some  bumps  in  the  road.  Working  fro 
the  principle  that  communication  and 
partnership  in  outsourcing  are  essenti 
the  companies  then  brought  in  two 
managers  to  develop  a  comprehensively 
working  relationship — Hewey  for  PH(| 
and  Susan  Salois,  program  manager  al|| 
Wang  Global,  who  is  on  site  at  PHC'| 

Salois  set  to  work  reorganizing  jf 
the  management  of  PHCS's  desktop 
support  program.  "We  do  a  lot  of 
work  measuring  the  services  and  i'./ 
Strengthening  the  partnership,"  says- 
Salois,  "and  a  'customer  first'  approal 
is  integral  to  all  we  do"  For  exampl  I 
the  two  companies  have  implement! 
a  weekly  report  card  to  measure  ho 
Wang  Global  is  doing  against  troubf* 


Wang  Global 
Supports  PHCS 
Through  Change 


I  ^  who  we  answer  to.  Whether  it's  in  a  school,  a  college,  a  hospital 
'  iiiporation,  providing  the  best  service  requires  understanding 
»  uistomers  want.  What's  made  us  the  leading  food  and  facilities 
gement  services  provider  in  North  America  is  our  ability  to  turn  this 
'Standing  into  innovative  approaches  for  serving  our  customers. 
I  That's  the  art  of  service.  And  no  matter  how  proficient  we  are 
■  S  in  this  art,  we  never  forget  who's  boss. 

^  v.sodexhomarriott.com 


Sodexho  Marriott 


SERVICES 


"Marriott"  is  a  registered  trarlemark  of  Marruill  Intrrn.iiion.il,  Inc  . 
used  pursuant  to  lie  ense.  "T'l  "^9^,  S(ift(>\h(  >  M.urmtt  '^t'^vu  es,  \nt 
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tickets  and  requests  from  PHCS.  'The 
response  statistics  have  been  in  the 
above-average  range, "  she  says 

Hewey  says  the  trouble-ticket  method 
has  vastly  improved  suppoil  services  and 
provides  a  concrete  foundation  for  com- 
munication and  partnership  between 
Wang  and  PHCS.  Now  there  are 
measurable  goals  for  problem  resolution. 
The  firms  have  agreed  to  resolve 
80  percent  of  problems  in  one  business 
day — in  eight  hours.  For  the  remaining 
20  percent,  there  needs  to  be  90  percent 
resolution  within  a  week  and  85  percent 
of  problems  resolved  on  the  first  visit. 

Given  the  trust  and  communication 
that  has  evolved  between  the  two  firms, 
Wang  Global  has  begun  moving  forward 
with  other  support  areas  for  PHCS. 
"First,  Wang  Global  took  a  physical  asset 
inventory  to  serve  as  a  basis  for  billing," 
Salois  explains.  As  a  result  of  those 
efforts,  PHCS's  physical  asset  inventory 
has  tightened  up — so  much  so  that 
Wang  Global's  role  has  been  expanded 
to  handle  PHCS's  software  licensing 
environment,  and  it  is  automating  the 
functions  of  software  distribution  m 
inventory  reporting. 

"We  consider  Wang  Global  a  true 
business  partner  in  a  cooperative 
relationship,"  says  Hewey.  "We  are 
managing  our  costs,  and  moving  forward 
with  synergies  in  the  relationship." 
By  developing  strategic  partnerships, 
PHCS  is  able  to  focus  on  its  strategic 
intent  of  being  the  nation's  preeminent 
health  care  network  management 
company,  while  moving  forward 
with  confidence  in  Wang  Global's 
superior  deliveiy  of  desktop  support, 
LAN/server  administraticjn  and  help  desk 
support  services 

Sodexho  Marriott 
Maintains  Trust  at 
Spring  Hill  College 

Outsourcing  [o  Sodexho  Marriott 
doesn't  just  secure  Spring  Hill  College 
excellent  food  and  a  well-groomed 
300-acre  golf  course.  The  169-year- 
old  institution,  with  a  history  of  a 
mom-and-pop  approach  to  manage- 
ment, gains  sophisticated  direction 
and  guidance  dealing  with  all  issues 
of  food  service,  building  maintenance, 
grounds  and  housekeeping. 

So  says  Father  Greg  Lucey, 
president  of  the  Mobile,  Alabama- 


based  Jesuit  school.  "We  have  a  high 
level  of  satisfacti,on  in  the  competence 
and  sophistication  that  Sodexho  Marriott 
brings  to  all  those  areas, "  he  says. 


"There  is  a  lot 
we  wouldn't  be 
able  to  do  on 
our  own,  because 
we  don't  have 
access  to  the 
same  experts 
and  professionals 
as  Sodexho." 

Tom  Hickey 
Spring  Hill  College 


The  partnership  between  the  two 
organizations  started  in  1979  with 
food  services.  "We  have  made  a  lot 
of  changes  with  food  over  the  years. 
Kept  up  with,  and  ahead  of,  trends  in 
the  marketplace,"  says  Alan  Kinkead, 
Sodexho  Marriott  dining  services 
director  at  Spring  Hill.  The  service 
provider  operates  resident  and  student 


dining,  retail  food  services  on  campi 
and  at  the  school's  golf  course,  and 
handles  catering  for  college-related 
events  on  and  off  campus 

After  a  while,  through  listening 
to  customers,  it  became  obvious  tha 
the  school  needed  to  upgrade  its 
operations  management,  says 
Kinkead.  With  the  level  of  trust  tha 
existed  between  the  two  organiza- 
tions, it  was  easy  to  look  to  Sodexb 
Marriott  for  more  services.  In  1996, 
Sodexho  Marriott  took  over  the 
responsibility  for  housekeeping  and 
ground  maintenance  for  the  campus 
and  the  golf  course.  "There  was  a  nc 
for  better  systems  and  communicati 
between  the  service  providers  and  t 
college  community, "  Kinkead  says. 

By  outsourcing  the  grounds 
care  and  housekeeping.  Spring  Hill 
gained  efhciency,  consistency,  techr 
logy  and  services,  says  Bill  Carter, 
Sodexho  Marriott  director  of  faciliti 
at  Spring  Hill.  A  big  plus  was  that 
Sodexho  Marriott  acquired  Spring 
Hill's  employees.  "We  took  over 
employee  benefits,  saving  the  schoc 
money  through  paying  insurance  an 
retirements,"  says  Carter. 

Outsourcing  to  Sodexho  Marriot 
also  cuts  down  on  the  amount  of 
reporting  the  college  has  to  do  for 
workers'  compensation,  says  Tom 


Alan  Kinkead,  Director,  Dinin^^  Scrvucs,  Snticxho  Marriott  (iLtt),  [  athcr  (.tc^  luccy,  ['resident,  Spring  Hi 
College,  Bill  Carter,  Director  of  Facilities,  Sodexho  Marriott 


When  Ace  Hardware  needed 
innovative  environmental 
solutions,  they  chose  a  name 
they  could  count  on: 


Tye. 


Tye  Thompson  specializes  in  trans- 
portation solutions  at  Ryder.  He  and  his 
team  are  helping  Ace  experiment  with 
natural  gas  to  power  their  fleet.  So  far, 
the  results  have  been  doubly  successful: 
lower  emissions  and  reduced  fuel  costs. 
Which  means  everyone,  even  the 
accountants,  can  breathe  easier. 

At  Ryder,  you'll  find  lots  of  people  like 
Tye — people  who  make  it  their  mission 
to  help  companies  like  Ace,  Quaker  State, 
and  Club  Car  become  more  efficient 
and  profitable. 

Want  to  know  more?  Visit  us  at 
www.ryder.com  or  call  1  800  RYDER  OK, 
ext.  602.  It's  time  you  got  to  know  us 
on  a  first-name  basis. 


er 


Tye  Thompson 

Director  of 
National  Accounts 


Ryder  Transportation 
Services 

1  800  RYDER  OK 
wwwrydercom 


R 
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Hickey,  vice  president  of  finance, 
administration  and  information 
tecHinoIogy  at  Spring  Hill.  Sodexho 
Marriott  conducted  an  extensive 
examination  to  eliminate  Spring  Hill's 
riskier  procedures. 

"There  is  a  lot  we  wouldn't  be  able 
to  do  on  our  own,  because  we  don't 
have  access  to  the  same  experts  and 
professionals  as  they  do,"  says  Hickey. 
This  includes  a  deferred  maintenance 
study  to  identify  potential  problems 
and  address  critical  life  safety  issues 
"They  really  have  their  finger  on  the 
pulse  of  our  needs,"  he  says. 

Overall,  the  entire  work  order 
system  works  better,  says  Father 
Lucey  "Things  used  to  keep  crashing 
all  the  time,  because  there  was  no 
way  to  keep  up  with  work  orders," 
he  says  Sodexho  Marriott  developed 
a  scheduling  program  that  divides 
grounds  maintenance  into  zones  and 
deals  with  buildmg  mamtenance 
through  computerized  work  orders. 
"It  has  shortened  our  work  order 
completion  from  one  week  to  two 
or  three  days,"  says  Father  Lucey. 

Efficiency  and  service,  sophisti- 
cated and  professional  management — 
this  is  what  outsourcing  to  Sodexho 
Marriott  has  achieved  for  Spring  Hill 
College.  But  don't  forget  about  the 
food  "It's  excellent  food,  especially  for 
a  college, "  says  Hickey. 

Ryder  Moves 
Henredon  Around 
the  Globe 

William  Harris  no  longer  has 
to  wake  up  at  2:00  a  m.  to  handle 
emergency  phone  calls  about  flat  tires. 
That's  because  Harris,  who  is  director 
of  transportation  for  Henredon 
Furniture,  now  outsources  all 
transportation  and  fleet  management 
to  Ryder  Transportation  Services. 

"That  is  just  one  less  headache," 
says  Harris  He  adds  that  Ryder  has 
taken  responsibility  for  a  lot  of  other 
potential  aches  and  pains  that  go 
along  with  moving  and  shipping  fine 
furniture  from  Charlotte,  North 
Carolina,  to  major  department  stores 
and  independent  furniture  retail  stores 
across  the  country 

The  firm,  a  subsidiary  of  Lifestyle 
Furnishings  International  Ltd,  produces 
high-end  dining,  bedroom  and  living 


room  furniture.  "Ryder's  reliability 
and  experience  frees  up  Henredon 
management  to  concentrate  on  the 
manufacturing  and  marketing  of 
furniture,  as  opposed  to  getting 
bogged  down  in  the  details  of 
maintaining  trucks,"  says  Harris. 

After  four  decades  of  fleet 
ownership,  Henredon  considered 
outsourcing  for  the  first  time  in  the 
late  1980s.  Ryder's  nationwide  service 
network  and  local  maintenance 
reputation  led  to  a  lease  of  14  tractors 
and  32  trailers  in  January  1989, 
according  to  Ryder  account  manager 
Bill  Speagle,  who  has  serviced  the 
account  since  day  one. 


"Ryder's  reliability 
and  experience  i 
frees  up  Henredon; 
management  to  j 
concentrate  on  | 
the  manufacturing] 
and  marketing  of  I 
furniture."  \ 

William  HarriJ 
Henredon  Furnitures 


"From  the  beginning,  Ryder  has 
handled  all  their  maintenance  needs 
by  operating  Henredon's  shop, 
including  preventive  maintenance, 
DOT/EPA  regulations,  vehicle 
substitution,  washing,  permitting, 
tires,  parts,  road  service,  tags  and 
tax  reporting,"  Speagle  says.  "In 
recent  years  we  added  an  on-site 
dispatching  center  that  handles 
route  coordination  throughout  all 
30  states  serviced  by  Henredon." 

Freedom  from  vehicle  maintenance 
is  a  huge  benefit  of  outsourcing, 
says  Harris.  Another  is  the  ability  to 
take  advantage  of  Ryder's  purchasing 
power.  "They  get  much  more  reason- 
able rates,  not  only  for  original 
vehicles  but  for  maintenance  items 
and  repair  parts,  than  we  ever  could," 
says  Harris. 

Not  to  mention  that  flat  tire,  again. 
"If  a  tire  blows  in  an  expensive  area  of, 
say,  California,  we  would  have  to  pay 
whatever  they  charge  But  Ryder 


takes  care  of  things  like  that  no 
matter  where  and  when  they  happel 
and  does  it  efficiently  and  cost- 
effectively,"  he  adds. 

The  partnership  between  the 
companies  is  working  out  for  the  loi 
term,  says  Harris.  First,  Henredon  h 
increased  the  size  of  the  fleet  to  25 
tractors  and  75  trailers.  Second,  Hai 
can  choose  to  rent  more  vehicles 
during  peak  periods  like  Thanksgivi 
and  Christmas,  on  an  as-needed  bas 

All  in  all,  outsourcing  to  Ryder 
helps  Henredon  meet  a  number  of 
crucial  business  and  transportation 
challenges,  says  Harris.  First,  furniti 
keeps  getting  bigger  and  heavier. 
Second,  back  hauling,  where  the 
return  trip  of  a  delivery  truck  is  use( 
to  move  furniture,  is  commonplace. 
Third,  the  growing  popularity  of 
Henredon  products  has  created  a 
more  complex  supply  chain. 

In  addition,  customers  who  are 
retail  dealers  are  demanding  shorter 
delivery  cycles.  "With  Ryder  we  car 
guarantee  delivery  to  our  retailers — 
that  is  an  important  Henredon 
strategy,"  Harris  adds.  "That's  why  t: 
fleet  has  to  be  well  maintained — to 
meet  the  commitment  to  our  dealer 
on  time  and  damage  free." 

Harris  is  confident  that  the  grow 
and  challenges  are  manageable  by 
relying  on  and  fortifying  one  of  the 
company's  greatest  assets — its  drive. 
"Out  of  22  drivers,  we  have  three  sti 
of  brothers,  as  well  as  two  sons  of 
former  Henredon  drivers,"  Harris  sz' 
'They  are  a  part  of  the  Henredon 
family,  and  Ryder  understands  how 
important  it  is  to  us  that  their  issuef- 
such  as  safety,  training,  maintenanc 
and  first-class  equipment — are  take 
care  of  quickly  and  thoroughly." 
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Most  executives  believe  business 


PROCESS  OUTSOURCING  HELPS 


BUILD  SHAREHOLDER  VALUE. 


Three  out  of  four  top  executives 


ASSOCIATE  BPO  WITH 


PricewaterhouseCoopers*. 


*Based  on  a  recent  study  on  BPO  conducted  by  Yankelovich  Partners  for  PricewaterhouseCoopers 
among  top  decision  makers  at  major  U.S.  corporations  (August  1998). 

To  make  sure  you  have  the  knowledge  you'll  need  to  take  full  advantage  of  BPO, 
call  us  for  your  copy  of  our  landmark  study. 

In  Canada  call  416-365-8869. 
In  the  United  Kingdom  call  44-171-939-1555. 
In  the  United  States  call  212-596-8787. 


PRICEWAfERHOUsEQOPERS 


www.pwcglobcil  .com 


©1998  PricewaterhouseCoopers  LLP-  PricewaterhouseCoopers  refers  to  the  U.S.  firm  of  PricewaterhouseCoopers  LLP  and  other  members  of  the  worldwide  PricewaterhouseCoopers  organization. 


The  sharing  of  inlormation  is  critical  to  your  company's  success  If  your  network  isn't  running  efficiently, 
it  rould  seriously  impact  your  bottom  line.  As  a  more  than  $3  billion  IT  services  provider,  Wang  Global 
is  dedicated  to  providing  timely  solutions  for  your  day  lo  day  operations,  allowing  you  the  freedom  to 
focus  on  lire  bigger  piclure  With  a  core  business  of  network  and  desktop  services  and  solutions,  we're 
experts  at  planning,  deployment,  management  and  maintenance  -  for  a  seamless,  predictable  IT  infra- 
structure. But  oui  biggest  distinction  is  the  ability  to  deliver  the  best  talent  and  technology  whenever  you 
need  it  so  you'll  never  be  lied  up  again  Visit  our  website  at  www  wang.com  or  call  us  at  1-800-639-9264 
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Let's  face  it:  The  earnings 
performance  of  Corporate 
srica  has  been  dreadful  since  late  1997,  and  the 
i|  ,ons  owe  as  much  to  homegrown  conditions  as  to  a 
i'  •  foreign  climate.  Even  though  the  U.  S.  economy 
i  V  a  solid  3.4%  during  the  past  year,  profits  fell  4%, 
j  irding  to  business  week's  third-quarter  tally  (page 
:  .  Now,  the  economy  is  set  to  slow,  perhaps  shar]3ly. 
you  really  believe  those  stock  analysts'  projections 
I  %-to-10%  earmngs  growth  for  1999? 

The  latest  reports  from  the 
labor  markets  on  October  job 
grovi^h  and  third-quarter  pro- 
ductivity offer  two  powerful 
reasons  to  be  wary  of  such 
rosy  profit  forecasts.  First,  job 
growth  is  slowing,  a  key  sign 
that  overall  economic  growth 
is  shifting  down  a  notch 
(chart).  That  means  less  top- 
fine  revenue  growth. 

Second,  margins  are  getting 
eezed.  Despite  good  productivity  gains,  the  pace  is 
I  ifficient  to  offset  the  acceleration  in  labor  costs — at 
1  me  when  many  companies  cannot  raise  prices.  These 
!  conditions  will  not  be  changing  for  the  better  any- 
'  B  soon.  Until  they  do,  profits  will  continue  to  suffer. 

DR  PROFITS  will  affect  the  overall  outlook  for 
9  in  a  number  of  ways.  Disappointing  earnings  could 
le  the  stock  market  again,  with  fallout  for  companies 

households.  Consider  that  the  Dow  Jones  industrial 
rage  rose  from  7500  in  late  1997  to  9300  in  July, 
ile  profits  went  nowhere.  Now,  even  though  third- 
irter  profits  decfined,  the  major  indexes  are  back 
hin  striking  distance  of  their  July  liighs. 
)ome  stock  market  analysts  believe  those  lofty  lev- 
are  justified  (page  50),  arguing  that  equity  prices 
iady  reflect  expectations  of  weaker  profits,  along 
h  an  earnings  rebound  in  1999.  However,  given 

pressures  from  slower  economic  growth,  weak 
cing,  and  higher  labor  costs,  those  expectations 
y  be  too  optimistic. 

)ne  sure  bet,  however,  is  that  sagging  profits  will 
it  capital  spending.  In  the  third  quarter,  the  gap  be- 
5en  corporations'  investment  outlays  and  their  in- 
nally  generated  funds,  mainly  cash  flow,  was  the 
lest  since  the  early  1980s.  Companies  had  been  able 
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to  bridge  that  gap  with  cheap  equity  financing  and 
credit.  Now,  financial  conditions  are  generally  tighter, 
leaving  no  alternative  to  shrinking  cash  flow. 

Most  important,  weak  earn- 
ings will  ultimately  dampen 
consumer  spending,  as  compa- 
nies cut  labor  costs.  To  see 
why,  look  at  the  reason  be- 
hind shrinking  profit  margins, 
illustrated  by  the  steep  drop 
in  the  ratio  of  prices  to  unit 
labor  costs  among  nonfarm 
businesses  (chart).  A  year  ago, 
prices  in  this  sector  were 
growing  2%  yearly,  with  unit 
labor  costs  rising  1.7%.  Now,  price  growth  has  slid  to 
only  0.6%,  while  the  pace  of  unit  costs  has  sped  up  to 
2.6%.  This  widening  gap  must  reverse  before  margin 
erosion  can  end. 

What  can  ease  this  tightening  vise  on  margins?  Ei- 
ther prices  have  to  grow  faster,  productivity  has  to  ac- 
celerate beyond  its  already  excellent  1.7%  pace  of  the 
past  year,  or  companies  will  have  to  rein  in  the  gi'owth 
of  wages  and  benefits.  You  can  strike  off  faster  prices 
and  productivity:  International  pressure  on  prices  will 
remain  heavy,  and  productivity  growth  typically  slows 
as  output  growth  slows.  That  leaves  cost-cutting — i.e., 
layoffs — as  the  most  Hkely  course. 

THE  OCTOBER  EMPLOYMENT  REPORT,  mistakenly 

released  a  day  early,  suggests  that  the  pruning  has 
already  started.  Payrolls  increased  a  less-than-expected 
116,000  last  month.  September  payroll  gains  were  re- 
vised higher,  to  157,000  from  69,000,  but  that  was  still 
below  the  original  expectation.  Since  July,  total  payroll 
gains  have  averaged  178,000  per  month,  down  from 
244,000  in  the  first  half. 

Until  recently,  this  slowdovm  in  job  growth  had  been 
confined  to  manufacturing,  which  continues  to  absorb 
the  br-unt  of  the  foreign-trade  impacts  stemming  from 
the  Asian  crisis.  Adjusted  for  the  strike  at  General 
Motors  Corp.,  factoiy  payrolls  have  declined  for  seven 
months  in  a  row,  and  the  October  drop  of  52,000  was 
the  largest  of  the  year.  As  a  result,  industrial  produc- 
tion is  sure  to  be  weak  again  in  the  fomlh  quarter,  af- 
ter posting  no  growth  in  the  third  quarter. 

But  in  recent  months,  the  payroll  slowdown  has 
broadened.  In  October,  the  breadth  of  job  gains  was  the 
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narrowest  in  nearly  three  years.  Even  among  private- 
sector  service  companies,  which  had  been  so  resihent, 
job  growth  has  cooled  a  bit.  So  far  in  the  second  half, 
job  gains  in  nongovernment  services  have  averaged 
only  170,000  per  month,  down  ft'om  203,000  per  month 
in  the  first  half.  Excluding  strike  activity,  that's  the 
slowest  four-month  pace  in  2^  years. 

BUSINESSES  ARE  LIKELY  to  keep  hiring  on  a  leash 
as  long  as  cost  pressures  keep  building.  The  Labor 
Dept.  reported  that  productivity,  measured  as  output 
per  houi'  worked,  rose  at  a  healthy  2.3%  annual  rate  in 
the  third  quartei",  hfted  by  the  economy's  surprisingly 
strong  3.3%  grovrth  in  gi'oss  domestic  product.  At  the 
same  time,  though,  compensation  increased  at  a  4% 
clip,  causing  unit  labor  costs  to  rise  by  1.7%. 

Looking  at  the  yearly  trend  tlirough  the  third  quar- 
ter, the  growth  in  unit  labor  costs,  now  at  2.6%,  has 
picked  up.  That's  primarily  because  compensation  has 
accelerated  steadily,  to  4.4%,  and  productivity's  four- 
quaiter  pace  has  fallen  back  to  1.7%,  after  briefly  rising 
above  2%  eariier  this  year.  Histoiy  shows  that  pro- 
ductivity cycles  up  and  down  with  output  growth.  So, 
as  the  economic  slowdown  develops,  businesses  will 
have  few  weapons  other  than  workforce  reductions  in 
their  battle  to  beef  up  their  bottom  Hnes. 

Wage  gTov^rth  does  appear  to  have  stopped  acceler- 
ating, but  labor  markets  will  have  to  loosen  substan- 


9S  SERVICE-SECTOR  Pi 
STARTING  TO  SLOW? 

5  


tiaDy  before  wages  slow  to  the  point  where  margins 
start  to  recover.  Average  hourly  earnings  of  product 
workers  bai'ely  rose  in  October,  and  the  yeai'ly  pace 
slowed  not  only  in  manufacturing  but  among  serv 
producing  industries  (chart).  Still,  pay  is  growing 
close  to  4%,  and  adjusting  for  inflation,  real  wages 
out  of  line  with  productivity  growth. 

A  slowing  in  service-sector 
pay  is  the  key,  since  service 
businesses  employ  80%  of  all 
workers.  And  in  recent 
months,  pay  gains  in  services 
have  eased  back  a  bit,  as  the 
unemployment  rate  has  ticked 
up.  Joblessness,  which  held 
steady  at  4.6%  in  October,  has 
gi'adually  drifted  up  from  its 
28-year  low  of  4.3%  in  April. 
And  given  the  recent  spate  of 
layoff  announcements,  as  companies  ti-y  to  slash  co 
the  rate  is  sure  to  edge  higher  in  the  months  ahea 

However,  the  return  to  healthier  profits  will  be 
uphill  battle  for  many  corporations.  Back  when  la 
was  cheap,  plentiful,  and  docile,  posting  double-d 
earnings  gains  year  after  year  was  easy,  even  i 
low-inflation  climate.  Now,  the  continued  lack  of  pri< 
power  amid  tight  labor  mai'kets  has  Corporate  Am 
ca  in  a  box — and  it  may  take  a  long  time  to  get  ov 
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LOCAL  RATE  CUTS  WILL  YIELD  GLOBAL  BENEFITS 

Since  Sept.  29,  when  the  U.  S.       those  of  other  euro-zone  banks.  cial  and  banking  systems.  But 
Federal  Reserve  launched  its         The  lack  of  inflation  worries  steadier  financial  flows  will  allow 
fii'st  of  two  interest-rate  cuts,          gives  central  banks  the  room  to  the  central  banks  in  those  coun- 
monetary  policy  around  the  world    cut.  And  cheaper  borrowing  costs  tries  to  cut  their  own  sky-high  i; 
has  taken  a  decidedly  easier            will  help  the  global  outlook  be-  terest  rates.  Ah'eady,  Colombia 
stance  (table).  Even  countries  that    cause  lower  rates  should  lift  over-  has  cut  reserve  requirements  to 
have  not  cut  rates                                         all  economic  gi'owth  ft'ee  up  cash  for  Christmas  gift- 
should  benefit.                   WHO'S  TRIMMING         and  lessen  pressure  giving.  And  Malaysia  has  trimmd 
The  cuts  are  not              INTEREST  RATES         q^i  some  emerging  na-  rates  to  encourage  bank  lending, 
part  of  a  coordinated                poiicmiE  since  9/29""    tions  to  devalue  their        Speaking  in  Philadelphia  on 
global  strategy.  Ger-       UNITED     5.00%   -0.50%    cuirencies.  In  addi-  Nov.  6,  Inteniational  Monetary 

many's  Bundesbank  re-    tion,  with  yields  in  Fund  Managing  Director  Michel 

mains  on  the  sidelines     CANADA    5.50  -0.50      the  industrial  nations  Camdessus  said  that  the  recent 

as  Europe  prepares  for   BRITAIN    6.75  -0-7^_    falling,  investoi's  seek-  rate  cuts  help  to  reduce  the  risk 

the  launch  of  the  euro.    '"ELAND    3.69 — -2.50      jj^g  higher  returns  of  a  global  recession,  adding  tha 

And  the  central  banks     ^l^^^'^''*'- 3-75 — rP!?5      ^^j^y  center  emerging  these  "policy  steps  have  improve 

that  have  moved  did  ^'^^ — ~9-2^.     markets  sooner  than  prospects  for  sustaining  gi-owth. 

so  for  disparate  rea-       THAILAND  6.88 — -1,00         rates  had  held  The  IMF  is  forecasting  world  out 

™       TT   n  ..  DAIA  BLOOMBERG  FINANCIAt  MARKETS,  BW  .lA-n  !•  nr/T/    -      ?rvr>n  a. 

sons.  The  U.  S.  wants  steady.  An  mflux  of  put  to  gi-ow  2.5%  m  1999,  after  ; 

to  calm  the  financial  markets.  foreign  ftmds  will  help  to  stabilize  2%>  gain  this  year.  One  reason  fc 

Britain  is  tiying  to  stave  off  re-       the  currencies  and  markets  of  the  small  pickup  is  that  the  IMF 

cession.  Policymakers  in  Ireland,      Asia  and  Latin  America.  sees  some  hints  that  Asia  is  fina 

Portugal,  and  Spain  are  easing  in        Clearly,  many  emerging  nations  ly  bottoming  out.  Lower  rates 

order  to  converge  their  )'ates  with    still  need  to  overhaul  their  finan-  simply  help  Asia's  prospects. 
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What's  Your  Priority?" 


bCc  price  comparisons  based  on  Priority  Maii  up  to  2  ibs.  vs.  2-lb.  published  rates  for  FedEx**  2Day  from  $7.50  to  $10,50  and  UPS 
Jay  Air*  from  $7.25  to  $10  75.  International  price  comparisons  based  on  fiat-rate  envelopes  for  33  countries  serviced  by  Global  Priority 
iexcluding  Canada  &  Mexico)  Global  Pnority  Mail  up  to  4  Ibs.  $6  95  and  $8  95  (Pacific  Rim  &  South  America)  vs  FedEx  International 
ty*  up  to  8  oz.  from  $25.50  to  $65  and  UPS  Worldwide  Express  (letter)  from  $27.50  to  $40.75.  ©  1998  U.S.  Postal  Service 


Whether  you're  shipping 
domestically  or  internationally, 
switching  to  Priority  Mairand 
Global  Priority  Mat  can  save 
you  up  to  70%  over  FedEx 
and  UPS.  For  more  information, 
call  1-800-THE-USP5. 
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The  rally  this  time 
includes  plenty 
of  smaller  stocks. 
And  it's  real 


T 


I  he  bull  is  back.  Just  weeks  ago, 
when  despaii"  was  great  and  feai* 
reigTied  supreme,  the  beaten-up 
stock  market  took  off  like  a 
rocket,  confounding  the  pun- 
dits— who  are  still  scratching  their 
heads.  The  Dow  .Jones  industrial  aver- 
age has  advanced  more  than  1,000 
points  in  a  month,  and  the  awesome 
gains  in  small-cap  and  mid-cap  stocks 
have  left  many  investors  breathless.  "Is 
this  market  for  real?"  asked  Anthony 
Pearce-Batten,  the  moderator  who 
kicked  off  the  Legg  Mason  Value  con- 
ference for  institutional  investors  on 
Nov.  10.  "Or  is  this  one  of  the  biggest 
sucker  ralHes  of  all  time?" 

It's  for  real,  all  right.  Although  some 
economists  feai"  that  global  financial  tui*- 
moil  could  touch  off  a  U.  S.  recession 
in  1999,  several  recent  events  and  eco- 
nomic statistics  paint  a  rosier  pictm'e: 
Third-quarter  gi'owth  in  the  gi'oss  do- 
mestic product  was  higher  than  expect- 
ed, world  leaders  are  proposing  solu- 
tions to  the  global  economic  turmoil, 
inflation  remains  at  bay  in  the  U.  S., 
and  the  midtenn  congi'essional  elections 
suggest  that  moderation  may  be  in 
vogue  in  Washington — and  a  dismptive 
impeachment  cnisade  may  be  passe. 
STAYING  POWER.  Ti^ue,  corporate  earn- 
ings were  dowTi  4%  in  the  third  quar- 
ter (page  172),  but  that  was  less  than 
some  investors  feared — and  many  ex- 
pect a  pickup  in  1999.  "We've  come 
pretty  far  pretty  quickly,"  says  James 
R.  Margard,  co-manager  of  Rainier 
Core  Equity  Fund.  "But  the  market 
seems  to  be  broadening  out 
to  the  secondary  stocks, 
which  is  important,  and 
there  still  seems  to  be  a  lot 
of  demand." 

That  breadth  is  what  dis- 
tinguishes this  autumn  rally 
from  the  '  ne  last  spiing  and 
early  summer.  And  that's 
what  may  give  this  rally 
more  stayii  e  power.  Back 
then,  the  mar/et  rose  higher 
and  higher  on  the  backs  of 
fewer  and  fewer  big  multi- 
nationals— the  "New  Nift^r 
50."  At  the  mai'ket's  peak  in 
July,  the  Standard  &  Poor's 
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>ince  the  October  low,  the  S&P 
But  nearly  60%  of  the  stocks  In  the  Index  have  done 
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1500  Supercomposite,  a  broad  mix  of 
large-,  mid-,  and  small-cap  stocks,  was 
up  20.7%,  while  the  New  Nifty  50,  as 
measui-ed  by  the  Morgan  Stanley  Multi- 
national Company  Index,  gained  24.1%. 

Now,  the  tables  are  turning.  Brian 
F.  Rausher,  a  U.  S.  investment  strategist 
at  Morgan  Stanley  Dean  Witter,  says 
that  ft'om  the  market  low  on  Oct.  8  to 
Nov.  9,  the  New  Nifty  50  index  gained 
16.4%,  but  the  s&P  i.50O  climbed  18.8%-.  If 
you  measure  the  performance  of  each 
stock  equally  instead  of  by  market  cap- 
italization, the  average  Supercomposite 
stock  trounces  the  average  Nifty  50  by 
27.7%  to  15%.  That's  not  all:  'Of  the 

I,  500  stocks,  876  have  outperfonned  the 
index,  and  the  smallest  10%  of  the  1,500 
stocks — those  with  market  caps  of  $114 
million  or  less — ai-e  up  a  dazzling  38.6%. 
"This  is  a  big  change  from  what  we 
saw  earher  in  the  year,"  says  Rausher. 

One  thing  is  unchanged,  however:  the 

market's  obsession   

with  Internet  stocks 
(page  52).  On  Nov. 

II,  Yahoo!  Inc.  closed 
at  165,  up  more  than 
60  points  in  a  month. 
eBay  Inc.,  a  Net- 
based  auction  ser- 
vice, zoomed  up  by 
more  than  100  in  the 
same  period,  includ- 
ing a  27-point  jump  on  Nov.  10  alone. 
CALM  YEAREND.  With  such  enormous 
gains  in  a  brief  period,  the  stock  mai'ket 
could  take  a  breathei".  But  the  calendar 
should  work  in  its  favor.  Most  equity 
mutual  funds  have  closed  the  books  on 
profits  and  losses  for  the  fiscal  yeai;  and 
they're  more  likely  to  be  buyers  than 
sellers  now.  And  with  higher  prices, 
many  stocks  that  individuals  might  have 
eaiTnarked  for  yearend  tax-loss  seUing 
may  stay  put.  The  same  goes  for  the 
hedge  fimds.  In  early  October,  hedge- 
fund  watchers  feared  that  a  wave  of 
redemptions  in  December  would  put 
downward  pressure  on  the  market.  But 
with  the  recent  uptm-n,  many  investors 
who  had  planned  to  cash  out  may  well 
leave  their  money  on  the  table. 

Democratic  victories  in  the  Nov.  3 
elections  should  also  benefit  stocks.  The 
Republicans'  losses  in  the  House  and 
their  failure  to  gain  in  the  Senate  means 
"there's  much  less  likelihood  of  a  de- 
stabilizing political  crisis,"  says  Greg 
Valliere,  managing  director  of  the 
Schwab  Washington  Research  Group. 
"The  stock  mai'ket  would  not  appreciate 
impeachment  in  the  House  and  a  trial 
on  the  floor  of  the  Senate."  The  new 
house  leadership  (page  54)  may  also 
help.  Speaker-apparent  Robert  Liv- 


Part  of  the  bounce 
may  result  from 
impeachment 
looking  less  likely 


ingston  "will  be  more  disciplined  on  the 
budget,  getting  spending  bills  done  ear- 
ly instead  of  loishing  to  complete  them 
in  October,"  says  Charles  A.  Gabriel  Jr., 
Washington  analyst  at  Pi-udential  Secu- 
rities Inc.  "Investors  will  see  budget 
reform  as  positive." 

BUOYANT.  But  a  fimdamental  issue  for 
equity  investors  is  that  many  invest- 
ment gm"us  say  the  likelihood  of  reces- 
sion— much  feared  a  month  ago — seems 
to  fade  a  little  more  with  every  eco- 
nomic statistic.  The  suiprisingly  strong 
third-quarter  rise  in  CDP — up  3.3% — 
buoyed  investors,  even  though  econom- 
ic gi-owth  slowed  as  the  quarter  pro- 
gressed. And  on  Nov.  10,  the  Labor 
Dept.  came  up  with  another  upside  sur- 
prise: U.  S.  worker  productivity  accel- 
erated in  the  third  quarter,  posting  a 
2.3%  gain.  Higher  productivity  is  critical 
in  keeping  inflation  in  check. 

Equity  investors  could  get  tripped 

  up  in  the  short  ran. 

For  starters,  a 
chunk  of  the  mar- 
ket's October-No- 
vember gains  could 
be  wiped  out  if  the 
Federal  Reserve 
fails  to  follow  up  its 
September  and  Oc- 
tober rate  cuts  when 
the  board  meets  on 
Nov.  17.  Some  tliink  the  recent  strength 
in  the  economy  might  prompt  the  Fed 
to  do  just  that.  "It  would  be  a  cata- 
strophe," says  William  H.  Miller  III, 
president  of  Legg  Mason  Fund  Adviser 
Inc.  Such  a  move  would  not  only  rile 
the  U.  S.  equity  market  but  might  also 
upset  the  fragile  emerging  markets, 
some  of  which  are  finally  starting  to 
climb  out  of  then-  financial  morass.  Bri- 
an S.  Posner,  who  nms  Warbiu'g  Pincus 
Growth  &  Income  Fund,  doubts  the  Fed 
will  disappoint  investors.  Says  Posner: 
"The  Fed's  rate  cuts  were  a  response  to 
illiquidity  in  the  markets,  not  to  stave 
off  recession." 

Still,  how  much  farther  can  this  rally 
ran?  Big-caps,  in  particular,  may  be  con- 
strained by  valuation  problems.  Edwai'd 
E.  Yai'deni,  cliief  economist  at  Deutsche 
Bank  Securities,  says  stocks  have  gone 
from  16%  undervalued  in  relation  to 
bonds  on  Oct.  9  (the  s&P  at  984.4,  and 
the  10-year  Treasury-bond  yield  at 
4.78%)  to  4.7%  overvalued  oii  Nov.  6 
(the  s&P  at  1141,  bond  yield  at  4.94%). 
A  better  earnings  outlook  could  fix 
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that.  Although  ]3rofits  were  down  in  the 
third  quarter,  they  weren't  so  bad  con- 
sidering the  global  financial  shock,  the 
im])act  of  the  General  Motors  Corp. 
strike,  and  deflationary  pressures  on 
piicing.  And  market  leaders  such  as  IBM 
and  Intel  have  reported  I'esults  that  ex- 
ceeded investor  expectations. 

Stock  investors  typically  look  6  to 
12  months  ahead,  and  by  that  point, 
profits  may  well  have  improved.  If 
productivity  inci'eases  at  the  current 
rate,  companies  will  be  able  to  absorb 
higher  labor  costs  better.  Some  Asian 
economies  are  bottoming,  too,  and  may 
even  help  exports  revive.  Finally,  this 
year's  weaker  profits  will  make  year- 


over-year  comparisons  in  1999  look 
good.  Indeed,  some  tliink  foiulh  quarter 
earnings  will  even  show  a  gain  over 
1997's  weak  final  quarter. 

No  question  about  it:  Equities  are 
no  longer  the  screaming  buy  they  were 
just  a  month  ago.  "Now,  it's  a  stock 
picker's  market,"  says  Margai'd.  Among 
the  stocks  he  says  are  well  off  their 
lows  but  still  attractive  are  tiremaker 
B.  F.  Goodiich;  Suiza  Foods,  which  sells 
dairy  products;  and  U.  S.  Filter,  a  mak- 
er of  water-treatment  systems.  Miller 
and  Posner  are  fans  of  wpp  Group  PLC, 
the  British  ad  agency  that  owns  Ogilvy 
&  Mather  and  J.  Walter  Thompson  Co. 

There's  still  the  nagging  problem  of 


long-term  rates,  which  have  climl: 
along  with  stock  prices.  High  long-te| 
rates  can  limit  companies'  ability  to 
nance  new  capital  investment.  I 
Arnold  C.  Schneider  III  of  Schnei<' 
Capital  Management  says  he  can  1; 
with  it.  With  most  central  bankers  c: 
ting  short-term  rates,  it's  natural 
bond  rates  to  rise.  The  cuts, 
Schneider,  amount  to  "a  pro-gro\ 
policy,  and  it's  good  for  stocks.' 
danger  would  come  if  rates  spiked  j 
ward  from  these  levels — but  he  does! 
think  that's  about  to  happen.  "Not  vsj 
inflation  this  low."  For  now,  let  the  i 
continue. 

By  Jejfreij  M.  Laderman  in  New  i 


WHY  THEY'RE  NUTS  ABOUT  THE  NET 


+72% 


You  can't  blame  investors  in 
Internet  stocks  for  whooping  it 
up.  Once  again,  the  euphoria 
over  such  Net  darlings  as 
Amazon.com,  Yahoo!,  and  Excite  is 
getting  downright  surreal.  In  the 
first  10  days  of 
November,  Internet 
stocks  shot  up 
11.6%,  according  to 
the  Goldman  Sachs 
Internet  stock 
index.  That's  more 
than  double  the 
4.5%  increase  of  the 
technology  sector 
in  general  and  sev- 
en times  the  performance  of  the 
Standard  &  Poor's  500-stock  index 
over  the  same  period,  which  is  up 
1.5%. 

Wliat  gives?  Can  Web  auctioneer 
eBay  Inc.,  with  .$12.9  million  in  thiixl 
quarter  revenue,  really  be  worth 
nearly  $5  billion — about  773  times 
expected  1999  earnings?  And  Yahoo! 
Inc.,  trading  at  270  times  forecast 
earnings — is  it  really  worth  three 
times  the  New  York 
Times  Co.? 

Bullish  analysts 
certainly  think  so. 
They  cite  new  stud- 
ies that  point  to  a 
huge  rise  in  online 
business.  .Jupiter 
Communications,  for 
example,  predicted 
on  Nov.  2  that  con- 
sumers would  spend 
$2.3  billion  online 
during  the  holidays. 


up  ft'om  $1.1  bilhon  last  year.  Anoth- 
er report,  by  Dell  Computer  Corp. 
and  pollster  Louis  Hairis  &  Associ- 
ates Inc.,  says  43%  of  the  Americans 
who  use  computers  will  be  sui-fing 
the  Web  for  Chiistmas  gifts.  Only 
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10%  of  such  users  did  so  last  year. 
"[The  gi'owth]  is  not  only  veiy  real, 
it's  also  much  bigger  than  people  re- 
alize," says  David  K.  Pecaut,  senior 
vice-president  at  Boston  Consulting 
Group  Inc.  in  charge  of  the  finn's 
electronic-commerce  practice. 
JUICY  DEALS.  The  holiday  optimism 
comes  on  top  of  other  rosy  forecasts 
for  the  Internet  sector.  On  Nov.  5, 
Forrester  Research  Inc.  predicted 
global  E-commerce 
revenue  would  reach 
.$3.2  tiillion  by  2003, 
a  figure  that  ac- 
counts for  almost  5% 
of  all  global  sales. 

Then  there  ar-e 
the  deals.  On  Nov. 
11,  Excite  Inc.  an- 
nounced a  multiyear 
pact  with  Banc  One 
Corp.  that  could  be 
worth  more  than 
$125  million.  The  na- 


tion's fifth-largest  bank  is  paying  the 
Web  portal  for  the  exclusive  right  to 
market  its  financial  products  and  ser 
vices  to  Excite's  17  milhon  monthly 
users.  Online  music  seller  K-Tel  In- 
ternational Inc.  saw  its  shares  nearh 
triple  on  news  of , 
deal  with  Micro- 
soft Corp. 

Some  analysts 
do  have  misgiving 
about  these  valua 
tions.  Mitchell 
Bartlett  of  Dain 
Rauscher  Wessels 
in  Minneapolis  hai 
"hold"  ratings  on 
eBay  and  Amazon  now.  "Overall,  I 
don't  get  it,"  says  Bartlett.  "These 
are  fabulous  companies.  But  at  100 
times  sales,  it's  hard  to  see  any  up- 
side." Warns  Paul  Cook,  co-manager 
of  the  Munder  Net/Net  Fund:  "Som 
of  these  companies  are  really  going 
to  get  banged  up." 

Don't  tell  that  to  the  daredevil  in 
dividual  investors  who  are  stining 
up  the  market  for  Net  shares,  daily 
trading  in  and  out  of  issues  at  a 
feverish  rate.  Some  14.5%  of  the 
publicly  traded  shares  in  Yahoo! 
change  hands  daily,  compared  with 
less  than  1%  for  Microsoft,  General 
Electric,  or  Merck.  That  means  load 
of  profit  while  the  good  times  roll. 
But  should  the  bubble  burst,  these 
investors  are  likely  to  inin  for  cover 
even  faster  than  they  ran  to  buy  th 
stocks. 

By  Linda  Himelstein,  with  Robet 
D.  Hof  in  San  Mateo,  Calif.,  and 
with  Geoffrey  Smith  in  Boston 
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IT  YOU  A  NICKEL 
MERE'S  A  RATE  CUT 

spite  healthier  data,  enough  threats  to  growth  remain 


),  I  Bhich  way  is  the  wind  blowing  at 
if M  the  Federal  Resei-ve?  The  stonny 
i'W  economic  forecast  that  prompted 
j  k-to-back  cuts  in  September  and  Oc- 
i  iY  seems  to  have  bi'ightened.  Third- 
I  rter  gi'oss  domestic  product,  expect- 
I  ;o  gi'ow  only  slowly,  sui'ged  by  3.3%. 
j  sumer  spending  gi'ew  at  a  solid  3.9% 
I  '.  Productivity  was  up  2.3%.  Even 
•  leral  Reserve  Chairman  Alan 
!  enspan  seemed  to  lighten  up — noting 
^ov.  5  that  he  saw  "significant  signs" 
some  abnormally  large  spreads  in 


at  the  Nov.  17  or  Dec.  22  meetings  of 
the  Federal  Open  Market  Committee 
(FOMC),  the  inflation  hawks  among  the 
Fed's  regional  bank  presidents  are  ex- 
pected to  go  along  so  that  the  economy 
can  have  a  soft  landing  in  1999.  "They 
have  room  to  move,  and  a  small  cut  is 
cheap  insurance,"  says  Mark  M.  Zandi, 
chief  economist  of  Regional  Financial 
Associates  Inc.  in  West  Chester,  Pa. 

Wliy  do  Fed  governors  fret  that  the 
economy,  wliich  is  showing  suii^rising  re- 
silience now,  could  succumb  next  year? 


trouble  abound:  Retail  pnces  are  falling 
in  France  and  Germany,  raising  fears 
of  deflation  that  would  keep  Europe 
from  pulling  its  own  weight  in  the  glob- 
al I'ecovery.  Asia  remains  mired  in  re- 
cession, and  Japan's  sputteiing  efforts  to 
stimulate  its  economy  offer  little  help. 
"The  world  may  have  stabilized  some, 
but  it  still  doesn't  look  good,  and  may 
not  for  a  couple  of  years,"  says  Rivlin. 
VULNERABLE.  Finally,  schizoid  U.S.  fi- 
nancial markets  have  put  the  central 
bankers  on  heightened  alert.  Fed  offi- 
cials wam  that  spreads  in  credit  mar- 
kets are  still  too  wide.  They  also  won-y 
that  the  recent  resurgence  in  the  stock 
market  has  carried  share  prices  back 
into  the  ovei-valued  range,  making  the 
market  vulnerable  to  shocks  such  as 
more  bad  news  in  emerging  economies. 

To  be  sure,  not  all  central  bankers 
buy  into  the  gloomy  outlook.  A  top  offi- 
cial at  a  regional  Fed  bank  dismisses 
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THE  NOV.  17  SESSION 
AT  THE  FOMC  PROMBES 
A  LIVELY  DEBATEJP 


1  and  debt  rates  were  narrov\ing. 
till,  don't  vnite  off  the  likelOiood  that 
Fed  will  cut  rates  by  an  additional 
ter  point — biinging  the  federal  fimds 
dovm  to  4.75%' — before  the  end  of 
yeai\  Despite  the  healthy  economic 
and  revived  stock  indexes.  Fed  offi- 
continue  to  wony  that  slowing  U.  S. 
iries,  continuing  distress  overseas, 
unsettled  credit  mai-kets  pose  thi-eats 
ext  year's  economy.  Those  factors, 
■  contend,  outweigh  the  risk  of  over- 
lulation.  "With  the  economy  slowing, 
n't  tliink  veiy  many  people  ai'e  wor- 
about  inflation  at  the  moment,"  says 
Vice-Chan-  Alice  M.  Rivlin. 
P,  if  Greenspan  asks  for  another  cut 


They  point  out  that  the  third-quarter 
GDP  figiu-e  included  a  shaip  $57.2  billion 
buildup  in  inventories  that  will  depress 
future  production.  During  the  cjuarter, 
earnings  were  down  4%-  over  last  yeai- 
(see  page  172).  And  while  the  4.6%  job- 
less rate  is  still  near  a  30-yeai'  low,  con- 
sumer confidence  is  slipping  as  layoff  an- 
nouncements rise  and  job  creation  falls. 

While  the  Fed  is  obliged  to  consider 
the  U.  S.  economy  first,  Greenspan  is 
also  keeping  an  uneasy  eye  on  the  glob- 
al economy.  Brazil's  currency  has 
stopped  plummeting  while  the  nation 
works  on  economic  reforms.  That,  notes 
one  Fed  governor,  has  instilled  an  "in- 
teresting sense  of  calm."  But  signs  of 
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slowdown  warnings  as  "more  evidence 
of  the  marvelous  self-coirecting  econo- 
my" that  doesn't  require  a  Fed  boost. 
And  monetarists,  like  Cleveland  Fed 
President  Jeny  L.  Jordan  and  St.  Louis 
Fed  President  William  Poole,  are 
alarmed  that  the  money  supply's  rapid 
gi'ov^h  vdll  fuel  infiation.  So,  the  Nov. 
17  FOMC  session  promises  to  be  lively. 

In  the  end,  however,  Greenspan  is 
going  to  get  what  he  wants.  And  given 
the  current  reading  of  the  economy  by 
Fed  officials,  the  preemptive-strike 
strategy  that  Greenspan  has  perfected 
since  1994  seems  to  call  for  action  soon- 
er rather  than  later. 

By  Mike  McNamee  in  Waslmigton 
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POLITICS 


TAKING 
CARE  OF 
BUSINESS? 

Maybe,  but  industry  isn't 
counting  on  a  centrist  GOP 


In  the  wake  of  their  drubbing  at  the 
polls  on  Nov.  3,  Republicans  are 
promising  to  mute  the  caustic  parti- 
sanship that  has  defined  the  gop 
since  it  seized  control  of  Capitol  Hill  in 
1994.  Suddenly,  Representative  Robert 
L.  Livingston  (R-La.),  the  all-but-cer- 
tain new  House  Speaker,  is  vowing  to 
heal  rifts  between  the  gop's  centrists 
and  archconservatives — and  promising 
new  overtures  to  Democrats,  too. 

By  pledging  to  rule  the  boisterous 
House  as  a  praginatist,  Livingston  has 
cheered  business  leaders  frustrated  by 
yeai-s  of  giidlock.  "I'm  hopeful  there  will 
be  less  polarity,"  says  Harold  W.  "Bud" 
Ingalls,  CEO  of  Atlanta-based  chemical 
company  LaRoche  Industries  Inc.  And 
business  bills  may  fare  better  if  Liv- 
ingston can,  as  he  promises,  prevent  so- 
cial consei-vatives  from  jamming  the  sys- 
tem with  debates  over 
controversial  ridei-s.  on  bills. 
That's  what  kept  Congress 
fi'om  voting  on  bankinptcy 
refoiTTi  this  year. 

Still,  Corporate  America 
isn't  banking  too  heavily 
un  GOP  centrism.  Execu- 
tives still  expect  many 


top  priorities — fixing  Social  Secuinty,  pre- 
venting liigh-cost  health  mandates,  and 
Presidential  fast-track  trade  authority — 
to  face  tough  sledding.  "We  have  a  50% 
chance  to  get  two  out  of  thi'ee  of  our 
priorities,"  says  Tenneco  ceo  Dana  Mead, 
chaii"  of  the  Business  Roundtable.  Likely 
winnei's:  health  care  and  trade. 
LEFT  JAB?  Why  not  more?  Foi'  starters. 
Republicans  have  only  a  six-seat  edge  in 
the  House.  Tliat  means  Livingston  could 
be  held  hostage  by  a  small  group  of 
diehard  conservatives  that  has  made 
the  House  gop  caucus  often  seem  more 
like  a  passel  of  feuding  clans  than  a  co- 
hesive unit.  Many  on  the  OOP's  extreme 


right  still  believe  it's  more  import 
to  take  strong  ideological  stands  tlun 
pass  legislation.  "I'd  rather  tiy  and  I 
than  not  tiy,"  says  Representative  1 
Coburn  (R-Okla.).  That  doesn't  h 
well  for  centrism.  "I'm  not  sure  the  ' 
publican  Party  is  prepared  to  ci 
enough  to  the  center,"  worries  Micl 
H.  Bernstein,  ceo  of  Atlanta-based  t: 
tile  maker  Crown  Crafts  Inc. 

BipaitisansMp  may  also  be  elusive 
means  a  hostile  «jp  majority  has  to  i 
nice  with  a  Pi-esident  it  has  tried  to  i 
out  of  office.  The  Democratic  left  ci  i 
also  become  more  vocal  because  of 
strong  election  shovdng  attributci 


NEWT,  WE'RE  GONNA  MISS  YOU' 


Iewt  Gingrich's  resigna- 
tion as  Speaker  of  the 
House  is  gi'eat  news 
for  Democrats,  right?  Maybe 
not.  Sure,  it's  a  rehef  to  see  their 
nemesis  shuffle  off  stage  right.  But 
he  leaves  a  void:  The  scowling  sym- 
bol of  radical  Repubhcanism,  Newt 
has  been  a  magnet  for  Democratic 
support.  A  mere  picture  of  the 


Speaker's  mug  on  a  direct-mail  piece 
could  biing  in  a  gusher  of  contribu- 
tions. The  specter  of  Gingiich  backed 
by  a  larger  gop  caucus  also  pi'oved 
massively  useful  in  getting  out  the 
Democratic  vote.  Without  Newt,  says 
Claiboume  Darden,  an  independent 
pollster,  "there's  no  obvious  whipping 
boy" — especially  if  Republican  lead- 
ers put  on  a  kinder  and  gentler  face. 


For  now.  Democrats  will  try  to  ta: 
the  entire  Republican  Party  with  th( 
same  binsh  they  used  on  Newt.  The 
gop,  warns  White  House  aide  Paul 
E.  Begala,  is  "still  the  party  of  ex- 
tremism and  divisiveness."  Democ- 
I'ats  can,  of  course,  fall  back  on  the 
issues — education,  health  care,  and 
Social  Secmity — that  produced  stun- 
ning results  on  Election  Day.  But 
that  wouldn't  be  nearly  as  much  fun. 

By  Richard  S.  Dunhar, 
in  Washingto'i 
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1  members  and  minonties.  And  fi- 
,  with  2000  looming,  Pi-esidential  as- 
its  may  seek  to  stake  out  differ- 
5  rather  than  seek  consensus, 
ill,  Republicans  concede  that  they 

to  pay  attention  to  the  Nov.  3  mes- 
:  Stop  fighting  with  Democrats  and 
,0  work  on  legislation.  The  best  op- 
unity  may  be  winning  fast-track 
!  authority  because  of  the  new  cen- 

Democrats.  But  finding  common 
nd  on  many  issues  will  be  toituous. 
example,  the  gop  may  back  a  dilut- 
jatients'  rights"  bill  that  would  ex- 

the  ability  of  consumers  to  appeal 
lis  of  treatment  by  insurers.  But 
iblicans  balk  at  what  Democrats 
,  most — the  right  to  sue  insm-ers. 
1  education,  the  gop  will  be  reluc- 
to  abandon  school  vouchers,  a  key 
ervative  initiative.  But  vouchers 
t  fly  with  Democrats.  So,  Republi- 

will  probably  press  for  school 
:e,  while  they  also  push  less  con- 
jrsial  initiatives  aimed  at  strength- 
y  pubHc  schools.  Before  now,  "the 
ablican  education  platfoiTn  has  not 
n  into  account  fixing  public  educa- 
"  says  Representative  Mike  Castle 
tel.),  a  moderate  who  champions  af- 
chool  progi'ams. 

JSW!.  Overhauling  Social  Secmity  will 
he  Big  Enchilada  on  lawmakers' 
;s.  RepubHcans  concede  that  Chn- 

"save  Social  Secuiity  fii-st"  slogan  is 
accepted  wisdom — and  the  banier  to 
nits  they  crave.  Ways  &  Means  Com- 
ae Chairman  Bill  Archer  (R-Tex.) 
promised  to  pm"sue  a  bipaitisan  deal, 
only  if  Clinton  floats  his  plan  fii-st. 
chance.  Feaiful  of  the  kind  of  maul- 
his  health  plan  got  four  yeai's  ago, 
President  is  willing  to  provide  only 
!ral  principles.  To  get  a  compr-omise, 
ton  may  have  to  agTee  to  convert  a 
1  portion  of  Social  Secmnty  to  private 
stment  accounts — sometliing  that  lib- 
3  will  oppose  vehemently, 
[eanwliile.  Republicans  will  tiy  for  a 

round  of  tax  cuts.  But  GOP  visions 

10-year,  $1  trillion  tax  cut  are  fad- 
as  fast  as  their  champion.  Newt 
,Tich.  "We  have  to  be  i-ealistic,"  says 
p  Ways  &  Means  aide.  Still,  hard- 
's will  howl  if  («)P  leaders  don't  push 
big  cuts.  "The  'hold  my  bi-eath  til  I 

caucus  will  probably  make  Liv- 
ton's  life  hell,"  says  former  Gingiich 
:  and  lobbyist  Daniel  Meyer 
'Ut  after  watching  the  disarray  of 
Gingi-ich  House,  Livingston  seems 
ing  to  take  the  heat  if  it  helps  re- 
e  order.  And  if  a  more  disciplined 

Congress  emerges,  business  vdll 
jider  '99  a  modest  success. 
'>y  Amy  Borrus,  with.  Richard  S. 
%ham,  Lorraine  Woellert,  and 
vard  Gleckman  in  Washington,  and 
eau  reports 


COMMENTARY 


By  Lee  Walczak 


NOW.  YOU'RE  NEVER  FULLY  DRESSED 
WITHOUT  A  REPUBLICAN  SMILE 


Louisiana's  Robert  L.  Livingston 
is  not  your  natural-bom  smiler. 
The  head  of  the  House  Appropri- 
ations Committee  is  part  bean- 
counter,  part  hothead  who  gets  his 
kicks — litei'ally — at  karate  class.  So 
why  is  Livingston  suddenly  popping 
up  on  television  talk  shows,  gi-inning 
as  he  tells  viewers  his  Mom  told  him 
to  stop  having  tantmms  on  the 
House  floor? 

Like  GOP  pols  eveiywhere,  the 
man  most  likely  to  succeed  Newt 
Gingiich  as  Speaker  of  the  House 
has  contracted  acute  smile-itis.  Con- 
vinced that  voters  tumed  against 
GOP  candidates  because 
they  came  off  as  Newt- 
ian  nabobs  of  nega- 
tivism. Republicans 
want  a  makeover.  Dour 
warnings  of  cultural  r^t 
are  out.  So  are  vicious 
pubhc  feuds.  Conser- 
vatism with  a  smiling 
face — the  foiTnula  that 
Ronald  Reagan  perfect- 
ed— is  in.  This  year's 
role  models  are  the 
beaming  Bush  Boys 
(Texas  Governor 
George  W.  and  Florida's 
Jeb),  who  ran  highly 
successful,  inclusive 
campaigns. 

Still,  it's  not  clear 
that  smiley  Republican- 
ism will  cure  what  ails 
the  party.  Many  of  the 
GOP's  core  policies — 
from  curbing  abortion  to  opposing 
HMO  patient  protections — do  nothing 
to  expand  the  Republican  base.  But 
the  party's  right-wingers  can't  aban- 
don explosive  social  issues  for  fear  of 
alienating  the  religious  right. 
LONE  STAR.  There  is  a  way  out, 
though — if  Republican  leaders  on  the 
Hill  will  take  it.  They  can  adopt  the 
winning  strategies  of  Republican 
poHticians  in  the  states.  While  the 
national  gop  focused  on  bashing  Bill 
Clinton  and  banning  late-teirn  aboli- 
tions, Republican  governor's  pursued 
a  far  more  pragmatic — and  popular — 
course. 

In  Texas,  Bush's  "compassionate 
conservatism"  made  major  inroads 


WHAT  REAGAN  KNEW 

Having  an  upbeat 
attitude  helps,  but 
what  the  GOP 
really  needs  is  an 
inclusive  platform 


with  minority  voters.  While  Newt  & 
Co.  fought  against  Clinton's  crasade 
for  school  funds.  Bush  made  fixing 
his  state's  education  system  one  of 
his  top  priorities.  The  governor 
"started  with  the  concession  that  we 
need  more  money,"  says  his  media 
guru,  Karl  Rove.  "But  he  talked 
about  local  control,  higher  standards, 
and  more  competition  to  lay  out  a 
road  map  for  a  better  tomoiTOw. 
That's  a  positive  vision,  not  a 
wedge." 

"LOSING  HAND."  Other  governors  won 
favor  by  coming  off  as  efficiency  ex- 
perts rather  than  cultural  waniors. 

Wisconsin's  Tommy 
Thompson  reformed  the 
welfare  system.  Miclii- 
gan's  John  Engler  over- 
hauled a  creaky  state 
tax  code.  And  New  Jer- 
sey's Christie  Whitman 
slashed  that  state's  bu- 
reaucracy to  pay  for  tax 
cuts.  "We  can  be  led  by 
Gingrich  and  [Senate 
Majority  Leader]  Trent 
Lott  with  30%  approval 
ratings,"  says  Republi- 
can National  Committee 
member  Ron  Kaufman, 
"or  by  governors  with 
ratings  in  the  60% 
range.  We've  got  to 
choose." 

While  the  (JOP  mulls 
that  choice,  Republicans 
in  Congress  are  I'eacting 
by  putting  on  a  happy 
face.  For  some  party  pros,  that's  a 
start.  "As  you  smile,  you  get  into  a 
sunny  groove,"  muses  Republican 
Party  theorist  James  R  Pinkerlon. 
"Ultimately,  this  will  lead  us  from  so- 
cial issues,  and  we'll  dr-op  a  losing 
hand." 

Maybe.  However,  party  leaders 
will  have  to  do  more  than  that.  To 
regain  a  political  center  currently  oc- 
cupied by  Bill  Clinton,  they  must  re- 
vamp both  their-  message  and  their 
flr-e-and-brimstone  platform.  They 
won't  find  much  to  chuckle  about 
while  they're  doing  it. 

Walczak  is  business  week's 
Washington  bureau  chief. 
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THE  GLOBAL  ECONOMY  

THE  TRADE  TALK 
GETS  UGLY 

Can  Clinton  resist  fighting  fire  witli  fire? 


When  leaders  of  the  18-nation  Asia- 
Pacific  Economic  Cooperation  fo- 
rum meet  on  Nov.  17  in  Kuala 
Lumjiur,  they'll  have  more  than  the  re- 
gion's financial  woes  on  their  agenda. 
Delegates  are  increasingly  worried  that 
the  world  may  be  pulling  back  from 
free  trade  just  when  the  floundering 
economies  of  Asia  most  need  access  to 
open  markets.  Such  a  shift  would  also 
threaten  the  still-healthy  economies  of 
North  America  and  Europe,  leading  to 
the  fu'st  global  trade  contraction  since 
the  ly^O's. 

Big  ti'ade  confabs  always  pulse  with 
warnings  of  trade  wars,  partly  as  a  spui' 
to  negotiators.  But  tliis  time  the  signs  of 
rising  protectionism  may  be  real.  In 
Washington,  President  Clinton  faces 
pressui-e  fi'om  U.  S.  steelmakers  to  stem 
a  flood  of  steel  imports.  Long-iTinning 


transatlantic  spats 
over  agiicultural  im- 
ports and  trade  sanc- 
tions are  escalating. 
Meanwhile,  China 
and  Japan  are  back- 
ing away  from 
promised  reforms. 

Pre-summit  APEC 
meetings  have  left 
free  trade  advocates 
dispirited.  And  with 
Malaysian  leader  Ma- 
hathir Mohamad 
rushing  to  regulate 
capital  flows,  there's 
a  lack  of  host  coun- 
try support  for  a 
trade  agreement. 
"The  world  fiscal  cri- 
sis is  now  metamor- 
phosing into  a  trade 
crisis,"  says  David  L. 
Aaron,  the  Com- 
merce Dept.'s  top 
trade  official.  "Coun- 
tries are  backti'ack- 
ing,"  agrees  Kim 
Kihwan,  South  Ko- 
rea's economic  affairs 
ambassador. 

The  biggest  tlii-eat 
to  open  trade  is  the 
need  for  Asian 
economies  to  expoil 
their  way  out  of  a 
morass  of  debt. 
World  leaders  agi'ee 
that  exporting  will 
help — but  where  the 
exports  should  go  is 
the  big  question.  To 
curb  unemployment 
in  Europe,  its  lead- 
ers have  maintained 
barriers  against  the  Asian  tide.  That 
has  diverted  a  disproportionate  share 
of  Asia's  exports  to  the  U.  S.  China's 
siuplus  with  the  U.  S.  will  approach  $60 
billion  this  year,  up  from  $50  billion  in 
1997.  Europe  limited  the  Chinese  sur- 
plus to  just  $5  billion. 

That  lopsided  situation  is  provoking 
transatlantic  tensions.  "We  alone  can- 
not absorb  all  of  Asia's  imports,"  says 
Commerce  Secretary  William  M.  Daley. 
Meanwhile,  an  angry  Europe  accuses 
the  U.  S.  of  using  trade  sanctions  as  a 
foreign-policy  wedge  that  halts  Euro- 
pean investment  in  Iran,  Libya,  and 
Cuba.  "It  is  time  to  outlaw  such  unilat- 
eralism," insists  Frederic  Jenny,  a 
French  trade  official.  As  if  to  prove  his 
point,  Washington  threatened  the  Eu- 
ropean Union  on  Nov.  10  with  100% 
tariffs  on  champagne  and  cheese  in  re- 


taliation for  European  quotas  on  I 
bananas. 

None  of  this  was  anticipated  a  ; 
ago  when  the  apec  summit 
planned.  Ti-ade  ministers  from  21 
tions  were  supposed  to  sign  mar 
opening  deals  in  everything  f 
telecommunications  to  fish  to  jew 
aimed  at  generating  some  $1.5  tiillic 
trade.  But  the  trouble  in  such  econo 
as  Korea  and  the  Philippines  comb 
with  Japanese  foot-di'agging  may 
any  trade  opening.  Indeed,  U.  S.  n 
tiators  fume  that  Japan's  refusal  to 
er  its  6%  tariffs  on  imported  fisl 
torpedoing  the  APEC  talks." 
CRYING  GAME.  Instead,  delegates  vn 
won-ying  about  the  gi'O'Aing  asymm 
in  global  commerce,  with  the  U.  S. 
becoming  the  buyer  of  last  resort 
goods  have  poui-ed  into  the  U.  S.,  e: 
nal  debt  has  surged  to  $1.3  trilHoi 
15%  of  GDP,  and  could  gTow  to  20%  ' 
in  two  years.  The  U.S.  deficit  in  g 
and  sei-vices  is  expected  to  jump  fr( 
record  $160  billion  this  yeai'  to  $30( 
lion  in  1999,  or  2.8%  of  gi'oss  dom 
product.  "A  stiiking  figiu'e,"  says  De 
Ti"easuiy  Secretaiy  Lawi-ence  Sumi 

Already,  the  U.  S.  steel  indust: 
crying  for  relief,  pointing  to  a  78^ 
crease  in  imported  steel  through 
gust.  On  Nov.  10,  Clinton  promis 
gi'oup  of  chief  executives  that  he'll 
the  steel  problem  at  apec.  "We  wi 
sist  that  our  key  trading  partners 
by  the  rales,"  Clinton  vowed.  But  ti 
up  the  cause  of  U.  S.  steelmakers  ^ 
help  Clinton  make  the  case  for  ke( 
global  commerce  gTowing.  "I  don't 
it's  healthy  to  watch  our  steel  indi 
go  under,  but  we  have  got  to  ba 
that  against  the  benefits  to  the  A 
can  consumer"  of  free  trade,  wo 
Dana  G.  Mead,  chairman  and  ci 
Tenneco  Inc.  Clinton's  challenge 
beat  back  the  protectionist  fii'es  r 
eveiywhere — paiticulai'ly  those  at 

By  Paul  Magnaamn  in  Washir 
with  Mark  L.  Clifford  in  Hong  Kor 

THE  U.S.  IS  ABSORBING 
CHINA'S  SURPLUS 


40 


i 


CHINA  TRADE  BALANCE 


OTHEi; 
ASIA 


U.S. 


JAPAN  EUROPE 


-20  

A  BILLIONS  OF  DOLLARS 

DATA  COMMERCE  DEPT .  SENATE  BANKING  CMTE,,  CENSUS 
BUREAU,  PEOPLE'S  REPUBLIC  OT  CHINA,  HONG  KONG 


r 


>AL  AFFAIRS 


IE  WINTEL  OF 
lEIR  DISCONTENT 

i  view  of  the  duopoly  from  inside  Intel  doesn't  look  so  rosy 


ir  17  years,  the  relationship  be- 
ween  Microsoft  Corp.  and  Intel 

li  ]orp.  has  been  so  symbiotic  that 
wo  have  come  to  be  known  simply 
^intel — a  contraction  of  Windows 
Intel.  But  on  Nov.  9,  when  Intel 
President  Steven  D.  McGeady  took 
tand  in  the  U.  S.  govern- 
,'s  antitrust  suit  against 
osoft,  he  revealed  deep 

ll  ;s  in  the  relationship. 

!;Geady's  riveting  two-day 
nony  contained  enough 
)shells  to  send  Microsoft 
ing  for  cover.  The  Intel 
told  the  court  that  in  Au- 
1995,  weeks  before  the 
h  of  Windows  95,  Mici-osoft 
-tened  not  to  support  fu- 
Intel  processors  unless  the 
fiaker  stopped  wiiting  multimedia 
ai-e  that  Microsoft  saw  as  competi- 
ffith  its  own.  The  threat,  McGeady 
"was  both  credible  and  fau'ly  tem- 
."  Intel,  McGeady  noted,  dropped 
ftware  soon  after.  But  he  conceded 
Intel  also  was  late  to  market. 
I'  ;Geady's  testimony  was  a  power- 
l  cost  to  the  government,  most  of 
e  witnesses  have  been  from  Mi- 
ft  rivals.  "The  specific  allegations 
selves  are  damaging,"  says  Richai'd 


MICROSOFT 

ON  TRIAL 


Gray,  a  partner  with  Bergeson,  Eliopou- 
los,  Grady  &  Gray,  a  Silicon  Valley  law 
firm  not  representing  anybody  in  the 
case.  "And  they  cany  more  weight  than 
previous  allegations  because  of  who 
[McGeady]  works  for" 

McGeady  revealed  on  the  stand  what 
many  in  Silicon  Valley  have 
long  suspected:  Changes  in  the 
high-tech  landscape  are  strain- 
ing the  Wintel  relationship. 
While  the  duo  still  work  to- 
gether closely  on  the  technolo- 
gies for  personal  computers, 
from  which  they  both  derive 
the  vast  built  of  theii'  revenues, 
the  post-PC  future  is  driving 
them  apart.  "The  growth  op- 
portunities for  both  companies 
are  in  different  areas,"  says 
Nathan  Brookwood,  principal  at  chip 
analyst  Insight  64. 

Intel,  for  instance,  is  aiming  for  the 
high  end  of  the  computer  market — and 
weaning  itself  from  reliance  on  Mi- 
crosoft. The  chipmaker  has  heavily 
courted  makers  of  Unix  software — the 
chief  rival  to  Microsoft's  Windows  NT — 
to  support  its  next-generation  Merced 
superchip,  expected  in  2000.  And  it  has 
invested  in  a  startup  that  sells  the  fast- 
gi'owing  Linux  operating  system,  an  al- 


HAPPIER  DAYS 

Gates  and  Intel's  Andy 
Grove  in  1993,  before 
Microsoft  stymied  Intel's 
multimedia  software 

ternative  to  Windows.  In- 
deed, at  a  recent  industry 
conference,  Intel  gave  demon- 
strations of  chips  manning  on 
five  different  operating  sys- 
tems— only  one  of  which 
came  from  Microsoft. 

At  the  same  time,  Mi- 
crosoft is  more  interested 
than  Intel  in  consumer  de- 
vices such  as  handheld  com- 
puters and  TV  set-top  boxes. 
These  typically  use  chips 
cheaper  than  those  Intel 
makes,  so  Microsoft  now 
writes  software  foi-  such  Intel 
rivals  as  Hitachi  and  mips. 
Microsoft  also  is  working 
closely  with  Intel's  archrival. 
Advanced  Micro  Devices,  on  3-D  tech- 
nology for  Intel-compatible  chips. 

Then,  there's  Java,  the  Sun  Mi- 
crosystems Inc.  progTamming  language. 
Intel  aims  to  make  Java  work  best  on 
Intel  chips.  This,  of  course,  threatens 
Microsoft,  which  believes  Java  under- 
mines Window's  supremacy.  McGeady 
told  the  court  that  Microsoft  CKO 
William  H.  Gates  III  pushed  Intel  in 
1995  to  scale  back  its  Java  efforts. 
"Tliey  wanted  it  to  stop,"  McGeady  said. 
"SUICIDE  FOR  INTEL."  Intel  did  back  off 
some.  But  the  company  has  since  in- 
vested in  Java  startups  and  is  working 
with  Sun  to  fine-tune  the  perfonnance  of 
Java  on  Intel  cliips.  "It  would  be  suicide 
for  Intel  to  bet  its  whole  future  on  fat 
PCS  that  nan  the  latest  version  of  Win- 
dows," says  Jeffrey  Tarter,  editor  of  in- 
dustry newslettei-  Soft-letter. 

Insiders  say  that  despite  Intel's  grow- 
ing independence  fi-om  Microsoft  now,  it 
was  indeed  intimidated  by  the  software 
giant  back  in  1995.  Then,  Microsoft  was 
writing  versions  of  Windows  NT  for 
many  brands  of  chips,  not  just  Intel's. 
Since  then,  those  brands  have  faded  in 
importance,  and  Intel  holds  nearly  all  of 
the  market  for  pc  sei-vers. 

While  McGeady's  testimony  under- 
scores real  differences  between  Intel 
and  Microsoft,  observers  argue  it's  also 
a  calculated  bid  to  show  the  feds — who 
are  chasing  Intel,  too — that  the  compa- 
nies don't  act  as  a  duopoly.  "Intel  wants 
to  put  distance  between  itself  and  Mi- 
crosoft," argues  attorney  Gray.  The  chill 
that  could  follow  McGeady's  damaging 
testimony  might  just  do  the  trick. 

By  Andy  Reinhardt  in  San  Mateo, 
Calif.,  with  Snsan  Garland  in 
Washington 
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LAWSUITS 


WHEN  THE 
SMOKE  CLEARS... 

Why  Big  Tobacco  would  settle 
for  a  $200  billion  states'  deal 

After  months  of  talks,  negotiators 
were  working  overtime  to  complete 
a  proposed  $200  billion  deal  to  settle 
lawsuits  between  cigai'ette  makers  and 
36  states.  Tlieir  goal:  to  announce  a  deal 
on  Friday,  the  loth  of  November. 

Could  it  be  Big  Tobacco's  lucky  day? 
With  "the  most  material  tlireat  against 
the  industiy"  removed,  predicts  Salomon 
Smith  Bamey  analyst  Martin  Feldman, 
shares  of  Philip  Morris  Cos.  and  rjr 
Nabisco  Holdings  Corp.  could  climb  30% 
over  the  next  year.  Analysts  predict  a 
fluny  of  financial  maneuvere  to  boost  to- 
bacco stocks.  Philip  Monis  is  expected  to 
restart  its  $3  billion-a-year  share  buy- 
back,  and  perhaps  spin  off  its  Miller 
Brewing  or  Ki"aft  divisions.  Wall  Street  is 
counting  on  R.JR  Nabisco  to  divest  inter- 
national operations  and  its  80.5%  stake  in 
Nabisco,  rjr  execs  might  want  to  delay 
the  Nabisco  spin-off,  but  a  confidant  of  fi- 
nancier Carl  Icahn  tells  BUSINESS  week 
that  Icahn  will  force  rjr's  hand  in  a 
proxy  battle  if  it  stalls. 


But  the  spin-offs  could 
run  into  other  problems. 
Even  if  the  state  suits  are 
settled,  there  ai'e  still  more 
than  850  pending  actions 
by  insui'ers,  smokers,  and 
labor  unions — many  of 
whom  may  try  to  block 
deals  that  shift  assets  to  other  entities. 

And  the  states'  deal  will  make  the 
cigarette  business  a  lot  less  attractive. 
Philip  Monis  and  R.IR  may  need  to  raise 
prices  by  85^  a  pack  to  fimd  their  shai-e 
of  [payments,  hikes  that  could  accelerate 
the  4%  annual  decline  in  consumption. 

Meanwhile,  new  taxes  aimed  at  curb- 
ing sales  are  coming.  In  California, 
they're  still  tallying  Proposition  10,  a 
50(?-a-pack  tax  that  is  exi^ected  to  pass. 


irSADEAL? 

Ahead  lie  tough 
marketing  constraints, 
spin-off  obstacles,  and 
hundreds  more  suits 


And  there's  talk  of  a 
eral  tax  as  high  as  ^ 
per  pack.  The  W 
House  is  reluctant  to 
pose  new  taxes,  but  i 
ers  say  the  Administn 
might  consider  a  lev; 
cigai-ettes  as  part  of  a 
cut  package  or  a  tobacco  bill. 

Finally,  if  holdouts  such  as  Connec 
Attorney  General  Richard  Blumei 
get  theii-  way,  the  state  deal  will  im 
curbs  beyond  limits  to  billboard  a( 
tising,  product  placement  in  movies, 
use  of  branded  mei'chandise.  Even 
all  that,  cigarette  makers  will  breat 
sigh  of  relief. 

By  Dean  Foust  in  Atlanta  and  L 
Light  in  New 


BIOTECH 


WHO  WILL  GROW 
A  LIVER  FIRST? 

Geron  may  not  be  No.  1  in  the 
race  to  grow  human  organs 

On  Nov.  6,  scientists  announced  a 
major  new  advance:  They  had 
found  a  way  to  isolate  human  cells 
that  can  gi-ow  and  become  any  part  of 
the  body.  News  stories  predicted  that 
so-called  embiyonic  stem  cells  could  one 
day  grow  replacement  livers  or  build 
new  muscle  for  failing  hearts.  "We  now 
have  the  possibility  of  repairing  degen- 
erating tissues,"  says  Thomas  B.  Okar- 
ma,  research  chief  at  Geron  Corp.,  the 
biotech  firm  that  funded  the  research. 

But  other  companies  may  already 
have  found  a  quicker  route  to  these 
mai-vels.  Already,  Baltimore-based  Osiris 
Therapeutics  Inc.  has  regenerated  bone 
in  animals  using  another  type  of  stem 
cell.  And  in  Lincoln,  R.  I.,  CytoThera- 


peutics  Inc.  plans  to  treat  Parkinson's 
disease  using  a  nem'al  stem  cell.  "We're 
not  talking  about  something  10  to  20 
years  away,  like  Geron,"  says  ceo 
Richard  M.  Rose,  md.  Says  James  D. 
McCament,  editor  of  Medical  Technolo- 
gy Stock  Letter,  "CytoTherapeutics  is 
much  closer  to  the  clinic  and  more  sig- 
nificant fi'om  an  investment  standpoint." 

The  key  to  these  swifter  therapies  lies 
in  the  types  of  stem  cells  being  used. 
Geron  snared  the  mother  of  all  stem 
cells — a  single  cell  that  theoretically  can 
become  any  part  of  the  body.  Osuis  and 
the  StemCells  Inc.  subsidiarv  of  Cyto- 


SPECIALIZED  CELLS  COULD  BE  THE  KEY 


Tliei-apeutics  are  using  stem  ceDs  ahi 
pait  way  down  the  developmental  | 
These  cells  ai'e  no  longer  able  to  C!| 
any  organ  but  ai'e  progenitoi-s  of  spl 
body  parts  like  livers  or  bone.  An(l 
cause  these  cells  are  paitly  speciaa 
scientists  are  much  closer  to  actual  '( 
apies.  Indeed,  medical  researchers  ai 
versify  Hospitals  in  Cleveland  ai 
ready  using  so-called  mesenchymal 
cells  to  tiy  to  help  women  recovei- 
side  effects  of  breast  cancer  treat  ii 

Geron  has  to  clear  other  hui'dl 
No  one  has  any  idea  how  to  du'ei 
biyonic  stem  cells  to  make,  say,  a 
And  even  if  Geron  scientists  leai-n 
rect  embiyonic  stem  cells  dovra  dill 
developmental  paths,  it  may  not  In 
to  capitalize  on  its  breaktlrrough. 
the  way,  they  could  create  the  "dau 
stem  cells  that  companies  lil<e  Osii 
StemCells  have  already  patented 
lysts  predict  the  company  will  fin(  I 
around  the  patents.  But  the  embi 
stem  cell  lioopla  could  end  up  as  bi 
taking  science  that  can't  realize  its  i' 
mous  potential. 

By  Ellen  Licking  in  New  York 
Jolm  Carey  iti  Washington 
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cl-.k  „l  ,t,  the  ull-nc»  VK,,  7.pa..cnKcr  Honda  (Jdys,sey  mav  have 


even  more  comforts  than  home.  Its  afc; 


I  those  other  really  big  minivans  and  comes  fully  furnished  with  Honda  ingenuity.  Nice  and  comfy,  huh? 

le  all-new  Odyssey.  It's  one  big  happy  minivan:  nyi*"c«)o»»m 


(y)  HONDA. 


Yuii  'II  fiiul  tliri'r- 
ponil  scdt  I'llis  jor 
nil  sfvrii  /M.sS(//'^('fs. 
iiiiIkiIiii'^  the  (iflcii- 
iicilla  ti'il  (iiif  hii(k  III 
ihi  mil  It'll  fir  stiif. 
fl  .t  /  \  fi'f  i'  il.  middh 
iliililn  ii  liiii  i  j>lcii/\ 
of  iss/ii'S  iil/ii/ily.) 


Come  on,  take  a 
look  around.  You'll 
fuid  Odyssey  has 
all  the  comforts  of 
home.  Well,  that  is, 
if  your  home  has 
been  reinforced 


I'lilikf  (ill  those  heavy 
ones  tliiit  yon  have  to  liri 
iiroiiiiil,  OH/'  unique  third- 
row  Magie  Seat  "  folds 
flat  ill,  n'ell. ..seconds flat. 


Hoic-  big  is  Odyssey S-o-o-o  big.  (And  ivith  dual 
pov:er^  sliding  doors,  it's  lug  on  lonvenienee.  too.) 

for  safety,  engineered  to  minimize 
noise  and  has  more  room  than  you 
know  what  to  do  with.  And  this  is 
one  place  where  the  furnishings 


were  designed  to  be  moved  arouji 
Convertible  second-row  seats. ^ 
fold-down  third-row  Magic  Se 
And  a  retractable  center  tray  tah 
in  fn)nt.  We  could  go  on  and  ' 
about  every  nook  and  cranny.  1 ' 
instead,  here's  an  open  invitatii 
for  you  and  your  family  to  coi> 
see  for  yourselves.  The  way 
see  it,  our  minivan  is  your  miniv 


(Q)  HONDA. 


S(imetii)ie.s  ///,  lusi  ^,iy  lu  ;^ti  along  toge 
IS  to  sit  separately.  Whieh  is  TH'hy  the  seei 
roiC'  bench  seat  can  easily  be  made  into 
individual  bucket  seats.  Keep  the  peace,  b. 


The  a  1 1  - n e w  (Idxi s^e LCs  on e  big  h a p p y  minivan™ 


/,  i:,  cei  hiuiiij^lo   ,  ,  ,  \  ci  er\oiic  iiioii  lliaii  tlii  i :  ■  tiiid  Stora'^,  ■ 

•I'  X  imnlcl  i.iilv   !■  X  jv.iibhiii[v  hi-ins  I  )cLcnihcr  h\,r  mure  iiifiirimilmii.  mil  one  hig  happy  tiill-free  numher:  l-SII(h.U-HOSI)A  or  vii}l  us  ill  wu'tt'.hon  Ja.com.  iB !')'«  Amcncan  Honda  Moioi 


COMMENTARY 


By  Aaron  Bernstein 

PES  THE  MINIMUM  WAGE-FOR  GOOD 


Di 


n  Nov.  3,  Washington  State  vot- 
ers made  economic  history  when 
they  passed  the  fo-st  law  to  ad- 
iist  the  state  minimum  wage  auto- 
latically  for  inflation  eveiy  year.  The 
iw  is  likely  to  spur-  renewed  action  in 
Washington,  D.  C.,  where  Democrats 
ave  been  trying  to  index  the  federal 
linimum  wage  to  consumer 
iHce  hikes  since  the  high-in- 
ation  1970s.  Senator  Edward 
I.  Kennedy  (D-Mass.)  pr-o- 
'Osed  indexation  when  the 
linimum  was  lifted  in  1996, 
lut  the  proposal  was  dropped 
lefore  the  law  passed.  He's 
ure  to  try  again  now  that 
here  are  more  Democrats  in 
he  House  and  Republicans 
re  desperate  to  appeal-  more 
rioderate. 

Indexation  makes  sense 
or  both  economic  and  politi- 
al  reasons.  Recent  studies 
lave  found  that  raising  the 
ninimum  wage  means  the 
3SS  of  few,  if  any,  jobs,  as 
ong  as  it  isn't  too  dramatic 
.n  increase.  And  making  the 
idjustment  automatic  would  SERVICE 
it  last  stop  the  decades  of 
)olitical  bickering. 

But  while  indexing  the  minimum 
vage  would  solve  many  political 
)roblems,  linking  future  increases  to 
he  wrong  peg — inflation — might  cre- 
ite  some  new  economic  ones.  In  par- 
icular,  the  supply  of  low-end  jobs 
night  suffer. 

Indexing  proponents  frequently 
idvocate  the  Consumer  Price  Index 
CPi)  as  a  wage  peg  because  it's  the 
nost  obvious  and  convenient  bench- 
nark.  The  government,  for  example, 
ises  the  CPi  to  calculate  annual  cost- 
)f-living  increases  for  Social  Security 
)ayments.  Bottom-end  workers  living 
m  the  edge  of  poverty,  pi-oponents 
irgue,  need  a  similar  cost-sensitive 
;ystem. 

But  there's  a  good  reason  not  to 
ise  inflation  as  a  minimum-wage  peg: 
Lifting  up  wages  of  bottom-end 
ivorkers  faster  than  those  of  middle- 
ncome  employees  could  price  some 
■ninimum-wage  workers  out  of  the 
Tiarket,  particularly  as  the  economy 
dews.  In  the  1980s  and  early  1990s, 


for  example,  the  hourly  wage  of  mid- 
dle-income employees  lagged  behind 
inflation.  If  the  minimum  had  risen 
over  this  period,  it  could  have  hurt 
the  growth  of  low-skilled  jobs.  "Even 
economists  who  support  a  higher 
minimum  worry  about  this,"  says 
Jared  Bernstein,  an  economist  at  the 


IN  SEATTLE:  A  model  for  the  Feds : 


Economic  Policy  Institute,  a  liberal 
think  tank  in  Washington,  D.  C. 

The  ideal  solution  would  be  corre- 
lating wage  gains  to  productivity 
gains.  Tying  the  minimum  to  annual 
productivity  liikes  would  cause  the 
fewest  economic  distortions  and  would 
make  the  most  economic  sense.  After 
all,  if  low-wage  workers  are  more  pro- 

HOW  INDEXING  THE  MINIMUM 
WAGE  MIGHT  LOOK 


n  t         I  I  I  I  I  I  I  

■81  '83  '85  '87  '89  '91  '93  '95 
▲  NOMINAL  DOLURS 

DATA:  ECONOMIC  POLICY  INSTITUTE 


ductive,  employers  can  afford  to  pay 
them  more.  And  the  most  logical  ap- 
proach would  be  to  tie  the  legal  mini- 
mum to  the  efficiency  gains  of  low- 
wage  industries,  such  as  fast  food. 

Unfortunately,  the  productivity 
peg  is  a  wobbly  one.  Govemment  fig- 
ures on  industry-level  productivity 
aren't  very  good,  especially 
in  hard-to-measiu"e  service 
jobs  where  many  minimum- 
wage  workers  are  employed. 
LEVEL  BEST.  The  next  best 
thing,  then,  is  to  peg 
minimum-wage  hikes  to  an- 
nual changes  in  average 
wages.  That  way,  the  fate  of 
low-wage  workers  would  be 
no  worse  than  of  those  a  few 
nmgs  up.  If  aver-age  workers 
manage  to  beat  inflation, 
those  on  the  bottom  would 
do  so,  too.  This  would  also 
be  the  least  objectionable  to 
employers  of  minimum-wage 
workers,  since  the  increases 
would  tend  to  be  smaller 
(chart). 

The  most  difficult  indexing 
issue  is  picking  the  percent- 
age  of  the  average  wage  at 
which  the  minimum  should  be  set.  In 
other  words,  one  wouldn't  want  to 
set  a  minimum  so  low  that  it  would 
forever  keep  low-end  wage  earners 
in  poverty.  The  Washington  State 
referendum  dealt  with  this  by  fii'st 
raising  the  minimum  to  $6.50  in  2000 
and  then  indexing  it.  Backers  chose 
$6.50  because  that's  about  the  annual 
poverty  line  for  a  family  of  three  to- 
day. However,  it's  still  below  the  in- 
flation-adjusted peak  of  $6.81  the 
minimum  hit  in  1968. 

Proponents  of  an  average-wage  in- 
dex suggest  starting  at  50%  to  60% 
of  the  private-sector  houi-ly  rate. 
Economics  offers  little  help  on  pick- 
ing the  right  num.ber,  since  no  one 
has  figui'ed  out  how  to  tell  at  what 
level  significant  job  losses  would 
start  to  occur.  Stfll,  a  solution  is  pos- 
sible: Pick  a  compromise  level,  do  the 
math,  and  put  a  stop  to  the  endless 
battles. 

Bernstein  covers  labor  issues  for 
BUSINESS  WEEK  in  Washington. 
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In  Business  This  Week 
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EXECUTIVE  SUITE 
SCRAMBLE  

THE  RACE  FOR  THE  CORNER 

office  is  on  at  Bristol-Myers 
Squibb.  On  Nov.  10,  the  drug 
giant  announced  a  manage- 
ment reshuffling  that  has 
several  senior  executives 
gunning  for  the  top  job. 
Chairman  and  ceo  Charles 
Heimbold  will  retire  at  the 
end  of  2001,  and  as  part  of  the 
reorganization.  Executive 
Vice-President  Kenneth  Weg 
said  he  will  retu-e  in  2000.  The 
leading  contenders  for  chair- 
man and  CEf)  include  42-year- 
old  Donald  Hayden  Jr.,  a  17- 
year  Bristol  veteran  who  was 
named  head  of  worldwide 
medicines,  and  Richard  Lane, 
47,  a  former  Merck  executive 
who  heads  the  U.  S.  drug 
business  and  who  now  will 


CLOSING  BELL 


BOOSTER  SHOTS 

It  was  heartwarming  news  for 
Centocor.  On  Nov.  9,  separate 
studies  gave  boosts  to  two  of 
the  biotech  company's  key 
products,  and  the  stock 
jumped  9%,  to  51K  One 
study  showed  that  Remicade, 
a  drug  approved  to  treat  a 
bowel  disorder,  was  also 
effective  in  treating  rheuma- 
toid arthritis  when  taken  with 
another  drug,  Methotrexate. 
Another  showed  that  Cento- 
cor's  ReoPro,  which  inhibits 
blood  clots,  cuts  the  risk  of 
death  by  57%  for  patients 
undergoing  a  procedure 
known  as  stent  placement. 


NOV.  2,  '98  NOV.  10 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


run  worldwide  pharmaceuti- 
cal marketing,  too.  The  shuf- 
fling comes  as  Bristol  contin- 
ues to  ramp  up  its  research- 
and-development  spending  in 
hopes  of  improving  its  roster 
of  new  drugs.  Still,  Bristol  is 
expected  to  earn  $3.6  billion 
in  1998,  up  13%. 

MEDPARTNERSWILL 
TRY  DRUG  THERAPY 

rk;hes  to  rags?  medpart- 
ners  on  Nov.  10  said  it  would 
exit  the  physician  practice 
management  business.  From 
a  standing  start  in  1993, 
MedPartners  mounted  a  buy- 
ing blitzkrieg  that  made  it 
the  largest  ppm  company, 
with  238  clinics  and  more 
than  10,000  doctors.  In  late 
1997,  MedPartners  accepted 
a  $6.3  billion  buyout  offer 
from  rival  PhyCor.  But  Phy- 
Cor  pulled  out  just  before 
MedPartners  disclosed  an 
unexpected  operating  loss. 
MedPartners  plans  to  rebuild 
using  pharmacy-benefits 
management  as  a  base. 

MORGAN  AGAIN 
WIELDS  THE  AX 

for  the  second  time  this 
year,  J.  P.  Morgan  is  laying  off 
staff  in  response  to  market 
turmoil  and  investor  concern 
over  Morgan's  lofty  expenses. 
Sources  close  to  Morgan  say 
about  740  people  will  be  axed 
this  time,  mainly  in  emerging 
markets  and  bond  businesses. 
Morgan  had  16,155  employees 
at  the  end  of  the  third  quar- 
ter, down  nearly  5%  from 
1997.  But  will  headcount  real- 
ly fall?  Morgan  is  adding  in 
some  areas  even  as  it  cuts  in 
others.  "We  are  continuing  to 
hire  selectively  and  gain  mar- 
ket share,"  says  a  spokesman. 

NINTENDO:  GEHING 
BACK  IN  THE  GAME? 

has  NINTENDO  FOUND  A  NEW 

Super  Mario  to  revive  sales? 


HEADLINER:  SCOTT  BLUM 


A  COMPUTER  DEALER  TURNS  MEDIA  MAVEK 


Buoyed  by  the  grovi^h  of 
his  online  computer  store 
Scott  Blum,  ceo  of  Buy- 
comp.com,  is  ready  to 
take  on  Amazon.com 
and  Reel.com  in 
books  and 
videos.  Buy- 
comp  claims 
sales  of  $86  mil- 
lion in  its  fu-st 
11  months.  Now, 
Blum  is  buying 
SpeedServe, the 
Internet  division  of  Ingram 
Entertainment,  the  top 
movie  and  videogame  dis- 
tributor. And  he  has  a  deal 
in  the  works  with  distribu- 
tor Ingram  Book  Group. 

Unlike  Amazon  and  oth- 
er retail  sites  that  offer 
chat  and  other  amenities, 
Buycomp  focuses  on  low 
price.  "We  think  the  model 


can  be  applied  to  many  di 
ferent  vertical  markets," 
says  Scott  Russell,  a  gen( 
al  partner  of  Softbank 
Technology  Ven- 
tures, which  owi 
20%  of  Buy  core 
Blum  plans 
rename  the 


company 
Buy.com  and 
the  new  online 
stores  Buymovie 
com  and  Buybooks 
.com.  He's  also  searching 
for  a  new  ceo  and  aiming 
take  Buycomp  public  in 
1999.  Blum,  who  two  yeai 
ago  settled  with  the  sec 
over  charges  of  inflating 
results  at  Pinnacle  Micro 
company  he  co-founded, 
figures  he'd  fare  best  as 
Buy.com's  official  visiona 
By  Larry  Armstro 


On  Nov.  23,  the  company 
will  launch  The  Lege)td  of 
Zelda:  Ocarina  of  Time,  a 
new  game  for  the  N64  con- 
sole priced  at  $69.95.  Zelda 
is  the  most  engaging  game 
yet  for  the  N64,  and  the 
company  aims  to  sell  2.5 
million  Zelda  cartridges 
before  the  year  is  out.  That 
would  be  a  big  boost  for 
Nintendo  N64  sales,  which 
are  trailing  those  of  Sony's 
PlayStation.  Sony  also  has  a 
strong  lead  in  new  game 
titles.  Market  researcher 
NPD  Group  counts  131  new 
titles  for  PlayStation  this 
year,  compared  with  just  50 
for  the  N64. 


COMPAQ 

JOINS  EM  

ATTENTION   SHOPPERS!  COM- 

paq  on  Nov.  11  began  a  major 
push  to  sell  computers 
directly  to  customers  by 
phone  and  over  the  Internet. 
Compaq  had  little  choice: 


More  than  a  third  of  all 
are  sold  directly  to 
tomers  by  Dell  and  oti 
But  Compaq  risks  aliena 
its  dealers,  which  gene 
about  85%'  of  its  sales 
hopes  to  mollify  them  by 
ting  them  handle  deliv 
giving  them  a  crack  at  l 
ing  service  contracts. 
CEO  Eckhard  Pfeiffer: 
you  do  not  adapt  your  m 
to  the  way  customers  \ 
to  do  business,  you  are 
going  opportunity  or  gi 
business  to  competitors 

ETCETERA... 

■  Cargill  plans  to  buy 
grain-handling  assets  of 
Continental  Grain. 

■  More  progi'ess  on  arth 
Hoechst  says  its  drug  A 
can  slow  joint  damage. 

■  Fox  Entertainment  rt 
$2.8  billion  in  the  tl 
biggest  U.  S.  IPO  ever. 

■  Callaway  Golf  is  cuttir 
workforce  by  24%  and  ta 
a  chai'ge  of  up  to  $85  mil 


Today,  this  is  all 
you  need. 

The  reliable  HP  All-in-One  does  it  all: 
Prints,  Scans,  Copies  and  Faxes. 


Completing  your  work  just  got  easier  thanks 
0  the  HP  AU-in-One. 

Now,  in  one  product,  you  get  a  professional 
|uality  printer,  scanner,  copier,  and  in  some 
nodels  a  Fax  machine  too. 

So  instead  of  wasting  your  time  managing 
nultiple  products,  the  HP  All-in-One  helps  you 
jet  your  work  done  faster  and  more  efficiently. 

Every  HP  All-in-One  is  engineered  for  years 

vailable  at 

JfficeMax 

or  the  nearest  store,  please  call  1-800-788-8080. 


of  reliable  performance  and  backed 
by  award-winning  HP  Customer  Care 
and  a  one-year  warranty. 

Rather  than  using  up  all  your  desk 
space  with  four  separate  machines  - 
get  the  one  machine  that  does  it  all. 

The  HP  All-ln-One.  Dependable.  Easy 
to  use.  Designed  to  work  smoothly  with 
no  compromise  in  quality  or  performance. 


www.hp.com/go/all-in-one 


HP  offers  a  variety 
of  machines  to  Fit  your  needs 
and  budget  Pnces  start  at  jusr 
$299-  Stop  in  and  try  one  today. 


HEWLETT^ 
PACKARD 


Expanding  Possibilities 

'c^I998  Hewletl-Packard  Company 


Priority  status  on  six  airlines. 


Travel  die  world  smoothly  on  all  six  Star  Alliance™  airlines  — 
United  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

Apply  mileage  points  from  qualified  flights  on  any  of  the  six- 
airlines  toward  your  overall  frequent  flyer  status. 

Indulge  yourself  in  any  of  our  partners'  lounges.  More  than  190 
around  the  world  are  open  to  eligible  First  and  Business  Class 
travelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
giving  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority  Check Tii  on  all  of  our  partners'  flights.  Regard- 
less of  the  airline  you're  flying,  a  priority  counter  awaits 
Star  Alliance  Gold  members. 

lie  more  confident  when  trying  to  fly  a  sold-out  flight.  Priority 
Wait-List  and  Priority  Standby*  put  Gold  and  Silver  members 
toward  the  top  of  the  list  on  any  Star  Alliance  flight. 


STAR  ALLIANCE 


The  airline  network  for  Earth. 
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)NORGATE: 

lAT  DOG  WON'T  HUNT,  EITHER 


'publicans  are  Anally  starting  to  get  it:  The  Monica 
^ewinsky  scandal  won't  do  in  Bill  Clinton.  But  they're 
'.till  hoping  to  snare  him  with  Donorgate,  the  fund-rais- 
lenanigans  that  triggered  a  string  of  investigations.  In- 

on  Nov.  9,  Justice  Dept.  lawyers  questioned  the  Presi- 
about  his  role  in  raising  money  for  campaign  ads. 
js,  Republicans  are  about  to  be  disappointed  again. 
)ects  for  a  chain  of  campaign-finance  prosecutions  that 
;o  the  Oval  Office  look  dim.  Why?  Federal  election  laws 
3  porous  that  it's  nearly  impossible  to  nail 
le  for  violating  them.  What's  more,  pros- 
rs  are  finding  it  difficult  to  prove  that 
le  intended  to  break  the  law. 

the  surface,  the  probe  of  Clinton's  1996 
;tion  campaign  continues  to  chug  along,  so 
'oducing  14  indictments.  Attorney  Gener- 
let  Reno  has  until  Dec.  7  to  seek  an  in- 
dent counsel  to  determine  if  Clinton  evad- 
lending  limits  with  issue  ads  paid  for  by 
it  donors — the  subject  of  the  interview 
Justice  lawyers.  In  late  November,  Reno 
ecide  whether  to  name  independent  coun- 
Lo  examine  perjury  allegations  against 
President  Al  Gore  and  ex-Wliite  House 
ty  Chief  of  Staff  Harold  M.  Ickes. 
LOOPHOLE.  But  the  courts  have  gutted 
cey  cases  involving  "soft  money" — um-e- 
ed  gifts  to  political  parties — and  money 
led  from  foreigners.  In  fact,  most  of  the  charges  against 
)cratic  fund-raiser  Maiia  L.  Hsia  and  Little  Rock  restau- 
r  Yah  Lin  "Charhe"  Trie  have  been  dismissed. 
;tice  alleged  that  Hsia  disguised  illegal  soft-money  gifts 
ing  bogus  donors — monks  at  a  California  Buddliist  tem- 
}ut  Federal  Judge  Paul  L.  Friedman  tossed  out  charges 
Hsia  led  campaign  committees  to  file  false  statements 
,  the  money's  soiu-ce.  Only  a  ininor  fraud  count  remains, 
e  case  against  Clinton  chum  Tine  is  even  more  prob- 


CAPITAL  WRAPUP 


TRIE:  Key  ckargea  d  t  upped 


lematic.  Justice  alleges  he  funneled  overseas  soft  cash  to 
Democrats  via  straw  donoi*s.  But  Friedman  niled  that  election 
laws  bar  only  "hard-money"  donations — gifts  subject  to  strict 
limits — by  foreigners.  If  upheld,  the  opinion  opens  up  a  broad 
loophole.  It  means  futiu-e  Presidential  hopefuls  can  raise  un- 
limited cash  abroad — and  that  has  serious  implications  for  for- 
eign policy.  For  example,  a  politician  favoring  an  expansion  of 
NAP'TA  might  rake  in  Latin  American  donations.  "It  isn't  a 
pretty  picture,"  says  Don  Simon  of  the  political  watchdog 
gi'oup  Common  Cause. 

Other  cases  ride  on  Justice's  appeals  of  the 
lower  court's  decisions.  They  include  similar 
charges  of  hiding  donations  to  the  Democrats 
brought  Nov.  4  against  Tennessee  developer 
and  Gore  pal  Franklin  L.  Haney.  The  loilings 
are  "a  setback,  but  not  a  fatality,"  insists  a 
top  Justice  official. 

Brave  talk,  but  the  situation  could  get  even 
worse  for  campaign-finance  cops.  Both  political 
parties  ai*e  challenging  a  Federal  Election  Com- 
mission ruling  that  says  they  can  pay  for  only 
40%  of  issue  ads  with  soft  money.  The  parties 
want  100%.  The  U.  S.  Court  of  Appeals  in 
Washington  is  expected  to  r-ule  soon. 

Soft  cash  was  supposed  to  fund  educational 
and  get-out-the-vote  efforts,  not  promote  can- 
didates. But  lacking  limits,  it's  easy  to  raise. 
The  latest  fec:  figiu'es  show  Republicans  raked 
in  $94  million  in  soft  money  for  the  '98  election,  a  144%-  in- 
crease over  '94.  Democrats  raised  $79  million,  an  84%'  hike. 

The  outlook:  Few  Donorgate  prosecutions  will  get  past 
the  nuisance-suit  phase.  New  loopholes  will  make  the  next 
election  the  money-gi'ubathon  of  the  century.  Clinton  and 
Gore  will  skip  away  fi'om  the  one  scandal  that  could  have  in- 
flicted some  damage.  Meanwhile,  the  cop  will  cry  foul  while 
rolling  in  a  fi-esh  snowfall  of  special-interest  cash. 

By  Paula  Divyer 


ENNEDY  SON  MAY  ALSO  RISE    THE  PRrCE  OF  VICTORY 


new-generation  Kennedy  is 
;ed  to  join  the  Democratic  leader- 
)  on  the  Hill.  Representative 
rick  J.  Kennedy  of  Rhode  Island, 

of  Senator  Edward  M.  Kennedy 
Mass.),  is  a  top  prospect  to  head 

Democratic  Congressional  Cam- 
>n  Committee.  The  31-year-old  lib- 
!  accumulated  dozens  of  chits  by 
ipaigning  for  Democrats  this  fall. 

only  obstacle:  a  possible  candida- 
)y  California  Representative  Nan- 
'elosi,  a  prohfic  fund-raiser. 


►  The  Democratic  Party's  surprising- 
ly strong  showing  on  Election  Day 
came  at  a  high  cost.  A  final  campaign 
push  sent  the  Democratic  National 
Committee  some  $9  million  into  debt. 
That's  less  than  the  $15  million  the 
party  owed  when  Colorado  Governor 
Roy  Romer  and  Massachusetts  busi- 
nessman Steve  Grossman  took  over 
the  DNC  in  January,  1997.  However, 
Romer  and  Grossman  had  hoped  to 
hold  the  party's  red  ink  to  $5  million 
at  yearend. 


UNION  TURNOUT:  HOW  BIG? 

►  Was  the  Big  Labor  turnout  for 
Democrats  on  Election  Day  exagger- 
ated? Voter  News  Service,  a  consor- 
tium that  conducts  exit  polls  for  the 
media,  claimed  that  union  voters 
made  up  23%  of  the  electorate  in  '98, 
up  from  14%  in  '94.  But  VNS  has  since 
questioned  its  numbers,  saying  the 
higher  union  figure  may  stem  from  a 
change  in  its  survey  woi'ding,  not  an 
actual  jump  in  turnout.  The  afl-cio's 
response:  The  labor  vote  rose,  even  if 
VNS  can't  pinpoint  how  much. 
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John  Solheim,  Karsten  Manufacturing  Corporation  (mal<er  of  PING®  golf  equipment),  is  a  scratcli  player.  His  game? 


HIS  SCORE? 


A  significant  ROI,  custom-made  clubs  delivered  In  48  hours,  and  a  growing  army  of  aspiring  ar 
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ASIA 


REPORT  CARD 
ON  ASIA 

How  well-or  badly-is  each  nation  doing' 


Amid  the  rabble  of  a  cataclysmic 
year,  Asia's  economies  are  finally 
showing  signs  of  Hfe.  At  the  Chow 
Tai  Fook  jewehy  store  in  Hong 
Kong's  Central  district,  where  sales 
have  languished  for  months,  customers 
are  back,  snapping  up  gold  and  dia- 
monds. The  main  streets  of  Seoul,  near- 
ly deserted  in  Januaiy,  now  hum  with 
traffic.  On  weekend  nights,  revelers 
thi'ong  the  dance  floor  of  Jamz,  -Jakaita's 
hippest  disco. 

A  full-fledged  recoveiy  in  Asia  is  still 
many  months  away,  as  output  contin- 
ues to  contract  and  layoffs,  bankmptcies, 
and  pohtical  tensions  rise.  But  hairing 
any  more  big  shocks  to  the  w^orld  fl- 


nancial  system,  there  is  clear  evidence 
that  the  region's  harrowing  economic 
fi'ee  fall  is  nearing  bottom.  Asian  cui'- 
rencies  have  stabilized,  foreign  resen'es 
have  swelled,  and  interest  rates  have 
dropped.  For  the  fu'st  time  since  July, 
1997,  Asia's  limping  Tigers  see  a  ray  of 
hope  for  a  retmii  to  health. 

It  is  time,  therefore,  for  a  mid-crisis 
exam.  The  result  is  om-  Asian  Report 
Card,  which  gi-ades  countries  on  how 
well  they  have  implemented  critical  re- 
forms. We  look  beyond  market  upticks 
to  measure  progi-ess  in  bank  recapital- 
ization, coi'porate  restructuring,  con- 
sumer sentiment,  political  reform,  and 
openness  to  foreign  investment.  The 


countries  that  score  well  have  the  1 
shot  at  attracting  capital,  a  vital  t 
Just  to  recapitalize  theii-  banks,  A 
nations  must  i-aise  $900  billion.  And 
won't  be  able  to  rely  solely  on  high 
mestic  savings  to  fuel  growth. 
SPOTTY.  Of  the  crisis  coimtries,  h 
est  marks  go  to  the  Philippines 
Thailand,  which  have  done  the  best 
of  political  reform  and  adhered  n 
closely  to  the  International  Mone1 
Fund's  painful  remedies.  But  As 
overall  peiformance  is  spotty.  We 
out  few  As — and  loads  of  Cs  and 
Although  each  countiy  has  set  up  m 
anisms  to  clean  up  and  recapitalize 
banks,  the  region — including  Japan 


Looking  Up, 
But  Rough  Road  Ahead 


Asia's 
Albatross 


SALE:  IMF  remedies  help 
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'96  '97  '9B 
▲  PERCENT 


FINANCiAL 
REFORM 

B+ 

Is  moving  quickest  to  sell  bad  debts, 
but  banks  must  move  faster. 

POLITICAL 
REFORM 

A- 

Government  pushing  for  vital  legal 
reforms  but  legislature  moving  slowly. 

CONSUMER 
CONFIDENCE 

G- 

Picking  up  sUghtly,  but  may  be 
temporary  because  worst  isn't  over. 

CORPORATE 
SECTOR 

C 

Still  dismal,  though  some  key  con- 
glomerates starting  to  shed  assets. 

FOREIGN 
INVESTMENT 

C 

Many  deals  in  financial  sector.  Little 
manufacturing  and  telecom  activity. 

FINANCIAL 
REFORM 

c 

Finally,  a  big  bailout.  But  it's 
late,  and  fundamental  woes  rem 

POLITICAL 
REFORM 

c 

Ministries  are  battling  attempts  t 
government  inti'usion  in  the  ecoi 

CONSUMER 
CONFIDENCE 

p 

Car  and  department-store  sales  s 
as  shoppers  brace  for  long  races 

CORPORATE 
SECTOR 

B- 

Despite  weak  profits,  radical  rei 
ti'ring  is  rare.  Only  bright  spot:  ex ; 

FOREIGN 
INVESTMENT 

Foreign  banks  and  brokerages  ar(  P 
buying  stakes  in  the  financial  se 

hafing  under  a  staggeiing  $1.7  tiil- 
n  nonperforming  loans.  Only  after 
lebt  overhang  clears  will  banks  be 
:o  reignite  Asia's  economies  by  lin- 
ing new  credit. 

e  task  of  restructuring  the 
ked  corporate  sector,  meanwhile, 
aarely  begun.  Ti'ue,  there  have 
notable  asset  sales  and  mergers, 
stimated  $60  billion  in  merger- 
cquisition  deals  will  be  completed 
98.  But  that's  not  enough.  While 
I  have  been  some  notable  asset 
,  most  Asian  corporate  chieftains 
in  largely  unwilling  to  sell  assets 
rices  that  suitors  are  willing  to 
Many  insolvent  conglomerates 
yet  to  even  agree  with  creditors 
;bt-workout  programs.  Industries 
ng  from  automobiles  to  chemicals 
3ctronics  will  remain  hobbled  by 
ciency,  overcapacity,  and  weak 
5.  Some  41%  of  industrial  capacity 
lailand  is  idle.  In  the  auto  sector 
,  Southeast  Asia  is  using  a  pal- 
5%  of  factory  capacity, 
e  biggest  drag  on  Asia's  prospects 
!covery  is  Japan.  Its  mandai-ins  ad- 
0  about  $600  billion  in  bad  bank 
Yet  outside  estimates  go  well  past 
ilhon.  Tokyo's  rescue  package  sets 
$500  billion  in  public  funds  to  take 
insolvent  banks,  inject  capital  into 
er  ones,  and  cover  all  depositors. 
,he  plan  doesn't  address  the  prob- 
of  lenders  that  remain  less  prof- 
;  than  their  major  U.  S.  and  Eu- 
m  counterparts.  And  Japan  hasn't 


While  full  recovery  is  far 
away,  there  is  evidence 
that  the  harrowing  free  fall 
is  nearing  bottom 


begun  to  address  the  bigger  issue  of 
industrial  restructuring. 

Without  a  strong  contribution  from 
Japan,  Asia's  walking  wounded  have  to 
rely  on  their  own  resources  far  more 
than  they  would  like.  Thailand  gets  a 
B+  on  financial  reform  for  making  the 
most  progress  in  clearing  bad  debts. 
Walk  into  a  Bangkok  bookstoi-e  and  you 
can  buy  bilingual  guides  to  property  for 
sale  at  government  auctions.  What's 
more,  the  government  tliis  yeai-  has  sold 
off  $900  million  in  finance  company  loans 
and  other  assets  to  foreign  investors, 
who  paid  as  much  as  60%  of  book  value. 
Thailand's  policymakers  have  also  al- 
lowed foreigners  to  buy  stakes  in  finan- 
cial institutions.  Early  this  year,  for  in- 
stance, ABN  Ami'o  paid  $195  million  for  a 
75%  stake  in  Bangkok-based  Bank  of 
Asia.  Yet  one  statistic  shows  how  far 
Thailand  still  has  to  go:  Nonperforming 
loans  now  come  to  some  $45  billion,  or 
35%  of  gross  domestic  product. 

South  Korea  is  giving  off  similarly 
mixed  signals.  So  far,  the  government 
has  bundled  and  sold  only  $300  million 
of  the  $30  billion  in  bad  loans  it  has  as- 


sumed fi'om  its  banks.  And 
South  Korea  still  has  some  $50 
billion  in  dud  loans  to  deal  with 
after  that.  Some  major  business 
groups  are  selling  assets: 
Ssangyong,  once  the  country's 
sixth-largest  chaebol,  has  virtu- 
ally liquidated  itself.  But  in- 
vestors are  waiting  for  the  top 
five  chaebol  to  join  the  party.  So 
far,  their  restractiu'ing  has  been  mostly 
talk.  Yet  at  least  some  failed  banks  are 
up  for  sale.  And  because  of  falling  im- 
ports, Korea  now  boasts  a  recorcl  $45 
billion  in  foreign  reserves,  up  from  vir- 
tually nothing  last  year. 
TOUGH  TASKS.  Politics  also  plays  a  big 
role  in  determining  a  country's  grade. 
That  is  a  major  reason  why  the  Philip- 
pines scores  high  in  business  w?]ek's 
survey.  Dismissed  by  many  in  business 
circles  as  an  intellectual  lightweight 
when  he  came  into  office  in  June,  Pres- 
ident Joseph  E.  Esti'ada  has  not  devi- 
ated from  the  refoinn  policies  of  liis  pre- 
decessor, Fidel  V.  Ramos.  He  also 
resisted  pressure  to  help  labor  unions 
during  their  strike  against  Philippine 
Airlines  Inc.  Nor  did  Estrada  bail  out 
his  tycoon  friend  Lucio  Tan,  the  air- 
line's owner.  Now,  investors  feel  more 
assured  that  Estrada  will  move  swiftly 
to  contain  the  crisis  if  it  worsens  in  his 
country. 

In  contrast,  Indonesia's  new  Presi- 
dent B.J.  Habibie,  who  succeeded  top- 
pled strongman  Suharto,  is  tainted  by 
his  close  association  with  his  predeces- 


The  Worst  May  Not 
Be  Over 


Gambluig  On 
Quick  Fixes 


"IP 

REAL  GDP 

GROWTH 

ANTY:  Few  new  loans 
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A  PERCENT  —ESI  — 


MAHATHIR:  Backward  steps 


98  '99 

—  EST- 


ANCIAL 

■ORM 

B 

Headway  on  bank  cleanup,  but  pri- 
vate debt  bomb  remains  unresolved. 

A 

D 

Recapitalizing  banks,  but  forcing  them 
to  lend  more  to  weak  companies. 

-ITiCAL 
■ORM 

B 

President  Kim  is  tackling  corruption, 
but  enacting  reforms  is  tougher. 

political 
reform 

F 

Regressing  badly  as  Mahathir  JaUs 
opponents  and  tries  to  stop  protests. 

ISOMER 
^FIDENCE 

D 

Rising  unemployment  and  wage  cuts 
causing  retail  sales  to  plunge. 

CONSUMER 
CONFIDENCE 

Q+ 

Should  rebound  due  to  easier  money, 
but  could  crash  if  policy  backfires. 

RPORATE 

:tor 

C 

Dominance  of  biggest  chaebol  growing, 
not  shrinking.  Debts  remain  high. 

CORPORATE 
SECTOR 

F 

Bailouts  rule  as  Mahathir  continues 
to  help  his  political  cronies. 

^EIGN 
ESTMENT 

C- 

Far  below  expectations  as  chaebol 
resist  selling  assets  to  foreigners. 

FOREIGN 
INVESTMENT 

C 

Electronics  makers  staying  put,  but 
currency  controls  spook  new  entrants. 
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sor.  Until  Indonesia  holds 
elections  in  mid- 1999,  the  risk 
of  continued  political  tur- 
moil— if  not  anarchy — re- 
mains high.  That  makes  it 
hard  for  Indonesia  to  lure 
back  the  etlinic  Cliinese  busi- 
nessmen and  billions  in  capi- 
tal that  fled  the  countiy  aftei' 
this  s))ring's  riots.  That  said, 
Habibie  is  making  some 
progi'ess.  His  administration 
has  recently  sped  up  efforts 
to  restructure  the  debt-laden 
corporate  sector.  Yet  the  task 
ahead  is  mind-numbing. 
"Every  bank  in  the  countiy 
is  insolvent,"  says  the  head  of 
a  leading  Wall  Street  M&A 
practice. 

EMPTY  BUILDINGS.  No  nation 
has  done  more  to  woimd  itself 
through  bad  policy  than 
Malaysia.  Prime  Minister  Ma- 
hathii'  Mohamad  has  cut  the 
countiy  off  ft-om  the  world's 
capital  mai'kets  and  stifled  re- 
form by  jailing  his  former 
Deputy  Prime  Minister,  Anwar  Ibrahim. 
And  he's  maldng  the  countiy 's  debt  bur- 
den, already  some  170%  of  GDP,  even 
heavier.  So  many  loans  are  under  water 
that  the  banking  system  needs  $16  billion 
to  recapitalize.  Yet  the  central  bank  is 
encouraging  banks  to  make  more  loans. 
Malaysia  scoi'es  poorly  in  restructiu-ing 
as  well,  where  bailouts  of  politically  fa- 
vored conglomerates  are  the  iiile. 


Still  A  Disaster  Area 
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A  PERCENT 


■  EST- 


FINANCIAL 
REFORM 

D 

Slowest  progress  of  IMF  recipients  in 
resolving  bad  loans  or  luring  investor's. 

POLITICAL 
REFORM 

c- 

Democracy  promised,  but  military 
still  str'ong  and  violence  continues. 

CONSUMER 
CONFIDENCE 

P 

Remains  extremely  lo'w,  and  little 
lasting  pickup  is  expected  this  year. 

CORPORATE 
SECTOR 

D 

Most  big  companies  insolvent.  Only  now 
are  debtor's  starting  to  devise  workouts. 

FOREIGN 
INVESTMENT 

c- 

Few  big  deals  in  wake  of  violence. 
Foreign  applications  surprisingly  strong. 

The  woes  of  the  weaker  nations  will 
drag  down  the  potential  high  perform- 
ers. In  Hong  Kong,  consumer  confi- 
dence has  evapoi'ated,  with  devastating 
effect  on  retailer-s.  "It  is  hard  to  imag- 
ine sales  increasing,"  says  a  glimi  Peter 
Lau,  chairman  of  I'egional  clothing 
chain  Giordano  International  Ltd., 
which  has  stores  throughout  the 
region.  One  sign  of  the  times:  Price- 


waterhouseCoopers  has 
panded  its  liquidation  prac 
fourfold. 

One  countiy  not  feature 
these  tables  could  affect  tl 
all:  China.  Premier  Zhu  Ro 
seems  poised  to  reach  his 
get  of  8%  growth  this  j 
through  massive  state  inv 
ment  to  stimulate  the  ec( 
my.  But  by  some  estima 
China  still'has  $250  bilHa 
bad  loans.  As  Zhu  opens 
credit  spigots,  he  risks  w( 
ening  banks  even  furt 
There's  also  still  a  risk 
Beijing  could  devalue  the 
nese  currency,  thereby  inil 
ing  a  fresh  crisis. 

Taken  together,  these 
port  cards  do  offer-  some  h 
for  investors — but  only  so 
If  Asia's  governments  con( 
tr-ate  on  making  their-  finar 
systems  strong  and  their 
porate  sector-s  efficient,  thi 
stand  a  good  chance  of  con 
out  of  this  financial  crisii 
healthy  shape.  But  countr-ies  that 
for  short-term  remedies  could  well 
up  looking  like  today's  Japan, 
stagnant  growth  and  deep  regrets 
missed  opportunities.  Staying  with 
progr-am  can  be  painful.  But  those 
do  will  lead  the  pack. 

By  Bruce  Ehihont  and  Joyce  I 
nathan  in  Hong  Kong,  with  bur 
reports 
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FINANCIAL 
REFORM 


n   Market  meddling  hurt  government 
credibility,  but  bank  regs  are  strong. 


POLITICAL 
REFORM 

consumer' 
confidence 


n  Beijing  cut  democratic  reforms,  but 
»*"  personal  freedom  remains  high. 

C Layoffs  and  retail  slump  hurt  ordinary 
citizens,  but  a  stock  jump  may  help. 


CORPORATE 
SECTOR 

FOREfGN  " 
INVESTMENT 


A_  Property  barons  are  riding  out  the 
"  crisis,  but  profits  are  weak. 

A Multinationals  like  pro-business  tone 
"  and  role  as  hub  for  China  busmess. 


FINANCIAL 
REFORM 

B+ 

Several  bank  mergers;  takeovers 
expected.  Tougher  regs  of  bad  loans. 

POLITICAL 
REFORM 

A 

President  Estrada  sticks  to  free-mar- 
ket policies  and  avoids  crony  bailouts. 

CONSUMER 
CONFIDENCE 

Unemployment  rising,  and  consumers 
complain  of  commodity  price  hikes. 

CORPORATE 
SECTOR 

c 

Credit  crunch  is  .slowly  easing. 
Exports  growing,  but  at  a  slow  pace. 

FOREIGN 
INVESTMENT 

Lower  than  last  year,  but  foreign 
interest  in  electronics  still  strong. 
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International  Business 


GERMANY 


HE  TALKS. 

BUSINESS  TREMBLES 

Finance  Minister  Lafontaine  is  throwing  his  weight  around 


When  German 
Chancellor  Ger- 
hard Schroder 
made  his  first 
policy  speech  on  Nov.  10, 
it  sounded  more  like 
damage  control  than  the 
agenda  of  a  brand-new 
government.  Schroder 
tried  to  reassure  Parlia- 
ment and  a  worried 
business  community  that 
he  and  his  fellow  Social 
Democrats  would  contin- 
ue on  the  path  of  fiscal 
discipline.  But  his  words 
did  little  to  soothe  his 
listeners'  feai-s.  The  veiy 
same  day,  the  chief  aide 
to  Finance  Minister  Os- 
kar  Lafontaine  had  is- 
sued a  stern  warning:  If 
Europe's  central  banks 
don't  cut  interest  rates 
to  spur  economic 
gi'owth,  he  warned,  gov- 
ernments might  open 
the  spending  spigots — 
even  if  that  means  re- 
laxing the  rales  for  mon- 
etary union. 

The  threat  carries 
real  weight.  In  the 
widening  split  between 
centrist  Sclu"6der  and  his 
P^inance  Minister,  La- 
fontaine seems  to  wield 
the  clout.  Never  in  post- 
war GeiTTiany  has  a  left- 
ist activist  had  as  much 
powei'  as  Lafontaine  has 
now.  His  strong  support 
fi"om  the  Social  Democ- 
ratic rank  and  file  gives  Lafontaine,  55, 
enormous  leverage  within  Schroder's 
new  government.  He  already  has 
formed  a  superministry,  adding  to  his 
Finance  portfolio  powers  formerly  held 
by  the  Economics  Ministry,  such  as  pol- 
icy regarding  Europe's  new  single 
cuiTency. 

Now,  Lafontaine  is  taking  his  act 


WHERE  LAFONTAINE  PARTS  COMPANY  WITH  BUSINESS 

MONETARY  POLICY  Lafontaine  is  lobbying  the  Bundesbank 
and  the  new  European  Central  Bank  to  cut  interest  rates  to  boost 
growth.  Business  wants  European  monetary  policy  to  stay  inde- 
pendent of  politics. 

ECONOMICS  Lafontaine  wants  to  boost  the  German  economy 
with  tax  cuts  for  lower-income  earners.  Business  prefers  structur- 
al reforms  such  as  looser  labor  regulations  and  government 
spending  cuts. 

REGULATION  Lafontaine  wants  international  regulation  of  banks 
and  hedge  funds  and  thinks  the  euro  should  trade  in  a  band 
against  the  dollar.  Business  believes  this  is  too  much  govern- 
ment intervention  in  financial  markets. 

DATA  BUSINESSWEEK 


global.  He  and  French  Finance  Minister 
Dominique  Strauss-Kahn  plan  to  meet  in 
Bonn  on  Nov.  16  to  formulate  a  new 
Eui'opean  economic  plan,  for  which  they 
hope  to  gain  backing  all  across  Conti- 
nental Eui'ope.  He  will  pitch  his  ideas  in 
the  U.  S.  on  Nov.  20,  when  he  is  sched- 
uled to  meet  with  U.  S.  Ti-easuiy  Sec- 
retary Robert  E.  Rubin  and  Federal 


Reserve     Board  Chairman 
Greenspan  in  Washington. 

Lafontaine's  aim  is  to  move  econ| 
ic  policy  in  Germany  and  the  resij 
Europe  considerably  toward  the 
nesian  left.  Before  he  meets  with  R 
and  Greenspan,  for  instance,  he  h( 
to  forge  a  European  consensus  on 
need  to  stabilize  foreign-exchange 
kets  after  the  single  cuirency  is  cr 
ed  next  year.  He  thinks  the 
should  fluctuate  only  in  a  prede 
mined  trading  range  against  the  d( 
and  other  major  currencies. 

The  Finance  Mi 
ter's  broader  views 
spelled  out  in  Don't 
Scared  of  Globalizat 
a  book  he  published 
yeai"  with  liis  wife,  e 
omist  Christa  Mii 
Both  believe  that 
many  and  Europe  n 
lessen  their  depend 
on  exports  and  do  n 
to  boost  domestic 
mand.  With  Eurof 
inflation  running  ui 
1%,  Lafontaine 
some  room  to  ease 
tight  spending  that 
tinental  governm 
practiced  during 
ranup  to  the  euro, 
as  he  never  fails  to 
mind  central  banken 
flunks  the  main  way 
rope      can  pror 
gi'owth  is  by  slashing 
terest  rates  from 
3.3%  with  which  the 
ropean  Central  Bai 
expected  to  usher  in 
euro  in  January. 
TIGHT  DISCIPLINE, 
ness  doesn't  like 
it's  hearing.  Many  « 
utives  believe  Schr 
made  a  sort  of  Fau 
pact  with  Lafontain 
get  elected  on  Sept 
Lafontaine  whipped 
party     into  bac 
Schroder  and  then 
discipline  during 
campaign.  Now,  gr 
Hans-Olaf  Henkel, 
of  the  Federation  of  Gennan  Indust 
"we  find  ourselves  in  the  difficult  s 
tion  of  having  someone  who  knows 
ing  about  business,  who  never  sti 
economics,  telling  us  what  we  sh 
think  about  business  and  economic 
Such  fears  are  being  fanned  by 
fontaine's  politicking  over  interest  r 
He  is  making  a  play  to  gain  leve 
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International  Business 


over  the  new  ecb.  Fonner  Chancellor 
Helmut  Kohl  tried  to  insulate  the  bank 
from  such  pressure  by  giving  it  the 
same  legally  mandated  independence  as 
the  Bundesbank.  But  there's  a  loophole: 
If  enough  of  the  euro  zone  nations 
agi'ee,  they  can  instinct  the  ecb  on  ex- 
change-rate policy.  Lafontaine  and 
Strauss-Kahn  ai"e  wonied  that  the  eiu'o 
will  be  born  too  strong,  potentially 
killing  export  gi'owth.  If  they  can  win  a 
few  other  governments  to  their  side, 
they  will  theoretically  have  the  power  to 
push  the  European  Centi'al  Bank  to 
drive  the  euro  down  by  cutting  rates. 
"That  could  set  up  a  huge  conflict  be- 
tween the  Ef'B  and  the  poUticians,"  says 
Ralf  Hoffmann,  a  Deutsche  Bank  econ- 
omist in  London. 

PET  PROJECTS.  Wliether  tilings  will  ever 
go  that  far  is  doubtful.  Fniancial  mar- 
kets would  likely  tank  at  any  sign  that 
politicians  are  successfully  pressuring 
the  ECB.  Already,  many  Gennan  execu- 
tives are  up  in  ai-ms  over  Lafontaine's 
diatribes  at  the  Bundesbank  and  his 
tepid  tax-reform  program.  "I'm  dis- 
turbed," says  Siemens  Chief  Executive 
Heinrich  von  Pierer.  "I  think  it  would 
be  a  big  mistake  if  the  government 
moves  onto  a  collision  course  with  the 
elites  in  this  countiy." 

The  big  question  is  whether  Sclu'oder 
will  move  to  rein  in  his  Finance  Minis- 
ter. Many  of  Lafontaine's  pet  projects 
have  little  prospect  of  success.  His  ex- 
change-rate target  idea  was  roundly  re- 
jected at  the  last  Group  of  Seven  meet- 
ing and  probably  won't  get  a  much 
better  reception  from  Rubin  and 
Greenspan  on  Nov.  20.  There  also  are 
signs  that  Lafontaine's  tactics  are  mak- 
ing Schroder  jitteiy  about  his  poll  rat- 
ings. The  Chancellor  has  chastised  La- 
fontaine for  lobbying  publicly  for 
interest-rate  cuts  rather  than  jawboning 
central  bankers  in  private.  And 
Schroder  recently  announced  new  mea- 
sui'es  to  cut  the  tax  burden  on  Gennan 
companies  by  50%  moi'e  than  planned, 
or  about  $!*  billion — with  most  of  the 
cuts  aimed  at  helping  small  to  midsize 
businesses. 

Business  is  clamoring  for  more  such 
moves.  But  Schroder  may  not  be  able  to 
change  Lafontaine's  agenda.  The  Fi- 
nance Minister  is  a  masterful  tactician. 
The  Gennan  newsweekly  Sfent  summed 
up  the  feeling  of  many  obsei-vers  when 
it  ran  a  recent  cover  story  on  La- 
fontaine entitled  "The  Boss."  That  may 
prove  to  be  an  exaggeration.  But  Oskar 
Lafontaine  could  shake  Europe  Inc.  to 
its  foundations. 

By  Thane  Peterson,  with  Karev 
Lowrij  Miller,  iyi  Frankfurt 


BANKING 


DOOMSDAY 

FOR  RUSSIAN  BANKS 

After  the  carnage,  a  flashback  to  a  Soviet-style  system 


Russia's  1,550  commercial  banks, 
most  technically  bankinpt,  face  a 
crucial  deadline.  On  Nov.  17,  the 
Russian  government  vrill  lift  the  moi'a- 
torium  on  debt  repayments  that  it  im- 
posed on  banks  in  August.  The  move 
will  be  the  signal  for  European  and 
U.  S.  creditors  to  launch  a  fluny  of  law- 
suits to  recoup  up  to  $;30  biUion  they  ai'e 
owed  by  the  banks.  And  it  will  touch  off 
a  shakeup  in  Russia's  peculiar,  postcom- 
munist  banking  system. 

Hundreds  of  banks  ai'e  likely  to  go 
out  of  business  or  be  swallowed  up  by 


NEW  MANAGEMENT:  TJie  government  wants  this  bank 


rivals.  From  Inkombank,  Russia's  third- 
largest  commei'cial  bank,  to  regional  in- 
stitutions, banks  were  holding  billions 
of  dollars  worth  of  Russian  Ti'easury 
bills  in  August  when  the  government 
defaulted.  The  simultaneous  devaluation 
of  the  ruble  wiped  out  two-thirds  of 
theii-  assets.  Now,  they  can't  resume  op- 
erations without  a  bailout.  But  Central 
Bank  Chairman  Viktor  Gerashchenko  is 
confounding  expectations  by  iTiling  out  a 
sweeping  rescue  plan. 

The  banks  have  only  themselves  to 
blame.  After  the  August  debacle,  the 
Centi-al  Bank  gave  them  about  $3.5  bil- 
lion in  credits.  But  much  of  the  money 
was  wasted  as  banks  switched  ruble 
credits  into  dollars  and  transfen-ed  them 
to  hard-to-trace  accounts  abroad.  Now 
Gerashchenko  is  imposing  controls  to 
ensure  that  any  new  ci'edits  are  used 
only  to  repay  depositors  or  creditors. 


As  a  bank  shakeout  unfolds,  it  is  lil 
ly  to  produce  a  system  resembling  ti 
of  the  Soviet  Union  of  the  late  198' 
Three  state-controlled  banks  are  ( 
pected  to  dominate:  Sberbank,  the  st; 
savings  bank;  Vneshtorgbank,  the  st; 
trade  bank;  and  Vneshekonombai. 
which  issues  government  obligatio 
The  government  also  plans  to  take  ox 
SBS-Agro,  a  commercial  bank  witl 
neai'  monopoly  on  fai'm  lending  that  L 
heavily  in  T-bills. 

Finally,  a  cluster  of  regional  or  s 
toral  banks  will  also  be  allowed  to  op- 
ate.  About  200  me- 


um-size  commei'( 
banks  that  survi\ 
the  crisis  will  stay  i 
business.  Others,  sr 
as    once    pow(  i 
Oneximbank,  may 
close  but  will  rem 
inactive  unless  tli 
tycoon  owners  < 
scrape  together  ii 
capital — imlikely  a 
time  soon.  The  s 
prise  winners  cn 
be    foreign  bans. 
Even  Russian  conii- 
nies  are  turning 
them.  Some  18  I 
eign  banks  havei- 
censes  in  Russia,  t 
eluding  Citibank  and  Bank  Austria. 

Tensions  between  foreign  credit 
and  local  banlcs  ai"e  set  to  rise.  Altln  > 
most  foreigners  have  written  off  tl 
Russian  debt,  that  won't  stop  them  i 
suing  Russian  banks  after-  Nov.  17. 
r-eady,   Lehman   Brother-s  Inc. 
Deutsche  Bank  have  filed  suits  in 
r'opean  courts  to  fi-eeze  Russian  ass 
Meanwhile,  the  gover-nment  and  for> 
creditors  are  close  to  an  agr-eemeti 
restructur-e  shor't-ter*m  debt.  But 
Russian  offer  is  worth  an  effective 
on  the  dollar-  at  most,  says  investn 
bank  mfk  Renaissance. 

So  for-eign  investors  ar-e  likely  to  I 
looking  warily  on  Russia.  The  deci 
to  end  the  debt  mor-atorium  and  t' 
some  banks  to  sink  is  only  a  stai' 
long  and  messy  effor-t  to  cr-eate  ai 
fective  banking  system  lies  ahead. 

By  Patricia  Kranz  in  Mot 
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EDITED  BY  JOHN  TEMPLEMAN 


CAN  CARDOSO  STEER  BRAZIL 
AWAY  FROM  THE  ABYSS? 


President  Femando  Henrique  Cardoso  has  plenty  to  cele- 
brate. Aftei'  his  Oct.  4  election  \ictoiy,  he  is  close  to  win- 
ning a  rescue  package  worth  about  $40  billion  for  Brazil 
led  by  the  International  Monetary  Fund.  Relieved  investors 
toasted  his  successes  by  pushing  Sao  Paulo's  stock  index  up 
16%  in  the  first  week  of  November.  And  capital  flight — 
which  in  September  drained  off  over  $20  billion,  or  one-third 
of  Brazil's  currency  reserves — has  slowed  to  a  trickle. 

But  the  party  could  soon  be  over.  Cardoso  must  enact  a 
slew  of  tax  increases  and  spending  cuts  to  im- 
plement a  tlu"ee-year,  $84  billion  austerity  pro- 
gram. Opposition  from  Congress  and  corpo- 
rate lobbyists  is  mounting  on  measui'es  such  as 
plans  to  nearly  double  the  tax  rate  on  financial 
transactions,  to  0.38%.  But  unless  he  can  push 
the  measui'es  through  by  early  next  year,  in- 
vestors may  again  head  for  the  exits  and  the 
IMF  could  back  off. 

Timing  is  critical.  The  transactions  tax  and 
other  legislation  must  pass  tlu'ough  two  roimds 
of  congTessional  voting  and  will  be  approved  in 
Januaiy  at  the  earliest.  If  global  financial  mar- 
kets remain  calm,  that  might  not  matter  But 
renewed  jitters  could  prompt  a  speculative  iiui 
that  could  force  a  devaluation  of  the  real.  An- 
alysts such  as  Deutsche  Bank  economist  Dalton 
Gardiman,  reckon  it  is  15%'  to  20%-  overval- 
ued. Worse  yet,  Bi'azil  might  default  on  part  of 
its  .$290  billion  in  public  debt. 
SKEPTICISM.  Much  is  riding  on  Cardoso's  efforts  in  Brazil,  by 
far  Latin  America's  biggest  economy.  His  success  could  be  a 
lifesaver  for  its  neighbors.  Recently,  other  Latin  stock  mar- 
kets have  coattailed  Brazil's,  to  post  their  strongest  rallies 
since  early  September  On  the  other  hand,  chaos  in  Brazil 
could  quickly  engulf  the  rest  of  the  region. 

Thei'e's  plenty  to  justify  investors'  skepticism.  Last  yeai;  af- 
ter Asia's  financial  meltdown,  Cardoso  announced  an  impi'es- 


CARDOSO:  Now  for  aasterity 


sive  $18  billion  in  budget  cuts  and  tax  hikes  to  ward 
speculative  attacks.  But  once  the  markets  calmed,  he  quie 
shelved  most  spending  cuts  and  a  pubhc-sector  pay  fre( 
Brazilian  lawmakers,  too,  have  embraced  austerity  befc 
only  to  buckle  when  lobbyists  squawked.  "A  sense  of  j 
gency  is  always  subject  to  local  politics,"  says  Walder! 
Goes,  a  political  analyst  in  Brasilia. 

Cai'doso  has  factoi-ed  some  pohtical  vriggle  room  into 
package.  He  could,  for  example,  accede  to  a  move  by  Congi 
to  halve  the  proposed  increase  in  the  trans 
tions  tax.  But  that  would  eliminate  $2.5  billioi 
the  $13  billion  in  new  revenues  that  Cai"d 
needs  next  yeai'.  There's  a  risk  such  concessi 
could  backfire  badly  if  investors  and  the  IMF 
tei-pret  them  as  a  serious  erosion  of  the  plai 
DAWDLING.  Bi-azilian-style  politics  could  well  ( 
ate  that  impression.  Sometimes,  Congi-ess  will 
bor  over  major  refomis  for  yeai's,  approve 
principle — but  dawdle  in  passing  nitty-gri 
laws  to  implement  them.  That  happened  i 
year  with  measui'es  to  make  it  easier  to 
public-sector  workers.  Often,  Congress  dod 
hot  issues  altogether,  such  as  ch'awing  up  a  i 
tax  code  to  ease  the  burden  on  business.  An< 
other-  times  it  deals  in  half  measures.  For 
ample,  on  Nov.  4,  after  four-  years  of  dither 
Congress  finally  approved  changes  in  the  so 
secuiity  system,  which  is  running  an  ami 
deficit  of  $35  billion.  But  then  it  set  the  national  retirement  £ 
at  only  48  for  women  and  53  for  men. 

So  far,  Brazil  has  kept  itself  from  becoming  the  n 
emerging  market  to  fall  into  the  abyss.  A  deal  with  the 
should  ease  the  debt  bm-den  and  stave  off  a  Russian-style 
fault.  But  investors,  who  have  waited  years  for  Brazil 
cut  spending  and  enact  reforms,  are  losing  patience.  If  ( 
doso  doesn't  deliver  now,  Brazil  won't  get  another  chano 

By  Ian  Katz  in  Sao  Pa 


GLOBAL  WRAPUP 


NABBING  A  MEXICAN  FUGITIVE 

►  The  arrest  in  Australia  on  Nov.  11 
of  fugitive  Mexican  financier  Carlos 
Cabal  Peniche  brings  to  an  end  a  four- 
year  hunt  for  a  man  who  symbolizes 
corporate  greed  under  President  Car- 
los Salinas  de  Gortari.  Salinas'  succes- 
sor, President  Ernesto  Zedillo,  points 
to  Cabal's  promised  extradition  as 
proof  that  he's  serious  about  punish- 
ing white-collar  crime.  Cabal  is 
accused  of  embezzling  $700  million 
from  two  banks  he  controlled. 

The  arrest  may  help  Zedillo  in  the 


opposition-led  Congress,  which  is 
balking  at  fimding  for  a  $65  billion 
bank  bailout.  But  Cabal's  return  could 
also  cause  headaches  for  Zechllo.  The 
former  banker  is  alleged  to  have 
helped  finance  Zedillo's  1994  presiden- 
tial campaign,  possibly  with  fraudu- 
lent loans  from  his  own  failed  banks, 
whose  losses  could  be  covered  by  the 
bailout. 

IT'S  AIRBUS  vs.  BOEING-AGAIN 

►  Europe's  Airbus  Industrie  is  bat- 
tling Seattle's  Boeing  Co.  over  a  $700 
million  plane  order  from  El  Al  Israel 


Airlines  Ltd.  No  big  surprise  there, 
except  that  the  European  consortiui 
vowed  last  year  it  would  never  agai 
compete  to  supply  El  Al. 

Israel's  national  airline  is  one  of  t 
few  whose  fleet  of  aircraft  is  100%  | 
Boeing.  But  what  turned  Airbus  off 
last  year  was  its  failure  to  win  an  o 
der  for  five  short-range  jets,  after 
heavy  lobbying  by  White  House  anc 
U.  S.  Commerce  Dept.  officials  on 
Boeing's  behalf.  With  Boeing  facing 
tough  times,  industry  analysts  expei 
Washington  to  start  twisting  arms 
again  soon. 


What  kind 
f  game  is 

your  401  (k) 
rovider 
playi 


When  it  comes  to  e: 
we  put  all  our  cards  on 


plan  ahead. 


Some  401(k)  providers  play 
games  with  your  expenses.  They 
hide  administrative  expenses  in 
asset  fees  or  neglect  to  explain  your 
total  costs.  Expect  better  from  the 
Principal  Financial  Group?  We  prac- 
tice full  disclosure  of  administrative 
expenses  and  investment  manage- 
ment fees  -  with  every  plan,  right 
from  the  start.  And  with  our  simpli- 
fied expenses  approach,  you'll 
know  your  total  expenses  up-front, 
plus  you  choose  how  you  pay. 

Combine  this  with  our  service 
guarantee  and  local  support,  plus 
an  impressive  array  of  investment 
options  including  name-brand  funds 
and  you've  got  one  of  the  best  total 
packages  in  the  indus- 
try. No  wonder  more 
employers  choose  us  for 
their  401  (k)  plan  than  any 
bank,  mutual  fund,  or  insurance 
company!  This  is  the  kind  of  per- 
formance you  can  only  expect  from 
The  Principal  -  a  company  with  over 
a  century  of  financial  expertise.  So 
caU  1-800-255-6613.  Or  connect  to 
www.principal.com  on  the  Internet. 
As  for  your  present  provider,  call 
their  bluff 


^  get  ahead. 


Plan  Ahead.  Get  Ahead!" 


Financial 
Group 


I  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Muaial  Funds 
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''How  can  I  get  my  teams  working 
together  more  effectively  when 
we're  spread  across  the  country^' 


Today's  workforce  is  more  dispersed  and 
mobile  than  ever.  So  you  have  an  even 
greater  need  to  train  your  employees 


without  unnecessary  travel  and  give  your 

rticipation 


Integrated  On-Demand  Network 

telecommuters  immediate  and  reliable 
access  to  information.  With  Sprint  1()N^^' 
Integrated  On-Demand  Network,  your  teams 
can  participate  fully.  A  truly  innovative 
network  that  provides  flexible,  high-speed 
data  links.  Sprint  ION  will  break  down 
geographic  constraints,  making  real-time 
videoconferencing  and  data  exchange  a 
practical  reality  for  businesses  of  all  sizes. 
This  means  every  meeting  with  your  staff 
can  be  face-to-face.  Trimming  time  and 
travel  costs  is  only  part  of  the  advantage. 
Data  intensive  applications,  large  graphics  and 
video  file  transfers  that  currently  take  hours 
to  complete  will  take  just  minutes.  With 
Sprint  ION,  the  participation  of  every  team 
member  will  be  as  if  they  were  there  with 
you  in  the  same  office,  www.sprint.com/ion 


Sprint 


We  help  your  business  do  more  business,^ 


Social  Issues 


CORPORATE  WOMEN 


YOU'VE  COME 

A  SHORT  WAY.  BABY 

Women  are  making 
progress  in  Corporate 
America-but  it's 
slow  going  indeed 

A 


t  fii'st  glance,  there's  wel- 
come news  here.  Women 
now  account  for  11.2%  of 
I  officers  at  large  coi-pora- 
tions,  up  ft-om  10.6%  last  yeai- 
and  8.7%  in  1995.  More  than 
half  of  the  500  companies  as- 
sessed by  Catalyst,  the  not-for- 
profit   research  organization, 
have  more  than  one  female  offi- 
cer, and  a  few  big  employers 
are  appi'oaching  gender  parity. 

So  Corporate  America  is  do- 
ing better  by  women.  Right? 

On  the  other  hand,  consider  the 
raw  number — 11.2%.  That's  just  one 
officer  in  nine — a  generation  or  long( 
after  women  began  entering  the  laboi 
foi'ce  en  nmsse.  In  a  scant  32  companies 
of  those  studied  do  women  make  up 
more  than  a  cjuaiter  of 
top  management.  And 
at  125  employers — that's 
actually  more  than  last 
year — women  are  shut 
out.  General  Electric: 
No    women  officers. 
Exxon:    Zero.  Philip 
Morris,  Intel,  Compaq: 
Not  a  one. 

"DISAPPOINTING."  The 

few  women  who  do  at- 
tain the  executive  suite, 
moreover,  still  occupy 
mostly  staff  positions — 
corporate  marketing, 
human  resources,  and 
the  like.  They  hold  just 
6.2%.  of  the  line  posts 
that,  with  profit-and- 
loss  responsibility,  are 
viewed  as  more  critical 
within  organizations. 
And  at  the  top,  women 
still  earn  substantially 
less  than  their  male 
counterparts. 


Where  Women 
Thrive... 

Companies  where  a  third  or 
more  of  officers  are  women 

WOMEN  PERCENT 


Depends  on  the 
Industry 

Industries  with  the  highest  and 
lowest  percentage  of  women 
among  corporate  officers 


OFFICERS 

OF  TOTAl. 

TOP  FIVE 

H.F.  AHMANSON* 

5 

50% 

SAVINGS  INSTITUTIONS 

32% 

CORESTATES  FINANCIAL* 

2 

40 

DIVERSIFIED  FINANCIAL 

31 

NORDSTROM 

14 

40 

PUBLISHING,  PRINTING 

27 

FANNIE  MAE 

58 

39 

MUTUAL  LIFE  &  HEALTH  INSURANCE 

18 

PACIFICARE  HEALTH 

12 

39 

OIL  AND  GAS  PIPELINES 

17 

LINCOLN  NATIONAL 

5 

38 

SLM  HOLDING 

28 

38 

BOTTOM  FIVE 

DAYTON  HUDSON 

7 

35 

TRUCKING 

0% 

KNIGHT-RIDDER 

8 

35 

SEMICONDUCTORS 

2 

Bl'S  WHOLESALE  CLUB 

2 

33 

WASTE  MANAGEMENT 

3 

PAINEWEBBER  GROUP 

2 

33 

COMPUTER  PERIPHERALS 

4 

PITNEY  BOWES 

5 

33 

MINING  &  CRUDE-OIL  PRODUCTION 

4 

'Acquired  in  1998 

DATA:  CATALYST 

Promising,  then,  or  bleak?  Catalji 
which  has  studied  women  in  busini 
since  1962,  tliinks  both.  The  results  "; 
bound  to  be  disappointing,"  says  Sh( 
Wellington,  Catalyst's  president.  At 
same  time,  she  notes,  women  have 
come  more  ingi-ained  strategically  in 
ganizations,  such  that  then-  overall  g£ 
no  longer  are  so  vulnerable  to  econo: 
gyi"ations  or  bouts  of  restracturing. 

Catalyst  invented  its  census  th 
years  ago,  basing  the  count  on  10-K 
ports,  proxy  statements,  and  follow 
sui-veys.  It's  an  imperfect  analysis,  si 
the  definition  of  "officer,"  as  recorde( 
public  filings,  isn't  always  consist( 
General  Electric  Co.,  for  exam 
which  lists  just  23  senior  ofiiceri 
its  10-K,  says  it  actually  has  a  t 
of  140,  of  which  10  ai-e  women 
MIXED  SIGNALS.  Catalyst's  cen 
does,  however,  provide  a  meas 
over  time  of  women's  advar 
ment — or  lack  thereof  And  cl( 
ly,  women  at  some  companies 
shining.  At  Nordstrom,  Far 
Mae,  and  PacifiCai-e  Health  i 
tems,  they  hold  around  409i 
the  officei's'  slots.  Fannie  I 
Vice-Chairman  Jamie  S.  Gore 
and  Andrea  Jung,  president 
Avon  Products,  are  both  in  p 
tions  to  take  over  theu'  compar 
top  job  within  a  few  years,  as 
r/    Lucent  Teclinologies'  Carleton  S.  ' 
rina  and  Patricia  F.  Russo  (page  I 
Beyond  those  few,  however.  cl( 
cut  success  stories  are  hard  to  come 
Motorola  Inc.,  for  one,  has  won  p' 
dits  for  recjuiring  its 
nior  managers  to  ide 
fy  and  groom  wor 
and  minority  success 
the  number  of  fen 
vice-presidents 
soared  to  41  from  i 
the  last  decade.  Yet , 
3  of  its  149  officers 
female.  Texas  Insi 
ments  Inc.  and  An 
Corp.,  both  well-kn( 
for  diversity  effo 
have  no  women  offic 
While  Amoco  mana} 
continue  to  be  judge 
part  on  the  diversit 
their  teams,  three 
nioi'  women  who  lei 
the  past  year  all  1 
been  i-eplaced  by  m 
Even  where  woi 
have  won  officer  sti 


wide  pay  gap.  Wo 
among  the  five  higl 
paid  officers  of 


Women  at  the  Top:  A  Scorecard 

Among  the  nation's  largest  companies,  feu)  have  more  than  nominal  representation  by  women  among  their 
corporate  officers  and  directors.  Below,  Catalyst's  1998  tally  of  women  at  the  50  biggest  employers 


OFFICERS 

DIRECTORS 

OFFICERS 

DIRECTORS 

NUMBER 
OF  WOMEN 

WOMEN'S  % 
OF  TOTAL 

uinucu'C  0/ 
WUmtN  5  7o 

OF  TOTAL 

NUMBER 
OF  WOMEN 

WOMEN'S  % 
OF  TOTAL 

vvuivicn  o  /o 
OF  TOTAL 

LSTATE 

2 

13.3% 

12.5% 

J.C.  PENNEY 

1 

7.1% 

18.2% 

/lERICAN  INTERNATIONAL  3 

5.7 

5.9 

JOHNSON  &  JOHNSON 

1 

6.7 

23.1 

/lOCO 

0 

0.0 

15.4 

KMART 

2 

4.6 

14.3 

&T 

4 

22.2 

9.1 

KROGER 

1 

9.1 

21.4 

^NKAMERICA 

2 

14.3 

7.1 

LOCKHEED  MARTIN 

4 

7.9 

11.1 

:LL  ATLANTIC 

3 

20.0 

18.2 

LUCENT  TECHNOLOGIES 

3 

15.0 

11.1 

)EING 

1 

4.2 

7.7 

MERCK 

5 

31.3 

15.4 

{ASE  MANHATTAN 

6 

21.4 

17.7 

MERRILL  LYNCH 

2 

10.5 

13.3 

1EVR0N 

1 

5.6 

15.4 

METROPOLITAN  LIFE 

4 

10.5 

18.8 

IRYSLER 

1 

3.3 

7.7 

MOBIL 

1 

10.0 

14.3 

TICORP 

1 

7.1 

7.1 

MORGAN  STANLEY 

2 

16.7 

20.0 

)MPAQ 

0 

0.0 

9.1 

MOTOROLA 

3 

2.0 

11.8 

>NAGRA 

4 

12.5 

12.5 

PEPSICO 

1 

8.3 

7.1 

<YTON  HUDSON 

7 

35.0 

27.3 

PHILIP  MORRIS 

0 

0.0 

14.3 

JPONT 

4 

6.5 

14.3 

PROCTER  &  GAMBLE 

1 

3.0 

11.8 

XOti 

0 

0.0 

16.7 

PRUDENTIAL  INSURANCE 

4 

21.1 

13.6 

NNIE  MAE 

58 

39.5 

27.8 

SAFEWAY 

3 

23.1 

0.0 

•RD 

5 

9.6 

18.2 

SBC  COMMUNICATIONS 

5 

26.3 

11.1 

:NERAL  ELECTRIC 

0 

0.0 

12.5 

SEARS  ROEBUCK 

1 

7.7 

18.2 

;neral  motors 

4 

5.6 

20.0 

STATE  FARM  INSURANCE 

31 

14.8 

15.4 

E 

2 

10.5 

8.3 

TIAA-CREF 

1 

9.1 

25.7 

iwlett-packard 

4 

13.3 

7.7 

TEXACO 

2 

11.1 

15.4 

)ME  DEPOT 

2 

7.1 

16.7 

TRAVELERS  GROUP 

3 

10.7 

14.3 

M 

4 

8.5 

18.2 

UNITED  TECHNOLOGIES 

2 

4.4 

15.4 

TEL 

0 

0.0 

9.1 

WAL-MART  STORES 

3 

5.3 

15.4 

based  on  information  reported  by  the  500  biggest  public  corporations,  based  on  revenue,  in  1997  annual  reports,  proxy  statements,  and  lO-K  statements,  and  confirmed  by  mail  surveys 

:ts  officers  and  directors  as  of  Mar  31, 1998,  or  earlier.  data  catalyst 


lanies,  Catalyst  found,  took  home 
68%  of  the  earnings  of  their  male 
;erparts.  Even  adjusted  for  age  dif- 
ces,  for  the  prepondei-ance  of  women 
wei'-paid  staff  roles,  and  for  the 
ity  of  women  CEOs,  a  gap  pei'sisted. 
ile  chief  financial  officers,  for  exam- 
;amed  77%  of  what  male  CFOs  made, 
le  upshot:  "In  the  upper  echelons, 
till  a  white  male  preserve,"  says 
i  Kallmann,  director  of  the  Insti- 
for  Women's  PoUcy  Research.  "Why 
we  surprised?"  Indeed,  women 
ighout  the  economy  eam  26%'  less 

men,  according  to  Labor  Dept. 

In  her  own  studies  in  1995  via 
us  Biu'eau  data,  Kallmann  found, 
.hadowing  Catalyst's  results,  that 

far  outnumbered  women  among 
)aid  managers. 

hat  follow  ai-e  reports  from  the 
,  where  the  tidings  are  as  mixed  as 
lata  would  suggest.  K.  F.  Ahmanson 
).,  the  CaHfoiTiia  thrift  that  topped 
I  lyst's  list,  disappeai-ed  this  year  in  a 


merger  with  Washington  Mutual  Inc.;  as 
of  Oct.  1,  all  five  of  its  women  officers 
were  out  of  jobs  (below).  Meanwhile,  at 
Lucent  Technologies  Inc.,  the  three-year- 
old  spin-off  from  at&t,  women  ai'e  thriv- 
ing at  the  highest  levels.  Promising  or 
bleak?  A  bit  of  both. 

By  Keith  H.  Hammonds  in  New 
York,  with  bureau  reports 


AHMANSON: 
PARITY  LOST 

With  great  earnestness,  Charles  R. 
Rinehart  and  thi'ee  of  his  top  fe- 
male managers  trooped  onstage 
last  August  at  the  Marriott  Hotel  in 
downtown  Los  Angeles.  They  were 
there  to  tell  several  himdred  executives 
attending  a  business  speakers'  series 
how  H.  F.  Ahmanson  &  Co.,  a  $55  bil- 


lion-in-assets  California  .savings  and  loan, 
had  pulled  off  a  feat  nearly  unheard  of 
in  Corporate  America:  gender  parity  in 
the  executive  suite.  "The  way  to  be  suc- 
cessful in  business  is  to  find  a  competi- 
tive advantage,"  Rinehart  told  the 
lunchtime  crowd.  For  Ahmanson,  "one 
obvious  advantage  was  to  recruit 
women." 

This  was  a  bittersweet  occasion, 
Rinehart  knew.  In  March,  Ahmanson 
had  agreed  to  be  acquired.  Within 
weeks,  it  would  exi.st  only  in  the  belly  of 
its  voracious  competitor,  Washington 
Mutual  Inc.  In  the  wake  of  that  $6.4 
bUUon  deal,  Rinehart,  his  top  managers, 
and  about  3,000  other  employees  would 
be  out  of  work.  And  Ahmanson's  diver- 
sity strategy — arguably  the  most  suc- 
cessful ever  at  putting  women  into  top 
management — would  vani.sh. 

Ahmanson's  dissolution  symbolizes  the 
fragility  of  diversity  efforts  in  the  face 
of  financial  and  strategic  demands.  Half 
of  the  thrift's  top  10  executives  were 
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!  hacker  signatures  while 
ierCop  Server  audits  system 
;  files  in  real  time.  Together 
H  WebShield  (award-winning 

IVIRUS    SCANNING    FDR  INTERNET 

eways  and  Microsoft  NT  proxy 
VERS),  Gauntlet  Active  Firewall 
iviDES  the  only  complete, 
egrated  security  solution 
ilable  today. 

3est-of-Breed  S  Integration  without  Compromise. 

W    YOU     NO     LONGER     HAVE  TO 
RIFICE  BEST-OF-BREED  TECHNOLOGY 
TIGHT    INTEGRATION    AND  SINGLE 

DOR  SUPPORT.  With  Gauntlet 
IVE  Firewall,  any  suspicious 

VITY  AUTOMATICALLY  GENERATES  A 
UBLE  TICKET  TO   OUR   MAGIC  TOTAL 

'VICE  Desk  and  then  activates 
Tool's  event  manager  and 

^TING  module           ALL  WITHOUT  ANY 

IAN  INTERVENTION.  IT'S  LIKE  DOU" 
IG  YOUR  NETWORK  ADMINISTRATION 
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fhe  Product  of  Choice. 


INTLET  AND  NETWORK  ASSOCIATES 
1HE    CHOICE   OF   THE    US  MILITARY 


AND  THE  INTELLIGENCE  COMMUNITV,  NOT 
TO  MENTION  BEING  THE  WORLD  LEADER  IN 
SECURITY  SOFTWARE.  WE  OFFER  A 
COMPLETE  FAMILY  OF  NET  TOOLS  NETWORK 
SECURITY  AND  MANAGEMENT  SUITES, 
MAKING  US  THE  ONLY  COMPANY  TO 
CHOOSE  WHEN  SECURITY  REALLY  MATTERS. 

^•^  Net  lools:  The  Solution  for  Securing  ond  Honoging 
your  NT  Network. 

Net  Tools  combines  the  complete 

SECURITY  OF  OUR  NET  TOOLS  SECnjRE  SUfTE 

of  antivirus,  firewall,  intrusion 
detection,  vpn,  encryftidn  and  digital 
cefmncate  authentication  wtth  net  tools 
Manager,  the  world's  leading  network 
performance  management  solutidn  and 
integrated  service  desk.  combined,  they 
all  become  net  tools,  the  only 
comprehensive  microsoft  windows  nt 
distributed  systems  management 
SOLUTION.     Call    b  do- 3  3  2-g  9  6  6  . 

DEPT.    1  943   FDR   OUR   WHITE!  PAPER 

ON  ACTIVE  Firewall  Integrated 
Security  solutions  or  visit  our 
WEBSITE  at  www.nai.com.  Now 

THAT'S  BULLET-PROOF  HWUILCIION  YUU  CAN 
COUNT  ON.  HASTA  LA  VISTA  HACKERS. 
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Social  Issues 


BEFORE  THE  BUYOUT 

Lack  of  direct  operating 
experience  didn't  stop 
Studenmund,  Kleiner,  and 
Anderson  from  excelling 

women — a  ratio  unmatched  among  large 
employers.  Two  were  among  the  com- 
pany's five  top  earner's.  Moreover,  over 
the  past  two  years,  the  visibility  of 
women  at  the  top  had  made  Ahmanson 
a  magnet  for  female  talent  at  all  levels. 
In  all,  women  made  up  roughly  half  of 
its  10,300  headquarters  and  regional 
managers. 

Yet  Ahmanson  was  stuck  in  a  ch'eaiy, 
low-return  business  and  faced  competi- 
tors that  could  either  buy  it  or  bury  it. 
So  Rinehart  sold  at  the  market's  top 
and  sealed  his  team's  fate.  While  Wash- 
ington Mutual,  with  tliree  women  among 
its  own  11  officers,  has  a  respectable 
record  of  promoting  women,  it  has  seen 
to  it,  in  almost  all  if  its  many  recent 
deals,  that  acquired  management  exit. 
RAPID  MAKEOVER.  As  of  Oct.  1,  the  Ah- 
manson execs  were  out.  Rinehart,  51, 
with  a  severance  package,  including  op- 
tions, of  about  $iO  million,  plans  to  teach 
high  school  math.  Anne-Dnie  M.  Ander- 
son, head  of  moitgage  lending,  is  volun- 
teeiing  at  an  east  Los  Angeles  food  bank. 
Jaynie  Studenmund,  who  i-an  retaO  bank- 
ing, traveled  to  Europe  and  says  she  is 
on  sabbatical,  spending  time  with  her 
young  kids  and  working  on  nonprofit 
boards.  Madeleine  A.  Kleiner,  foi-mer 
head  of  administi'ation,  attends  all  her 
daughter's  cross-coimtry  meets  and  plays 
a  lot  of  golf.  All  three  women  say  they 
won't  return  headhunters'  calls  until  after 
Jan.  1. 

The  hopeful  story  that  sui-vives  them 
is  how  Rinehart,  a  gi-andson  of  one  of 
the  first  female  branch  officers  at  Bank 
of  America,  rapidly  made  over  his  man- 

H.F.  AHMANSON  &  CO. 

Savings-and-loan  holding 
company  acquired  on  Oct.  2 
by  Washington  Mutual 

WOMEN  OFFICERS  HH 
PERCENTAGE  OF  TOTAL  OFFICERS  l.-f»lM 
TOP  WOMAN  OFFICER 


Madeleine  A.  Kleiner,  Sr.  Exec.  V-P 


WOMEN  AMONG  TOP  FIVE  EARNERS 
WOMEN  DIRECTORS 


agement  team,  attracting  women  ft'om 
outside  the  company  to  join  the  top 
I'anks.  "He  was  as  close  to  gender-blind 
as  you're  likely  to  get,"  Catalyst's 
Welhngton  says.  "He  was  interested  in 
peifonnance,  and  he  created  a  cultur-e 
that  encoui-aged  performance." 

Before  Rinehart  became  ceo  in  1993, 
Ahmanson  had  no  gi'eat  history  of  di- 
ver'sity,  vdth  only  a  few  women  above 
the  rank  of  regional  bi'anch  manager. 
The  company  never  any  fonnal  pro- 
gram, such  as  mentoring  or  quotas,  to 
promote  women  executives.  Anderson 
recalls  that  there  wasn't  even  a  women's 
rest  room  on  the  floor  where  board 
meetings  were  held  when  she  joined 
the  company  in  1993. 

Rinehart  ordered  headhunters  to 
screen  for  both  women  and  men  who 
could  help  him  change  the  thrift's  cul- 
ture. When  it  came  to  accommodating 
the  needs  of  working  parents,  the  ("EO 
led  by  example,  sometimes  leaving  at  3 
p.m.  to  coach  his  kids'  basketball  games 
and  making  up  the  time  later  He  en- 
couraged execs  who  reported  directly 
to  him,  most  of  whom  had  young  chil- 
dren, to  do  the  same. 

More  important,  Rinehart  was  willing 
to  take  risks  on  female  executives  who 
lacked  direct  experience  for  operating 


roles.  Anderson,  a  fomier  bank  anal; 
at  First  Boston,  was  hired  as  treasui" 
in  1993,  then  promoted  to  head  m:- 
keting.  In  1997,  she  took  over  resident! 
lending,  the  biggest  chunk  of  Ahm; 
son's  business.  Less  than  two  years 
ter  Kleiner  joined  in  1995  as  gene! 
counsel,  she  was  named  chief  admir- 
ti-ative  officer,  part  of  a  four-memlr 
Office  of  the  Chairman. 
BOXED  IN.  Rinehart  &  Co.  brought  I- 
manson  back  from  the  lows  of  the  C: 
fornia  real  estate  crisis  of  the  ea  ' 
1990s,  producing  return  on  equity) 
17%  in  its  last  fiscal  year  and  tripling  s 
stock  price  since  1994.  But  by  this  yr, 
Alimanson  was  losing  steam.  It  had  c  - 
ed  significant  market  share  to  acqu- 
tive  rivals.  And  its  deposit-operat : 
system  would  have  required  a  mass 
investment  to  expand.  After  losing-' 
Washington  Mutual  in  a  1997  bid  to  ti  J 
over  Great  Western  Financial  Coi 
Ahmanson  concluded  it  had  little  ch( 
but  to  join  forces  with  the  Seattle  gi; 

The  deal  was  a  boon  to  shareh( 
ers,  who  got  a  12%  premium  on  tlr 
stock.  And  if  corporate  women  eve  - 
where  lost  a  beacon  of  promise 
Ahmanson's  demise,  Ahmanson's  wonn 
did  just  fine.  Together,  the  five  top  (i- 
cers  took  away  severance  packages  *■ 


YOU'VE  GOT  TO  SEE  IT 


Our  1440  dpi  lets  you  see  them.  How  many  are  you  able  to  find^  Two^  Three^  Thanks 
to  an  EPSON  Stylus  Color  printer,  these  amazing  dancers  are  now  appearing  right 
before  your  eyes.  Of  course,  with  other  printers  you  might  see  how  well  they 
blend  m.  But  with  ours,  you  see  how  much  they  stand  out.  All  four  of  them. 

PRESENTING  THE  WORLD'S  FIRST  1440  DPI  INK  JET  PRINTERS. 

Only  Epson  ink  jet  printers  have  the  PerfectPicture"  Imaging  System  for:  -  , 

1440  X  720  dpi  •  Micro  Piezo'  technology  for  a  cleaner,  more  consistent  * 
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Ep;on  Styjus  Colox  850  Our  taslesi  business  pnnler  ^349 

call  1-800-GO-EPSON  (ask  for  Oper.  3100)  or  visit  us  at  WWW.epS0n.com.     Epson  stylus  Color  1520.  our  wide-format  business  prima  H99 
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Do  you  want  more  from  your  bank  than  a  standaj. 
To  view  things  from  a  completely  fresh  perspective,  | 
horizons?  Or  do  you  simply  expect  more  commitment 
everything  we  do,  we  try  not  to  be  just  any  bank,  hi 


nda?  Do  you  want  them  to  look  beyond  the  obvious? 
p  you  make  longer-term  plans  or  focus  on  entirely  new 
0,  perhaps  you  should  try  talking  to  us.  Because  in 
right  bank  for  you.  (^UBS 
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taling  over  $20  million — and  those  who 
haven't  found  new  jobs  say  they  have 
plenty  of  opportunities.  Think  of  it  as 
five  little  cracks  in  the  glass  ceiling. 
Bij  Kathleen  Morris  in  Los  Angeles 


LUCENT:  GALLING 
ALL  MAVERIGKS 

Lucent  Technologies  Inc.  has  two 
women  in  the  highest  reaches  of  its 
management  team  and  has  installed 
dozens  more  just  below  them.  Its  play- 
book:  Ignore  the  usual  diversity  somer- 
saults. Toss  hiring  quotas  and  gender- 
based  succession  planning.  Just  find 
good  people,  hold  them  to  high  stan- 
dards, and  judge  them  on  performance. 

That's  Lucent's  line,  anyway.  Its  ex- 
ecutives also  talk  about  the  quest  for  in- 
tellectual diversity — for  people  who 
bring  specific  talents,  who  have  hved 
abroad,  or  who  have  a  special  experi- 
ence with  a  market  or  client  group.  "If 
you  bring  in  diverse  perspectives,  the 
demogTaijliic  diversity  follows,"  says  Pa- 
tricia F.  Russo  who,  as  executive  vice- 
president  for  strategy  and  adiuinistra- 


tion,  is  Lucent's  liighest-ranldng  woman. 

In  truth,  Lucent  does  promote  the 
same  sort  of  mentoring  relationships 
that  other  big  companies  do  to  foster 
women's  advancement,  and  it  sustains 
some  30  women's  employee  networks. 
Yet  it  also  mostly  lives  up  to  its  own 
billing  as  a  meritocracy.  Spun  off  three 
yeai's  ago  from  AT&T  and  caught  uj)  ever 
since  in  fierce  comjjetition  with  telecom- 
munications-equipment rivals  Cisco  Sys- 
tems and  3Com,  Lucent  simply  hasn't 
had  time  to  install  a  glass  ceiling. 
HEIRS  APPARENT.  Just  3  of  its  20  corpo- 
rate officers  are  women,  an  above-aver- 
age but  unspectacular  statistic.  Wliat's 
more  impressive  is  that  Russo,  46,  and 
her  near-equal  female  counterpart,  44- 
yeai-old  Cai'leton  S.  Fioiina,  have  jobs  at 
the  highest  level  in  what  was  long  a 
male-dominated  industiy.  Both  are  fair 
bets  to  take  over  as  ceo  someday.  Below 
them,  women  make  up  19%  of  Lucent's 
328  vice-presidents  and  executive  dii'ec- 
tors  and  25%  of  all  middle  managers. 

Lucent  started  out  with  a  sti'ong  in- 
heritance from  parent  at&t,  which  has 
long  piu'sued  diversity  and  family-finend- 
liness.  But  as  it  prepared  for  indepen- 
dence, the  new  company  was  also  able  to 
draw  together  a  varied  management 


team,  mostly  from  outside  the  coi-porat 
mainsti'eam.  Russo,  an  IBM  sales  Vetera 
was  the  first  woman  to  head  an  at* 
business  unit.  Fioiina,  now  group  pres 
dent  for  the  key  Global  Service  Provid< 
business,  joined  at&t  after  driftir 
tlu-ough  a  succession  of  jobs,  then  move 
ft-om  sales  to  engineering  to  marketin 
Lucent  "was  a  part  of  the  [at&t]  org 
nization  where  people  who  were  mave 
icks  gravitated,"  biinging  diversity  wi 
them,  says  Dav:d  A.  Nadler,  chairman 
Delta  Consulting  Group. 

Then-CEO  Henry  B.  Schacht,  reciu 

LUCENT  TECHNOLOGIES 

Telecommuiiications-equipment 
manufacturer  that  was  spun  off 
from  AT&T  in  1995 
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Patricia  F.  Russo,  Executive  V-P 
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NO  SOMERSAULTS  NEEDED 


"  If  you  bring  in  diverse  perspec- 
tives, the  demographic  diversity 
follows,"  says  Exec  V-P  Russo 

ed  from  Cummins  Engine  Co.,  and  Pi'es- 
ident  Richard  A.  McGinn  trieci  to  define 
a  new  culture  based  on  performance. 
"TMs  company  is  moi'e  of  a  meritoci'acy, 
and  these  are  people  who  thrived  in 
the  environment,"  said  Peter  Bernstein, 
pi'esident  of  telecom  consultant  Info- 
nautics  Consulting  Inc.  McGinn,  now 
chairman  and  0P](),  encom-aged  managers 
to  take  on  unfamiliar  challenges,  some- 
thing that  appealed  to  women  such  as 
Russo  who,  after  turning  around  Lu- 
cent's business-communications-systems 
unit,  was  handed  responsibility  for  strat- 
egy and  administration. 

It's  not  a  company  for  the  faint  of 
heart.  "I'm  not  going  to  tell  you  this 
place  is  heaven,"  says  Kathleen  M. 
Fitzgerald,  48,  the  daughter  of  an  at&t 
operator  who  is  senior  vice-president 
for  public  relations.  "It's  relentlessly  go- 
ing after  customers,"  setting  a  pres- 
sure-packed pace.  But  top  women  seem 
to  be  thriving  in  that  culture.  No  di- 
versity somersaults  needed. 

Bij  Roij  Furcligott  in 
'Murray  Hill,  N.J. 
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"It's  an  unsettling  thought, 
but  if  every  other  technology  company  in  the 

world  mysteriously  disappeared, 
we  could  probably  get  by  on  NEC  alone." 

—  THE  RED  HERRING 


That's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies 
that  together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can 
collaborate  on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give 
countless  interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held 
computers  let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
are  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual  micro- 
scopes are  creating  a  whole  new  way  to  study  the  motions  of  molecules.  Discover 
the  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help  you  run  it. 
VWWW.nec.com  1.800.338.9549 
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PUBLISHING 


THE  GOSPEL  ACCORDING 
TO  STEPHEN  KING? 

The  King  James  Bible,  with  celebrity  intros,  is  getting  hot  pres 


The  latest  buzz  in  British  book  circles 
is  an  ancient  text  with  all  the  trap- 
pings of  a  modern  best-seller.  Al- 
though copies  have  been  in  bookstores 
just  one  month,  the  publication  has  al- 
ready garnered  much  press  attention 
and  the  threat  of  a  blasphemy  charge. 
Aiid  its  coming  to  U.  S.  bookstores  this 
spi-ing. 

The  surprise  hit?  The  Authorized 
King  James  Version  of  the  Bible.  Pock- 
et-size editions  of  the  Bible's  individual 
books,  introduced  by  celebrity  wiiters, 
to  be  exact.  Thanks  to  creative  mar- 
keting that  was  masterminded  by  29- 
year-old  Jamie  E. 
Byng,  managing  di- 
rector of  tiny 
Canongate  Books 
Ltd.,  the  "Pocket 
Canons"  have  gone 
back  for  a  second 
print  run  in  Britain, 
bringing  the  total 
copies  in  print  to 
900,000.  The  success 
of  the  series  per- 
suaded publishing 
heavyweights  in  14 
countries,  including 
the  U.  S.,  GeiTnany, 
and  Japan,  to  snap 
up  the  rights  quick- 
ly. "It's  a  remark- 
able project,"  says  Morgan  Entrekin, 
publisher  of  Grove/Atlantic  Inc.,  the 
New  York  publishing  company  that  will 
bring  it  out  in  the  U.  S.  "I  think  it  will 
get  a  tremendous  amount  of  attention." 
IMPULSE  BUY.  Not  bad  for  a  book  that 
has  been  around  for  nearly  2,000 
years — or  for  a  12-person  Scottish  pub- 
lisher that  was  pulled  out  of  banki-uptcy 
four  years  ago.  Canongate's  flash  of  in- 
sight was  to  take  the  400-yeai-old  trans- 
lation and  package  it  in  secular  mar- 
keting garb — from  snazzy  promotional 
displays  to  arresting  cover  art  and  high- 
profile  media  events — usually  reserved 
for  novels.  Canongate  broke  the  Bible 
into  its  66  books  and  produced  12  of 
them  in  slim  paperbacks.  In  Britain, 
where  they  were  launched  on  Oct.  1, 
they  cost  just  one  pound  ($1.70)  each — 


revelation 


whh  Hn.iniioducttuii  bv  i 


n  its  vile  ob- 
scurantism is 

its  bamjul  effect;  the  original  lan- 
guage may  have  welded  the 
metaphoric  mth  the  signified,  the 
logos  with  the  flesh,  but  in  the 
King  James  version  the  text  is  a 
Guignol  of  tedium,  a  portentous 
horror  film. 

INTRODUCTION  TO  REVELATION 

by  Will  Self 


df'siuiied  to  draw  W 
pulse  buyers.  T 
publisher  added  sti 
ing  black-and-wh 
cover  art  a 
arranged  the  text 
prose,  modernizi 
the  format  of  t 
verses. 

But  what  re;i 
sets  the  Pocl- 
Canons  apart  ai'e  i 
prefaces,  penned 
a  wide  range  of  thinkers  and  celel 
ties — Australian  rock  star  Nick  C; 
on  Mark,  feminist  writer  Doris  Lt 
ing  on  Ecclemisies,  and  atheist  and  e 
lutionist  Steven  Rose  on  Genesis.  Ri 
latioii  is  introduced  by  British  bad-1 
author  Will  Self,  whose  exploits  inch 
getting  caught  snorting  heroin  on  a  c; 
paign  trip  for  former  Prime  Minis 
John  Major  last  year.  Self  descril 
Revelation  as  a  "sick  text"  that  appt 
to  nut  cases.  It's  the  best-seller  of 
series.  Even  more  controversial 
novelist  Louis  de  Bemieres'  views 
Job.  The  author  of  British  best-se^ 
Captaiv  CorelU's  Mandolin,  a  dai'k  C( 
edy,  refers  to  God  as  a  "sarcastic  me 
lomaniac"  and  a  "frivolous  trickster. 

Byng  insists  he  didn't  set  out  to  ej 
erate  controversy.  But  he  knew  he 
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There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage^ 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


•  Achieve  a  rapid  return  on  your  ERP  investment 

•  Enhance  profitability  through  data  mining 

•  Unleash  the  business  potential  of  R/3  or  other 
ERP  systems  using  integrated  SAS  capabilities  for 
CRM,  balanced  scorecard,  quality  improvement, 
and  more 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 
Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919,677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc  Copyright  <<:j  1998  by  SAS  Institute  Inc 


www.sas.com/erpsolutions  ^ 


E-mail:  bw@sas.com 


919.677.8200 


Marketing 


Even  il  altitude  records  aren't  in  your  lligtit  plans,  consider  ttie 
FORTIS  Pilots  Automatic  Clironograpti.  Facts,  ensured 
accurate  by  the  automatic  self-winding  Swiss  movement,  are 
presented  crisply  on  its  uncluttered  dial-  Minimum  glare  and 
maximum  luminosity  are  ttie  aims  of  its  supremely  functional 
design,  whicti  features 

♦  Matle-finished  stainless  steel  case 

♦  Anti-refleclive  coating  on  botti  sides  of  ttie  crystal, 

♦  Large  face  witti  tiigfi-contrast  dial 

♦  Tntium-coafed  fiands  and  indices  for  nigtit  legibility 

♦  A  fail-sate  power  source:  automatic  self-winding  movement 

Favored  by  combat  and  commercial  pilots  ttie  world  over, 
FORTIS  Watcfies  are  at  fiome  witti  vibrations,  extreme 
altitudes,  and  G-Forces.  For  these  reasons,  when  taste 
and  necessity  demand  a  quality  aviation  watch, 
we  ask  that  you  consider  FORTIS. 

The  Fortis  Pilots  Automatic  Chronograph  (shown  above)  $1300 
and  other  Fortis  timepieces  are  available  from  $395  and  up  at 


fiV  Lfl(V  &  (0. 

7040  N.  IVtesa.  El  Paso.  Texas  Tel:  (915)  585-6900 


For  a  FORTIS  catalog  or  to  find  ttie  closest 
auttiorized  dealer  to  you,  please  call:  ■ 
800-358-921 2  or  71 7-822-1 900  ■ 
Visitjjs  on  thei.web  at  www.fbrtiswatcti.obrn 


to  do  something  to  bring  in  a  general 
audience,  not  just  those  drawn  to  reli- 
gious books.  "We  wanted  to  make  peo- 
ple look  at  the  Bible  with  fresh  eyes," 
he  says.  And  he  admits  the  inclois  over 
the  incendiary  intros  has  been  "totally 
welcome."  Indeed,  they  have  helped 
Canongate  stretch  a  $3,500  advertising- 
budget  into  a  literary  happening.  Byng, 
the  son  of  the  Earl  of  Straf- 
ford and  stepson  of  bbc 
Chairman  Sir  Christopher 
Bland,  built  a  marketing 
campaign  around  the 
celebrity  presenters.  It  in- 
cluded readings  on  the  bbc, 
serializations  in  national 
newspapers,  and  a  CD  fea- 
turing several  of  the  intro- 
ducers reading  from  their 
works. 

Just  as  important,  the  intros  have  set 
off  a  storm  of  protest  from  those  who 
prefer  their  scripture  traditional.  Reli- 
gious booksellers  and  activists  have  tried 
to  block  publication,  and  at  least  one 
threatened  to  sue  for  blasphemy.  Paul  J. 
Slennett,  a  wholesaler  who  owns  tliree 
religious  bookshops  and  heads  the  evan- 
gelical charity  Jesus  Is  Alive!  Ministries 
was  so  "horrified"  by  the  inti'oductions 
that  he  wi'ote  protest  letters  to  18,500 
clergymen,  as  well  as  to  the  Scottish 
Bible  Board,  which  had  licensed  Canon- 
gate  to  repiint  the  King  James  version. 
CANON  FODDER.  The  campaign  to  sup- 
press the  Pocket  Canons  didn't  work, 
but  it  did  generate  widespread  press 
coverage.  Mainstream  booksellers  say 
their  customers  began  asking  for  the 
books  months  before  publication. 
Prospects  look  bright  for  Christmas. 
Several  big  retailers  are  planning  to 
feature  the  Pocket  Canons  in  Decem- 
ber. Others  will  place  all  12  books  near 
sales  registers — as  last-nunute  stocking- 
stuffers.  "This  level  of  interest  in  a  re- 
ligious book  is  extremely 
rare,"  says  Martin  A.  Jenk- 
ins, until  recently  a  buyer 


Hoi 


low  qukkly  the  early  church 
under  Paul's  tuition  ceases  to  be 
visionary  and  turns  respectable. 
How  sfwrt  are  the  days  of  miracle 
and  wo7ider  Believe,  behave!  Con- 
suit,  unite!  We're  under 
threat  here,  and  how 
many  divisions  did  the 
intellectuals  ever  have? 

INTRODUCTION  TO  CORINTHLm 

by  Fay  Weldon 


Ahe  Song  of  Songs  is 
a  cry  of  erotic  loriging 
and  a  description  of 
erotic  bliss.  It  is  a  lyri- 
cal drama  whose  speak- 
ers  and  episodes  run  into  each 
other  as  in  a  dream,  or  a  vision. 

INTRODUCTION  TO  SOMG  OF  SOLOMON 

by  A.  S.  Byatt 


at  Waterstones  on  Londoi 
Charing  Cross  Road, 
heart  of  book  country.  Tl 
Pocket  Canons  "ai'e  broadening  the  m 
ket  for  Bible  pui'chasing." 

Will  that  happen  worldwide?  Tl 
U.  S.  will  be  the  series'  next  provi; 
gi-ound.  Grove/ Atlantic,  the  publisher 
last  year's  Pulitzer  Prize-winning  no\ 
Cold  MoiDitahi,  bought  the  U.S.  rigl 
for  an  undisclosed  amount.  Sales  re 
will  be  pitching  the  Pocket  Canons 
bookstore  chains  this  month.  Grove 
commissioning  several  new  introductio 
by  American  writers — as  yet  und; 
closed.  About  half  of  the  British  pr 
aces  will  stay.  "It's  going  to  be  inti 
esting  to  see  how  the  Religious  Rij 
reacts,"  Entrekin  says.  "I  hope  they  i 
predate  it  as  a  celebration  of  this  glo 
ous  text." 

Given  the  fracas  so  far,  that's  unlil 
ly.  But  as  in  Biitain,  publishing  expe: 
in  the  U.  S.  tliink  a  little  heat  will  dr 
general  readers — particularly  given  t 
interest  in  spiritual  texts  such  as  2 
Celestine  Prophesy.  "They'll  be  getti 
the  market  that  is  curious  but  at  1 
same  tiine  wants  to  thumb  its  nose 
the  Establishment,"  s: 
Constance  Sayre,  director 
Market  Partners  Intemati 
al  Inc.,  New  York  pubhsh 
consultants. 

Meanwliile,  tiny  Canong 
is  pressing  ahead.  Twe 
more  books  are  scheduled 
release  next  year.  So  far, 
liiggest   name  among 
[  ireface  wiiters  is  Bono,  l 
singer  of  musical  gToup 
ilic  Ifish  rock  star,  better  known 
packing  stadiums  than  pondering 
nature  of  God,  will  give  his  intei-pre 
tion  of  The  Book  of  Psalms.  Can  Op 
on  Lamentations  be  far  behind? 

By  Julia,  Flynn  in  London,  u 
Ellen  Neubonie  in  New  York 
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.MART  CARS 

C  H  NOLOGY     FOR     THE      NEW  MILLENNIUM 


EXTRAORDINARY  IN  TWO  AREAS  WE  CONSIDER  FAIRLY  IMPORTANT: 

STOPPING  AND  GOING. 


In  a  scant  6.7  seconds*  you're  at  60  mph. 

128  feet*  later,  you're  back  to  a  full  stop.  Stop  and  go  traffic  has  never  been  quite  so  invigorating. 

.RW  &  l,».k  CuuU  a  jkeM>l.aSSO  ^,1998  Vplvo  Cars  of  North  America,  Inc.  Alwayi  remember  to  Wear  your  seat  belt,  w«,w.vo.vocars.com  or  l-BOO-SSO-SeBt 
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SMART  CAR5 


E  QkH  H  O  U  O  (3 


F  O  R  THE 


NEW 


OUR  CARS  ARE  GETTING  SMARTER.  IT'S  HAPPENING  UNDER  THE  HOOD, 
INSIDE  THE  PASSENGER  COMPARTMENT,  AND  EVEN  ON  THE  ROADS  WE  USE. 
THE  PAYOFF  FOR  CONSUMERS  IS  A  NEW  ERA  IN  SAFER,  CLEANER, 
AND  MORE  CONVENIENT  PERSONAL  TRANSPORTATION. 


W 


hat's  driving  this  wave  in  auto- 
motive innovation?  Credit  low- 
cost  computing  power  and  a 
fiercely  competitive  world  marketplace 
where  a  vehicle's  new  features  often  spell 
the  difference  between  "just  looking"  and 
"I'll  take  it!" 

The  breadth  of  these  technological  won- 
ders is  astounding.  From  run-flat  tires  and 
cleaner  fuels  to  anti-swerve  suspensions  and 
smart  traffic  signals,  they  truly  cover  the 
gamut  of  the  motoring  experience.  They 
also  represent  the  best  thinking  not  just  of 
the  car  companies  themselves  but  of  the 
thousands  of  suppliers  to  the  transportation 
industry  as  well. 

Some  "smart"  innovations,  such  as  in- 
car  navigational  aids,  are  easy  to  recognize. 
But  just  as  many  more  work  unnoticed  and 
behind  the  scenes  to  get  you  where  you're 
going  more  efficiently.  Example:  Extensive 
multiplexing  in  the  new  Volvo  S80  slashes 
by  88%  the  wiring  required  to  make  the 
instrument  panel  work. 

Innovative  thinking  is  nothing  new  in  the 
automobile  business,  of  course.  But  it's 
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picking  up  steam  as  manufacturers  a( 
their  suppliers  strive  for  new  ways  to  m<( 
their  products  more  distinctive  and  attr 
tive  to  consumers. 

ELECTRONICS  GALORE 

The  trend  toward  smarter  cars  reflects  : 
ever-growing  sophistication  in  the  way  c 
and  trucks  are  designed  and  built.  It  a' 
tracks  the  accelerating  adoption  of  powr 
ful  but  low-cost  electronics.  Comput 
devices  of  various  types  so  permeate  ■ 
industry's  products  today  that  the  compt 
ing  power  aboard  a  modern,  wd 
equipped  car  has  been  compared  to  t3 
of  a  desktop  PC. 

It  wasn't  always  so.  Cars  have  carr  c 
some  electronics — radios,  for  example—:) 
many  decades.  But  most  of  todays  routi« 
applications  for  automotive  electronics  bs 
somed  less  than  25  years  ago.  That's  whf 
tightening  emission  standards  imposed  f. 
formance  requirements  that  simply  could' 
be  achieved  with  mechanical  devices. 

The  result  was  an  alliance  between  k 
electronics  and  automotive  industries  ta 
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ntinues  to  bring  new  capabilities  to  cars 
d  trucks. 

Just-introduced  examples  include  night 
on,  bumper-mounted  sonar  systems  that 
ke  parking  easier,  services  that  can  analyze 
jr  car's  trouble  via  satellite,  and  "drive-by- 
e"  accelerators  that  relay'  pedal  position 
ctronically  rather  than  mechanically. 

HER  INNOVATIONS 

tomotive  innovation  goes  well  beyond 
!  world  of  gee-whiz  electronics,  howev- 
You'll  find  pier  ty  of  new  ideas  popping 
in  lighting,  seating,  tires,  fuels,  and 
iterials,  too.  There  are  tail  lights  that 
Dmote  safety  by  lighting  up  quicker, 
adrests  that  mechanically  swing  into 
:ion  in  a  crash  to  help  avoid  whiplash, 
!S  that  grip  better  and  last  longer,  and 
3ts  that  are  air  conditioned  or  which 
ssage  your  back. 

New  ideas  are  helping  make  our  streets 
i  highways  smarter  as  well.  You've  proba- 
'  seen  those  signs  that  give  you  live 
dates  on  traffic  conditions  ahead.  But 
at  about  smart  signs  that  can  display 
issages  in  a  window  on  your  windshield 


well  before  you  spot  the  sign  itself?  Or  sys- 
tems that  tell  you  where  the  road  is  in  heavy 
fog  or  snow?  3M's  Intelligent  Transportation 
Systems  Project  is  among  those  probing 
such  technologies. 

Automotive  developers  are  cooking  up 
fresh  ideas  so  quickly  these  days,  it's  almost 
impossible  for  consumers  to  keep  track  of 
them  all.  Here's  a  rundown  on  some  of  the 
industry's  most  intriguing  innovations. 

SMARTER  PACKAGING 

Simply  adding  new  features  to  a  car  willy- 
nilly  can  quickly  bloat  construction  costs. 
That's  why  manufacturers  are  intrigued  by 
better  ways  to  integrate  features  and  build 
major  automotive  components  as  plug-in 
modules  that  speed  the  assembly  process. 

It's  been  going  o.n  in  seating  for  several 
years.  Automotive  assembly  plants  routinely 
receive  their  seats  built  to  order  on  a  just-in- 
time  basis  from  outside  suppliers.  It  won't 
be  long  before  many  factories  get  entire 
interiors  that  way. 

The  same  concept  works  for  other  big 
modules,  too.  In  Brazil,  for  example,  Dana 
Corp.  collects  components  from  70  sub- 


SMART  CARS 


Volvo's  new  S80  is  an 
international  luxury  class 
car  with  backup  radar, 
stability  control  system, 
front  and  side  airbags, 
antitheft  immobilizer 
system,  a  smog-eating 
radiator,  and  17  on-board 
computers  linked  by  a 
simplified  multiplex 
wiring  network. 
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Dana  Corp.  supplies 
Chrysler's  Dakota  pickup 
truck  plant  in  Brazil 
with  17  versions  of  this 
ready-to-roll  chassis. 


suppliers  and  bolts  together  a  "rolling 
chassis"  for  delivery  to  a  Chrysler  Dodge 
Dakota  pickup  truck  plant  located  a  few 
miles  away.  Resembling  a  ladder  on 
wheels,  the  chassis — complete  with  tires, 
suspension,  fuel  tank,  wiring,  and  more — 
represents  about  one-third  of  the  cost  of 
the  entire  truck.  Dana  supplies  17  different 
versions  of  the  chassis  and  says  it  could 
add  even  more  components  to  the  chassis 
before  delivering  them.  Chrysler  plans  to 
take  a  similar  tack  in  other  developing 
markets  because  it  permits  smaller  and 
cheaper  assembly  facilities. 


ON  A  tIZ 


tECTRONiC 


What  kind  of  feature  really  catches  a  car  she 
per's  eye?  Often,  the  answer  today  is  "son 
thing  electronic" —  a  gadget  that  isn't  alw 
essential  but  which  certainly  makes  driv 
more  convenient.  A  proposed  electronic  di 
from  Stuttgart-based  Robert  Bosch  Gm 
that  might  let  you  rearrange  the  display 
suit  your  mood  is  a  good  example. 

Trip  computers  and  electronic  compas 
also  fall  into  this  category  So  do  power  se 
that  remember  multiple  settings  for  differ 
drivers.  Radios  that  can  display  a  station's 
letters  and  format  are  another  example.  1 
same  goes  for  semiautomatic  transmissic 
that  let  you  row  your  own  gears  if  you  w 
or  not  if  you  prefer  to  have  it  done  autom 
cally.  These  features  began  to  appear  on 
automotive  scene  several  years  ago  and 
now  spreading  to  more  models. 

For  automakers,  success  lies  not  in 
technology  or  hardware,  but  what  it  offer; 
consumers.  When  buyers  see  a  value,  the 


The  display  of  this 
prototype  electronic 
instrument  cluster  from 
Robert  Bosch  can  be 
programmed  by  an 
automaker  to  change  its 
look  or  content  to  suit 
both  the  customer  and 
the  needs  of  a  specific 
model  or  market. 


A  car  without  Bosch. 


Imagine  for  a  moment  thai  your  car  doesn't  have 
a  starter  motor,  fuel  injection  or  an  ignition  system. 
Imagine  driving  without  a  control  system  for  your 
airbag.  In  fact,  imagine  your  car  stripped  of  every- 
thing Bosch.  So  no  oxygen  sensor  or  spark  plugs.  No 
windshield  wipers,  alternator  or  ABS.  Forget  the  trac- 
tion control  system  and  even  your  Biaupunkt  radio. 
So  what's  left?  Nothing.  At  least  nothing  you  could 
drive.  Though  you  could  try  pedaling. 

We  bring  innovation 


@  BOSCH 
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OnStar,  from  GM's 
Delphi  Automotive 
Systems  subsidiary,  is  a 
safety,  security,  and 
information  system. 
It  combines  global 
positioning  satellite  and 
cellular  technologies  to 
link  a  vehicle  and  its 
driver  to  the  OnStar 
Center  where  advisors 
are  available  24-hours-a- 
day  to  offer  real-time, 
personalized  help. 


gladly  pay  the  price.  A  case  in  point:  Some 
commuters  are  buying  a  transponder  to  put 
in  their  vehicle  that  lets  them  pay  tolls  auto- 
matically without  stopping.  The  device  links 
by  radio  to  a  roadside  antenna,  deducting 
the  correct  amount  from  drivers'  prepaid 
account  as  they  whiz  by. 

PUSH    BUTTON  CONVENIENCE 

You  know  about  power  seats  that  remember 
the  favorite  sets  of  adjustments  for  two  or 
three  drivers.  How  about  a  brainier  system 
that  also  remembers  your  preferred  steering 
wheel  tilt  angle,  radio  station  presets,  mirror 
adjustments,  suspension  firmness,  and 
more?  You  can  get  one  in  the  1999  Lincoln 
Continental  and  Town  Car. 

Will  drivers  be  willing  to  buy  the  capabili- 
ty of  adjusting  their  car's  radio,  temperature 
controls,  and  cellular  phone  by  talking  to 
them?  Visteon  Automotive  Systems,  an 
enterprise  of  Ford  Motor  Co.,  is  among 
those  with  the  necessary  voice-activation 
technology  ready  to  go  right  now. 


If  you're  ready  for  the  next  phase  in  rem: 
garage  door  openers,  consider  HomeLink, 
an  electronic  transceiver  that  can  activate  y 
garage  door,  estate  gates,  home  security 
tem,  outdoor  lighting,  and  more.  Suppliec 
Johnson  Controls,  Inc.,  HomeLink  has  aire 
been  built  into  3.5  million  vehicles  from  s- 
al  manufacturers.  This  fall.  Ford  debuts  a  ci 
panion  gadget  called  TravelNote.  It's  a  bi- 
digital  voice  recorder  that  lets  you  record 
messages  and  reminders  while  you're  dnvn 

WHERE   AM  I? 

Navigational  aids,  a  big  hit  in  Japan  for 
eral  years  now,  are  starting  to  catch  on  it 
United  States.  Many  Americans  are  ge 
their  first  exposure  to  these  handy  devic 
rental  cars,  where  they  are  especially  u: 
tive  in  helping  you  get  to  your  hotel  or  mi 
ing  site  quickly  and  without  wrong  turns. 

Typically,  your  progress  is  indicated  c 
video  map  display  as  driving  instructions  r 
announced  aurally,  although  directions  ri 
be  displayed  more  simply  in  terms  of  1^ 
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Help  them  plan  a  trip  to  Ahzona. 


lerever  Frank  and  Shirley  went.  OnStar  was  sure  to. 


Call  them  when  their  air  hogs  went  off. 
(Their  car  sent  a  signal  to  OnStar") 

Make  sure  they  were  all  right 

(They  slid  into  a  nest  of  rattlesnakes.) 

Offer  to  send  an  ambulance 

Check  their  engine  by  remote. 
(From  1,000  miles  away.) 

Pinpoint  their  exact  location. 

Order  a  tow  truck. 

Get  them  a  cab  to  the  hotel. 

Notify  their  insurance  carrier. 
(At  Shirley's  request.) 

Suggest  a  great  Mexican  restaurant. 

Get  them  to  1-40. 
(After  Frank  got  lost.) 

Get  them  tickets  to  a  baseball  game. 

Find  the  nearest  gas  station 


Warn  them  about  road  detours. 

Call  when  their  car  was  stolen 
(And  help  the  police  track  it.) 

Contact  them  after  the  car  was  recovered. 


Unlock  their  car  doors  by  remote. 
(Frank  locked  the  keys  in  the  car) 

Tell  them  Tucson  will  be  sunny  and  86" 


How  will  you  use  it? 


^^Star 

Wherever  you  go.  here  we  are.' 


The  one-touch  connection  to  people  who  can  help" Call  1-888-0NSTAR-7 or  visit  www.onstar.com . 


SPECIAL   ADVERTISING  SECTION 


SMART  CARS 


Cadillac  Night  Vision 
uses  thermal  imaging 
to  display  potentially 
dangerous  conditions 
well  before  your  head- 
lights pick  them  up. 
Debuting  in  2000,  the 
system  can  see  through 
fog  and  the  glare  of 
oncoming  traffic. 


far  It  IS  to  the  next  left  or  right  turn.  Such 
systems  keep  track  of  where  you  are  by 
comparing  your  rate  of  speed  and  angle  of 
turns  against  their  internal  maps,  by  triangu- 
lating your  position  with  the  aid  of  global 
position  satellites,  or  both. 

If  that  sounds  too  technical,  there  are  more 
gentle  alternatives.  OnStar  from  GM's  Delphi 
Automotive  Systems  subsidiary  is  a  mobile 
concierge  service  available  in  many  GM  prod- 
ucts that  connects  you  with  a  live  service  rep- 
resentative 24-hours-a-day  Your  OnStar  rep- 
resentative can  order  theater  tickets,  find  you 
a  hotel,  remotely  troubleshoot  many  car  trou- 
bles from  afar,  and  even  unlock  your  doors  if 
you  lock  your  keys  in  your  vehicle.  The  system 
also  will  automatically  summon  emergency 
help  if  you're  in  an  accident  severe  enough  to 
trigger  your  vehicle's  airbags. 

Ford  customers  can  opt  for  RESCU — 
short  for  Remote  Emergency  Satellite 
Cellular  Unit — a  somewhat  similar  system 
that  reports  your  location  in  an  emergency 
and  lets  you  talk  to  a  live  person  via  cell 
phone  until  help  arrives.  Like  OnStar,  RESCU 
can  dispatch  a  tow  truck  if  you  need  one. 


H  E  A  D  S   U  P  ! 

Driving  down  a  country  road  at  night, 
vision  is  only  as  good  as  the  reach  of  your 
headlights.  In  about  a  year,  however,  you  li^ 
able  to  overcome  such  limitations.  That's  w|e 
Cadillac  expects  to  introduce  Night  Visionii 
infrared  detection  system  that  can 
objects  up  to  three  times  farther  away 
they  can  be  seen  with  high-beam  headlig 

Cadillac's  thermal  imaging  system  uo 
small  sensor  mounted  in  the  grille  an 
translucent  display  on  the  windshield.  Hs 
generated  by  objects  makes  them  appe'--^ 
ghostly  white  images  floating  near  the 
of  the  hood.  The  system  works  through 
or  rain,  and  it  helps  you  see  ahead  thr^ 
the  headlight  glare  of  oncoming  traffic. 

Night  Vision  will  debut  as  an  exclus' 
option  on  the  2000  Cadillac  DeVille  and  ra 
spread  to  other  GM  models  later. 

AUDIO  NEWS 

If  you've  ever  taken  a  long  driving  trip  \ 
teenagers,  you  know  there  can  be  major 
ferences  of  opinion  over  music  selecti 
But  dual  media  audio  systems  offer  a  wa; 
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Th6  power  to  si  m  pi  if  y: 

Sometiines,  it  means  inventing  new  ways 
to  keep  you  in  touch  as  you  travel. 


e 

1  ^  ' 

jP|P||||||HlMMiMMMRw«t-J<:>> 

Delphi  Automotive  Systems  is  leading  the  way  in  bringing  satellite  communications 
into  the  car  you  drive.  Our  Mobile  Media  System  will  deliver  E-mail,  provide 
directions,  let  you  order  a  movie,  play  a  game  and  more,  all  through  your  car's 
computer.  Developed  in  combination  with  IBM*,  Netscape®  and  Sun  Microsystems", 
many  of  these  advanced  features  are  already  being  designed  into  vehicles  you  will 
be  driving  in  the  coming  years.  By  developing  the  smart  systems  of  tomorrow, 
Delphi  is  uniquely  positionea  to  meet  the  needs  of  auto  manufacturers  around  the 
world.  To  learn  more  about  how  we  simplify  things  for  car  and  truck  makers, 
visit  www.delphiauto.com. 

All  product  names  and  trademarks  are  the  registered  marks  of  the  respective  companies. 
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SMART  CARS 


The  Silhouette  Premiere 
minivan  from  Oldsmobile 
features  an  integrated 
video  entertainment 
system.  While  mom  and 
dad  enjoy  listening  to 
their  favorite  talk  radio 
or  CD,  the  kids  in  back 
can  watch  a  tape  of  their 
favorite  movie  on  a 
flip-down  video  screen. 


find  peace  for  all  parties.  They  supply  sepa- 
rate signals  fronn  two  audio  sources  simulta- 
neously, so  you  can  listen  to  talk  radio  while 
your  kids  enjoy  their  Smashing  Pumpkins 
CD  with  their  own  set  of  volume  and  seek 
controls  operating  through  headphones 
plugged  into  dual  backseat  jacks. 

When  a  customized  music  channel  isn't 
enough  for  your  backseat  passengers,  why 
not  consider  movies  or  video  games  you 
display  on  a  flat-screen  display  that  flips 
down  from  the  ceiling  of  your  minivan? 

Oldsmobile's  top-end  Silhouette 
Premiere  minivan  comes  with  an  integrated 
sound  system  that  includes  a  5.5-inch  color 
screen  and  two  headphones  each  for 
second-  and  third-row  passengers.  You  can 
use  the  system  to  watch  video  tapes,  includ- 
ing those  you  shoot  with  your  own  video 
camera,  or  listen  to  CDs  or  audio  tapes.  The 
system  is  flexible  enough  so  front-seat  pas- 
sengers can  listen  to  one  audio  source  while 
backseat  passengers  tune  into  another. 

There  are  handy  new  audio  electronics 
for  the  driver,  too.  One  is  speed-sensitive 
volume  that  changes  automatically  to  offset 


road  noise  at  higher  driving  speeds,  th 
dials  down  when  you  slow.  Another  is  t 
Radio  Data  System  feature  which  display 
radio  station's  call  letters,  music  forr 
song  title,  artist,  or  other  information 
as  traffic  reports  or  even  stock  quotes.  T 
data  is  transmitted  along  with  the  non 
audio  signal  broadcast  by  the  station 
another  idea:  speakers  mounted  in  t 
headliner  that  lend  new  meaning  to  1 
term  "surround  sound." 


Safety  plays  a  varying  role  in  the  pure 
decision,  but  most  consumers  conside' 
very  important  these  days.  The  1999  crop) 
new  vehicles  boasts  a  number  of  new  saf.) 
features  worth  your  consideration.  Evr 
more  advanced  safety  items  are  scheduc 
for  introduction  over  the  next  several  year 
Just  how  far  safety  technology  can  gci: 
demonstrated  in  prototype  vehicles  suchi 
Toyota's  Advanced  Safety  Vehicle, 
equipped  with  a  hood  airbag  for  pedestri;; 
side-mounted  cameras  in  the  front  fenders t 
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Toyota's  experimental 
Advanced  Safety  Vehicle 
carries  almost  every 
conceivable  safety 
feature,  including  a 
system  that  pulls  your  car 
to  a  stop  on  the  side  of 
the  road  and  turns  on  the 
emergency  flashers  if  you 
fall  asleep  at  the  wheel. 


I  can  see  cross  traffic  as  you  peek  out  of  a 
row  alley,  a  fire  suppression  system  for  the 
^ine  compartment,  a  drowsy  driver  alert, 
:l  an  automatic  accident  avoidance  system. 

NTLER  AIRBAGS 

bags  haven't  lived  up  to  the  cure-all 
ety  reputation  they  once  had.  To  be 
'8,  the  devices  deserve  credit  for 
'ing  thousands  of  lives.  But  their  explo- 
ely  fast  inflation  rate  also  has  been 
imed  for  injuring  or  killing  occupants 
0  were  sitting  too  close  to  them  when 
•y  deployed. 

Until  the  1998  model  year,  the  airbags 
re  engineered  to  meet  federal  safety  reg- 
itions  requiring  them  to  protect  an 
melted  adult  male  in  a  30-mile-per-hour 
ntal  crash  into  a  barrier.  Modified  test 
ndards  now  permit  airbags  that  deploy 
h  up  to  35%  less  force. 
These  gentler  airbags  still  inflate  faster 
n  the  eye  can  see — they  must  if  they  are 
provide  protection  in  time.  Virtually  all 
'9  cars  and  trucks  are  equipped  with  some 
Ti  of  these  less  forceful  airbag  systems.  A 
/  automakers  are  introducing  two-stage 


airbag  systems  that  are  smart  enough  to 
inflate  with  less  force  at  lower  crash  speeds. 

Many  1999  models  come  with  side 
airbags  as  well.  Mounted  in  the  doors  or 
outer  edge  of  the  front  seats,  they  pop  out 
to  protect  your  torso  in  a  side  impact. 

That's  not  all.  Manufacturers  such  as 
BMW,  Mercedes-Benz,  Toyota,  and  Volvo 
are  adding  a  second  set  of  airbags  — 
shaped  like  tubes  or  curtains — that  block 
the  side  windows  to  protect  your  head  and 
keep  you  inside  your  vehicle  when  you're 
hit  from  the  side.  Developers  have  even 
come  up  with  small  footwell  airbags  to  pro- 
tect your  feet  in  a  crash. 


Curtain-like  side  airbags 
in  the  1999  E-Class 
Mercedes-Benz  sedan 
work  in  conjunction  with 
existing  door-mounted 
side  airbags  to  help 
prevent  head  injuries  in  a 
severe  side  collision. 
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The  Chevrolet  Corvette 
carries  no  jack  or  spare 
tire  because  its  Goodyear 
Eagle  F1  EMT  (Extended 
Mobility  Tires)  can  be 
driven  safely,  even  with 
a  total  loss  of  pressure, 
up  to  50  miles  at  55  mph. 
Run-flat  tire  technology  is 
becoming  available  now 
for  most  cars  and  vans. 


Still  smarter  airbags  are  expected  a  few 
years  from  now.  They  will  determine  the 
weight  and  location  of  each  passenger, 
check  for  seatbelt  usage,  and  note  the 
speed  of  the  vehicle  in  deciding  how  much 
force  to  use  in  deploying.  The  hardware  for 
such  systems  exists  today,  but  developers 
are  still  working  on  computer  software  that 
can  accurately  make  the  necessary  calcula- 
tions in  a  split  second. 

SMART  TIRES 

Even  the  tires  on  your  car  are  beginning  to 
get  smarter.  Continental  General  Tire  is 
developing  a  technology  that  lets  tires 
"read"  the  road  as  they  roll  along,  relaying 
the  information  to  a  special  suspension  that 
responds  to  changing  road  conditions  and 
driving  styles  accordingly. 

The  Continental  system  imbeds  magnetic 
bands  in  a  tire's  sidewall,  then  uses  a  pair  of 
sensors  to  read  their  movement.  The  result  is 
a  stream  of  data  about  tire  loads  that  could 
be  fed  into  antilock  brake  and  active  suspen- 
sion systems  to  improve  their  performance. 

Modern  tires  make  blow-outs  less 
likely.  But  if  you're  still  worried  about 


fi 


getting  a  flat,  look  into  the  new  and  growl 
breed  of  run-flat  tires.  Run-flat  technolc 
isn't  new,  but  marrying  it  successfully  to  c( 
ventional  tire  rims  has  taken  time.  You' 
run-flat  tires  in  sizes  to  fit  most  cars  and  m 
vans.  They  look  like  conventional  tires  on 
outside,  but  their  sidewalls  are  stiffer  so 
tire  won't  collapse  when  it  loses  air  The  ti 
are  so  effective  at  maintaining  their  handl 
characteristics  after  a  puncture  that  run-fl 
generally  require  special  sensors  to  warn  ) 
when  they  lose  air. 

Even  tires  with  no  built-in  brains  are  m 
competent  than  previous-generation  n 
ber.  The  trend  is  to  superior  performar 
and  greater  durability  under  a  broac 
range  of  driving  conditions.  Most  tires 
new  American  cars  today  have  all-sea; 
capabilities,  for  example.  And  high-per 
mance  tires  are  beginning  to  match 
longer  tread  life  that  more  sedate  ti 
achieved  years  ago.  Some  are  adopt 
tread  patterns  originally  developed  for 
weather  racing  tires,  a  feature  that  h 
avoid  aquaplaning — the  skid-prone  cor 
tion  that  occurs  in  rainy  weather  when  a 
can't  squeegee  away  water  fast  enough. 


It's  called  our  Hybrid  System.  The 
world's  first  system  that  combines 
a  gasoline  engine  with  an  electric 
motor  to  maximize  fuel  economy, 
eliminate  battery  charging  facilities, 
and  reduce  exhaust  emissions  by  a 
sta^^erin^  90%.  Which  gives  us  a  lot 
of  breathing  room  while  we  continue 
to  work  on  the  remaining  10. 


The  Prius:  Our  new  hybrid  vehicle  is  currently 
in  Japan  but  coming  to  America  soon. 


TOYOTA 


everyday 


18  00-GO-TOYOTA  ■♦•www.tovota.com 


■  ju'^'h  n.Nvta  M.,t>.r.Saks,  L'.^S.A  ,  Inc. 
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LIGHTS   ON    FOR  SAFETY 

Should  your  headlights  be  on  during  the 
day'?'  Many  safety  experts  think  so. 
Research  is  inconclusive  on  the  issue,  but 
the  idea  of  using  your  headlights  to  make 
your  vehicle  more  noticeable  to  other  dri- 
vers during  the  day  certainly  appeals  to 
common  sense. 

Daytime  running  lights  (DRLs)  are 
required  on  new  cars  sold  in  Canada  and 
Scandinavian  countries.  There's  no  rule 
about  it  in  the  United  States  so  far,  but  sev- 
eral brands  offer  this  feature  anyway  includ- 
ing GM,  Saab,  Volvo,  and  Toyota. 

A   SMARTER  DUMMY 

How  effective  are  airbags,  seat  belts,  and 
other  automotive  safety  items?  Ask  a  dummy. 


For  years,  key  safety  performance  info 
mation  has  come  from  Hybrid  III,  a  eras 
dummy  developed  by  GM.  Hybrid  Ills  hav 
been  riding  out  and  reporting  the  effects  < 
frontal,  side,  and  rollover  crashes  for  years. 

Now  a  more  intelligent  dummy,  Thor, 
preparing  to  take  over  early  in  the  21st  cei 
tury.  Built  to  mimic  the  behavior  of  th 
human  body  more  accurately  than  its  predi 
cesser,  Thor  promises  to  give  researchers 
clearer  picture  of  the  forces  affecting  th 
body  during  a  crash.  The  new  dummy  fe 
tures  120  built-in  pressure  sensors,  abo 
twice  as  many  as  a  typical  Hybrid  III  has.  1 
also  configured  to  measure  forces  generj 
ed  by  seat  belts,  airbags,  and  other  safe 
systems  that  were  still  in  their  automotn^ 
infancy  when  Hybrid  III  was  designed. 
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USPENSIONS   THAT  THINK 

our  car's  suspension  waits  until  you  hit  a 
ump,  then  reacts  by  trying  to  minimize  the 
5it.  But  one  day  it  will  "read"  the  road 
istead,  then  adjust  itself  before  the  bump 
rrives  so  you  can  enjoy  a  boulevard  ride 
nd  sports  car  handling  at  the  same  time. 

In  their  most  advanced  form,  these  active 
uspensions  require  no  springs  or  shock 
bsorbers.  None  is  in  mass  production, 
lough,  because  of  the  high  cost  of  the  sen- 
ors,  high-pressure  hydraulics,  lightning-fast 
ctuators,  and  high-tech  computers  neces- 
ary  to  make  it  ali  work. 

In  the  meantime,  you  can  buy  some  cars 
lat  use  their  antilock  braking  and  traction 
ontrol  systems  to  help  prevent  skids.  Lexus 
ehicle  Skid  Control,  for  example,  will  dial 


back  engine  power  and  apply  braking  to 
individual  wheels  as  necessary  when  the 
direction  of  vehicle  travel  does  not  agree 
with  driver  steering  input.  Other  luxury 
cars — notably  those  from  Audi,  BMW, 
Cadillac,  and  Mercedes-Benz — offer  similar 
systems.  Bosch  is  credited  with  developing 
the  first  skid  control  system  four  years  ago. 

Other  manufacturers  offer  adaptive  trans- 
missions that  shift  sedately  or  aggressively 
according  to  how  you  use  the  accelerator. 
Some  can  adjust  their  shock  absorbers  auto- 
matically as  road  conditions  change. 

Another  technology  you'll  hear  more 
about  in  the  next  few  years  is  adaptive 
cruise  control.  It  uses  radar  to  check  on  the 
car  ahead,  adjusting  your  speed  automati- 
cally when  traffic  slows  or  someone  pulls  in 


SMART  CARS 
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The  1999  Lexus  ES  300  is 
an  entry-level  luxury  car 
with  standard  antilock 
brakes  and  electronic 
traction  control — and  an 
optional  vehicle  skid 
control  system  that  uses 
elements  of  both. 


ahead  of  you  so  you  don't  have  to  repeated- 
ly engage  and  disengage  the  system. 

Eaton  Corp.  introduced  its  version  of  this 
technology,  called  SmartCruise,  to  the 
heavy-duty  truck  market  in  June.  The  system 
works  in  concert  with  a  collision  avoidance 
warning  system  called  Vorad  that  Eaton 
debuted  for  big  trucks  four  years  ago. 
Carmakers  are  evaluating  an  automotive 
version  of  SmartCruise  now. 


EN  VI  RON  MEN 


If  you  think  concern  about  the  car  and  the 
environment  was  just  a  '60s  thing,  think 
again.  Automakers  are  preparing  for  anoth- 
er worldwide  wave  of  government  regula- 
tions that  could  result  in  a  whole  new  era  of 
super-efficient  cars  and  trucks. 

William  Clay  Ford  Jr,  who  becomes  chair- 
man of  Ford  in  January,  predicts  a  wave  of 
environmentalism  that  will  "swell  to 
undreamed-of  heights"  in  the  21st  century.  He 
believes  that  smart  automakers  will  prosper  by 
anticipating  the  trend  with  cleaner  vehicles. 

The  new  environmental  push  is  being 
driven  largely  by  concerns  about  global 
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warming  caused  by  rising  levels  of  carb 
dioxide  in  the  atmosphere.  Not  all  scienti 
agree  global  warming  is  real,  but  every  ma 
car  company  is  developing  alternate  pow 
plants  to  address  the  emissions  issue  anyw 

CLEANER  ENGINES 

This  fall  a  big  share  of  new  gasoline-powei 
cars  and  trucks  will  qualify  as  low-emiss '" 
vehicles  (LEVs).  That  means  they  will  emit 
about  half  as  much  smog-forming  hydn 
bons  as  are  permitted  by  U.S.  Environmei:; 
Protection  Agency  regulations.  One  benefi 
that  LEV-certified  sport  utilities  and  big  p 
ups  are  about  as  clean  as  most  passen 
cars  currently  on  the  road.  Even  cleaner  m 
els,  known  as  ultra-low-emission  vehicles 
ULEVs,  will  debut  in  the  next  year  or  two. 

Much  of  the  impetus  for  getting  aheac 
federally  required  emission  standards 
sparked  in  the  mid-1990s  by  the  California 
Resources  Board  (CARB).  CARB  announi 
standards  that,  by  200.3,  would  require  10*^ 
all  vehicles  sold  in  California  by  each  ma 
facturer  to  emit  essentially  no  pollution  at 
Electric  power  was  the  only  way  to  run  th 
zero-emission  vehicles,  or  ZLEVs. 
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CARB  has  since  eased  its  standards.  But 
then  its  initial  announcement  had 
5gered  a  chain  of  events  that  is  putting 
tlions  of  LEV-certified  gasoline-powered 
-s  and  trucks  on  the  road — and  speeding 
;  introduction  of  more  exotic  vehicles. 

lEL  CELLS 

even  more  advanced  alternative  is  to 
wer  an  electric  vehicle  with  fuel  cells, 
ey  produce  electricity  from  hydrogen  and 
/gen  and,  in  tests  to  date,  are  about  twice 
efficient  as  the  venerable  internal  com- 
stion  engine.  But  they  also  suffer  from 
)h  cost,  various  packaging  challenges, 
d  the  problem  of  refueling  with  hydrogen, 
el  cells  are  still  attractive  technology, 
wever,  because  they  are  reusable  and 
ve  the  limited  range  of  batteries. 
Ford,  Daimler-Benz,  and  Ballard  Power 
stems  have  formed  a  new  company, 
ostar  Electric  Drive  Systems  Co.,  to 
mmercialize  automotive  fuel  cells  by 
)4.  Other  carmakers  say  they'll  be  ready 
h  their  own  fuel  cells  at  about  the  same 
16  if  consumers  show  interest  in  the 

hnology. 


HYBRIDS 

These  days  automakers  are  especially 
intrigued  by  hybrid  power  systems — those 
that  combine  an  electric  motor,  electrical 
generator,  batteries,  and  some  form  of 
internal  combustion  engine.  Hybrids  offer 
the  best  of  both  worlds:  very  low  emission 
levels  but  with  performance  and  range  akin 
to  current  piston  engine  cars. 

Late  last  year  Toyota  became  the  world's 
first  automaker  to  put  a  hybrid  into  produc- 
tion. Its  Prius  (pronounced  PREE-us),  priced 
at  about  $17,000,  has  been  selling  briskly  in 
Japan  ever  since.  The  little  four-door — 
which  offers  the  interior  roominess  of  the 
Toyota  Camry  in  a  body  shorter  than  the 
company's  Corolla — is  heading  for  U.S.  and 
European  markets  in  about  18  months. 

Prius  gets  twice  the  mileage  of  a  conven- 
tional car  with  automatic  transmission  and 
produces  one-tenth  the  emissions  allowed  by 
Japanese  standards.  Toyota  says  a  peppier 
U.S.  version  will  do  even  better,  delivering 
about  60  miles-per-gallon  and  meeting 
California's  "super  ultra-low  emission  vehicle" 
standard.  The  Americanized  Prius  is  expected 
to  cost  between  $18,000  and  $22,000. 


SMART  CARS 


Ford's  big  F-250  pickup 
truck  passes  California's 
Low  Emission  Vehicle 
standard,  making  it  as 
clean  as  most  cars  on 
the  road  today. 


BUSINESS  WEEK  /  NOVEMBER  23,  1998 


Dominating  the  field. 

From  day  one,  Ford  Explorer  has  been  the  leader  of 
the  herd*  This  year,  the  new  Explorer  will  go  further 
out  front  by  adding  optional  side-impact  airbags" 
and  a  Reverse  Sensing  System  to  an  already  long  list  of 
standard  features.  Plus,  as  a  Low  Emissions  Vehicle, 
the  new  Explorer  actually  runs  cleaner  than  most 
passenger  cars  on  the  road  today  Ford  Explorer. 
The  most  evolved  species  out  there. 


J 


"Outsold  competitors  from  October  1, 1991  through  July  31. 1998-  "Always  wear  your  safety  belt  and  secure  children  In 

''99  Explorer  XL  MSRP,  Eddie  Bauer  model  shown  $34,385  msrP;  tax,  title  extra. 


New  1999  Ford  Explorer 

Four-door  starting  at  $23,495+ 


Available  leather-trimmed  seating  surfaces.  Available  2go-watt  MAd-f^ audio  system. 
Available  2io-hp  4.0-liter  SOHC  engine.  SecuriLock'"  passive  anti-theft  system. 
?/  anti-lock  brakes.  Available  Control-Trac  system  for  automatic  4WD  traction  when  needed. 


1-800-258-FORDor 
www.fordvehicles.com 


I 
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SMART  CARS 


Toyota's  hybrid  Prius 
links  a  small  gasoline 
engine  and  an  electric 
motor  in  a  system  that 
delivers  about  twice  the 
fuel  economy  and  one- 
tenth  the  emissions  of  a 
conventional  car 


Find  out  more  about 
our  advertisers  on 
their  Web  sites: 

Robert  Bosch  GmbH 

www  bosch  de/ 
index_e  htm 

Corvette 

www  Chevrolet  com/ 
corvette/ 
corvettehome  htm 

Dana  Corporation 

www  dar^a  com 

Delphi  Automotive 
Systems 

www  delphiauto  com 

Ford  Explorer 

www  tordvehicles  rorn 

Lexus 

www  lexus  corn 

GM  Onstar 

www  or^star  com 

Toyota 

www  toyota  com 

Volvo 

www  volvocars  com 


We've  heard  about  the  smart  roads  of 
tomorrow  for  years.  But  now  "intelligent 
highway"  technology  is  inching  into  the 
mainstream.  One  reason  is  that  the  number 
of  vehicles  on  the  road  is  increasing  far  faster 
than  our  ability  to  add  more  roads  or  widen 
old  ones.  Consider  these  statistics  from  the 
Federal  Highway  Administration  (FHA).  Over 
the  past  20  years,  it  says,  we've  built  about 
2%  more  streets  and  roads,  but  there  are 
more  than  50%  more  vehicles  using  them — 
and  they  travel  77%  more  miles. 

The  result  is  spreading  congestion  that  is 
affecting  broader  metropolitan  areas. 
Pending  an  unlikely  swing  away  from  personal 
vehicles,  traffic  planners  figure  the  best  solu- 
tion is  to  manage  traffic  flow  more  efficiently 

That's  where  smart  highways  come  in.  A 
number  of  possible  solutions  were  demon- 
strated last  year  during  a  big  automated  high- 
way expo  in  San  Diego.  Among  them  is  high- 
speed "platooning"  in  which  a  smart  highway 
takes  control  of  cars  and  moves  them  along, 
bumper-to-bumper,  at  70  miles  an  hour. 

Those  technologies  are  years  away  from 
implementation.  More  immediate  traffic 


aids  include  "smart"  traffic  signals  and  rc 
side  displays  that  give  drivers  insi 
updates  on  traffic  conditions  ahead. 

The  potential  U.S.  market  for  smart  r 
technology  is  enormous.  A  study  relea 
two  years  ago  by  the  U.S.  Departmen 
Transportation  pegs  it  at  some  $430  bi 
over  the  20-year  period  from  1996  to  201 


There's  no  question  that  today's  cars 
more  intelligent  than  ever.  If  the  technol 
waiting  in  the  wings  is  any  indication,  th 
be  even  smarter  a  few  years  from  n 
These  new  features  will  pamper  passen; 
with  new  conveniences,  protect  them  rr 
effectively  from  harm,  and  minimize 
impact  of  their  vehicle  on  the  environme 
No  matter  how  intelligent  cars  and  rc 
get,  however,  an  old  truism  about  dri\ 
remains  as  valid  as  ever.  It  says  the  rr 
important  component  in  smart  cars  is 
brain  behind  the  wheel. 


Bill  Hampton  has  covered  the  automo 
industry  for  national  publications  since  V 
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fEY,  IF  IT  WORKED 
IR  LORAL . . . 

is  thriving  with  insights  from  the  defense  star 


•ank  C.  Lanza  has  sat  at  one  desk 
)r  another  at  600  Third  Ave.  in 
Mew  York  for  the  past  17  years. 
,  it  was  as  president  of  Loral  Corp., 
re  Lanza  helped  the  legendary 
iai"d  L.  Schwartz  tiu-n  a  floundering, 
1-time  conglomerate  started  in  the 
IX  into  a  $7  billion  defense  power, 
r  Loral  was  sold  to  Lockheed  Mar- 
3orp.  in  April,  1996,  Lanza  moved 
istairs  a  couple  of  floors  to  sei^ve  as 
ickheed  executive  vice-president, 
lit  in  all  those  years,  there  was  one 
Lanza  never  occupied:  the  chief  ex- 
ive's.  That  changed  in  April,  1997, 
ti  Lanza  talked  Lockheed's  CEO  at 
time,  Norman  R.  Augustine,  into 
ng  him  buy  out  10  electronics  man- 
turing  divisions  from  Lockheed, 
ching  L-3  Communications  Hold- 
"The  tiling  that  did  excite  me  most 
being  No.  1,  finally,"  says  Lanza. 


"L-3  became  my  second  chance.  And  I 
didn't  think  I'd  get  a  second  chance." 

Two  times  seems  to  be  a  charm. 
Rather  than  easing  into  retirement,  the 
66-yeai-old  Lanza  now  finds  Mmself  ran- 
ning  one  of  the  hottest  companies  in 
the  market.  Since  its  May  19  initial  pub- 
lic offering,  L-3  stock  has  climbed  73%, 
to  a  recent  $46  per  share.  Half  of  that 
gain  has  come  in  the  past  two  weeks 
alone,  buoyed  by  a  68%  jump  in  third- 
cjuarter  earnings.  At  a  time  when  bet- 
ter-known defense  stocks  are  flat  or 
down,  Lanza  has  maintained  investors' 
faith.  "There  are  very  few  people  out 
there  who  are  the  real  thing,"  says 
Richard  Perry,  whose  investment  fii-m 
owns  1.4  million  shares,  "and  Frank 
Lanza  is  the  real  thing." 

Schwartz's  right-hand  man  for  1.5 
years,  Lanza  is  quickly  stepping  out  of 
his  mentor's  shadow.  But  he's  hardly 


abandoning  what  he  learned  there. 
Staffed  up  with  Loral  gi-aduates,  Lanza 
hopes  to  build  L-3  into  a  powerful  new 
defense  player  through  Loral-style  ac- 
quisitions. He's  also  replicating  the  en- 
trepreneurial operating  style  that  made 
Loral  a  standout  in  the  heavily  bureau- 
cratic industiy — and  on  Wall  Street.  The 
formula  cleai'ly  works:  For  the  full  year, 
Merrill  Lynch  & 


FULL  PLATTER 

CEO  Lanza 
owns  six 
restaurants  and 
plays  a  mean 
game  of  tennis 


Co.  analyst  By- 
ron K.  Callan  ex- 
pects earnings  to 
soar  53%.,  to  $95 
million.  L-3's 
sales  should  well 
exceed  $1  bilhon, 
up  fi-om  $701  mil- 
lion last  year. 
Already,  Lanza 
and  President  and  Chief  Financial  Offi- 
cer Robert  V.  LaPenta,  another  Loral 
alum,  have  established  L-3  as  an  ex- 
peit  in  two  areas.  One,  specialized  elec- 
tronics, includes  cockpit  voice  recorders 
and  other  devices  sold  to  government 
and  commercial  customers.  That  and 
the  second  area,  secure  communications 
for  military  airborne,  ground,  and  ship- 
board systems,  are  part  of  the  fast- 
growing  market  for  defense  electronics, 
a  market  dfi  International  says  will  hit 
$57  billion  this  year. 

Lanza  hopes  to  boost  L-3  into  a  top- 
tier  supplier  to  the  three  major  prime 
contractors — Lockheed,  Boeing,  and 
Raytheon.  "They're  doing  Loral  all  over 
again,  but  with  a  different  business  en- 
vironment, where  the  opportunities  are 
among  small  to  midsize  supi)liers  to  the 
Big  Tlu'ee,"  explains  Lior  Bregiiian,  CIBC 
Oppenheinier  Corp.'s  defense  analyst. 
Bregiiian  also  points  out  that  unlike  Lo- 
ral, L-3  is  tackling  commercial  markets. 
QUICK  APPROVAL.  Already  close  to  re- 
tirement age  by  the  time  he  got  to 
Lockheed,  Lanza  had  never  lost  his  en- 
trepreneurial itch.  That  made  it  hard 
to  fit  into  the  giant's  slower-moving  cul- 
ture. "Loral  was  a  hard  act  to  follow," 
says  Lanza,  a  straight  talker  who 
Schwartz  says  was  so  loyal  to  Loral  he 
never  once  asked  for  a  raise. 

He  got  them  anyway,  of  course,  but 
Lanza  beheved  so  strongly  in  Loral  that 
he  initially  lobbied  against  the  merger 
with  Lockheed.  He  reasoned  Loral  could 
one  day  rival  the  majors  if  it  remained 
independent.  But  he  finally  bowed  to 
the  premium  price  Lockheed  granted 
to  Loral  shareholders,  even  agreeing  to 
Schwaitz's  request  that  he  go  to  Lock- 
heed and  oversee  the  consolidation. 

From  there,  he  could  easily  have 
jumped  with  a  golden  parachute  to  the 
tennis  comts,  but  within  a  year  he  was 
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Add  a  new 


to  your 
child's* 


g^lSTQBY  OF  POWERED  FLIGHT  PRESENTATION.JPG 


Hie  Edit  View  [mage  Colors  Masks  Selections  Capture  Window  Help 


lie  third. 


The  AMD-K6-2  Processor 
with  3DNow!  Technology 


r  es  en 


'^-^iiS'I'J'-™*^'-*  Flyer  "■ 


198  Advanced:  Micro  tJ^^ices.  Inc.  AMD.  the  AMD  logo,  K6,  3DNow!, 
irfibinalions  ttiereof^re  trademarks  of  Advanced  Micro  Devices,  Irrc. 
itium  IS  a  registered  trademark  of  the  Intel  Corporation,  Windows  is 
A  registef  9d  trademark  of  Microsoft  Corporation.  All  other  products,.: 
re  trademarks  of  their  respective  companies.  "Comparison  based  on 
inbench™  98  benchmark  scores  using  pre-released  software  (5/98),  , 


1 


next  dimension  in 
K  technology. 


Pictures  leap  off  the  screen.  Historical  moments  come 
alive.  Term  papers  talk.  Never  before  has  learning  been 
so  inspiring.  It  all  begins  with  the  AMD-K6  -2  Processor 
with  3DNow!.™  You  get  sharp  3D  imaging,  smooth 
video  playback  and  incredibly  fast  multimedia.  Even 
sound  is  more  lifelike.  With  3DNow!  technology, 
you'll  see  new  3D  applications  the  way  they  were 
meant  to  be  seen.  Plus,  you'll  get  great  Internet 
performance.  And  of  course,  your  current  Windows'" 
applications  run  at  lightning  speed.  The  fact  is,  the 
AMD-K6-2  Processor  with  3DNow!  outperforms 
Pentium'  II.*  More  importantly,  it  has  the  power  to 
inspire  your  child  to  study  And  actually  enjoy  it. 
Get  more  information.  Visit  us  at  www.amd.com/flight. 

AMD^ 

www.amd.com 


The  Corporation 


instead  lobbying  Augustine  to  pait  with 
the  units  he  wanted  to  start  L-3.  "It 
took  me  less  than  half  an  hour  to  get  a 
yes,"  says  Lanza.  "I  said  we  can  build  a 
big  company,  and  Noi-m  agr-eed."  Lock- 
heed owns  25%  of  L-8. 

To  build  the  company,  Lanza  has  re- 
created Loral's  signature  hands- 
off  approach.  He  relies  on  week- 
ly one-  to  two-page  faxes  fi'om 
each   division   manager,  then 
meets  with  them  at  least  once 
eveiy  six  weeks  to  keep  up  to 
date.  In  return,  he  regularly 
sends  off  handwritten  notes  on 
eveiything  from  industiy  nimors 
to  strategic  advice.  "They  say  it's 
your  business  and  you  live  and 
die  by  the  sword.  Good  luck,  and 
please  call  us  for  help,"  explains 
Steven  Schorer,  jjresident  of  L-3's 
Ocean  Systems  business. 
ORPHANS  SOUGHT.  Years  of  operating 
experience — and  25  deals  done  at  Lo- 
ral— give  Lanza  an  edge  when  shopping 
for  acquisitions,  which  takes  about  a 
third  of  his  time.  "He's  just  veiy,  very 
savvy,"  says  Schwaitz,  now  ceo  of  satel- 
lite specialist  Loral  Space  &  Communi- 
cations and  the  owner  of  50,000  L-3 
shares.  Lanza  sticks  to  clear  accjuisition 


ciiteria.  He  buys  technology  leaders,  ei- 
ther smaller  independents  finding  it  too 
costly  to  stay  solo  or  isolated  divisions 
of  the  defense  giants  that  may  not  fit 
with  a  new  parent's  core  operations  af-" 
ter  a  merger.  All  purchases  must  add  to 
L-3  earnings  in  a  year  or  less.  Lanza 


AS  ACQUISITIONS 
FUEL  GROWTH... 


...L-3'S  STOCK  IS 
ON  A  TEAR 


'96  '97 
▲  MILLIONS  OF  DOLLARS 

DATA:  COMPANY  REPORTS.  BLOOMBERG  FINANCIAL  MARKETS,  MERRILL  LYNCH 

says  he  rejects  60%  to  70%-  of  the  deals 
he  looks  at,  but  he  has  bought  seven 
companies  in  the  past  18  months. 

Some  things  have  changed  from  the 
Loral  days.  The  bargain  piices  Schwaitz 
paid  for  acquisitions  in  the  1980s  and 
early  '90s  are  histoiy.  Competition  now 
includes  a  plethora  of  high-powered  in- 
vestment firms.  Among  them:  Carlyle 


Group,  headed  by  former  Defense  S 
retary  Frank  C.  Carlucci,  and  Glo 
Teclmology  Partners,  financed  by  Di 
aldson,  Lufkin  &  Jem-ette  Inc.  and  ; 
ran  by  ex-Pentagon  leaders.  "It's  a 
tougher  today  than  it  was  when  Fr; 
and  Bernie  Schwaitz  were  fii'st  do 
it,"  says  Mark  Ronald,  head 
Marconi  North  America,  a  i 
billion  division  of  Britain's  G 
eral  Electric  Co.  and  sometir 
an  L-3  rival.  "[Values]  have  d 
bled.  That  makes  it  a  heck  c 
lot  harder  to  get  a  good  retiir 

So  far,  Lanza  has  made  it 
easy.  A  prodigious  worker,  Ik 
industrious  even  diuing  dii\ 
time.  He's  a  competitive  tt,'ii 
player  and  spends  many  we 
ends  working  on  the  six  rest  i 
rants  he  owns  with  his  lli 
sons.  Lanza,  who  remembei- 
career  with  lots  of  travel  keeping  1 
away  fi"om  Ms  kids,  says  lamning  a  l)i 
ness  "brought  oui"  family  together." 
tirement  fi'om  L-3,  he  insists,  is  at  li 
10  years  away.  "I  gi-ew  up  in  this  bu 
ness,"  Lanza  says.  After  taking  so  1(  i 
to  get  to  the  top,  he  isn't  in  any  hii ; 
to  step  down. 

By  Nanette  Byrnes  in  New  1'. 


The  Winner 
AND  Still  Champ 

By  A  Knockout! 


Latest  li'^ures  tonlimi  the  rout:  despite  dozens  oi  would-be  imitators.  Amerieas  pioneering  money 
program  is  still  by  far  the  nation's  favorite,  attracting  many  more  viewers  than  all  the  others  combined 
tiappy  new  \  iewcrs  arc  finding  oui  every  week  what  millions  already  know-that  they  can  count  on 
Wflll  Street  Week  V^hh  Louis  Rukeysa  .  like  nothing  else  on  television,  to  give  them,  week  after  week, 
ihc  best  infoi  nation,  the  best  guests  and  the  best  insights  in  any  financial  environment-all  delivered 
with  Louis  Rui. -vser's  unique  and  delightful  blend  of  wii  and  wisdom. 

No  wonder  'the  i  'sicst  fiall-hour  on  television  "  is  also  Americas  most  trusted  and 
engaging  guide  to  ir.jking  your  money  grow.  No  one  who  is  senous  about  mone)' 
can  afford  to  miss  a  ingle  lively  edititm.  Tune  in  every  |-nday  night  on  PBS. 
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See  a  World  of  Enterprise 
Technology  Solutions 


int:  Dec.  7-10, 1998  •  Expo:  Dec.  8-10, 1998  •  Jacob  K.  Javits  Convention  Center  •  New  York,  NY 


Java™  Business  Expo™  and  COMDEX/Enterprise' '  events 
:  come  together  to  create  a  Conference  and  Exposition  that 
'  s  information,  education  and  demonstrations  of  real-world 
■  ;rated  solutions.  This  is  an  all-inclusive  industry  event  where 
j  will  gain  vital  insight  on  application  development,  servers, 
i  oases,  network  infrastructure,  systems  management  tools  and 
I.  See  the  full  spectrum  of  technology  solutions  available, 
learn  to  use  them  to  your  full  competitive  advantage. 


Register  today  to  attend  in-depth  Conference  Sessions,  Seminars 
and  Tutorials  showing  you  true  business  solutions.  And  don't  miss 
the  Exposition  offering  an  interactive  tour  of  the  products  and 
technologies  available  to  build,  manage  and  support  your  business 
applications.  Whether  you  are  looking  to  identify  solutions  to 
specific  business  problems,  manage  the  implementation  of 
enterprise  solutions  or  actually  create  the  solutions  themselves, 
make  plans  now  to  attend. 


THE   ENTERPRISE  SOLUTIONS  EVENT 


Java 

Business 
Java  Expo 


AGCE8ADX 


To  register  or  for  more  information:  www.eventinfo.zdevents.com  /  888-528-2397  (Int'l: +1-781-433-1665) 
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Keep  on  Truckin' 


GAB   ROBINS'   TRUCK  CLAIMS  EXPERTISE 

HELPS   TO   CONTROL  COST  AND  DOWNTIME 


Truck  claims  adjusting  requires  a  special  kind  of  experience  and 
know-how  that  regular  automobile  claims  personnel  simply 
don't  have.  John  Ramsey,  national  product  manager,  truck  and 
heavy  equipment,  at  GAB  Robins,  talks  about  what  it  takes  to  get  it 
right  in  this  very  distinct  area  of  claims  adjusting. 


O:  How  do  truck  claims  differ  from 
claims  for  regular  automobiles? 

A:  The  trucking  claims  business  is 
unique,  because  trucking  claims  are  all 
dealing  with  commercial  vehicles.  These 
trucks  represent  people's  source  of 
income,  it  is  the  way  they  make  money. 
A  person  without  their  car  for  a  period 
of  time  is  inconvenienced.  But  a  busi- 
ness without  a  truck  is  often  out  of  busi- 
ness until  that  vehicle  is  back  in  service. 

O:  Is  there  a  way  to  handle  these  claims 
more  effectively? 

A:  It  all  starts  with  getting  a  trained, 
experienced  adjuster  to  assess  the  damage 
quickly— and  our  experts  can  be  reached 
"24  and  7."  Then,  it  is  critical  that  the 
adjuster  is  knowledgeable  about  repair 
options  and  sources.  Large  commercial 


rigs  are  highly  customized 
pieces  of  equipment,  so  having 
experts  who  know  what  they 
are  looking  at  gets  the  claim 
and  repair  process  headed  in 
the  right  direction.  And  the 
range  of  expertise  needed  is 
extensive.  Our  truck  and  heavy 
equipment  specialists  handle 
much  more  than  over-the-road 
trucking  claims — ftom  con- 
struction equipment,  includ- 
ing  cranes,    to  specialized 


an  entire  cab.  So  it's  important  to  k 
how  to  evaluate  these  options-and 
the  use  of  more  readily  available  rel 
parts  is  safe,  practical,  and  efficient, 
there  are  times  when  a  "service"  cab 
example,  can  make  sense,  vs.  waiting 
complete  cab — often  not  in  stock — t 
manufactured. 

O:  How  do  your  adjusters  know  wh^ 
look  for,  when  assessing  a  trucking  c^ 

A:  We  have  the  most  experienced 
claims  staff  in  the  nation.  I  mysell 
been  evaluating  truck  claims  since 
late  1970's.  Our  senior  staff  has  an  i 
age  of  20  years  of  experi( 
in  both  the  repairs  and 
insurance  industries.  Anc 
have  more  than  90  truck 
heavy  equipment  specia 
across  the  country,  more 
any  other  claims  organizat 


John  Ramsey, 
National  Product 
Manager  for  Truck 
and  Heavy  Equip- 
ment, CAB  Robins 
North  America 


O:  That's  a  lot  of  experie 
What  about  the  your 
members  of  your  staff? 

A:  At  GAB  Robins,  we  rec 
a  lot  of  people  from  the  rc 
industry,  people  who, 
know  the  inside  ropes.  We 
equipment  used  in  forestry,  agriculture,  recruit  from  the  insurance  industr 
and  mining  and  quarry  operations.  course,  and  we  send  all  of  our  recrui 

intensive  training  at  our  Denver  trai: 
O:  How  does  this  expertise  help  control  center.  Many  of  our  people  also  arte 
downtime?  number  of  other  heavy  equipment  s( 

A:  There  are  almost  always  several  options  nars  throughout  the  year.  We  cons 
for  repair  or  replacement  of  a  part— even    education  to  be  a  very  important  con 

nent  of  a  top-line  adjustment  team. 


O:  Do  you  provide  service  in  all  50  sta 

A:  Yes,  we  do.  We  have  three  central 
vice  locations  in  the  United  States,  a 
toll-tree  number  for  claims  report 
Adjusters  can  be  on-site  very  quick) 
the  48  contiguous  states,  and  we  o 
send  truck  specialists  to  Alaska 
Hawaii  tor  claims  on  a  moment's  no 
In  fact,  we  handle  thousands  of  true 
claims  each  year.  We  have  by  far  the  r 
experienced,  and  the  most  comprel 
sive  network  in  the  industry. 

Clara  Van  Hast,  a  New  York-based  un 
reports  frequently  on  insurance  and 
management. 
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EMERGENCY  PROCEDURE 


IM  TH£  EYEMT  OF 
AM  FARTHOUAKct 


GAB 

IS. 


STAMD  IM  DOORV/AY. 


?:<AY. 


SEEK  SOMEONE  WHO  THRIVES 
IM  COMflEX  SITUATIOMS. 


When  multi-layered  losses  occur,  our  Executive  General 
Adjusters  don't  just  handle  the  situation.  They  control  it. 
Assigned  on  the  basis  of  past  experience  and  technical 
expertise,  they  can  coordinate  a  response  to  a  complex  loss 
with  skill  and  consistency.  While  we  can't  lessen  the  impact 
of  a  disaster,  our  EGAs  can  make  it  easier  to  pick  up  the  pieces. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 


SI1998  GAB  Rabins  NorHi  Ameriu,  Inc. 


Legal  Affairs 


ANTITRUST 


DOES  PREDATORY  PRICING 
MAKE  MICROSOFT  A  PREDATOR? 

Justice  s  case  is  forcing  many  to  ponder  howharmlul-or  benign-lhe  praclicc  icalh  is 

tory  pricing."  These  rivals  warn 
once  Microsoft  captures  the  market 
wants,  it  will  stait  charging  "monoj 
rents" — and  they  point  to  evidc 
.  Microsoft  is  aire 
jacking  up  prices 
some  markets. 


10 

is 
W 


II  i.-^  perha])s  Microsoft's  most  pow- 
ciful  weapon.  When  the  software 
giant  targets  a  market  for  domina- 
tion, it  frequently  wins  over  cus- 
tomers with  an  iiresistible  offer:  free 
products.  Back  in  VM\  for  example,  Mi- 
crosoft Coi"p.  started  giving  away  In- 
temet  Explorer,  its  Web  browser — and 
in  some  ca^es  arguably  even  "paid"  jieo- 
ple  to  use  it  by  offering  free  software 
and  marketing  assistance.  The  strate- 
gy was  cincial  to  the  company's  suc- 
cess in  snatching  market  dominance 
away  fi-om  archinval  Netscape  Commu- 
nications Coip.  "Even  though  XeLscaise 
constantly  revised  its  pricing  structure, 
it  was  impossible  to  stay  competitive 
with   'better  than   free,' "  testified 


Netscape  cKo  James  L.  Harksdale  in 
the  Justice  Dept.'s  antitrust  suit  against 
Microsoft. 

Netscape  isn't  the  only  vic- 
tim. In  its  march  towanl  soft- 
ware supremacy,  Microsoft  has 
repeateflly  given  away  things 
other  companies  were  .-celling — 
siphoning  revenues  away  fi-om 
Stac.  SjTnantec,  Novell.  Oracle, 
and  many  others  (table,  page 
132).  Embittered  rivals  such  as 
Mitchell  E.  Kertzman,  cko  of 
Network  Computer  Inc..  com- 
plain that  many  of  the  give- 
aways "are  effectively  preda- 


Hi]T:sT 


ON  TRIAL 


Despite  comp 
tors'  outcry 
Microsoft's 
aways,  the  Ju 
Dept.  has  d 
[)layed  the 
at  the  trial, 
li  e  c  a  u  s  e 
conventi 
w  i  s 
among 
tit  rust 
perts 
long  been 
pi-edalory 
ing — a  mon()jK)list 
ing  goods  below  co 
is  not  a  particul 
serious  problem.  In 
the  couils  regard  pr 
toiy  pricing  as  a  so-cs 
egal  fiction:  It's  theoi 
cally  against  the  law 
nearly  impossible  to  provi 
Justice  has  had  little  choice  hi 
focus  on  Microsoft's  other  alleg 
anticompetitive  tactics,  such  as 
tough  contractual  demands  from 
ness  partners,  that  are  often  less 
astating  to  competitors. 

But  hope  for  Microsoft's  frustr 
rivals  may  be  on  the  way.  A  new 
eration  of  economists  is 
tioning  the  current  ortho( 
atiout  predatory  pricing- 
.ii^ues  that  it's  wrong, 
cially  where  software  is 
cemefi.  Although  their  th< 
haven't  been  adopted  by 
courts,  and  therefore 
have  much  impact  at  the  W 
soft  trial,  they  are  startii 
cause  mainstream  econoi 
to  revise  their  thinking  or 
issue.  And  that  means  thai 
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l3(gom]U.S.  Robotics 


Tired  of  your  old  28.8 
modem  slowing  you 
down?  It's  time  to  move 
to  3Com  U.S.  Robotics® 
56K  standard  modems 
and  PC  Cards.  They're 
proven  to  connect  on 
average  up  to  80% 
faster  than  28.8  modems''' 
for  truly  high  speed 
downloading,  streaming 
video,  and  near  CD-quality 
audio.  So  visit  your 
nearest  3Com 
retailer  or  find  us  at 
www.3com.com/56k 
for  more  information. 
Because  when  it  comes 
to  getting  the  most  out  of 
the  Internet,  the  modem 
makes  the  difference. 


More  connected.' 


Legal  Affairs 


Lowball  pricing  can  cost  marketers  a  fortune- 
and  gains  in  market  share  may  vanish  when  prices  rise 


titrust  law — which  usually  trails  eco- 
nomic thinking  by  a  decade  or  more — 
will  probably  eventually  catch  up. 

The  first  to  discredit  the  concept  of 
predatory  pricing  were  members  of  the 
free-market  "Chicago  School"  of  econo- 
mists. About  two  decades  ago,  they  con- 
ducted studies  indicating  that  when  com- 
panies tried  to  drive  away  competitors 
with  predatory  pricing,  they  generally 
lost  a  fortune  by  doing  so  and  then  sur- 
rendered any  market-shai-e  gains  as  soon 
as  they  raised  prices.  Meanwhile,  con- 
sumers benefited  from  lower  prices. 

In  his  1978  classic  The  Antitrust 
Paradox,  Chicago  School  mainstay 
Robert  H.  Bork  belittled  the  laws 
against  predatory  pricing  as  "fool- 
ish" and  argued  that  "attempts  to 
outlaw  it  are  likely  to  harm  con- 
sumers more  than  would  abandoning 
the  effort."  It  took  a  while,  but 
Bork's  arguments  were  heeded  by 
the  Supreme  Court  in  its  landmark 
1993  decision  Brooke  Oroup  Ltd.  vs. 
Bromi  &  Williamson  Tobacco  Corp. 
Declaring  that  "discouraging  a  price 
cut . . .  does  not  constitute  sound  anti- 
trust policy,"  the  court  made  the  le- 
gal test  for  proving  predatory  pric- 
ing so  high  that  few  companies  have 
been  convicted  of  it  since. 
RALLY  ROUND.  Although  the  Brooke 
Group  decision  still  towers  over  the 
issue  of  predatory  pricing,  frightening 
all  but  the  bravest  lawyers  from 
pressing  claims,  more  and  more  econ- 
omists think  it's  outdated.  They  point, 
first  of  all,  to  economist  Brian  Arthur's 
theory  of  network  externalities.  Arthur 
and  others  hold  that  once  a  company 
gains  a  decisive  lead  in  an  industry  such 
as  computing,  where  there  is  a  strong 
tendency  for  consumers  to  band  around 
one  standard,  it  is  almost  impossible  for 
rivals  to  unseat  it.  Thus,  there's  more 
likely  to  be  a  payoff  from  predatory  pric- 
ing than  in,  say,  the  cigarette  business — 
the  industry  in  question  in  Brooke 
Group.  "In  some  ways,  software  is  the 
perfect  market  for  predatory  pricing," 
says  Garth  Saloner,  a  professor  at  Stan- 
ford business  school.  "There's  a  tremen- 
dous incentive  to  give  software  away  to 
build  an  installed  base." 

The  revisionists  also  argue  that  Bork 
and  his  ilk  made  simplistic  assumptions 
about  human  nature.  Under  Chicago 
doctrine,  for  example,  it  is  assumed  that 
consumers  wouldn't  accept  a  free  prod- 
uct if  there  were  a  danger  it  would  lock 


them  into  unacceptably  high  long-term 
costs.  But  noting  that  many  buyers  fre- 
quently face  short-term  financial  pres- 
sures, University  of  Washington  econo- 
mist Richard  0.  Zerbe  Jr.  figures  "that's 
not  the  way  people  behave." 

Additionally,  the  Chicago  School  un- 
derestimated how  profitable  a  reputation 
for  predatory  pricing  can  be,  says 
Georgetown  University  antitrust  scholar 
Steven  C.  Salop.  By  scaring  ofi"  potential 
rivals,  such  notoriety  makes  it  cheaper 
for  a  competitor  to  conquer  new  mar- 
kets. In  high-tech  markets,  it's  even  more 
effective,  says  Salop,  'TDecause  there's  a 
continuous  set  of  new  products." 

FREE  WARES: 
A  BLESSING  OR  A  CURSE? 

Critics  charge  ttiat  Microsoft  has  a  history  of 
giving  away  the  software  other  companies  are 
trying  to  sell — and  thereby  winning  lucrative 
markets  from  its  rivals.  Now,  competitors  say 
the  practice  amounts  to  predatory  pricing. 
Some  examples: 


1  TYPE  OF  SOFTWARE 

RIVALS  1 

DISK  COMPRESSION 

STAC 

INTERNET  BROWSING 

NETSCAPE 

DATABASE  ANALYSIS 

ORACLE,  ARBOR 

FIREWALL 

NOVELL 

WEB-SITE  MANAGEMENT 

OPEN  MARKET,  NETSCAPE 

DATA:  BUSINESS  WEEK 

Exhibit  A  for  the  revisionists  is  Mi- 
crosoft. In  recent  years,  Microsoft  has 
used  free  software  as  a  competitive  tool. 
Generally,  the  giveaways  come  in  the 
form  of  "bundles,"  in  which  the  soft- 
ware is  linked  to  an  existing  product 
and  repackaged  as  an  upgrade  that's 
"free" — or  at  least  dirt  cheap.  Mi- 
crosoft's Internet  Explorer,  for  exam- 
ple, has  been  wrapped  into  its  Windows 
98  operating  system  at  no  extra  cost. 

Right  now,  most  of  Microsoft's  give- 
aways are  offered  as  part  of  its  effort  to 
gain  share  in  the  lucrative  corporate 
computing  market.  For  example,  the 
company  is  offering  free  Web-server 
software  to  customers  who  purchase  the 
Windows  NT  network  operating  system. 
Netscape  sells  a  higher-powered  ver- 
sion of  the  same  software  for  $4,100. 

Microsoft  vigorously  defends  these 
giveaways,  arguing  that  cutting  prices 
is  good  for  consumers.  Moreover,  it  ar- 
gues that  when  it  bundles  together 


several  types  of  software  into  ont 
fordable  package,  it's  "driven  by  \ 
consumers  want,"  according 
spokesman  Greg  Shaw.  As  for  the 
ory  of  network  effects,  Shaw  says 
it  doesn't  give  consumers  enough  c 
it  for  making  intelligent  and  inde 
dent  decisions. 

These  arguments  win  over  manj 
titrust  scholars — including  some 
have  attacked  the  company's  other  1 
ness  practices.  "If  Microsoft  ente 
new  market  and  competes  aggressi 
by  giving  away  its  software,  God  \ 
them,"  says  Carl  B.  Shapiro,  an 
nomics  professor  at  the  Universit 
California  at  Berkeley. 
SQUAWKING.  But  others  aren' 
sanguine  about  Microsoft's  pri 
The  primary  problem  isn't  at 
"front  end,"  when  the  predator 
prices,  say  rivals,  but  at  the 
end,  when  prices  are  raise( 
above-market   levels.   In  re 
months,  Microsoft  has  been  criti 
for  doing  just  that.  The  whok 
price  it  charges  PC  makers  fo 
Windows  PC  operating  system 
example,  has  doubled  during 
past  seven  years,  to  as  much  sa 
critics  charge.  Microsoft  is  also 
ening  the  terms  of  its  user  lice 
to  squeeze  more  money  out 
porate  clients.  Mary  Welch,  a 
sultant  for  Gartner  Group,  pre 
that  as  the  software  market 
tures,  Microsoft's  revenues  from 
sales  will  inevitably  decline  and  it 
have  "to  look  for  ways  to  get 
money  out  of  its  existing  user  bas( 
For  the  time  being,  Microsoft  apj 
to  be  refraining  from  charging  the 
est  prices  it  can  get  away  with.  I 
prices  start  to  rise,  complaints  are 
ly  to  get  a  lot  louder  And  that, 
diets  George  Washington  Univereitj 
school  antitrust  professor  Williai 
Kovacic,  "could  be  the  type  of  hist< 
circumstance  that  would  motivs 
change  in  doctrine."  Until  that 
comes,  though,  expect  more  cut 
pricing. 

By  Mike  France  in  New  York 
Steve  Ham.m  in  San  Mateo,  Calif. 


BusinessWeek 


Business  Week  and  Court  TV  post  daily  up 
at  www.businessweek.com  and 
www.courttv.com.  Also,  "Microsoft  on  T 
airs  every  Thursday  at  7  pm  E.T.  on  Coui  . 


Patrick 
doesn't  care 
how  we  helped 
a  client  open 
20  offices  on 
4  continents  in 
just  6  months. 


lE  JUST  WANTS  TO  STAND  OUT  IN  HIS  FIELD 


f  d  isn't  that  what  if  s  all  about?  As  the  world  gets  smaller,  your  growth  potential  expands  every  day.  And  with 
f  it  potential  comes  the  need  for  room.  To  think.  To  work.  To  grow.  Enter  Cushman  &  Wakefield.  As  the  world's 
ti  emost  real  estate  services  company,  we  look  at  challenges  Irom  different  angles.  M^^MMM     MM  A. 

ir  unique  perspective  allows  us  to  see  powerful  solutions  no  one  even  expected.  ^^^J^jl^WMiy 
^  afs  what  makes  us  stand  out  in  our  field,  and  can  make  you  stand  out  in  yours.     ^y^^P^fPll^yBl^^ , 


1 


jd  out  more,  call  1.800.346.6789.  Or  visit  us  on-line  at  www.cushwake.com. 


See  beyond  the  expected. 


isory  Services.  Asset  Services.  Brokerage  Services.  Corporate  Services.  Financicd  Services.  Research  Services.  Valuation  Advisory  Services. 
Though  Patrick  doesn't  care,  you  will.  Actual  case  study  available  upon  request 


There  was  a  lot  of  crumpled  sheet  metal. 


A  lot  of  smashed  parts.  But 


I 

Ford  Taurus  walked  away  from  government  fr« 

in  its  class.*  That's  the  highest  rating  you  can  get. 

Sure,  it's  a  historic  first.  But  then,  what  else  would  you  expect 


"Driver  and  passenger  front  crash  test  Government  data  only  useful  in  comparing  vehicles  within  500  pounds  Class  is  medium  cars  starting  under  $20,000. 
"Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat 


sh  tests  with  the  only  five-star  rating  ***** 


Ford  Taurus 

Second  Generation  airbags"  Energy-absorbing  crumple  zones. 

Side  door  intrusion  beams.  s.o-Liter  \/6. 


1-800-258-FORDor 
www  fordvehicles.com 


evelopments  to  Watch 


ED  BY  OTIS  PORT 


iNOTUBES  TO  LIGHT  UP  GLASS  DISPLAYS 

ICE  THEIR  DISCOVERY  IN  1991,  SLENDER  MOLECULES 

mn  as  carbon  nanotubes  have  entranced  scientists, 
e  tubes,  an  elongated  form  of  carbon-60  molecules 
)wn  as  buckyballs,  are  extremely  tough  and  can 
iction  either  as  conductors  or  as  semiconductors, 
t  growing  the  tubes  in  a  form  suited  to  electronics 
jlications  has  proven  extremely  difficult, 
^ot  anymore.  Zhifeng  Ren,  a  research  associate  pro- 
5or  of  physics  and  chemistiy  at  the  University  of 
ffalo,  has  developed  a  process  for  gi'owing  usable 
lotubes — each  just  a  few  billionths  of  a  meter  in  di- 
eter— at  relatively  low  temperatures.  Like  other  sci- 
ists,  Ren  uses  lasers  to  evaporate  chemicals  and  forni 
arbon  residue.  He  broke  new  gi'ound,  however,  when 
combined  acetylene  and  ammonia  gases  in  a 
mical-vapor  deposition  technique.  Within  a  few  min- 
s,  his  method  can  produce  hundreds  of  millions  of 
lotubes,  growing  in  neat  rows,  perpendiculai'  to  the 
face  of  a  glass  panel. 

len  says  the  first  application  might  be  a  new  type  of 
-panel  display.  The  nanotubes  could  precisely  deliver 
^trons  to  phosphor  dots  on  a  glass  plate,  causing 
m  to  glow  and  create  a  picture.  Scientists  at  Sandia 
;ional  Laboratories  are  helping  Ren  test  his  tubes 
find  potential  commercial  partners.  Neil  Gross 


rs  are  getting  stuffed 
ill  kinds  of  gadgets  that 
an  antenna,  from  cell 
!s  to  global  positioning 
ms — and  radar,  in  next 
Mercedes-Benz  S-Class 
s.  But  cars  needn't  re- 
e  porcupines.  Engineers 
lio  State  University 
eveloping  antennas 
with  strips  of 
oarent  metal  films, 
they're  transpar- 
nore  than  one  can 
indwiched  in  the 
shield's  glass, 
the  researchers 
also  found  a  way 
ake  the  heating 

in  rear  windows 
e  duty  as  antennas, 
sr-optic  communications 
ut  fiber?  Well,  almost, 
laboratories  researchers 
iransmitted  light  pulses 
?h  the  an-  between  the 
)f  two  fibers — sepai-ated 
5  miles.  Even  across 
record  gap,  the  setup 


can-ied  2.5  billion  bits  of  data 
per  second,  error-fi-ee.  That's 
four  times  the  speed  of  com- 
mercial wireless  data  links. 
The  trick:  special  telescopes 
fi'om  Asti'oTeiTa  Coip.  in  San 
Diego,  Calif.,  that  stare  into 
each  othei''s  eye.  Researchers 


figure  they  have  just 
scratched  the  surface  so  far 
Through-air  data  rates  could 
hit  10  billion  flashes  of  light  a 
second — across  a  few  miles. 
However,  while  no-fiber  links 
may  be  a  quick  way  to  es- 
tabhsh  high-speed  communi- 
cations, they  remain  strictly  a 
fau-weather  option.  □ 


HOW  TO  TALLY 
PRODUCTIVITY  ON 
THE  SHOP  FLOOR 

BECAUSE    MOST   TOP  MAN- 

agers  were  weaned  on 
finance  or  marketing,  manu- 
facturing often  gets  short 
shrift  when  capital  budgets 
are  drawn  up.  Consultants 
find  that  manufacturers  rou- 
tinely funnel  millions  into 
reducing  costs,  yet  pinch 
pennies  when  it  comes  to  the 
factory,  where  investment 
can  bring  big  gains  in  pro- 
ductivity and  profits. 

Bernard  D.  Asher,  presi- 
dent of  Real  World  Technolo- 
gy Coi-p.  in  Mt.  Prospect,  III, 
hopes  to  change  all  that.  He 
has  come  up  with  a  manage- 
ment tool,  dubbed  the  manu- 
facturing productivity  index 
(MPi),  that's  simple  but  re- 
vealing: Mi'i  is  the  product  of 
throughput  efficiency  times 
gross  margin  percentage 
times  revenue.  The  raw  data 


■  ^jm^  readily 
available,  so  the  result 
could  be  a  clearer  under- 
standing of  the  payback  po- 
tential of  factoiy  investments. 

Asher  has  selfish  reasons 
for  trying  to  spur  factory  in- 
vestments. His  company  sells 
a  $150,000  software  package, 
called  OnTi-ak,  for  scheduling 
shop-floor  operations.  But  his 
MPI  idea  has  stmck  a  choi'd. 
Ernst  &  Young  may  adopt  it 
in  its  consulting  practice.  And 
Boston  consultant  amr  Re- 
search Inc.  advised  its  chents 
that  MP!  "is  a  step  in  the 
right  direction,"  then  prompt- 
ly fielded  a  dozen  calls  from 
interested  companies.  □ 


SUGAR-COATED  CELLS  THAT  MAKE  INSULIN 

TO  ELIMINATE  THE  NEED  FOR  INSULIN  IN.JECTIONS,  MED- 

ical  researchers  have  tried  repeatedly  to  transplant 
insulin-producing  cells,  called  "islets  of  Langerhans," 
into  diabetics.  But  the  cells  are  quickly  tagged  as  for- 
eign and  rejected  by  the  patients'  immune  systems. 

Now,  researchers  at  Duke  University  have  devised  a 
new  approach  that  promises  to  shield  the  islet  cells 
from  attack.  The  scientists  use  a  special  netlike  micro- 
capsule to  surround  insulin-producing  cells,  then  they 
implant  the  capsule.  The  holes  in  the  net  are  small 
enough  to  prevent  immune-system  T-cells  ft-om  squeez- 
ing through.  But  they're  large  enough  to  let  nourishing 
oxygen  molecules  in — and  to  allow  insulin  to  flow  freely 
out.  In  tests  with  diabetic  rats,  the  method  reduced 
blood-sugar  levels  by  25%  for  moi-e  than  a  week. 

Interestingly,  sugar  is  the  key  to  the  new  capsules. 
They're  made  fi-om  liquid  polymers,  or  hydi'ogels,  that 
contain  sugar  molecules  engineered  to  react  to  light.  So, 
when  coated  cells  are  hit  by  a  lasei-,  the  hquid  solidifies, 
and  the  sugar  molecules  link  up  to  form  the  backbone  of 
the  mesh  stiuctare.  Despite  positive  results,  chemist 
Mark  W.  Grinstaff",  who  heads  the  project,  says  it  will 
take  more  than  five  years  of  further  animal  testing  be- 
fore human  trials  can  begin.  Meanwhile,  his  team  is  ex- 
perimenting with  different  kinds  of  polymers  that  might 
be  used  to  deUver  toxic  medicines.  Ellen  Lickirig 
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Its  a  head-turning  combination:  Compaq  Armada  7000  Series  notebooks  have  the  muscle — Intel'  Pentium'  II  processoi 
300  MHz — to  run  demanding,  desktop-class^^^^J^^^^^^^j^^^^software.  Yet  they're  built  for  the  ro 


models  featuring  ultra-durable  magnesium  alloy 


Better  answers. 


:asings.And  they're  loaded:  display 


4ard  drives  up  to  8GBt  Dazzling  AGP  graphics.  Plus,  they  dock  into  our  award-winning, 
pandable  ArmadaStation  or  Tower  Stand.  For  full-strength  computing  and  full 
lity,  call  us  at  1-800-AT-COMPAQ.  Or  visit  wwv/.compaq. com/whoa. 
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FARM'S 
LIFE 

Twenty  years 
of  buzz  in 
the  evolution 
of  a  toon  shfyp 


1984  Disney  animator 
John  Lasseter  joins 
filmmal<er  George 
Lucas'  computer 
special-effects  group, 
which  later 
becomes 
Pixar. 

1986 

Steve  Jobs 
purchases 
Pixar  from 
Lucas  for 
$10  mil- 
lion, and  Lasseter  cre- 
ates a  short  computer- 
animated 
film  called 
LuxoJr., 
which  draws 
rave  reviews 
at  a  technical 
trade  show. 


1991  After  giving  Las- 
seter the  go-ahead  to 
make  Toy  Story,  Disney 
signs  Pixar  to  a  three- 
film  deal  that  gives 
Pixar  roughly  10%  of 
movie  profits. 


on  making  mo\ 
seeks  counsel 


1988  Lasseter's  Tin 
Toy  wins  an  Academy 
Award  for  Best  Short 
Animated  Film. 


Cover  Story 


story  of  a  courageous  ant  named  Flik  who  fights  back  against 
extoitionist  gj'asshoppers.  The  movie  is  not  expected  to  reach 
the  extraordinary  box-office  highs  of  Tojj  Story — analysts 
peg  A  Bugs  Life  at  $2.50  million  worldwide — but  it  could 
be  a  gold  mine  for  Pixar. 

Thanks  to  a  cushy  deal  that  Jobs  cut  with  Walt  Disney  Co. 
last  year,  Pixar  will  get  an  equal  share  of  the  profits,  after 
Disney's  12.5%  distribution  fee,  and  the  full  backing  of  Dis- 
ney's unbeatable  marketing  and  distribution  clout.  That  has 

drawn  merchandising 
deals  Hke  bees  to  hon- 
ey: Everyone  from 
Mattel  Inc.  to  McDon- 
ald's Corp.  is  churning  out  A  Bug's  Life  paraphernalia — 
toothbrushes,  candy  bars,  even  bed  sheets.  There  will  be 
caterpillar  Beanie  Babies  modeled  after  the  movie's  Heimlich, 
$30  voice-activated  Fliks,  and  no  less  than  65  milhon  Happy 
Meal  toys.  The  bottom  line:  After  spending  $45  million  on  its 
half  of  the  production  costs,  Pixar  could  reap  as  much  as  $200 
million  in  merchandising  I'oyalties,  video  sales,  and  box-office 
receipts,  vs.  $53.8  million  so  far  fi-om  Toy  Story. 

Wall  Street  is  cleai'ly  stai'stinck.  Pixai''s  stock  has  soai*ed  to 
48  from  23  a  year  ago  based  on  the  high  expectations  for  A 
Bvg's  Life  and  two  other  movies  in  the  works.  Indeed,  Pbcai-'s 
revenues  are  projected  to  rocket  from  $11.5  million  this  year 
to  $193  million  in  2001,  vnth  profits  soaring  from  $3.9  million 
to  $87  million,  according  to  Merrill  Lynch  &  Co.  analyst  Jes- 
sica Reif  Cohen.  That  has  earned  Jobs  membership  in  the  bil- 
lionaires' club,  vrith  his  73%  stake  worth  $1.4  billion. 
INDENTURED  SERVANTS.  But  Jobs  is  after  much  more  than 
money.  Wliat  he's  planning  is  nothing  less  than  building  PLxar 
into  a  movie  studio  for  the  21st  centuiy — one  that  will  rival 
Disney  for  the  hearts  and  minds  of  families  around  the  world. 
In  a  sense,  the  influence  he's  seeking  is  as  pei-vasive  as  what  he 
sought  when  he  founded  Apple  Computer  Inc.:  He  wants 
PixcU-  to  tell  the  stories  that  cliildi-en  gi-ow  up  with — the  Snmv 
Wliites,  Mary  Poppiiises,  and  Lion  Kings  for  ftitui-e  genera- 
tions. "I  tliink  Pixar  has  the  opportunity  to  be  the  next  Dis- 
ney— not  replace  Disney— but  be  the  next  Disney,"  he  says. 

That's  qiaintessential  Jobs — -sweeping,  bold,  and,  as  always, 
audacious.  While  Disney  has  built  its  reputation  over  70 
years  with  gobs  of  talent  and  billions  of  dollars,  Pixar  has 


made  all  of  two  feature  films  so  far — counting  A  Bugs  1 
Credit  Jobs  for  cutting  a  sweet  deal  with  Disney  in  w 
PLxar  has  a  shot  at  rich  profits.  Still,  it's  Disney  that  coiit 
the  futiu'e  use  of  all  the  Pixar  chai-acters  and  films  that  t 
develop  together.  And  it  is  Disney  that  possesses  the  r 
keting  might  to  transfoiTn  FUk  fi-om  a  m.ere  image  on  the 
screen  into  a  household  name. 

So  how  will  Jobs  achieve  his  dream?  Not  surprisii 
he's  tapping  into  his  Silicon  Valley  roots  and  using  comiju 
to  forge  a  unique  style  of  moviemaking.  In  A  Buys  i 
PLxai-  has  developed  computer  animation  that  allows  more 
like  backgrounds,  texture,  and  movement  than  ever  befoi 
fi"om  the  stars  of  the  show  right  down  to  a  simple  leaf  S 
real  leaves  are  translucent,  Pixar's  engineers  developed 
cial  softwai'e  algorithms  that  both  reflect  and  absorb  light, 
ating  luminous  scenes  among  jungles  of  clover  As  for  In 
characters  in  A  Bug's  Life,  they  have  up  to  3,900  poteiis 
movements,  vs.  700  in  Toy  Story's  characters. 

What's  more,  films  using  computer  animation  are  ver 
crative.  They  cost  30%  to  40%-  less  to  make  than  tradit 
animated  films  because  only  one  third  as  many  staffei' 
needed.  And  the  process  yields  digitally  stored  chai'acter 
backdrops  that  can  be  recast  inexpensively  into  sequel.^ 

Of  com'se,  films  that  touch  om-  heails  requu'e  fai"  moiv 
gi'eat  technology.  They  depend  upon  the  creative  sparl 
get  that.  Jobs  has  fostered  a  campuslike  environmen . 


THRILLER 

After  a  rocky 
start,  Pixar's 
stock  has 
recovered,  thanks 
to  prospects  of 
higher  revenues 
dndptofits 
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superagent 
Michael 
Ovitz, 
Universal 
chief  Edgar 
Bronfman, 
and  in- 
vestment 
banker 
in.  Toy  Story  is 
in  November, 


St 

3  year.  Las- 
r  wins  an 
Award  for 


1996  As 

Toy  Story 
mania 
fades,  so 
does  Pix- 
ar's  stock, 
dropping 
from  29  to 
13  during 
the  year.  In  March, 
Jobs  and  Eisner  agree 
on  a  framework  for  a 
new  agreement. 

P  I  X  A  R 

1997  Disney  and  Pixar 
announce  a  five-film 
deal  that  gives  Pixar 
roughly  50%  of  the 
profits  on  its  films. 
Jobs  scraps  a  CD-ROM 
game  division  to  focus 
only  on  movies. 


1998  Pixar 
wins  an 
Academy 
Award  for 
Geri's  Game, 
a  short 
film  with 
advances 
in  animatmg 
human  skin.  On  Nov. 
25,  after  months  of 
heavy  marketing,  A 
Bug's  Life  will  debut 


1999  Pixar  plans  to  release  Toy  Story  II. 


2000  Pixar  plans  to 
release  a  film  code- 
named  Hidden  City — 
and  take  a  year  off 
from  its  flick-a-year 
pace  in  2001. 

2004  John  Lasseter's 
contract,  a  key  reason 
Disney  signed  the  1997 
agreement,  will  end. 


ir  similar  to  the  freewheeling,  charged  atmosphere  in 
early  days  of  his  beloved  Apple,  where  he  has  returned  as 
ig  CEO.  Instead  of  just  computer  experts,  the  company 
s  an  eclectic  mix,  including  landscape  artists,  puppeteers, 
1  a  Danish  rock  star.  And  no  one  is  more  essential  to  stok- 
the  creative  fo'es  than  John  Lasseter,  Pixar's  Academy 
ird-winning  vice-president  of  creative.  The  41-year-old 
jeter,  known  for  his  Hawaiian  shirts  and  irrepressible 
fulness,  was  director  of  Toy  Story  and  A  Bug's  Life 
e  154).  "He  is  to  animation  what  Steven  Spielberg  is  to 
action  films,"  gushes  Disney  Studios  Chairman  -Joe  Roth. 
riNG  THE  PACE.  With  Pixar's  unique  combination  of  tech- 
s' and  creativity.  Jobs  could  become  Silicon  Valley's  first 
ie  mogul.  Should  A  Bugs  Life  approach  the  box-office  suc- 

of  Toy  Story,  Pixar  will  have  made  the  two  most  popu- 
animated  films  since  Disney's  1994  megabit  The  Lion 
/.  "In  Hollywood,  there  are  veiy  few  brands — really  just 
-Disney  and  Spielberg,"  says  Jobs.  "We  want  to  be  one, 
'  iV)  do  that,  Pixar  must  churn  out  hits  at  an  aggressive 
— Jobs  aims  to  make  roughly  one  movie  a  year.  "They 

emerge  as  a  leading  digital  animation  studio — a  film- 
er  that  parents  and  children  will  appreciate  and  trast," 

analyst  Paul  W.  Noglows  of  Hambrecht  &  Quist,  which 

investment  banking  for  the  company. 

it  many  in  Hollywood  think  Jobs  is  living  in  Fantasyland. 
industry's  cognoscenti  consider  the  computer  exec  another 


^^^^^^^^^^ 
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movie-industry  wannabe,  and  Pixar,  they  say,  acts  as  little 
more  than  a  well-paid  subcontractor  to  Disney.  Indeed,  some 
say  Pixai-'s  fate  rests  abnost  entii'ely  in  the  hands  of  Disney- 
its  partner  but  also  a  potential  competitor  The  Hollywood 
powerhouse  holds  script  approval  on  Pixar  films  and  is  doing 
some  of  the  heavy  hfting  on  the  creative  end.  All  the  casting, 
music  production,  and  some  of  the  scr^eenwriting  for  A  Bug's 
Life  was  handled  by  Disney.  Sure,  Pixar  will  be  able  to  reap 
royalty  checks,  but  that's  far  from  operating  as  an  indepen- 
dent studio.  "There  is  no  such  thing  as  a  gi'eat  deal  with  Dis- 
ney," says  David  Geffen,  co-founder  of  Pixar  rival  Dream- 
Works SKG.  "They  control  the  property,  and  they  are  just 
giving  [PLxar]  some  of  the  profits." 

Already,  Disney  is  hard  at  work  ginning  up  its  own  techni- 
cal wizai'diy — 100  of  its  employees  are  quietly  honing  their 
computer-animation  skills  at  a  fornier  Lockheed  Martin  Coi-p. 
aiiplane  plant  near  Biu-bank  Aii-port.  Their  task:  to  produce 
Disney's  fu-st  completely  computer-animated  film  by  2000, 
called  Ditiosaurs,  which  will  mix  photorealistic,  computer-gen- 
erated tyi-annosaurs  and  brontosaurs  with  real-life  backgi-ounds. 
Disney  also  has  invested  in  Tippett  Studio,  a  Berkeley  (Calif) 
special-effects  house  that  is  developing  a  computer-animated 
space  adventui-e  for  adults,  code-named  Expedition.  And  Dis- 
ney bought  the  rights  to  a  claymation  script  about  animals  es- 
caping fi-om  a  zoo  from  viriters  Mai'k  Gibson  and  PMl  Halpmi. 
These  ventures  could  cause  a  rift  in  the  seven-year-old 
Pixar-Disney  marriage.  Should  Disney 
develop  other  sources  of  top-notch  com- 
puter-animation fare,  Pixar  may  find  it 
tough  to  land  aiiother  lucrative  deal  with 
the  Hollywood  giant  after  the  current 
five-film  deal  expires — especially  if  Pixar 
produces  any  mediocre  movies.  That 
could  leave  the  upstart  with  a  smaller 
slice  of  profits,  less  guaranteed  financial 
support  from  Disney — or  no  deal  at  all. 

As  dii-e  as  that  sounds,  Pixai"  execu- 
tives aren't  fretting.  They  say  they  will 
have  options  beyond  Disney — especially 
if  they  continue  making  blockbustei-s.  Un- 
der the  five-film  deal.  Jobs  can  start  talks 
with  other  studios  after  completion  of  a 
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thii'd  movie,  jjrobably 
in  2002.  With  a  few 
liits  to  its  name,  Pixai* 
could  either  go  it 
alone  or  turn  to 
players  like  Para- 
mount Pictiu'es  Coip. 
that  are  eager  to 
get  into  the  kid- 
flick  market.  Tliere 
is  a  precedent. 
Jobs,  for  example,  points  to  filmmaker  George 
Lucas,  who  has  remained  independent  anfl  still  gotten  strong 
distribution  from  studios  by  making  supernova  hits  like  Star 
Wars.  "If  we're  as  successful  as  we  hope  we'll  be,  we  should 
have  that  kind  of  clout,"  says  Pixar  CFO  Lawrence  Levy. 
Besides,  Jobs  says  he's  not  planning  on  leaving  the  Mag- 
ic Kingdom  anytime 
soon.  "I  hope  we're 
doing  business  with 
them  for  another  20 
years,"  he  says.  He  may  get  his  wish — and  more.  Analysts 
say  that  if  Pixai*  stays  at  the  top  of  its  game,  Disney  may  tiy 
to  snap  it  up.  "If  they  paid  $19  bilhon  for  abc,  they  can 
probably  afford  us,"  quips  Jobs.  But  he  points  out  he  doesn't 
have  to  sell  unless  it's  an  exceptional  offer  because  he  owns 
almost  three  quarters  of  the  stock.  For  Disney's  part,  execs 
say  they  have  no  plans  to  make  a  bid  for  Pixar. 

If  there's  tension  about  what  the  fiitiu'e  may  hold,  there's  no 
evidence  of  it  today.  Lasseter's  moviemaking  is  in  line  with 
Disney's  penchant  foi'  heartwarming  fare.  And  the  compa- 
nies developed  a  considerable  amount  of  trust  duiing  the  de- 
velopment of  Toy  Story — when  Disney  taught  Pixar  how  to 
hanclle  production  and  budgeting  and  Pixar  proved  its  artistic 


"  So  far,  Pixar's  potent 
mix  of  tech  and  talent  is 
years  ahead  of  its  rivals 
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mettle.  Lasseter,  for  example, 
to  convince  Disney  that 
Story  could  succeed  witl 
being  a  musical  like 
ney's  other  animated 
And  while  Disney  clo 
monitors  Pixar's  spen 
and  progress  via  we^ 
videoconferences  and  v 
every  two  weeks  or  so,  the  : 
tionsWp  seems  moi"e  collaborative 
conti'actual.  "We  act  like  partners  ai'e  suppose 
act,"  says  Peter  Schneider,  president  of  Walt  Disney  [ 
ture  Animation.  "We  look  every  day  at  what  they  are  d( 
we  demand,  we  push,  we  talk,  and  the  end  result  is  a  b« 
product.  Who  gets  the  credit  really  is  never  the  issue  fo: 
although  I  know  sometimes  it  is  for  Steve." 

Pixar  will  need  all  the  help  it  can  get.  An  increasing  r 
ber  of  studios  ai'e  cranking  out  children's  films  to  tiy  to  j 
piece  of  what's  long  been  considered  the  most  lucrative 
of  Hollywood.  Witness  the  crowded  schedule  this  fall 
Nov.  20,  Paramount  will  release  a  movie  based  on  the  p 
lar  Rugrats  TV  show.  Universal  Studio  Inc.'s  live-action  I 
Pig  in  the  City  debuts  Nov.  25,  and  Tli£  Prince  of  Egypt 
story  of  Moses  as  told  by  DreamWorks,  will  open  on  Dec 
INFESTATION?  Worse,  Pixar's  days  as  the  only  computei 
show  in  town  are  over.  Industrial  Light  &  Magic  is  wor 
on  a  Frankenstein  remake.  Fox  will  do  Planet  Ice,  a 
puteiTzed  futuristic  look  at  space  travel  that's  also  pegge( 
2000.  And  then  there's  archrival  DreamWorks,  the  tale 
and  well-ftmded  partnership  of  Geffen,  Steven  Spielberg, 
Jef&'ey  Katzenbei'g  that  brought  Antz  to  the  screen  on  0 
How  the  DreamWorks  film  was  released  spai'ked  some1 
of  a  Bugs  War-  between  the  two  rival  studios.  DreamWorks 


FLIK  IS  BORN 

Once  the  team  of 
story  writers  hatches 
the  idea  for  a  movie, 
artists  create 
hundreds  of  detailed 
drawings  of  the 
characters,  such  as 
the  star  of  A  Bug's 
Life. 


...IN  WIREFRAME 

Experts  create  wire- 
frame models  of  the 
characters  on  com- 
puters and  give  them 
control  points — com- 
puterized marionette 
strings — that  allow 
animators  to  move  an 
arm  or  eyebrow. 


...IN  POLYGONS 

Solid  surfaces  are 
added  to  give  anima- 
tors a  sense  of  what 
the  characters  look 
like.  This  is  what  ani- 
mators manipulate  on 
their  screens  to  make 
the  characters  act 
their  parts. 


...RENDERED 

After  the  animate 
are  through,  a 
program  called  a 
shader  gives  each 
character  its  colo 
and  texture  in 
different  lighting. 
He's  ready  for 
show  time. 


LET  THERE 
BE  LIFE 

From  pen  strokes 
to  pixels  to 
projectors:  How  a 
little  critter 
evolved  from 
concept  to  screen 
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iFormatioft  to  be  oFany  value  to  you  and  your  organization,  it  must  be  precise.  HP  enterprise  servers  and 
e  applications  allow  you  not  only  to  capture  information  but  to  use  it,  so  that  your  business  can  continuously 
letter  ^nd  mo*e  efficiently.  For  clarification  on  the  subject  visit  our  website  at  www.hp.com/go/oracle. 
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concerned  A  Bug's 
Life  would  overshad- 
ow its  own  T}>£-  Prince 
of  Egypt,  originally 
scheduled  for  movie 
theaters  about  the 
same  time.  So  it  tried 
a  maneuver  Jobs  flatly 
labels  "extortion."  Ac- 
cording to  Jobs,  Katz- 
enberg  told  Pixar  to 
delay  the  release  of  A 
Bug's  Life  or  Dream- 
Works would  make  its 
similarly  insect-fllled 
Atitz.  When  Jobs  said 
he  couldn't  control  Dis- 
ney's schedule,  Katz- 
enberg  suggested  that 
Pixai"  not  deliver  the  film  on  time,  says  Jobs.  "I  said  to  him, 
'Don't  even  go  there.' "  Katzenberg  declined  to  comment.  Autz 
beat  A  Bug's  Life  into  theatere  and  ah-ea<;ly  hokls  the  recoitl  for 
a  non-Disney  film,  with  nearly  $75  million  in  revenues. 

How  will  Jobs  and  Pixar  stay  ahead  of  DreamWorks  and 
the  rest  of  the  pack?  So  far,  the  company's  powerful  mix  of 
technology  and  talent  is  probably  two  years  ahead  of  com- 
petitors. Employees  have  published  more  than  50  papers  on 
computer  graphics,  earned  18  patents,  and  won  14  Academy 

Awards  since  1986. 
"We're  not  jumping  on 
the  bandwagon,  we're 
making  it,"  says 
Pixar's  founder  and  Chief  Technologist  Edwin  E.  Catmull. 
Jules  Engel,  head  of  the  experimental  animation  department 
at  the  Disney-supported  California  Institute  of  the  Aits,  the 
nation's  top  animation  training  ground,  agrees.  "They're 
the  best  when  it  comes  to  producing  computer-animated 
films,"  he  says. 

Pixar  has  earned  such  kudos  not  just  because  of  its  tech- 
nology but  also  because  of  its  heartwarming  storytelling. 
When  it's  time  to  start  a  project,  Lasseter  isolates  his  eight 
or  so  writers  and  directs  them  to  forget  about  the  con- 
straints of  technology.  While  many  studios  try  to  rush  from 
script  to  production,  Lasseter  takes  up  to  two  years  just  to 
get  the  story  right.  "It's  not  simply  the  technology  that 
makes  Pixar,"  says  Dick  Cook,  president  of  Walt  Disney  stu- 
dios. Once  the  stoiy  is  done,  artists  create  storyboards  and 
copy  them  onto  videotapes  called  reels — a  standard  industiy 
practice.  "A  sequence  has  to  play  great  in  reels,  and  then  it'll 
be  gangbusters,"  says  Lasseter.  "That's  our  No.  1  nile." 
MOUSE  POWER.  Once  a  .stoiy  is  approved  by  Lasseter  and 
Disney,  Pixai-'s  creative  staffers  go  to  work.  Landscape  artists 
paint  lush  back- 
gToimds,  sculptoi-s  cre- 
ate 3-D  models  of 
ehai'acters,  and  anima- 
tors set  about  giving 
the  chai-actei-s  life.  But 
that  doesn't  mean  the 
creative  process  is 
done.  Eveiything  can 
change  right  up  to  the 
last  minute — taking 
full  advantage  of  the 
fact  that,  unlike  live- 
action  films  or  even 
traditional  hand-drawn 
animated  films,  the  di- 
rector can  change  sets, 


TOUCHY 
FEELER 

A  child 
warms  up 
to  Flik 
from  A 
Bug's  Life 
in  a  Disney 
store 


JUST  HOW 
BrGWILL4 
BUG'S  LIFE 
BE? 

Ttvo  different 
scenarios  for  houi. 
the  film  will  fare  ' 


characters,  or  s 
lines  with  a  few  ( 
of  a  mouse. 

In  A  Bug's 
the  story  was  tc 
revamped  after 
than  a  year  of 
had  been  compl 
Originally,  it 
about  a  troupe  o 
cus  bugs  nm  by 
Flea  that  tries  tc 
cue  a  colony  of 
fi'om  mai"auding  g 
hoppers.  But  be( 
of  a  flaw  in  the 
ry — why  would 
ch'cus  bugs  risk 
lives  to  save  strj 
ants? — co-director  Andrew  Stanton  recast  the  story  t 
about  Flik,  the  heroic  ant  who  recnaits  Flea's  troupe  to 
the  grasshoppers.  "You  have  to  rework  and  i-ework  it," 
Lasseter.  Indeed,  one  scene  was  rewiitten  30  times. 

Only  after  the  basic  stoiy  is  set  does  Lasseter  beg 
think  about  what  he'll  need  ft-om  Pixar's  technologists, 
it's  always  more  than  the  engineers  expect.  Lassetei 
example,  demanded  that  the  crowds  of  ants  in  the  r 
not  be  a  single  mass  of  look-alike  faces.  To  solve  the  pi'o 
engineer  William  T.  Reeves  developed  software  that 
domly  applied  physical  and  emotional  characteristics  to 
ant.  In  another  instance,  wiiters  brought  a  model  of  a 
terfly  named  Gypsy  to  researchers,  asking  them  to 
code  so  that  when  she  iTibs  her  antennas,  you  can  se 
hairs  press  down  and  pop  back  up. 

That  attention  to  detail  keeps  Pixai-  on  the  cutting  ed 
has  tm-ned  out  ever  more  lifelike  short  films,  including 
Oscar- winning  Geri's  Game,  which  used  a  technology 
subdivision  suifaces.  Tliis  makes  reahstic  simulation  of  h 
skin  and  clothing  possible.  "They're  absolute  geniuses," 
es  Jules  Roman,  co-founder  and  ceo  of  rival  Tippett  Si 
"They're  the  people  who  created  computer  animation  rc 
To  acliieve  such  feats,  Pixar  tends  to  the  care  and  fe 
of  its  creative  stable.  Each  new  hire  spends  10  wee 
Pixar  University,  an  in-house  training  pi'Ogi'am  that  inc 
courses  in  five  improvisation,  drawing,  and  cinematogi- 
The  school's  dean  is  Randall  E.  Nelson,  a  former  ju 
known  to  perform  lus  act  using  chain  saws  so  students 
imation  classes  have  something  compelling  to  draw. 

Pixar  is  different  from  big  studios  in  another  way:  Tl 
an  imdercuirent  of  neai'by  Silicon  Valley.  Other  than  Las 
no  one  has  long-temi,  Hollywood-style  contracts.  Eveiyo: 
stead  gets  stock  options.  "We're  blessed  to  be  600 

apart  from  I- 
wood,"  says  Las 
If  Pixar  has 
rived,  it  cert 
wasn't  an  easy 
The  roots  of  the 
pany  stretch  ba 
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50 
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school  in  Old 
buiy,  N.Y.,  calle 
New  York  Institi 
Technology.  It 
there  that  Catrr 
straitlaced  Mo 
from  Salt  Lake 
who  loved  anin 
but  couldn't 
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Who  keeps 
generating 
bright  ideas 
for  American 
lectric  Power? 


the  answer  is 


Touche 


1998  Deloitte  8  Touche  LLP  and  Deloitte  8  Touche  Consulting  Group  LLC.  Deloitte  8  Touche  refers 
to  Deloitte  8  Touche  LLP,  Deloitte  8  Touche  Consulting  Group  LLC  and  related  entities. 
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=  STORY  #7:  = 


Pretend  you're  an  IS  manager  with  a  mobile  sales  force  of  hundreds  and 
an  endless  trail  of  computers,  components  and  configurations  to  follow.  It's  your  job 
to  (somehow)  control  them  all-much  like  a  modern-day 
herdswoman.  But  keeping  track  of  steer  Is  one  thing.  ^jPt' 
Wrangling  notebooks  is  quite  another  i^^*?  "     .  -»m^-i*a!Ji» 

[  "While  til  ey  re  roaming  the  ranqe,      -Wm  * 

/'m  here  trying  to  rope  in  our  assets,  "  ] 

you  say.  Which  is  why  you  chose  the  Fujitsu  LlfeBook  " 
notebook.  Sure,  reliability,  price  and  support  were  key.  But  Asset  Management,  part 
of  the  LifeLine "  Program  ,  was  the  driving  force.  With  things  like  customized  reports, 
you  can  have  centralized  control  of  your  units,  tracking  what  you  have  and  where  it 
is.  Without  leaving  the  ranch. 

[  "Asset  Ma  nagemen  t  is  like  hranding  our  notebooks . 

Th  at's  why  the  LifeBooh  is  the  hrand  for  us.  ] 


I 


And  it's  a  decision  everyone  can  appreciate.  From  durable  construction 


LifeLine  Lifecycle  Management  Opti 


/  2-month  Teclmolofy  Refresh  oniJAsse!  Moncjemeti 
Variable  levels  of  Support,  (ncWmj  lUo^^TmcM"' 
and  Screen  Protection  to  innovative  features  to  human-friendly  touches,  the  LifeBook 

Custom  Confijurown 


L  n SMwemeni'  notebook  can  satisfy  even  the  most  demanding  user  So, 
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while  you  might  not  be  handy  with  a  lasso,  you  can  sure 
become  an  expert  at  corralling  technology  Call  us  today  and  find  out 
how  to  round  up  some  LifeBook  notebooks  for  your  herd. 

There  are  millior\s  of  Fujitsu  notebooks  out  there — 
each  with  a  story  of  its  own. 

Fujfrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/is 
or  call  1-888-4-ON-THE-GO. 
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teameil  up  with  the  people  who  would  later  form  the  core  of 
Pixar.  "It  was  artists  and  technologists  fi'om  the  veiy  start," 
says  Alvy  Ray  Smith,  who  worked  with  Catmull  and  is  now 
at  Microsoft  Corp.  "It  was  like  a  faiiy  tal;  ." 
EARLY  LOSSES.  But  there  was  no  happy  ending.  In  1979, 
Catmull  and  his  team  grew  disillusioned  with  New  York 
Tech  and  went  to  work  at  Lucas'  Industrial  Light  and  Mag- 
ic in  San  Rafael,  Calif.  Catmull  decided  to  leave  there  after 
seven  years  when  it  became  apparent  Lucas  only  wanted 

  computer  animation 

for  special  effects,  not 
feature-length  films. 
That's  when  Jobs 
appeared  on  the  scene.  Less  than  a  year  after  being  ousted 
from  Apple  in  1985,  Jobs  bought  what  then  became  Imown  as 
Pixar  from  Lucas  for  just  $10  million — one  third  of  Lucas' 
asking  piice.  Still,  it  was  hardly  a  bargain.  As  losses  mount- 
ed over  the  next  five  years,  Jobs  invested  an  additional  $50 
million — more  than  25%  of  his  total  wealth  at  the  time. 
"There  were  times  that  we  all  despaired,  but  fortunately 
not  all  at  the  same  time,"  says  Jobs. 

Still,  Catmull's  team  of  technologists  was  making  major 
breakthi'ougks,  and  in  1991,  Disney  gave  PLxai-  a  thi-ee-fihn  con- 
ti'act  that  included  Toy  Story.  As  the  film  neared  completion  in 
early  1995,  Jobs  decided  to  take  a  bold  step.  Since  it  was 
clear  Pixar  couldn't  prosper  selling  its  technology  to  others,  it 
was  time  to  recast  the  company  as  a  moviemaker  A  novice  in 
Hollywood,  he  and  CFO  Levy  visited  moguls,  including  Uni- 
versal parent  Seagi'am  ceo  Edgar  M.  Bronfman,  then  supei'a- 
gent  Michael  Ovitz,  invest- 
ment banker  Herbert 
A.  Allen,  and  Disney 
CFO  Robert  Moore. 

Pixar 's  luck  be- 
gan to  change — fast. 
Rather  than  the  nice 
Uttle  film  Dis- 
ney expect 
ed,  Toy  Sto- 
ry   became  '''^ 
the    sensation  of 
1995.  Within  days. 


Pixar  went  public.  Wlien  the  shares,  priced  at  $22,  shot 
$33,  Jobs  called  his  best  ftiend,  Oracle  CEO  Lawrence  > 
lison,  to  tell  him  he  had  company  in  the  billionaires'  cli 

With  Pixar's  sudden  success.  Jobs  returned  to  str 
new  deal  with  Disney.  In  March,  1996,  at  a  lunch  with 
Disney  Co.  chief  Michael  D.  Eisner,  Jobs  made  his  dem 
an  equal  shai-e  of  the  profits,  equal  billing  on  merchandis 
on-screen  credits,  and  guarantees  that  Disney  would  m, 
Pixar  films  as  they  did  its  own.  Disney,  particularly  wo 
about  losing  Lasseter,  agi'eed.  "[Jobs]  had  the  brains,  en 
and  chutzpah  to  protect  Pixar's  interests.  He  enabled 
negotiate  as  equals,"  says  fonner  Pixar  marketing  exec 
Pamela  J.  Kei-win,  who  is  now  coo  of  Geo  Vector  Coi 
maker  of  handheld  computing  devices. 

Pixar's  future  now  rests  on  how  its  partnership  with 
ney  plays  out.  As  long  as  Jobs  and  his  team  provide  the 
of  films  Eisner  wants  on  schedule,  Pixar  will  prosper. 
Disney's  help,  Pixar  could  find  that  A  Bugs  Life  is  jus 
fh'st  of  many  rich  paydays  ahead.  "They're  in  the  most 
itable  part  of  the  film  business  and  are  paitnered  wit 
most  poweiful  compajiy  in  that  industiy,"  says  MennU  Lj 
Cohen.  "They're  in  a  very  good  position. 
BACK  DOOR.  Indeed,  with  Disney  as  a  partner,  Pixar  a 
can't  lose  money  so  long  as  it  keeps  the  movies  coi 
Morgan  Stanley  Dean  Witter  analyst  Richard  Bilotti  fli 
Pixar  breaks  even  so  long  as  its  films  do  $70  million  s 
box  office — and  no  Disney  film  has  failed  to  bring  in 
much  since  Oliver  and  Compauij  in  1988. 

And  Pixar's  upside  is  tremendous.  In  a  business  v 
the  best  moviemakers  are  lucky  to  get  a  15% 
of  box-office  receipts  from  stingy 
dios,  Pixar  will  get  50%.  of 
profits.   That's  define- 


In  the  delicate  balance 
of  power,  Disney  seems 
to  have  an  edge 


what's  left  of  the 
sales,  video  sales, 
merchandising  roy 
after  production 
and  Disney's  reimb 
ment  for  marketing, 
distribution  fees. 
Still,  something  as  nebulo 
'artistic  differences"  could  get  ii 
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Puzzle  #2 


1 1 

12 

13 

22 

1 

56 

57 

58 

63 

69 

70 

73 

76 

ACROSS 

1.  point  ( mtcrcst-ratc  unit) 

6.  Electrically  versatile 

10.  George  Bush's  college  team 

14.  Resort  island  off  Venezuela 

I  S.  Heroine  of  1977's 
top-grossing  film 

16.  "  (.lernete"  (see  page  at  right) 

17.  "My  Life  in  Court"  author 
IK.  .Mortgage  finance  agency 

20.  Inventor  s  inspiration 

21.  I.ovv-fat 

22.  Anger 

2.  '!.  Bllftt  tr's  heatlqii.irters 

27  Pesticale  hanned  m  '72 

2S.  (;arln  111  ( refrigerant, 

tor  short ) 


29.  Pronoun  for  a  yacht 

?i  1.  Correspondence 

1 V  Lingus  (carrier  to  Dublin ) 

VS.  Shade  tree 

36.  Bona  (credentials) 

3S.  One  way  to  procure  office 
ec]uipment 

42.  Change  a  person's  long-dis- 
tance provider  without  permission 

44.  '80s  Treasury  Secretary 

46.  When  Operation  Overlord 
began 

47.  Mortgage  source,  for  short 
49.  Light  lunch,  perhaps 

5 1.  British  brew 

52.  Determine,  as  standards 
54.  Late-night  TV  name 


>5.  McKinlev  and  Washington: 
Abhr. 

56.  Empty-  talk 
59.  Have  debt 
61.  Buddy's  buddy 

63.  From  Z 

64.  Dickens  heroine 
66.  IV  years  from  now 
69.  Microsoft  cofoiinder 

72.  Singer  Bonnie 

73.  Cube  creator  Rubik 

74.  Hollywood  crosses  it 

75.  |&:J  subsidiary 

76.  Gets  free  (of) 

77.  Exxon's  ex-name 

78.  Old-time  anesthetic 


DOWN 

L  ^-Sadr  (former  president 

of  Iran) 

2.  Dry  as  a  desert 

3.  Author  of  "The  9  Steps  to 
Financial  Freedom" 

4.  Auto-suspension  part 

5.  Mediterranean  island:  Abt 

6.  Math  subject:  Abbr 

7.  Put  a  roof  over  one's  head 

8.  Ate  well 

9.  Charles  Bronfman's  home 

10.  out  a  living 

1 1.  order  ( directive  to  a  bi 

12.  Solicitous  phrase 

13.  Cruise-ship  activity 
19.  Chip  giant 

24.  Big  name  in  bowling  alle; 

25.  Mino.xidil  creation 

26.  Corporate  assistants 

29.  It  acquired  Amerada  in  '( 

30.  Singer  Fitzgerald 

32.  Corporate  department 
34.  Oil-rig  firefighter  Adair 
37.  Corporate  department 

39.  "The  Father  of  Modern 
Economics" 

40.  U.S.-U.S.S.R  pact  of  the 

41.  "_  ONLY"  (top  secret) 

43.  HMO  enrollees'  selectic 
Abbr. 

45.  It  means  "billionth  ' 

48.  Mrs.  Helinsley 

50.  Sneezy  colleague 

53.  Original  number  of  stoc 
the  DjIA 

56.  Publisher's  purchase 

57.  Maker  of  the  first  video 

58.  Major's  money 

60.  Island  supported  by  lact 

62.  Sports  Authority's  form 
owner 

65.  One  of  your  contacts 

67.  "  fury"  (Spillane  novel 

68.  "Take  leave  it!" 

70.  Altos  (Silicon  Valley  c 

71.  Prefix  for  conservative 

72.  Wade's  opponent 


For  answers  to  this  puzzle: 

Turn  to  page  212  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincohi  on 
www.businessweek.eom  (URL:  www.businessweek.com/ acisection/ puzzlesbylineoln/inclex.htm) 

Pii//le  create  (.1  by:  Stanley  Newman. 
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1-800-446-8888 


Kick  derriere 


Host  powerful  luxury  SUV  on  the  continent.  It  pampers  seven  passengers  in  three  rows  of  leather-trimmed  seats.  While  it  tows  up  to 
iUnds.  Over  a  mountain.  With  an  attitude.  Call  1 800  446-8888,  visit  www.lincolnvehicles.com  or  sep  an  authorized  Lincoln  Navigator  dealer 


mcoln  Navigator.  What  a  luxury 


should  be. 


way.  Disney  has  a  back  door  that  could  leave  Pixar  on  its 
own — and  vulnerable.  It's  simple:  If  Disney  doesn't  get  a 
Pixai'  pitch  it  likes  within  a  contractually  presciibed  time,  it 
can  abandon  the  partnership.  "The  risk  is  the  creative 
risk — that  they  become  wedded  to  something  we're  not 
crazy  about,"  says  Disney's  Roth,  who  adds  he  doubts  the 
two  studios  will  have  such  differences. 

Still,  the  fieiy,  opinionated  Jobs  typically  doesn't  go  for  veiy 
long  without  creating  controversy.  He  did  elicit  warnings 
from  Disney  execs  for  going  public  with  his  beefs  that  Dream- 


Works' Antz  was  a  rip-off  from  Pixar.  "We  talked  about 
says  Roth.  "We  knew  we  had  a  great  film.  We  didn't  ha\ 
[have  Jobs]  go  around  talking  about  anyone  else's  film.": 

Investors  had  better  hope  that's  as  rough  as  relat 
with  Disney  ever  get.  For  now,  Disney  and  Jobs  say 
have  a  good  tiling  going,  and  Jobs  is  cleai'ly  enjoying  his! 
ond  career  as  a  movie  mogul.  Maybe  the  Pixai-Disney  di 
will  have  a  happy  ending,  after  all. 

By  Peter  Burrows  in  Point  Richmond,  Calif.,  and  Ro 
Graver  in  Los  Angeles 


PIXAR'S  AMBASSADOR  TO  THE  MAGIC  KINGDOM 


For  Pixar  Animation 
Studios  creative  chief 
John  Lasseter,  even 
commuting  in  rush-hour 
traffic  can  be  fun.  When- 
ever possible,  he  rides 
with  Pixar  animator 
James  F.  Murphy — from 
their  homes  in  Sonoma, 
Calif.,  to  the  offices  55 
miles  away  in  Point  Rich- 
mond— so  they  can  get  in 
the  fast-moving  carpool 
lane.  They  don  cheesy  toy 
crowns,  blast  rock  music 
such  as  the  Beatles'  Revo- 
lution, and  mock  solo 
commuters  in  the  slow 
lanes  with  cries  of  "Look 
at  you  peasants!"  and 
"We  Rule!  We  Rule!" 
Says  a  beaming  Lasseter:  "We  call 
ourselves  the  Diamond  Kings 
because  of  the  diamonds  painted  in 
the  car-pool  lane." 

It's  oh-so  Lasseter  to  conjm'e  a  bit 
of  whimsy  out  of  something  as  mun- 
dane as  commuting.  The  41-year-old 
overgrown  kid,  vvdth  five  sons  of  his 
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own,  is  the  creative  force  behind 
Pixar's  1995  hit  Toy  Story  and  the 
upcoming  A  Bug's  Life.  While  anima- 
tion's creme  de  la  creme  used  to  look 
down  their  noses  at  using  computers, 
Lasseter,  with  two  Academy  Awards 
to  his  credit,  has  found  magic  in 
technolog>'.  Now  he's  earning 
$700,000  a  year  and  respect  from  his 
colleagues.  ".John  and  his  crew  have 
real  genius,"  says  Chuck  Jones,  the 
animation  legend  who  ci-eated  Bugs 
Bunny  and  RoadRunner  for  Wamer 
Bros.  Inc. 

What  sets  Lasseter  apail  is  his 
ability  to  come  up  with  imaginative 
stories  and  then  use  computers  to 
create  believable,  lovable  characters. 
His  1988  Oscar-winning  short  film 


Ti)i  Toy,  for  example,  was  a  humor- 
ous look  at  what  it's  like  for  a  small 
toy  on  its  fii'st  encounter  with  a 
baby — a  huge  drooling  monster  in 
the  eyes  of  the  toy.  That  was  a 
breakthrough  in  animating  charac- 
ters: The  baby's  face  had  20  control 
points  so  Lasseter  could,  for  exam- 
ple, raise  an  eyebrow  with  the  touch 
of  a  computer  mouse.  "It's  easy  to 
get  carried  away  with  action  rather 
than  acting,  but  John  really  makes 
these  computer  characters  act  so  the 
audience  loiows  what  they're  feel- 
ing," says  Ollie  Johnston,  a  retired 
Walt  Disney  Co.  animator  who 
helped  make  Pinocchio,  Bambi,  and 
Cinderella. 

Lasseter's  creativity  is  matched 
only  by  his  drive  to  push  the  limits 
of  computer  animation.  Pixar  anima- 
tion supervisor  Glenn  J.  McQueen  re- 
members the  fii'st  time  Lasseter  de- 
scribed the  climactic  scene  in  A 
Bug's  Life,  when  hundreds  of  ants 
are  fighting  a  gang  of  gi'asshoppers 
in  a  rainstorm.  With  so  many  charac- 
ters moving  against  an  ever  chang- 
ing backgi'ound,  the  scene  was  sure 
to  be  a  technical  nightmare.  "The 
blood  just  drained  fi'om  our  faces," 


says  McQueen.  Still,  Las 
seter  insisted,  and  the 
scene  was  done — after 
more  than  15  staffers 
worked  four  months  to 
produce  what  became  fo 
ininutes  in  the  film. 

Lasseter  is  a  favorite 
of  the  Pixar  troops.  Cre 
it  his  infectious  enthusi- 
asm, his  easily  dispensec 
bear  hugs,  and  openness 
to  others'  ideas.  Take  th 
voice  of  Heimhch  the 
catei"pillar  in  A  Bug's 
Life.  Stoiy  artist  Jorger 
Klubien  suggested  the 
blubbery  guy  have  a  sil 
Bavarian  accent — sort  o 
like  Sergeant  Schultz  on 
Hogan's  Heroes.  Writer 
Joe  Ranft  then  piped  up  with  a  rei 
dition.  Lasseter  not  only  went  wit! 
it,  but  gave  the  voice-over  job  to 
Ranft  instead  of  the  actor  Disney 
had  lined  up. 
FAMILY  WAN.  How  did  Lasseter  be- 
come a  heavyweight  in  toon  town? 
Bom  in  Whittier,  Calif.,  outside  Lo 
Angeles,  the  lifelong  cartoon  junki( 
decided  to  become  an  animator  as 
freshman  in  high  school  after  readi 
a  book  on  the  making  of  Snow  Wi 
He  was  a  skilled  artist  fi'om  the 
start,  thanks  in  part  to  his  mother, 
high  school  art  teacher  for  38  year 
Lasseter  joined  Disney  after  gi'adi 
ating  from  the  California  Institute 
the  Alts  but  quickly  got  disillusioi 
with  its  bui'eaucratic  ways.  He  qui 
in  1984  and  joined  Pixar. 

Now,  15  years  later,  Pixar  has  i1 
five-film  deal  with  Disney — becaus 
of  Lasseter.  Disney  wanted  Las- 
seter's skills  so  badly  that  it  insist 
Pixar  sign  him  to  a  seven-yeai"  coi 
tract  and  it  pays  half  his  salary. 
"He's  like  a  member  of  the  family, 
says  Disney  Studios  chief  Joe  Rotl 
The  Diamond  King  has  amved. 

By  Peter  Burn 
in  Sonoma,  Cc 


154  BUSINESS  WEEK  /  NOVEMBER  23.  1998 


/ouldn't  it  be  nice  to  have 
merica's  #1  equity  research 


f  lalysts  working  tor  you/ 
3U  already  do. 


gan  Stanley  Dean  Witter  has  more  analysts  on 
tuiional  Investor's  #1  team  than  any  other  firm. 

If  you're  already  a  Morgan  Stanley  Dean  Witter  client,  you  know  about  the  high 
quality  of  advice  you  get  from  your  Financial  Advisor.  But  you  may  not  know 
that  the  research  behind  that  advice  is  among  the  best  in  America. 
Recently,  19  of  our  Equity  Research  Analysts  received  first-team  positions 
on  Institutional  Investor's  1998  All-America  Research  Team.*  That's 
the  most  firsts  any  brokerage  firm  has  received  in  the  27- year 
history  of  the  ranking. 

If  you're  interested  in  receiving  a  free  copy  of  one  of  our 
research  reports,  please  give  one  of  our  Financial  Advisors  a  call. 


MORGAN  STANLEY  DEAN  WITTER 

Measuring  success  one  investor  at  a  time'" 


fitter  earned  first  place  on  a  weighted  average  basis  on  the  1998  All -America  Research  Team 
■Vonal  /ni/estor  Magazine,  October  1998  issue.  Morgan  Stanley  Dean  Witter  is  a  service  mark  of 
;tanley  Dean  Witter  and  Co.  Services  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 
)ean  Witter  Reynolds  Inc 


Pinstripes  ji*  denim?  1|| 

Team  pi  aver  maverick? 
Skysfa^er  or/loftf 

desktop  do  you  see? 


Self-employed  or  employee?  Corporation  or  entrepreneur?  Do  you  see  a  desktop  for  an  enterprise  that  remains  consistent  fi 
That's  our  Deskpro  EP  Series.  Both  now  have  the  latest  Intel  Celeron  and  Pentium  II  processors,  performance  graphics 
whether  yours  is  fairly  buttoned-up  ^^^^Jfj^^^^^^^^^^^^^or  the  business  equivalent  of  a  sweatshirt  and 

Deskpro 


I 


Better  answers: 


hat's  our  Deskpro  EN  Series.  Or  a  desktop  lor  an  office  that's  seeking  the  latest  technology  at  the  best  price? 
and  bigger  hard  drives.  Making  the  number  one  desktop'  even  more  popular  with  any  kind  oi  company, 
jeans.  For  more  information,  contact  1-800- AT-COMPAQ or  www.compaq.com/products/desktops/promos/.    PRIVHT!  11 
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EXECUTIVE  COMPENSATION 


THE  MOTHER  OF  ALL 
STOCK  OPTION  PLANS 

It  will  help  top  Conseco  execs  rake  in  more  than  $590  million  if  they  sell  the  company 


In  the  flourishing  consoHdation  busi- 
ness, Stephen  C.  Hilbert  is  one  of 
the  masters.  After  founding  Conseco 
Inc.  in  1979,  he  focused  on  the  high- 
ly fragmented  insurance  industry.  Since 
going  public  in  1985,  he  bought  up  more 
than  40  life  and  health  insurei-s,  tyjjically 
slashing  costs  and  shutting  down  un- 
profitable operations.  Last  June,  he 
bought  subprime  loan  company  Green 
Ti"ee  Financial  Corp.  Hilbert  has 
achieved  an  enviable  record  for  Con- 
seco's  shareholders:  Over  the  past  12 
yeai's,  the  company  has  produced  a  48% 
average  annual  total  return,  vs.  a  17% 
retui'n  for  the  Standard  &  Poor's  500- 
stock  index. 

For  his  achievements,  Hilbert  has 
been  well  compensated.  Veiy,  veiy,  veiy 
well  compensated.  Last  year,  he  pock- 
eted about  $119  million,  making  him  one 
of  the  highest-compensated  CEOs  in  the 
country.  His  fellow  senior  execs  have 
also  done  well.  It's  routine  to  see  boun- 
tiful pay  packages  in  the  executive  suite 
these  days.  But  when  it  comes  to  treat- 
ing top  executives  like  kings,  Conseco 
could  still  teach  other  senior  officers 
some  new  tricks. 

"UNHEARD  OF."  The  most  dramatic  perk 
at  Conseco  is  an  exceptionally  lavish 
stock  option  progi-am — never  seen  be- 
fore by  most  compensation  experts — 
which  kicks  in  when  there  is  a  change 
of  control.  The  company  would  buy  out 
these  executives'  options  as  if  they  were 
stock;  in  other  words,  if  the  company 
were  taken  over  at  the  cuirent  price 
of  33,  the  executives  would  get  $33  for 
each  option.  This  would  increase  their 
value  by  tens  of  millions  of  dollars.  To 
top  it  off,  if  a  buyout  deal  went  thi-ough, 
the  tlu'ee  highest-ranking  executives  (all 
of  whom  sit  on  the  board  of  directors) 
would  get  five  times  their  annual 
salaries  plus  five  times  their  annual 


•  In  the  case  of  a  takeover 
they  are  terminated,  senior  exec- 
utives' options  convert  into  stock 
as  if  the  grant  price  were  zero. 
The  shares  will  be  given  to  them 
at  the  highest  price  of  the  past 
six  months. 

•  Bank  loans,  guaranteed  by 
Conseco,  are  liberally  given  to 
senior  executives  to  buy  shares. 
More  than  $420  million  worth  of 
bank  loans  are  outstanding. 
Plus,  the  company  loans  money 
to  pay  the  interest. 


bonuses.  Hilbert,  who  gets  an  annual 
bonus  of  3%  of  the  company's  pretax 
profits,  would  get  a  severance  "bonus" 
of  more  than  $70  million.  Altogether,  a 
takeover  deal  would  give  Conseco's  top 
three  executives  more  than  $590  mil- 
lion, about  6%  of  the  company's  mar- 
ket cap. 

When  the  unique  buyout  options  pro- 
gram was  shown  to  various  compensa- 
tion experts,  their  reactions  were  telling: 
"Pass  me  the  smelling  salts,"  says  Graef 
S.  Ciystal,  a  San  Diego  compensation 
expert  and  editor  of  The  Crystal  Re- 
port, after  reading  about  the  options  in 
Conseco's  1998  proxy.  "I've  never  seen 
anything  like  this  before." 

"This  type  of  option  package  is  un- 
heard of,"  says  Alan  Johnson,  managing 


director  of  compensation  finn  Joh  o 
Associates  in  New  York.  "It's  har 
justify  it;  it's  bizarre.  Essentially,  t' 
executives  are  double-dipping. . . 
will  make  more  money  than  the  si 
are  even  worth.  I  have  never  seen 
before.  Obviously,  management  h;i 
enormous  incentive  to  sell  this  com 
because  that's  the  only  way  they 
receive  more  than  the  full  value  oi 
stock  options." 

INAPPROPRIATE  EXPOSURE?  When  ; 

to  confirm  this  option  plan,  Coi 
spokesman  James  W  Rosensteele 
that  he  would  not  be  able  to  "gi 
detailed  response"  before  BUSi 
week's  deadline.  He  did  say  that 
$590  million  figure  was  too  high,  b 
decUned  to  provide  a  specific  nui 


''It's  bizarre,"  says  one  compensation  expert.  "They  wi]^ 
make  more  money  than  the  shares  are  even  worth" 
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'  real  issue  here  is  the  long-term 
iholder  value  that  has  been  created 
lis  management  team,"  Rosensteele 

lyout  bonanzas  don't  exhaust  Con- 
s  generosity  to  its  executives.  In 
the  company  organized  a  program 
tend  and  guarantee  personal  loans 
igh  Bank  of  Ameinca  for  its  execu- 
to  buy  Conseco  stock. 
1  top  of  that,  Conseco  is  lending 
'y  directly  to  employees  to  pay  in- 
t  on  those  loans  at  a  modest  6.5%. 
nically,  the  bank  has  recourse  to 
the  employees  for  the 
borrowed  amount. 
But  they  have  been 
guaranteed  by  Con- 
seco. Loan  and  inter- 
est payments  aren't 
due  until  2001. 

While  the  bank 
loans  themselves 
aren't  highly  unusual, 
the  amount  is.  So  far, 
$428.7  million  has 
been  lent  to  175  top 
employees  (including 
all  the  members  of 
the  board  of  direc- 
tors— and  the  outside 
directors  as  well)  to 
buy  stock.  That 
amounts  to  three- 
quaiters  of  last  year's 
net  earnings  of  $567 
million.  Hilbert  has 
borrowed  over  $100 
million,  while  Conseco 
Executive  Vice-Presi- 
dent Ngaire  E.  Cu- 
is  boiTowed  about  $30  million  and 
M.  Dick,  chief  financial  officer, 
than  $50  million. 

of  last  December,  Conseco  itself 
9.3  million  for  interest  payments 
3  executive  loans.  If  those  loans 
to  be  lumped  into  Conseco's  total 

the  amount  would  increase  by 
i%. 

's  one  major  shareholder,  who 
not  to  be  named:  "I  think  it  is 
questionable  that  the  company 
lemselves  on  the  hook  for  this 
it  for  their  officei"s  to  buy  stock  in 
)mpany.  I  don't  think  this  is  an 
priate  exposure  foi-  shareholders 
e." 

'COLLATERAL?  Conseco  executives, 
irse,  could  end  up  with  an  expo- 
)roblem  of  their  own.  Wliat  hap- 
i  f  the  stock,  now  about  33,  really 
Many  of  the  stock  purchases  in 
nd  1998  were  made  at  around  the 
lige  by  such  executives  as  Rollin 
ck  and  Dennis  E.  Murray.  Ac- 


'  COULD 

ONUS 

MILLION 


BROTHER,  CAN  YOU  SPARE 
$9  MILLION? 


NO  LIGHT 

as  collate 


Early  last  Octobei",  di- 
rectors of  Advanced 
Lighting  Technologies 
Inc.,  a  Solon  (Ohio)  firm 
that  makes  high-tech  met- 
al-halide  lighting  products 
with  $86  million  in  sales, 
found  themselves  in  an 
awkward  mess.  The  mess 
was  cleaned  up  only  be- 
cause the  board  allowed 
the  CEO  to  use  their 
company  as  a  private 
piggy  bank. 

The  problem:  major 
stock  market  losses 
amassed  by  Wayne  R. 
Hellman,  Advanced's  chair 
man  and  CEO.  EarUer  this 
year,  Hellman  set  up  a 
margin  account  worth  $12 
million  with  Pradential  Se- 
curities Inc.  to  diversify 
his  portfoho.  As  collateral,  he  offered 
2.05  million  shares  of  Advanced 
stock,  or  about  10%  of  the  total  out- 
standing shares. 

HAPPIER  NEWS.  Then  the  market  took 
a  dive.  Advanced  stock,  in  tmn,  sank 
from  a  high  of  nearly  $;30  a  share 
when  Hellman  set  up  the  account,  to 
$5.50  in  September  On  the  way 
doviTi,  Piiidential  insisted  that  Hell- 
man meet  his  margin  calls.  But  then 
he  would  have  had  to  cash  in  liis  Ad- 
vanced shares,  fuither  depressing 
their  price.  So,  facing  a  ciTinch,  Hell- 
man's  board  lent  him  $9  million  at  8% 
interest  for  one  year;  Hellman  dutiful- 
ly offered  virtually  eveiything  he 
owned  as  collateral,  including  all  4.7 
million  of  his  Advanced  shares  plus 

cording  to  Johnson  Associates,  if  the 
stock  falls  back  to  below  22,  as  it  did  in 
October,  Dick's  loan-related  stock  pur- 
chases would  be  undei-water  by  about 
$25  million.  For  Murray,  the  number 
would  be  about  $21.5  million.  For  the 
top  10  executives,  it  would  be  a  loss  of 
about  $146  million,  and  that  doesn't  in- 
clude interest.  Wliile  the  company  in- 
sists that  the  employees  are  ultimately 
responsible  for  repaying  the  loans,  what 
happens  if  someone  declares  personal 
banlaniptcy? 

Even  if  Conseco  stock  again  falls 
steeply.  Bank  of  America  won't  be 
knocking  on  the  doors  of  Conseco  em- 


MATTER:  Hell  man's  use  of  options 
ml  forced  the  board  to  bail  him  out 


his  12-room  house.  Explains  Alan  J. 
Ruud,  a  company  director  who  owns 
more  than  3  million  Advanced  shai'es 
and  who  supported  the  loan:  "It  was 

in  eveiybody's  interest  Having  2 

million  shares  on  the  mar-ket  would 
have  tanked  the  stock." 

The  happy  news  is  things  are 
looking  up  a  bit:  The  stock  is  now  at 
$8  a  share.  And  Hellman  has  signed 
up  at  his  current  job  for  five  more 
years — avoiding  the  possibility  that 
he  might  jettison  his  stock  and  ran. 
"He's  a  good  executive,"  says  Ruud. 
But  that  remains  to  be  seen.  Ad- 
vanced earnings  have  been  weak  and 
clearly  Hellman  isn't  much  of  an  in- 
vestment strategist. 

By  Peter  Galuszka  i'n  Cleveland 

ployees  asking  for  more  collateial  to 
meet  the  margin  calls.  Rosensteele  says 
the  loans  do  not  stipulate  the  need  for 
more  collatei'al  if  the  stock  declines  be- 
cause those  loans  are  giaaianteed  by  the 
company. 

Wliile  Rosensteele  says  Conseco's  in- 
centive plans  promote  "longtime  shaie- 
holder  value,"  the  incentive  struetui'e 
at  the  company  seems  to  be  skev/sd 
otherwise.  Says  Crystal:  "I'd  be  sur- 
prised if  Hilbeit  isn't  walking  in  fi  ont  of 
corporate  headquarters  today  with  a 
billboard  saying,  'Company  for  sale.  In- 
quire within.' " 

By  Debra  Sparks  in  Neu>  York 
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INVESTIGATIONS 


DID  BEAR  STEARNS  IGNORE 
A  STOCK  SWINDLE? 

The  feds  probe  ties  between  the  brokerage  and  a  small  firm  charged  with  massive  frai 

On  Nov.  9,  a  federal  gi'and 
jui-y  in  Manhattan  handed 
up  a  15-count  securities 
fi-aud  indictment  that  was 
daunting  in  its  scope.  Prosecu- 
tors cliarged  that  customers  ot 
Sterling  Foster  Inc.,  a  major  mi- 
crocap  broker,  were  ripped  otT 
by  a  cool  $100  million.  The  firm, 
they  maintain,  grossly  over- 
charged pui-chasers  of  manipu- 
lated stocks  between  1994  and 
1997.  Allegedly  running  the 
show  from  behind  the  scenes:  a 
1980s-era  small-stock  kingpin 
named  Randolph  K.  Pace. 

As  detailed  in  the  indictment. 
Pace  did  a  number  of  things — 
getting  capital  and  arranging 
deals,  for  example — in  return 
for  his  piece  of  the  action.  And, 
according  to  a  little-noticed 
charge  in  the  98-page  indict- 
ment.   Pace  per- 
formed another  vi- 
tal  function.  The 
indictment  main- 
tains that  the  53- 
yeai'-old  Pace  helped 
"obtain  a  securities- 
clearing  agreement 
for  Sterling  Foster 
with  Bear  Stearns 
Securities  Corp." 

Did  Randy  Pace, 
the  subject  of  nu- 
merous regulatory 
sanctions  over  the 
years,  have  a  rela- 
tionship with  Bear 
Stearns  that  he  was  able  to  exploit  on 
behalf  of  Sterling  Foster?  Was  Bear 
Steai'ns,  as  Sterling  Foster's  clearing 
firm,  aware  of  the  alleged  stock  fraud 
scheme?  These  and  other  disturbing- 
questions  are  being  probed  by  the  Se- 
curities &  Exchange  Commission  and 
the  Manhattan  District  Attorney's  of- 
fice. They  are  said  to  be  exploring  links 
between  Pace,  Bear  Stearns  clearing 
chief,  Richard  Harriton,  and  Hairiton's 
son  Matthew — who  heads  Embi-yo  De- 


Bear  Stearns  cleared  trades  for  Sterl 
Foster,  charged  by  prosecutors  with 
reaping  illegal  gains  of  $100  million 

RICHARD  HARRITON  IS  IN  CHARGE  OF  CLEARING 


velopment  Corp.,  one  of 
the  allegedly  Pace-ma- 
nipulated fii'ms.  Regula- 
tors are  also  exploring 
Bear  Steams's  relationship  with  another 
defunct  microcap  broker,  A.  R.  Baron 
(BW— Mar.  9,  1998). 

The  Bear  Steams-Sterling  Foster  ties 
ah-eady  are  being  pi'obed  in  yet  another 
legal  proceeding.  Documents  and  testi- 
mony in  an  ai'bitration  case  against  Beai' 
Steams,  brought  by  a  Stei'ling  customer 
named  Howard  Greenberg,  raise  dis- 
turbing questions  about  Bear  Steams's 
role  at  Sterling  Foster  The  Greenberg 
arbitration  involves  one  of  the  stocks 


that  was  the  subject  of  the  Pace  i 
ment,  a  Florida-based  direct-marl 
fu-m  called  ml  Direct  Inc.  The 
ment  chai-ges  that  ml  Dii-ect  was 
ed  by  Pace  and  an  alleged  Pace 
ate  named  in  the  indictment, 
Novich.  ML  Direct's  former  exe( 
vice-president,  Alan  Kerzner,  sa 
was  not  aware  of  any  involveme 
Pace.  Attorneys  for  Pace  and  . 
both  declined  comment  on  the 
ment,  as  did  Sterling  Foster's  att 
The  indictment,  and  a  civil  suit  fi 
Nov.  9  by  the  SEC,  maintain  that 
rect  investoi-s  were  ripped  off  by  Si 
Foster  in  September,  1996.  Prose 
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It  set  four  Guinness'  Book  World  Records.  The  France 
Web  site,  developed  using  Sybase's  Enterprise  Application  Server 
Technology,  generated  the  nnost  recorded  hits  in  a  nnonth,  in  a 
day,  in  an  hour  and  in  a  nninute.  In  all,  it  accumulated  over  1.1  billion 
hits  from  more  than  170  countries.  Shoppers  purchased  World  Cup 
merchandise  via  an  e-commerce  store  that  averaged  over  760,000 
hits  per  day.  Dournalists  and  staff  members  accessed  valuable, 
timely  information  through  an  intricate  intranet.  In  every  aspect, 
France '98  was  a  global  success,  and  one  that  we  can  replicate  for 
your  business.  With  our  proven  technology,  we  can  create  complete 
Web  solutions  that  bring  together  and  distribute  mountains  of 
information  to  provide  the  competitive  advantage  you  need  to 
achieve  your  organizational  goals.  To  learn  more  about  what  we 
can  do  for  your  business,  visit  www.sybase.com/worldcup  or  call 
1-800-8-SYBASE  (Ref.  CPBU6). 

©1998  Sybase,  Inc  All  rights  reserved  All  trademarks  are  Ihe  property  ot  Iheir  respective  owners. 
Phoiomosaic"  Rob  Silvers  www  pholomosaic  com 
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It's  as  if  the  term  "the  great 
outdoors"  was  invented  for  West  Virginia.  The 
majestic  mountain  scenery  has  been  known  to 
inspire  a  passion  for  nature  in  even  the  most 
jaded  urbanite.  The  countryside  can  take  your 
breath  away,  so  the  next  time  you're  driving 
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through  this  natural  wonder,  do  what  the  locals 
often  do.  Stop  the  car  and  see  what  the  moun- 
tain air  will  inspire  in  you. 

Of  course,  if  you  happen  to 
be  driving  a  Toyota  through  the  Mountain  State 
in  the  near  future,  you  may  have  the  advantage 
of  some  local  passion  right  there  with  you. 

That's  because,  in  West 
Virginia,  people  will  soon  be  producing  Toyota 
engines  at  a  brand-new  manufacturing  plant 
in  Putnam  County.  By  the  time  it's  fully  oper- 
ational, this  $900  million  plant  will  have  the 
capacity  to  build  500,000  engines  and  360,000 
transmissions  per  year,  using  many  U.S.  parts. 

Local  people  manufacture 
Toyota  vehicles  and  components  in  25  coun- 
tries around  the  world.  It  helps  the  products  we 
sell  answer  the  special  needs  of  all  our  drivers, 
wherever  they  may  be. 

Here  in  America,  our  sec- 
ond-largest manufacturing  base,  Toyota  has 
invested  nearly  $8  billion  in  manufacturing, 
research  and  design. 

Local  investment.  It's  the 
engine  for  growth  in  West  Virginia  -  and  in 
communities  around  the  world. 


TOYOTA  People  Drive  Us 


Finance 


STRUNG  FOSTR 


$terflng  fofttt  4  Co-,  Inc 
125  Baylli  ft&ad 
Metvil^e.  New  ^ork  117*7 


CUAAANCS  AOOIT 

BtAR,  StlARNS  SfCUMTOS  COM. 

CME  METROraai  CenH!  NCSTO 
BROOKLYN.  NEW>CRX  llZJVaaSO 


,.,.II11..„I.I.„II...II...I.II1".I1  l.lll  

HOWARD  GREENBERG 


RIPPED  OFF? 

Sterling  Foster  customer  Howa 
Greenberg  alleges  Bear  Steam 
was  fully  aware  of  the  smaller 
firm's  scheme  to  charge  custon 
high  prices  for  cheap  stock 
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say  Pace  and  his  associates  used  identical 
techniques  to  defraud  investors  in  ML 
Direct  and  five  other  stocks.  The  feds 
maintain  that  Sterling  Foster  brokers 
sold  milUons  of  shai-es  to  its  customers 
and  then  i-ealized  huge  illegal  profits  by 
obtaining  that  stock  at  cut-rate  prices. 
Greenberg,  for  example,  paid  $14  a  shai'e 
for  14,000  shares  of  ml  Dii-ect,  for  a  total 
of  $196,000.  In  papers  filed  with  the 
Greenberg  arbitration,  his  attorney, 
Leslie  Ti-ager,  says  the  shares  sold  to 
Greenberg  u'ere  obtained  by  Sterling 
Foster,  a  few  days  after  the  sale,  for 
just  $3.25  a  shai"e.  The  difference — more 
than  $150,000— was  Sterling  Foster's 
profit.  The  shares  are  now  trading  at 
about  VA  cents. 

VIGOROUS  DENIAL.  Greenberg  maintains 
that  Bear  Steams  was  fully  aware  of 
the  scheme.  For  its  part,  Bear  Steams 
told  the  arbitrators  it  had  "no  knowl- 
edge of  Sterling  Foster's  alleged  profits." 
A  series  of  memoranda  provided  to  the 
arbitrators,  however,  appeal*  to  support 
the  view  that  Bear  knew  at  least  the 
aggTegate  cost  of  the  shares  obtained  by 
Sterling  Foster  The  memos  were  sent 
to  Richard  Primavera,  a  Bear  Steams 
official,  from  Sterling  Foster  Chief  Ex- 
ecutive Adam  Lieberman  at  the  time 
the  cheap  stock  was  delivered  to  Ster- 
Ung  Foster  customer  accounts  at  Bear 
Steams.  (Liebemian  and  two  other  al- 
leged Pace  associates,  Michael  Lulkin 
and  Michael  Ki-asnoff,  pleaded  guilty  to 
related  fraud  charges  and  agi-eed  to  dis- 
goi-ge  $32  million  in  illegal  profits.) 

The  memo  above,  for  example,  shows 
that  1.08  inillion  shai-es  and  900,000  wai-- 
rants — each  convertible  into  one  share 
of  stock — were  being  delivered  for  a 
mere  $3.5  million  on  Sept.  11,  1996. 
Sterling  Foster's  hapless  customers  had 
just  paid  more  than  $15  milhon  for  the 
shares  alone.  The  source  of  the  shares. 
Special  Equities,  is  described  in  the  SEC 
complaint  as  controlled  by  alleged  Pace 
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associate  Lulkin. 
According  to  the 
SEC,  Special  Equi- 
ties got  those 
shares  and  war- 
rants  in  1995 — and 
didn't  pay  a  cent  for  them. 

Beai'  Steams  may  have  another  prob- 
lem stemming  from  the  cheap  stock.  Pa- 
pers filed  on  behalf  of  Greenberg  point 
out  that  an  ml  Dii-ect  prospectus  said 
all  the  cheap  stock  was  "restricted"  and 
could  not  be  legally  traded  for  a  yeai; 
and  that  there  was  no  pi'esent  intention 
to  release  the  shares.  Why,  then,  did 
Bear  Stearns  accept  the  stock?  Bear 
Steams  calls  the  language  in  the  prospec- 
tus "equivocal"  and  says  that,  in  any 
event,  it  didn't  know  about  it.  Bear 
Steams's  associate  director  of  dealing, 
Keith  Brigley,  testified  that  he  read  the 
pai'agraph  describing  the  restrictions — 
but  stopped  in  mid-pai-agi-aph  and  didn't 
get  to  that  pait.  "I  don't  know  if  I  did 
not  cai'e  whether  there  were  restiictions 
or  no  restrictions,"  said  Brigley,  "but 
Adam  [Liebemian]  told  me  he  was  going 
to  be  able  to  get  the  shai'es." 

In  papers  filed  in  the  arbitration, 
Greenberg  has  another  explanation — 
and  the  indictment  and  sec  suit  agree 
with  him.  They  maintain  that  the  re- 
strictions, aimed  at  reassuring  investors 
that  vast  quantities  of  stock  would  not 
swiftly  come  to  market,  were  a  sham. 
Greenberg  asserts  that  Bear  Stearns 
was  aware  of  that,  and  thus  was  a  par- 
ticipant in  the  alleged  stock  scam.  In 
its  own  presentation  to  the  arbitrators. 
Bear  Steams  vigorously  denies  it  was 
aware  of  illegal  activity  and  that  Bear 
"lacked  the  ability,  obligation,  or  incen- 
tive" to  find  out  about  it. 

What  Bear  Stearns  does  not  deny, 
however,  is  a  personal  relationship  be- 
tween the  accused  stock  scamster 
Randy  Pace  and  Richard  Harriton, 
Bear's  head  of  clearing.  Bear  Stearns 


Pav  Special  Equities  Inc.  the 


sum  of  $3,510,000. 


said  in  a  statement  that  Richard  H 
ton  and  Randy  Pace  have  known 
other  since  1980  and  "became  fri 
in  the  late  1980s."  Richard  Harri 
son  Matthew  met  Pace  through 
relationship,"  was  "introduced  by  R 
Pace  to  the  management  of  Em 
and  hired  as  chief  financial  officei 
1996  by  Lulkin,  Pace's  alleged  ac 
plice.  The  Pace-Matthew  Harritor 
lationship  apparently  remains  close 
cording  to  the  indictment.  Pace's  c 
from  1995  through  1998  has  been  a 
of  offices  on  Manhattan's  Lexington 
enue — the  same  suite  occupied 
Matthew  Hamton,  according  to  p 
records.  Harriton,  who  became 
biyo's  CEO  in  1997,  declined  comm( 
While  conceding  the  Pace-Han 
relationship.  Bear  Steams  is  quic 
assert  that  it  had  its  limits.  Did  an 
at  Bear  Stearns,  including  Han- 
know  Pace  controlled  Sterling  Fo; 
"Absolutely  not,"  says  a  spokespei 
And  what  about  the  allegation  in 
indictment  that  Pace  helped  obts 
Bear  Steams  clearing  account  for  i 
ling  Foster?  The  reply:  Bear  Ste 
followed  its  "normal  procedures"  ii 
viewing  Sterling  Foster's  applica 
And  "in  the  process  of  review,  R; 
Pace  did  offer  an  unsolicited  re( 
mendation  of  Sterling  Foster."  Ai 
nocent  "recommendation"  or  the  re 
tion  of  an  unholy  alliance  betweei 
accused  stock  scamster  and  a  top  of 
at  Bear  Steams?  Until  that  questi( 
answered,  the  sins  of  Sterhng  Fc 
vrill  continue  to  cast  a  pall  over  the 
tingiiished  fii'm  that  cleared  its  tra 
By  Gary  Weiss  in  New 
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THE  THIRD  ANNUAL 
BUSINESSWEEK  CONFERENCE  ON 

the  dintal 


ECONOMY 


The  Innovation  Corporation: 
The  Power  of  New  Ideas 

December  2-3,  1998 
The  Fairmont  Hotel,  San  Francisco,  California 

Today's  engine  of  innovation  and  progress  is 
information  technology.  But  it  is  up  to  you,  tlie 
executive,  to  generate  the  ideas  that  drive  revenue. 
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Lewis  E.  Platt 

Chairman,  President  &  C£( 
Hewlett-Packard  Company 


Bob  Metcalfe 

Founder,  3Com; 
Inventor,  Ethernet 


Innovative  executives  know  how  to  exploit  data  to  help  create  cutting-edge  produc 
implement  new  services,  and  mine  customer  information  to  target  and  grow  the  cc 
sumer  base.  They  know  that  succeeding  in  the  digital  economy  means  understandi^ 
and  harnessing  the  power  of  new  technologies  to  create  value  for  their  customers. 

Join  us  this  December,  as  the  digital  economy's  thought  leaders,  most  accomplish! 
executives,  and  industry  players  share  the  knowledge,  vision,  and  skills  needed  to  expll 
technology  for  competitive  advantage.  Hear  top-line  growth  ideas  and  bottom-li' 
solutions  to  enhance  the  future  of  your  business.  Only  at  Tlie  Third  Annual  Business  H( 
Conference  on  the  Digital  Economy. 
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Jeff  Hawkins 

Creator.  PalmPilot; 

Founder,  Palm  Computing,  Inc. 


John  W.  Sidgmore 

Vice  Chairman, 
MCI  WorldCom,  Inc. 


ael  Roth 

an  &  CEO,  The  Mutual  Life 
ceCo.  ofNewYork(MONY) 


Eric  Schmidt 

Chairman  &  CEO, 
Novell,  Inc. 


Alan  Citron 

President,  USA  Networks  Interactive; 
President  &  COO, 
Ticketmaster  Multimedia 


DISCUSSION  LEADERS: 
N  Tapscott,  Author,  Blueprint  to  the  Digital  Economy;  Creating  Wealth  in  the  Era  of  E-Business  (McGrav^-Hill  1998) 
James  F.  Moore,  Founder  &  Chairman,  GeoPartners  Research,  Inc. 
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and  sponsored  by 

"1G  Peat  Marwick  LLP  •  Lawson  Software  •  Lucent  Technologies,  Inc.  •  MCI  Systemhouse 
vietscape  Communications  Corporation  •  Novell  •  StorageTek  •  USWeb  Corporation 

with  support  from 
Fairfax  County  Virginia  Economic  Development  Authority 
Wliarton  Executive  Education 


TO  REGISTER  OR  FOR  MORE  INFORMATION  ON: 

The  Third  Annual  Business  Week  Conference  on  the  Digital  Economy,  please  contact 
Julie  Terranova,  Registration  Manager  •  PHONE:  888-239-6878  •  FAX:  212-512-6281 
'klAIL:  julie_terranova@businessweek.com  •  FAX  ON  DEMAND:  888-239-6878,  Document  #60 
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BY  GENE  G.  MARCIAL 

LYNX  IS  POISED 
FOR  A  LEAP 

When  a  small  outfit  signs  a  deal 
with  a  blue-chip  giant,  the  stock 
of  the  small  one  usually  takes  a  jump. 
But  that's  not  what  happened  to  Lynx 
Therapeutics  (lynx):  Its  shares  hardly 
budged  from  10%  on  Nov.  5,  when  it 
announced  an  agreement  to  provide 
DuPont  exclusive  access  to  its  tech- 
nologies for  developing  new  varieties 
of  corn,  soybeans,  wheat,  and  rice. 
The  next  day.  Lynx  slid  from  10'/ 
to  9%. 

No  matter,  says  A  GENE  GENIUS 
Stanley  Morten,      BIDES  ITS  TIME 

chief  operating 
officer  at  New 
York  investment 
bank  Punk,  Zie- 
gel.  "The  Street 
just  doesn't  get 
it."  Morten  says 
that  the  $60 
million  DuPont 
pact  signals  that 
Lynx's  technology 
is  ready  for  com- 
mercialization— 
and  further 
alliances. 

Punk,  Ziegel  analyst  Paul  Boni 
thinks  that  another  pact,  with  a  big 
European  drugmaker,  will  be  signed 
soon — which  will  provide  an  "addition- 
al catalyst"  for  the  stock,  he  says.  One 
investment  banker  reports  there  is 
speculation  that  Britain's  Glaxo  Well- 
come and  Switzerland's  Novaitis  ai'e 
interested. 

LjTix's  technology  is  a  new  way  to 
clone  and  handle  gene  fragments — 
"[perhaps]  the  gi'eatest  breaktlii'ough  in 
gene  analysis  technologj-'  since  the 
1960s,"  says  Boni.  It  makes  possible 
the  rapid  and  simultaneous  analysis  of 
milhons  of  DNA  molecules.  The  tech- 
nology has  uses  in  genomics,  such  as 
gene  sequencing,  diagnostics,  and  poly- 
moi^Dhism  detection.  The  DuPont  deal 
includes  creation  of  genome  maps  to 
aid  crop  improvement.  Hambrecht  & 
Quist's  Rachel  Leheny,  also  a  Lynx 
buU,  says  the  technology  has  the  "pow- 
er to  revolutionize  the  discovery  of 
genes  and  gene  functions." 

Boni  expects  the  company  will  move 
into  the  black  in  2000,  when  he  sees 
earnings  of  62(Z  a  shai'e.  With  more 
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than  $25  million  in  cash  on  its  balance 
sheet  and  a  market  cap  of  just  $100 
million,  "Lynx  remains  an  excellent  val- 
ue in  the  genomics  gi*oup,"  says  Boni, 
who  figui'es  the  stock  is  worth  25  to  30 
a  share. 


HEALTHSOUTH: 
OFF  THE  SICK  LIST? 

In  1998,  many  health-care  stocks  suf- 
fered acute  attacks,  from  wrrite-offs 
and  losses.  Six  months  ago,  shares  of 
Healthsouth  (hrc)  were  flying,  at  30 
a  share:  By  Oct.  7,  they  had  tumbled 
to  7%,.  In  September,  many  big  stake- 
holders, including  Fidelity  Investments, 
dumped  a  big  chunk  of  their  stakes  in 
the  No.  1  company  in  outpatient 
surgery  and  rehab  services. 

Enter  the  hardy,  health-care  invest- 
ment pros,  who  have  started  buying — 
including  David  Talbot,  managing  di- 
rector of  HealthAVest  Advisors.  "This  is 
the  time  to  buy,"  Talbot  insists.  By 
Nov.  10,  Healthsouth  had  risen  to  12. 

Back  in  early  September,  Health- 
south  stock  dropped  when  analysts  cut 
their  earnings  estimates.  True  enough, 
the  company  conceded  on  Sept.  30  that 
earnings  growth  would  slow — from 
30%  a  year  to  about  15%  to  20%-— 
mainly  because 


LOOKING  PEAKED 
FOR  A  SPELL 


the  managed-cai-e 
companies  were 
pressuring  their 
senice  providers 
for  lower  rates. 

Talbot  points 
out  that  Health- 
south,  at  its  cur- 
rent depressed 
price,  is  a  very 
compeUing  buy — 
based  just  on  its 
projected  15%-to- 
20%.  earnings 
growth.  Some  an- 
alysts reinstated 
their  buy  ratings 
when  third-quarter  earnings  came  up 
to  expectations.  Talbot  says  that,  at 
its  price-earnings  ratio  of  about  9, 
based  on  1999  estimated  earnings  of 
$1.10,  the  stock  is  "definitely  cheap." 

Joseph  Chiarelli,  an  analyst  at  J.  P. 
Morgan  Securities,  who  rates  the  stock 
a  buy,  figures  that  Healthsouth  will 
generate  1999  cash  flow  of  $1.4  bUhon. 
After  fimding  internal  gi-owth  and  cap- 
ital expenses,  the  company  should  have 
free  cash  flow  of  $100  m^ilhon  to  $200 
million,  he  figures. 
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TOPS  WITH  THE 
SHORTBUSTERS 

The  shortbusters  are  back — t 
ShortBusters  Club,  that  is.  Found 
in  1990  by  maverick  money  pro  R 
Dirks,  the  ShortBusters  have  duel 
with  such  daring  short-sellers  as  t 
Fesbach  Brothers  gi'oup,  by  reco: 
mending  and  buying  up  shares  th 
the  Fesbachs  were  shorting.  After  i 
ing  low  for  years,  the  ShortBuste 
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are  back  in  business,  says  Dirks — ^w 
so  many  stocks  "under  siege,  in  m£ 
cases  unfairly  and  unjustifiably." 

Heading  the  Hst  of  heavily  shori 
stocks  that  Dirks's  crew  is  defendi 
Organogenesis  (org),  which  plumme 
from  37  in  late  April  to  12^<,  and  He 
spherx  BioPharma  (HEB),  which 
from  VZVi  on  Sept.  9  to  5  on  Sept. 
Hemispherx  is  now  back  above  8. 

Both  stocks  have  been  featured 
this  magazine.  Organogenesis  was  m 
tioned  on  Aug.  5,  1996,  and  He 
spherx  was  highlighted  in  this  colu 
on  Sept.  28,  1998,  when  it  was  rep( 
ed  that  the  shorts  caOed  its  lead  pr 
uct,  Ampligen,  unsafe  and  defecti 
"They're  wrong,"  says  Dirks. 

Demand  for  its  Apligi'af,  a  hun 
skin  equivalent,  has  been  strong, 
orders  are  up,  with  more  expect 
Dirks  says  Hemispherx  is  within 
yeai^s  of  commercializing  a  new  clas; 
drugs  for  chronic  viral  disorders,  i 
Amphgen  is  in  Phase  3  of  clinical  ti 
for  the  treatment  of  chronic  fati 
syndrome,  with  patients  paying 
cost  of  the  drug.  Says  Du-ks:  "If 
drug  was  unsafe,  the  fda  woul 
have  permitted  its  use  in  this  n' 
ner."  Hemispherx,  he  says,  aims  to 
velop  an  oral  version  of  Amplij 
called  Oragen,  as  well  as  other  pi 
ucts  for  treating  viral,  immune  ( 
ciency,  and  cancerous  conditions 

Whether  or  not  the  ShortBusters 
be  able  to  rescue  these  stocks  rem 
to  be  seen.  Meanwhile,  the  battle  is 


For  more  coverage  of  the  market 
visit  our  Web  site  at  businessweek.( 
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 WKen  JiJ  every  place 

start  to  feel  like  tKe  same  place? 


^hen  your  only  glimpse  of  a  city  is  a  iiiidiii^^ht  ride  from  tlic  airport  to  your  hotel, 
it's  hard  to  tell  Denver  from  Dallas.  Fortunately,  Hyatt  has  the  cure  for  your  deja  vu. 
In  fact,  getting  the  flavor  of  a  city  is  as  simple  as  a  trip  to  one  of  our  restaurants. 

Our  flair  for  regional  specialties  prepared  with  fresh,  local  ingredients  means  yon 
wont  have  to  leave  your  hotel  to  sample  some  of  New  Orleans'  tastiest  jamhalaya  or 
Boston's  best  chowder. 

You're  also  likely  to  fitui  one  of  our  chef 's  special  culinary  events  on  the  menu.  Like  a  featured  wine 
paired  with  the  region's  most  celebrated  seasoiud  dish.  All  with  an  inspired  twist  that  could  make  the 
difference  between  another  forgettable  business  trip  and  a  memorable  dining  experience. 

For  a  taste  of  what  travel  should  be,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234.  Or  visit  ns  at  www.hyatt.com 


H  YATT 


Hyoti  Holds  mid  Resorts"  encompasses  Iwteh  maua^cd.  framhised.  or  operated  hy  iwu  sepimite  groups  of  companies-' Hyuii  (  orporation  and  its  affduucs  and  affjimtcs  of  Hyati  Inlcnuiiional  <  orporation  (o/y<;.S  Hyalt  Ct 


It's  all  within  your  reach. 


AT&T 


For  sei-vice  exceeding  your  expectations,  Hyatt  proudly  offers 
reliable  in-room  communications  from  AT&T.  So  you'll  stay 
better  connected  to  family,  friends  and  work  anywhere,  anytime. 
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AND  YOU  THOUGHT 
LAST  OUARTER  WAS  BAD 

Asia's  woes— and  resulting  cheap  imports  and  lost  sales— drag  U.S.  profits  down  furtli 


For  months,  Corporate  America 
braced  for  a  Pacific  tsunaini.  And  in 
the  summer,  it  crashed  ashore. 
From  razors  to  polyestei'  to  paper, 
U.  S.  producers  saw  sales  disappear  in 
Asian  mai'kets  and  prices  sag  at  home  in 
the  face  of  cheap  imports. 


The  bottom  Hne:  Profits  for  the  900 
companies  on  business  week's  Coipo- 
rate  Scoreboai-d  ch-opped  4%  in  the  thii'd 
quarter  from  a  year  earher,  on  a  7% 
sales  rise.  That  contrasts  with  a  9%  net- 
profit  gain  in  the  corresponding  quailer 
of  1997,  and  it  marks  the  worst  perfor- 


mance since  the  final  three  mont 
1995.  On  the  operating  level,  tl 
weren't  much  better:  Even  without 
time  chai'ges  and  special  gains,  p 
for  the  Scoreboard  companies  fel 
"In  the  third  quarter,  the  profits  rea 
became  cleai'-cut,"  says  Allen  Sinai, 


Winners  and  Losers  in  Quarterly  Profits 

INDUSTRIES  COMPANIES 


1  LEADERS 

1    WHO  MADE  THE  MOST  1 

1    WHO  LOST  THE  MOST 

PERCENTAGE  CHANGE  FROM 
1997'S  THIRD  QUARTER 

PERCENTAGE  CHANGE  FROM 
t997'S  THIRD  QUARTER 

MILLIONS  OF 
DOLLARS 

MILLIONS 
DOLLA 

SAVINGS  &  LOANS 

817% 

PETROLEUM  SERVICES 

LOSS 

GENERAL  ELECTRIC 

$2,284 

MCI  WORLDCOM 

-$2,94. 

APPLIANCES  &  HOME  FURNISHINGS 

629 

GAS  UTILITIES 

LOSS 

AT&T 

2,096 

GENERAL  MOTORS 

-80 

AEROSPACE  &  DEFENSE 

302 

TELECOMMUNICATIONS 

LOSS 

PHILIP  MORRIS 

1,980 

DUPONT 

-56 

COMPUTER  SOFTWARE  &  SERVICES 

81 

FOREST  PRODUCTS 

LOSS 

LIMITED*' 

1,684 

BAKER  HUGHES 

-53 

AUTO  PARTS 

75 

CONSTRUCTION  &  ENG. 

LOSS 

MICROSOFT 

1,683 

HALLIBURTON 

-52 

RETAILING 

70 

ELECTRONICS 

-74% 

INTEL 

1,559 

BANKERS  TRUST 

-48 

TEXTILES 

58 

CARS  &  TRUCKS 

-63 

IBM 

1,494 

NEXTEL  COMMUNICATIONS 

-40 

BUILDING  MATERIALS 

55 

CHEMICALS 

-59 

EXXON 

1,400 

LSI  LOGIC 

-28 

ALUMINUM 

53 

MISCELLANEOUS  METALS 

-52 

MERCK 

1,367 

SONAT 

-25 

BUSINESS  MACHINES  &  SERVICES 

47 

DRUG  DISTRIBUTION 

-49 

SBC  COMMUNICATIONS 

1,207 

NORTHV^EST  AIRLINES 

-22 

BANKS-MIDWEST 

40 

COAL.  OIL  &  GAS 

-48 

PROCTER  &  GAMBLE* 

1,167 

VfESTERN  DIGITAL 

-19 

PUBLISHING 

37 

SEMICONDUCTORS 

-45 

COX  COMMUNICATIONS 

1,067 

CADENCE  DESIGN  SYSTEMS* 

-19 

TOBACCO 

36 

GENERAL  MANUFACTURING 

-42 

WAL-MART  STORES** 

1,034 

LOUISIANA-PACIFIC 

-19 

PRINTING  &  ADVERTISING 

36 

GLASS  CONTAINERS 

-37 

FORD  MOTOR 

1,001 

MCN  ENERGY  GROUP 

-17 

HEALTH-CARE  SERVICES 

33 

BANKS-SOUTH  &  SOUTHEAST 

-33 

FIRST  UNION 

995 

GUIDANT 

-1? 
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1  economist  for  Primark  Decision 
3mics. 

e  miseiy  extended  fai'  and  wide.  A 
if  crude  oil  cut  earnings  48%  in  the 
ail,  and  gas  industry.  Another  type 
3rcapacity,  in  coiaputer  chips,  sent 
onductor  profits  down  45%'.  Surging 
■ts  of  cheap  steel  chopped  profits 
at  industiy  by  22%. 
KING  MARGINS.  Pi*ofit  margins  were 
t  in  a  vise  of  falling  prices  and  ris- 
ages,  wliich  were  up  3.7%'  fi'om  a 
earlier.  Average  margins  for  the 
)mpanies  shrank  to  5.6%  from  6.2% 
•evious  year  Worse,  that's  the  first 
since  mid- 1994  that  margins  have 
ed  below  6%  for  two  quarters  in  a 
\nd  there  were  signs  that  the  slow- 
might  stick  around  for  a  while, 
^oss  domestic  product  gi"ew  3.3%-, 
from  the  3.7%  pace  of  the  fii'st 
^'or  1999,  BUSINESS  week's  econo- 
project  a  gdp  gain  of  just  2%. 
:  biggest  individual  money-loser  last 
!r  was  MCI  WorldCom  Inc.,  which 
id  a  staggeiing  $2.9  billion  because 
te-offs  it  took  to  merge  MCi  Com- 
ations  Corp.  and  WorldCom  Inc. 
ut  the  MCI  WorldCom  loss,  the 
>oard  profits  would  have  been  down 
.3%.  General  Motors  Corp.,  which 
led  an  $809  milhon  net  loss  after 
a  $1.2  biUion  hit  on  two  summer 
!,  also  skewed  the  overall  figui-es. 
/en  without  the  stiikes  and  a  loss 
sale  of  some  pails  businesses,  cm 
have  reported  28%'  lower  earn- 
lie  culprits  included  economic  prob- 
n  Latin  America  and  liigher  costs 
tching  over  to  a  new  generation 
;ks. 

rest  of  Detroit's  Big  Tliree  fared 
Oetter  In  pail,  that's  because  Ford 
hrysler  are  ahead  of  gm  in  cost- 
But  their  new  tracks  are  also 
Y  racking  up  sales.  Cluysler  Coi-p., 
last  release  before  merging  with 
I  jr  Benz  AG,  boosted  profits  55%, 


to  $682  milHon,  on  sales  up  16%,  thanks 
largely  to  its  Dodge  Durango.  And 
though  Ford  Motor  Co.'s  net  income  fell 
11%.,  to  $1  bilhon,  on  sales  down  10%, 
shaiply  lower  costs  lifted  operating  earn- 
ings 10%. 

A  closer  look  at  a  couple  of  multina- 
tionals shows  the  breadth  of  the  ovei-seas 
woes.  DuPont  Co.'s  net  losses  swelled  to 
$564  million,  more  than  double  a  year 
eai'Uer.  Wlule  DuPont  was  hiut  by  a  $1.3 
billion  chai'ge  related  to  the  pui'chase  of  a 
drag  joint  ventui*e,  its  fibers  sales  also 
were  slammed  by  cheap  Asian  imports. 
Likewise,  Gillette  Co.  was  nicked  by 
weak  foreign  mai'kets,  high  costs  for  its 
new  Mach3  razor,  and  a  $535  mOhon  re- 
stractming  chai'ge.  In  the  quarter,  net  in- 


come fell  to  $6  million  fi'oni  .$437  million 
in  1997.  CEO  Alft-ed  M.  Zeien  says  this 
global  downturn  is  "different  fi'om  any- 
thing we've  experienced  in  the  last  20 
to  30  years." 

Despite  the  tough  envii-onment,  some 
companies  managed  to  score  big  gains. 
General  Electric  Co.  led  the  profitability 
pack  yet  again,  recording  earnings  of 
$2.28  billion,  up  13%.  It  combined  relent- 
less cost-cutting  with  strong  sales  in 
many  of  its  imits.  AT&T,  meanwhile,  cut 
15,000  employees  and  nearly  doubled 
profits,  to  $2.1  billion,  on  only  a  4%  in- 
crease in  sales.  Another  bright  spot: 
Wu'eless  sales  siu-ged  19%  on  the  success 
of  AT&T's  Digital  One  Rate  plan. 

Many  companies  found  a  haven  in  still- 


A  Spotlight  On  Third-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
YEAR.ALUNOUSTRIES 

5"  *  BREAKING  DOWN 

THE  LATEST  QUARTER 

AS  REPORTED  -4% 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1997 


RETAILING 


40- 


WITHOUT  COAL. 

Oil  S  GAS:  0% 


12-MONTH 
MOVING 
AVERAGE 


AEROSPACE  & 
DEFENSE 


-10- 
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INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

Poor  quarter  or  not  so  bad?  Profits 
were  down  4%,  while  sales  main- 
tained a  7%  increase  for  the  third 
quarter  in  a  row.  In  many  industries, 
specific  companies  stand  out  as  softoare 
heroes~or  villains.  Retailing  was  a  &services 
big  winner  this  quarter,  but  much  broadcasting 
of  that  was  due  to  The  Limited's 
split-off  of  Abercrombie  &  Fitch. 
Cars  &  Trucks  were  big  losers,  but 
the  strike  at  General  Motors  bears 
most  of  the  blame.  A  more  discernible 
industrywide  pattern  was  evident  in 
the  Coal,  Oil  &  Gas  industry,  where 
only  2  of  25  companies  made  more 
money  than  a  year  ago.  In  Software 
&  Services,  the  opposite  was  true: 
22  of  28  companies  did  better. 
The  overall  result  still  comes  up 
weak.  Couple  that  with  shrink- 
ing margins  and  declining 
return  on  equity,  and  there's     -3  _ 
little  reason  for  cheer. 
&  POOR'S  compustat.  a  division  of  the  mcgraw-hill  companies 


-1 
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FINANCIAL 
SERVICES 
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SERVICES 
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exuberant  U.  S.  consumers.  Consumer 
spending  grew  at  3.9% — clown  from  the 
galloping  6.2%  pace  of  last  summer,  but 
still  I'obust.  Shoppers  displayed  an  in- 
creasing tendency  to  spend  wisely.  Thus, 
while  retailei's'  profits  gi'ew  70%,  much  of 
the  hottest  action  was  in  discount  stores. 
Kmart  Coip.  pushed  profits  up  158%'  to 
$80  million,  thanks  in  pait  to  cost-cutting. 
Sales  increases  were  thin — only  3%-  to- 
tal— but  spread  across  apparel,  phannacy, 
and  other  product  lines. 

With  most  companies  facing  a  pncing 
squeeze,  the  push  was  on  to  boost  pro- 
ductivity. That  meant  more  investment 
in  computers  and  software.  Software 
sales  jumped  24%,  while  profits  gained 
81%'.  Microsoft  Corp.  again  led  the  pack, 
driving  sales  up  26'%-  but  posting  an 
even  more  impressive  154%  increase  in 
profits,  to  $1.68  billion.  Strong  sales  of 
Windows  98  helped,  but  the  gain  also 
reflects  a  $296  million  wiite-off  taken  a 


year  ago  to  buy  WebTV  Networks  Inc. 

The  turnioO  in  ovei-seas  financial  mai'- 
kets  cut  a  chunk  out  of  several  big  bro- 
kerages and  banks.  BankAmerica  Coip., 
the  coast-to-coast  operation  formed  by 
the  merger  of  NationsBank  Corp.  and 
the  old  BankAnienca,  said  its  earnings 
were  dragged  down  by  a  $529  million 
trading  loss,  mainly  in  Russia,  and  a  $^72 
miUion  chai'ge-off  to  cover  its  investment 
in  D.E.  Shaw  &  Co.  Citigi'oup,  the  com- 


bination of  Citicorp  and  TVavelers  Gi 
reported  its  Salomon  Smith  Barney 
kerage  ami  took  an  aftertax  loss  of 
million  on  global  arbitrage  and  Russi 
lated  credit  losses.  Tr-avelers'  ne 
come — reported  sepai'ately  foi'  the  ( 
ter — fell  81%-,  on  17%  lower  revei 
Russian  trading  losses  also  batt 
Bankers  TiTist  Coip.,  with  a  net  loj 
$488  million.  | 
Of  course,  if  the  stock  market] 
tinues  to  I'ebound,  consumers  may 
enough  confidence  to  save  Chris 
and  pull  profits  out  of  the  slump 
terest-rate  cuts  by  the  Federal 
serve  could  help.  And  the  resu 
weaker  dollar  should  also  make 
goods  more  competitive  ovei'seas. 
executives  have  learned  that 
overseas  woes  aren't  going  away 
time  soon. 

By  Steven  V.  Brail  in  Los  An 
with  bureau  reports 


EUROPE  COULD  BE  THE  BRIGHT  SPOT  FOR  '99 


A tightening  labor-cost  squeeze. 
Plunging  Asian  demand.  Little 
pricing  power.  Is  there  any  oasis 
for-  U.  S.  corporations  stuck  in  a  prof- 
its desert? 

Tr-y  Europe,  say  some  analysts. 
Demand  across  the  Atlantic  should 
at  least  match  that  of  the  U.  S.  in 
the  coming  year,  and  a  falling  dollar 
is  expected  to  continue  giving  a  lift 
to  earnings  brought  back  home. 
Moreover,  the  good  news  should  car- 
ry farther  than  most,  since  Europe, 
which  takes  a  quarter  of  all  U.  S.  ex- 
ports, is  the  biggest  market  for  U.  S. 
companies.  Among  the  industries 
most  Hkely  to  benefit:  paper,  informa- 
tion technology,  and  management 
consulting. 

"RARE  MOMENT."  Certainly  the  fun- 
damentals argue  that  Europe  will  be 
better  off  than  most  overseas  mar- 
kets for  multinationals  in  1999.  For 
starters,  Europe  is  set  to  gi'ow  at 
about  the  same  pace  in  1999  as  the 
U.  S.  will.  According  to  Goldman, 
Sachs  &  Co.,  the  11  nations  who  will 
adopt  the  eui'o  in  January  should  see 
their  collective  r-eal  gi'oss  domestic 
product  increase  by  2.1%  in  1999. 
That  should  match  U.  S.  growth,  as 
projected  by  a  sur"vey  by  Blue  Chip 
Economic  Indicators.  Both  forecasts 
show  economic  activity  slower  than 
in  1998,  but  as  Robert  J.  Barbera, 
chief  economist  of  investment  finm 


Hoenig  &  Co.,  says,  "We  will  enjoy  a 
rare  moment  when  Europe  will 
match  or  surpass  U.  S.  gi'owth." 

Granted,  some  expectations  have 
been  trimmed  back  in  recent  weeks, 
particularly  in  Germany.  The  election 
of  Chancellor-  Gerhard  Schroder  in 
September  scared  many  German 
business  leaders,  who  don't  expect 
much  tax  r-elief  un- 
der his  govei-nment. 
Combined  with  the 
impact  there  of 
Asia's  problems, 
that's  expected  to 
hold  Gei-man  gdp  to 
1.7%  growth  next 
year,  says  Goldman 
Sachs. 

Compared  with 
the  rest  of  the  world 
though,  Eiu-ope  is 
still  a  good  customer. 
Global  shipments  of 
personal  computers  to  Eui-ope  in  the 
thii'd  quarter-  sur-ged  22%  fr-om  a 
year  ago,  while  sales  everywhere 
else  rose  just  9%,  says  market  re- 
searcher- Inter-national  Data  Corp. 
And  with  air-lines  such  as  United  and 
Nor-thwest  Airhnes  Corp.  shifting 
seats  fr-om  Asian  routes  to  Atlantic 
flights,  total  capacity  over  the  At- 
lantic should  increase  12%  to  15%- 
this  year-.  Overall,  U.  S.  mer-chandise 
exports  to  Europe  have  gr-own  4.6% 


A  WEAK  DOLLAR  LIFTS 
PROFITS  FROM  EUROPE 
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so  far  in  1998,  even  as  shipments  t 
the  rest  of  the  globe  fell  2%. 

In  addition,  multinationals  shouI( 
get  a  boost  to  their  bottom  lines  if 
as  many  expect,  the  dollar  declines 
further  against  European  currencit 
(chart).  Since  early  April,  the  gree: 
back  is  down  10%  against  both  the 
German  mark  and  the  French  fran 
Expected  interest- 
rate  cuts  in  the  U. 
suggest  the  dollar 
will  slip  further  wh 
the  euro  is  intro- 
duced. Those  declin 
lift  the  value  of  pre 
its  originating  in  E 
rope  when  compani 
exchange  marks  an 
francs  into  dollars. 

The  currency 
translations  won't 
tu-ely  offset  the  fal 
in  Asian  earnings, 
they  may  soften  the  blow.  Even  if 
the  dollar  were  to  stabilize  at  cur- 
rent levels  in  1999,  B.  Alex  Hende 
son  of  Prudential  Securities  Inc. 
notes  that  companies  should  get  a; 
much  as  a  5%  boost  when  Eur-ope; 
earnings  ar-e  turned  into  dollars.  P. 
with  overall  profits  expected  to  sh 
little  gr-owth  at  all  next  year,  com] 
nies  will  welcome  positive  news  ai 
wher*e  they  can  get  it. 

By  Kathleen  Madigan  in  New  5 
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sary 


S:  Includes  all  sales  and 
operating  revenues.  For 
,  includes  all  operating 
jes. 

TS:  Net  income  before 
rdinary  items.  For  banks, 


profits  are  net  income  after 
security  gains  or  losses. 
MARGINS:  Net  income  from 
contmumg  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  Oct.  30,  1998,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 


PANY  SALES  PROFITS 
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1556185.6 

7 
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8 

87646.3 
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4 

5.6 

6.2 

15.5 

27 

1.84 

STRY  COMPOSITE 

32140.4 

7 

96704.8 

7 

1484.8 
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3672.6 

15 

4.6 

1.2 

6.8 

49 

1.09 

G 

12717.0 

12 

39047.0 

15 
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NM 

655.0 

105 

2.7 

NM 

1,2 

NM 

0,16 

tAL  DYNAMICS 

1172.0 

19 

3504.0 

18 

94.0 

15 

268.0 

15 

8.0 

8.3 

17,0 

22 

2.77 

<ICH  (B.F.) 

986.2 

13 

2934.9 

18 

59.7 

60 

169.8 

29 

6.1 

4.3 

10,1 

18 

2,00 

TREAIV!  AEROSPACE 

626.2 

35 

1686.6 

24 

64.7 

-46 

160.8 

-19 

10.3 

25.7 

186,8 

16 

2.71 

1ET  INTERNATIONAL 

331.6 

7 

995.7 

5 

38.1 

80 

90.0 

52 

11.5 

6.9 

27.5 

15 

0,97 

lEED  MARTIN 

6349.0 

-4 

19086.0 

-5 

318.0 

-4 

876.0 

-6 

5.0 

5.0 

-9.8 

NM 

-2,79 

ORT  NEWS  SHIPBUILDING 

462.0 

9 

1325.0 

4 

17.0 

NM 

49.0 

75 

3.7 

0.2 

-13,0 

NM 

-0.81 

HROP  GRUMMAN 

2213.0 

-4 

6366.0 

-4 

116.0 

18 

197.0 

-32 

5.2 

4.3 

10,9 

18 

4,54 

SION  CASTPARTS  (9) 

363.4 

14 

1088.5 

18 

25.3 

22 

74,0 

30 

7.0 

6.5 

15,4 

11 

3.90 

STRAND 

498.0 

15 

1473.0 

17 

57.0 

4 

165,0 

24 

11.4 

12.7 

43,5 

12 

3.82 

D  TECHNOLOGIES 

6422  ri" 

7 

19198.0 

4 

348.0 

16 

17 

5.4 

■ti  0 

27,0 

20 

4  87 

STRY  COMPOSITE 

98751.0 

-7 

320618.5 

-3 

1494.1 

-52 

27081.5 

97 

1.5 

2.9 

48.5 

6 

8.97 

ARS  &  TRUCKS 

IP  COMPOSITE 

85343.7 

-9 

280025.9 

-5 

1020.6 

-63 

25405.9 

106 

1.2 

2.9 

55.1 

5 

10.80 

>LER 

14482.0 

16 

47322.0 

13 

682.0 

55 

2737,0 

40 

4.7 

3.5 

27,2 

9 

5,41 

MOTOR 

32640.0 

-10 

106513.0 

-6 

1001.0 

-11 

21028,0 

310 

3.1 

3.1 

95.7 

3 

18,39 

lAL  MOTORS 

34423.0** 

-18 

114895.0 

-11 

-809.0 

NM 

1184,0 

-76 

NM 

2.5 

19,5 

16 

3,84 

TAR  INTERNATIONAL  (2) 

1860.0 

18 

5605.0 

28 

50.0 

43 

155.0 

94 

2.7 

2.2 

26.2 

7 

2.88 

\R 

1938.7** 

13 

5690.9 

17 

96.6 

17 

301.9 

42 

5.0 

4.8 

25.9 

8 

5.54 

MTS  &  EQUIPMENT 

IP  COMPOSITE 

9735.0 

20 

29789.5 

19 

258.5 

75 

991.2 

25 

2.7 

1.8 

17.7 

14 

2.32 

INDUSTRIES 

573.8 

4 

1810.5 

3 

16.8 

24 

58,0 

22 

2.9 

2.5 

13,7 

13 

3  11 

WARNER  AUTOMOTIVE 

431.6 

6 

1347.6 

4 

17.3 

-20 

62.9 

-17 

4.0 

5.3 

12,6 

12 

3,79 

2962.4 

3 

9431.8 

5 

98.3 

NM 

399,1 

96 

3.3 

NM 

21,9 

13 

3,18 

MT  DIESEL 

543.0 

4 

1688.1 

5 

-2.4 

NM 

17,7 

-20 

NM 

1.6 

7.0 

17 

1,03 

AL-MOGUL 

1121.2 

164 

2993.2 

115 

34.6 

99 

55  8 

-7 

3.1 

4,1 

19,4 

40 

1,34 

)RP  (1) 

461.4 

17 

1258.8 

12 

17.3 

-14 

51,5 

-55 

3.7 

5,1 

23.2 

13 

1,75 

;  LEMMERZ  INTERNATIONAL  (11) 

383,0 

38 

1168.8 

56 

7.5 

60 

34,2 

NM 

2.0 

1,7 

24,8 

25 

1,06 

1946.5 

19 

6153.6 

18 

21.6 

-41 

134.6 

-4 

1.1 

2.2 

15.5 

11 

2,97 

IV  INDUSTRIES  (10) 

578.5 

9 

1737.9 

8 

20.9 

-24 

72,1 

-11 

3.6 

5,2 

15.6 

10 

1,54 

OTECHt 

399.5 

80 

1233.7 

79 

16.8 

-57 

79.4 

-17 

4.2 

17.4 

38.2 

10 

1.84 

SH  NATIONAL 

334.1 

36 

965.5 

67 

9.8 

95 

26.0 

197 

2.9 

2.1 

9.5 

12 

1.46 

IRE  &  RUBBER 

IP  COMPOSITE 

3672.3 

-3 

10803.1 

-3 

215.0 

0 

684.4 

11 

5.9 

5.7 

16.0 

13 

3.16 

;R  tire  &  RUBBER 

480,6 

0 

1379.9 

4 

30,0 

-4 

88,9 

1 

6.2 

6,5 

14.6 

11 

1.58 

rEAR  TIRE  &  RUBBER 

3191.7 

-3 

9423.2 

-4 

185,0 

0 

595.5 

13 

5.8 

5.6 

16.3 

14 

3.95 

d  quarter  ended  Aug,  31.  (2)  Third  quarter  ended  July  31  (3)  Fourth  quarter  and  most  recent  nine  months  ended  Sept,  30,  (4)  Fourth  quarter  and  most  recent  nine  months  ended  Aug,  31  (5)  Fourth  quarter  and 
cent  nine  months  ended  July  31,  (5)  First  quarter  and  most  recent  nine  months  ended  Sept  30  (7)  First  quarter  and  most  recent  nine  months  ended  Aug,  31,  (8)  First  quarter  and  most  recent  nine  months  end  - 
31,  (9)  Second  quarter  and  most  recent  nine  months  ended  Sept,  30.  (10)  Second  quarter  and  most  recent  nine  months  ended  Aug.  31(11)  Second  quarter  and  most  recent  nine  months  ended  July  31.  'Sales 
excise  taxes.  "Sales  include  other  income.  ***Sales  include  excise  taxes  and  other  income.  tRewenues  from  maior  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share  are  for  latest  12  months, 
essarily  for  end  of  most  recent  fiscal  year,  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  tCiticorp  and  Travelers  Group  merged  10-8-98,  forming  Citigroup,  ♦tProffitt's  and  Saks 
;s  merged  9-17-98,  forming  Saks  Inc,  NA  =  not  available  NfVI  =  not  meaningful  DATA:  STANDARD  &  POOR'S  COf^lPUSTAT.  A  DIVISION  OF  THE  tvtcGRAW-HILL  COMPANIES, 


BUSINESS  V\/EEK  /  NOVEMBER  23,  1998  175 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


3RD  CHANGE 
QUARTER  FROM 
1998  1997 


9  CHANGE 

MONTHS  FROM 

1998  '  1997 
$  MIL 


3RD 
QUARTER 


CHANGE 
FROM 

1997 


MONTHS 
1998 
$MIL 


CHANGE 
FROM 

1997 


RETURN  ON 
COMMON 

3RD         3RD        EQUITY  PRICE-  M( 

QUARTER   QUARTER  12  MONTHS  EARNINGS  EAI 

1998        1997       ENDING  RATIO 

%           %          9-30  10-30 


4 

9ft974Q  7 

J  3 

8747  7 

-13 

30947  8 

Q 

10  1 

12  1 

1*4. u 

1  o 

(A)  BANKS  -  EAST 

bKUUr  LUIVlrUbl  1 1 

37325.6 

1 

1 1 5943.2 

9 

2733.4 

-3 1 

1 1698.0 

-6 

7.3 

10,7 

12,7 

17 

BANK  Of  NEW  YORK 

1478. 0"' 

4 

4295.0 

3 

301.0 

10 

879.0 

9 

20.4 

19.2 

23,4 

21 

BANKBOSTON 

1794.7 

5 

5568.8 

12 

105.0 

-53 

585.2 

-9 

5.9 

13.2 

17,1 

14 

BANKERS  TRUST 

2526.0" 

-22 

9353.0 

5 

-488.0 

NM 

-102.0 

NM 

NM 

7.6 

2,8 

NM 

CHASE  MANHATTAN 

7627.0 

-3 

24243.0 

7 

837.0 

-15 

2636.0 

-7 

1 1.0 

12.5 

15.3 

15 

CITICORP; 

9372.0 

6 

28306.0 

10 

530.0 

4 

2692.0 

6 

5.7 

5.8 

2.6 

NA 

FIRST  MARYLAND  BANCORP 

351.2 

-13 

1 150.5 

30 

40.1 

-25 

183.2 

48 

1 1.4 

13.3 

10.4 

NA 

FLEET  FINANCIAL  GROUP 

2572,0 

19 

7387.0 

13 

401.0 

14 

1117  0 

8 

15-6 

16.3 

16.5 

16 

IViDriM 

1346.7 

1 9 

3735.4 

1 3 

216.6 

25 

538.0 

24 

15.1 

15.2 

33.7 

25 

Mf\  1  HN  RANK 

1 448  0*  * 

1 0 

4275  0 

1 4 

218  0 

1 2 

648  0 

1 3 

15  1 

14  8 

1  Q  n 

1  Q 

iviunuHn  yj.r.) 

4293  0*  * 

_7 

14 185  0 

7 

1 55  0 

-6 1 

874  0 

-27 

3  6 

8  6 

10  2 

2  7 

pur  DANk 

2030  2 

1 7 

5784  7 

13 

280  6 

7 

830  3 

13  8 

15  1 

18  7 

1 4 

73 1  3 

-23 

2657  3 

-3 

-92  7 

NM 

143  7 

-57 

NM 

119 

7  6 

19 

^TATF  <iTRFFT 

1113  0*  * 

24 

3116  0 

25 

1110 

1 0 

325  0 

15 

10  0 

113 

1 9  2 

24 

<:ilMMIT  RANrnRPHRATinN 

642  6 

g 

1 875  4 

117  9 

56 

348  8 

35 

18  3 

12  1 

17  5 

15 

(B)  BANKS  -  MIDWEST 

bKUUr  LUMrUbl  1  t 

19954.2 

£ 

o 

58662.5 

10 

3 123.5 

40 

8703.4 

25 

1  C  "7 
ID./ 

X  1,7 

17.7 

17 

BANK  ONE 

3748,0 

1 

1 1 182.0 

7 

648.0 

39 

1683.0 

82 

17.3 

12.5 

18,2 

15 

COMERICA 

791.7" 

-2 

2400.4 

2 

154.5 

13 

449.3 

15 

19.5 

16.9 

21,3 

25 

FIFTH  THIRD  BANCORP 

669,4 

9 

1977,9 

10 

144.1 

21 

326.1 

-4 

21.5 

19,3 

13,9 

41 

FIRST  CHICAGO  NBD 

2664.0 

3 

8020.0 

7 

405.0 

5 

1195.0 

5 

15.2 

14.9 

18.4 

NA 

FIRSTAR 

504.2" 

6 

1467.7 

6 

81.5 

8 

231.1 

5 

16.2 

15.9 

17.2 

27 

HUNTINGTON  BANCSHARES 

619.9 

4 

1828.7 

5 

88.8 

115 

270.5 

34 

14.3 

6.9 

16.9 

17 

KEYCORP 

1807.0 

6 

5242,0 

8 

252.0 

7 

736.0 

10 

13,9 

13.8 

17.7 

14 

KAADCUAI  1        II  CI  FV 

mAKorlALL  6l  ILoLli 

546,2 

22 

1622.8 

26 

80.2 

24 

217.9 

20 

14.7 

14.4 

13.3 

19 

rulPRPANTIt  f  RANrnRPHRATinN 

ivicnuHn  1  ILL  DMnuunr unH  1  lun 

7  59  1 

2208  1 

2 1 

63  1 

373 

285  2 

102 

8  3 

1  9 

117 

18 

NATIHNAI  PITY 

2090  5 

5973  1 

12 

344  5 

22 

779  4 

15  5 

14  0 

14  1 

18 

nun  1  nLnri  InUol 

Do  /  ,o 

1934  5 

1 5 

90  2 

262  3 

1 5 

13  5 

13  5 

19  3 

25 

nun  wco  1 

2759  5** 

8089  1 

13 

392  9 

1 5 

1 142  7 

1 5 

14  2 

14  0 

20  2 

19 

ni  n  kPNT  piNANriAi 
ULU  fvcn  1  rmHnoiML 

340. 7 

I  UoO.  I 

y 

AQ  7 

1 4 

145  9 

14  6 

13  3 

19  5 

22 

II  ^  RANPnRP 
U.o.  DMnUUnr 

1  A 

5681  0 

1  1 

I  i 

329  1 

NM 

978  2 

78 

15  6 

NM 

21  3 

21 

— 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

25308.7 

5 

76578.7 

25 

2297.5 

-33 

8942.7 

-10 

9.1 

14,2 

13.2 

20 

BANKAMERICA 

12013.0 

-4 

38484  0 

38 

374.0 

-78 

4003.0 

-21 

3  1 

13.8 

1 1 ,6 

19 

BB&T 

760.1 

5 

2228.7 

10 

127.2 

92 

365.3 

35 

16.7 

9.1 

17.0 

22 

FIRST  AMERICAN 

452,4 

10 

1317  1 

10 

54.9 

-9 

136,0 

-22 

12.1 

14.7 

11.2 

20 

FIRST  TENNESSEE  NATIONAL 

556.2" 

32 

1499.2 

28 

61.8 

13 

160,9 

15 

11-1 

13.0 

22.2 

19 

FIRST  UNION 

5735.0" 

21 

15998-0 

15 

995.0 

33 

2034.0 

-5 

17,4 

15.8 

14.9 

20 

DHDI  HAD 

rUrULAK 

485.0 

6 

1425. 1 

13 

57.5 

7 

1 69.8 

10 

11.9 

11.7 

14.3 

19 

DFPinMC  riMAMPIAI 

771.6 

14 

2276.5 

16 

51.3 

-52 

294, 7 

-4 

6  6 

15  9 

10  4 

1 8 

^nilTI-ITRI  KT 

ouu 1 n 1 nuo  1 

755.4 

1 7 

2 1 70. 1 

18 

94.7 

c  /yj.'o 

12  5 

12  2 

13  3 

27 

CMMTDIICT  PAMI^C 

1278.0 

9 

3796 , 5 

1 2 

1 88.8 

1 2 

554. 7 

1 2 

13  9 

20 

CVKin\/IIC  FIMAUriAl 

334.7" 

8 

972. 5 

9 

1  u 

1  0 
I  c. 

14  2 

13  9 

18  8 

35 

UNION  PLANTERS 

678.5 

2 

1999.6 

4 

17.5 

-82 

188.1 

-33 

2.6 

14,8 

10.6 

28 

WACHOVIA 

1488.9 

12 

4411.4 

13 

227.4 

14 

632.6 

7 

15.3 

15.0 

13.6 

30 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

3875.4 

4 

11565.3 

4 

593.2 

16 

1603,7 

11 

15.3 

13.7 

11.2 

21 

FIRST  SECURITY 

481.3 

19 

1393.4 

23 

63.1 

13 

180,4 

15 

13,1 

13,9 

15.3 

16 

PACIFIC  CENTURY  FINANCIAL 

329.1 

4 

986.9 

8 

34.8 

-1 

72,0 

-32 

10,6 

U.l 

9.0 

15 

UNIONBANCAL 

661  0 

4 

1960,0 

6 

148  3 

14 

352  4 

11 

22  4 

?0  3 

IS. 9 

1 .'' 

WELLS  FARGO 

.:'404,o 

I 

7225,0 

3-T7  (J 

20 

17 

14  4 

1,' 

1 

o 

INDUSTRY  COMPOSITE 

27395.2 

-3 

85060.9 

-3 

556.5 

-59 

5903.8 

-18 

2.0 

4.8 

15.7 

24 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1250,3 

3 

3684,2 

6 

127  7 

19 

386  3 

17 

10  2 

8,9 

20,8 

15 

CABOT  (3) 

379.0 

-5 

1212.3 

-2 

19.4 

104 

90,2 

33 

5,1 

2,4 

17.3 

17 

CROMPTON  &  KNOWLES 

442,8 

-3 

1394,3 

-2 

30.6 

23 

102,3 

23 

6,9 

5  5 

192.5 

11 

CYTEC  INDUSTRIES 

358.1 

16 

1092.1 

17 

27.0 

-4 

92,7 

12 

7.5 

9.1 

30.1 

9 

DOW  CHEMICAL 

4314,0" 

-11 

14000.0 

-8 

315.0 

-26 

1164,0 

-20 

7  3 

8,7 

19.4 

14 

DUPONT 

6042.0"* 

4 

18668.0 

3 

-564.0 

NM 

867,0 

-36 

NM 

NM 

12.8 

59 

EASTMAN  CHEMICAL 

1131.0" 

-1 

3444.0 

-2 

80.0 

-17 

251.0 

-3 

7.1 

8.4 

14,1 

17 

FERRO 

334.4 

-1 

1022.2 

-2 

16.8 

9 

52.2 

NM 

5.0 

4.5 

29.8 

16 

FULLER  (H.B.)  (1) 

333.5 

3 

986.1 

3 

-10.3 

NM 

7,0 

-75 

NM 

3.3 

5.8 

29 

GEON 

328.0 

8 

983.2 

5 

6.2 

-42 

16.8 

-12 

1.9 

3.5 

8.9 

26 

GRACE  (W.R.) 

380.3 

2 

1091.0 

-2 

26.3 

69 

63  6 

-41 

6  9 

4.2 

14.4 

32 

GREAT  LAKES  CHEMICAL 

340.5 

10 

1077.1 

9 

1.2 

-96 

56.4 

-36 

0.4 

9.4 

3.6 

62 
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PANY  SALES   PROFITS 


3R0 

CHANGE 

9 

CHANGE 

3RD 

CHANGE 

9 

CHANGE 

3RD 

3RD 

EQUITT 

PRICE- 

it 

MONTHS' 

QUARTER 

FROM 

MONTHS 

PROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

PER 

SMIL. 

% 

$MIL. 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

9-30 

10-30 

SHARE 

ti(M.A.) 

'  56475' 

"l  '~ 

1751.7 

7 

-o.i 

NM 

-42 

NM 

3.0 

~"  8.1  ' 

15 

0.95 

JLES 

510.0 

14 

1385.0 

-4 

71.0 

-13 

173.0 

-35 

13.9 

18.3 

35.8 

14 

2.41 

LOBAL 

756.8 

26 

2655.4 

15 

37.8 

42 

172.8 

12 

5.0 

4.5 

5.2 

33 

0.80 

NATIONAL  FLAVORS  &  FRAGRANCES 

349.8 

-2 

1088.5 

-3 

50.2 

-11 

168.8 

-8 

14.4 

15.9 

21.5 

20 

1.89 

ZOL 

404.0 

-6 

1210.4 

-3 

16.6 

-57 

86.2 

-31 

4.1 

9.0 

14.3 

14 

2.06 

lELL  CHEMICAL! 

566.0 

-29 

566.0 

-76 

-15.0 

NM 

79.0 

-66 

NM 

12.8 

21.4 

10 

1.64 

MNIUM  CHEMICALS 

408.0 

-50 

1215.0 

-50 

32.0 

-54 

124.0 

-28 

7.8 

8.6 

9.1 

13 

1.81 

ANTO 

1986.0 

15 

6500.0 

14 

-100.0 

NM 

353.0 

22 

NM 

NM 

7.5 

71 

0.57 

ON  INTERNATIONAL  (6) 

600.0** 

-2 

1890.1 

0 

45,4 

-15 

141.5 

-18 

7.6 

8,9 

13.2 

15 

1.54 

1  CHEMICAL 

408.4 

10 

1178.5 

11 

40.7 

-8 

120.7 

1 

10.0 

11.9 

23.9 

15 

2.13 

582.0 

-4 

1768.2 

-3 

-7.2 

NM 

70,5 

-40 

NM 

6.3 

12.5 

13 

2.17 

tIR 

1201.0 

1 

3635.0 

3 

108.0 

1 

318.0 

1 

9.0 

9.0 

18.5 

15 

2.55 

&HAAS 

909.0** 

-7 

2835.0 

-7 

89.0 

-2 

378,0 

21 

9.8 

9,3 

26.5 

13 

2.67 

lA 

703.0 

-6 

2168.0 

-3 

58.0 

4 

194.0 

5 

8.3 

7,5 

NM 

14 

1.62 

,  INDUSTRIES 

462.7*' 

-7 

2187.6 

2 

-21.8 

NM 

10.6 

-93 

NM 

13.6 

7  4 

9 

0.79 

CARBIDE 

1350.0 

-19 

4370.0 

-12 

76.0 

-58 

336.0 

-35 

5.6 

10.9 

19.5 

11 

3.45 

5TRY  COMPOSITE 

42578.1 

8 

126830.0 

10 

3276.0 

19 

9282.4 

13 

7.7 

7.0 

21.6 

30 

2.25 

HENY  TELEDYNE 

927.1 

-6 

2948.4 

-3 

65.5 

-1 1 

157.9 

-30 

7.1 

7.5 

19.3 

15 

1.33 

ISIGNAL 

3741.0 

2 

11256.0 

7 

329.0 

13 

979.0 

14 

8.8 

8.0 

26.8 

17 

2.25 

ER  INTERNATIONAL 

804.5 

11 

2335.4 

13 

10.9 

-4 

48.8 

49 

1.4 

1.5 

14.5 

12 

1.31 

343.5 

-4 

1055.7 

-2 

15.4 

11 

81.5 

711 

4.5 

3.9 

26.2 

11 

2.21 

;AL  ELECTRIC 

24136.0** 

10 

71832.0 

12 

2284.0 

13 

6525.0 

13 

9.5 

9.2 

25.2 

33 

2.59 

)URT  GENERAL  (2) 

1161.7** 

10 

3099.1 

15 

110.8 

NM 

79.1 

NM 

9.5 

NM 

9.8 

40 

1.21 

IFFICE  SOLUTIONS  (3) 

1428.1 

2 

4254.4 

7 

-51.7 

NM 

-120.0 

NM 

NM 

2.4 

-8.5 

NM 

-0.75 

1 

441.1** 

-5 

1298.4 

-3 

28.2 

14 

55.9 

21 

5.4 

5.3 

15.5 

15 

1.59 

5) 

301.8 

4 

849.9 

3 

39.7 

-8 

76.2 

50 

13.2 

14.9 

12.2 

34 

0.75 

AY 

344.5 

12 

974.2 

15 

17.0 

233 

23.0 

-13 

4.9 

1.7 

8.0 

24 

0.97 

(RK  INTERNATIONAL 

698.5 

16 

1990.2 

14 

38.7 

14 

94.9 

14 

5.6 

6.6 

12.2 

18 

1.79 

CO 

1915.0 

5 

5720.0 

7 

103.0 

-2 

315.0 

11 

5.4 

5.7 

15.3 

13 

2.31 

ON 

2352.0** 

15 

7088.0 

12 

108.0 

19 

323.0 

19 

4.6 

4.5 

16.3 

20 

3.63 

2836.0 

12 

8959.2 

12 

104.2 

-4 

359.4 

-1 

3.7 

4.3 

-3.3 

NM 

-0.45 

672.4 

8 

1932.2 

7 

57.0 

68 

113.0 

69 

8-5 

5.4 

24  1 

19 

1  42 

/IAN 

475,0 

5 

l.?35  9 

5 

26.2 

86 

60  7 

53 

6.6 

3  1 

1  1  6 

■■i  'A 

5TRY  COMPOSITE 

78971.5 

3 

230441.8 

5 

7191.5 

11 

18651.0 

-1 

9.1 

8.5 

25.5 

31 

1.72 

='PAREL 

P  COMPOSITE 

9206.8 

0 

25631.8 

2 

550.2 

-7 

985.8 

-32 

6.0 

6.4 

8.5 

31 

0.98 

N  GROUP  (11) 

383.6-- 

1 

1 148.6 

2 

4.3 

22 

-4.5 

NM 

1,1 

0  9 

-8  8 

NM 

-1,02 

OF  THE  LOOM 

593.7 

4 

1678.9 

-2 

50.4 

NM 

146.9 

694 

8.5 

NM 

-44.8 

NM 

-3.40 

APPAREL  GROUP 

500.3 

11 

1192.6 

15 

59,1 

21 

122.7 

26 

11,8 

10.9 

31.3 

12 

1.41 

'OOD  (8) 

427.7 

7 

1305.8 

12 

7.8 

7 

26.8 

9 

1.8 

1.8 

11.1 

14 

1-97 

AIBORNE 

703.9 

3 

1925.1 

6 

62,7 

-6 

139  6 

1 

8-9 

9.7 

19.4 

10 

2.82 

7) 

2504.8 

-9 

7036.6 

-7 

163.8 

-35 

169.3 

-74 

6.5 

9.2 

9.3 

41 

1-06 

VEST  GROUP  (11) 

528.0 

7 

1443.2 

12 

21.6 

-26 

26.0 

-52 

4-1 

5.8 

13.0 

8 

1-59 

PS-VAN  HEUSEN(II) 

306.4 

-2 

939.1 

-4 

2.7 

NM 

-45.1 

NM 

0.9 

NM 

-14.2 

NM 

-1.12 

iK  INTERNATIONAL 

878.3 

-13 

2519.0 

-9 

28.2 

-62 

31.0 

-77 

3,2 

7.3 

5.4 

30 

0.56 

■LL 

377.2 

2 

905.3 

1 

-14.2 

NM 

-5.7 

NM 

NM 

5.3 

0.9 

NM 

0.16 

1458.8 

3 

4135.3 

5 

119.6 

10 

284.5 

10 

8.2 

7.7 

18.4 

14 

3.01 

ACQ  GROUP 

544.1 

63 

1402.2 

60 

44.1 

38 

94.4 

40 

8.1 

9.6 

6.0 

38 

0.68 

PPLIANCES  &  HOME  FURNISHINGS 

P  COMPOSITE 

12530.8 

17 

37781.5 

17 

427.6 

629 

1199.3 

70 

3.4 

0.5 

15.4 

23 

1.56 

TRONG  WORLD  INDUSTRIES 

821,6 

43 

1920.3 

15 

61.6 

82 

164.1 

19 

7  6 

6.9 

24.6 

12 

6.21 

ftTH  &  BEYOND  (10) 

344.9 

29 

919.6 

27 

25,5 

31 

53.3 

33 

7.4 

7.3 

24.0 

48 

0.58 

3UY(10) 

2182.1 

22 

6977.9 

21 

44,1 

564 

123.9 

888 

2.0 

0.4 

17.4 

31 

1.67 

IT  CITY  GROUP  (10) 

2117.1 

17 

6627.8 

15 

32.1 

16 

102.9 

-6 

1.5 

1.5 

5.8 

31 

1  17 

TURE  BRANDS  INTERNATIONAL 

487.2 

11 

1462-5 

10 

30,6 

109 

73,3 

52 

6.3 

3.3 

23.1 

13 

1.71 

AN  INTERNATIONAL  INDUSTRIES  (6) 

315.9 

-4 

1096.9 

3 

8.6 

0 

37.9 

5 

2.7 

2.6 

10.5 

14 

2.86 

-MEYERS  (10) 

675.0** 

14 

1978-7 

21 

8.8 

-5 

-10.1 

NM 

1.3 

1.5 

-9.6 

NM 

-1.07 

n  &  PLAn 

884.1 

18 

2532.7 

18 

65.2 

23 

185.5 

22 

7.4 

7.1 

18.1 

19 

1.21 

1035.2 

21 

3097.3 

26 

77,4 

57 

217,7 

65 

7.5 

5.8 

52.6 

17 

2  83 

1128.6 

-8 

3579.7 

-2 

-4.1 

NM 

12.9 

-85 

NM 

3.0 

11.5 

52 

0.95 

.POOL 

2539.0 

24 

7588.0 

24 

78.0 

NM 

227.0 

NM 

3.1 

NM 

14.2 

14 

3.63 

AVERAGES 

P  COMPOSITE 

18179.8 

2 

51923.3 

6 

2235.4 

5 

6033.4 

4 

12.3 

12.0 

33.4 

36 

1.49 

JSER-BUSCH 

3122.0 

1 

8535.8 

1 

408.3 

4 

1064.7 

3 

13.1 

12.7 

28.8 

24 

2.48 

N-FORMAN  (8) 

390.1 

5 

1204.2 

5 

37.2 

8 

125.9 

10 

9.5 

9.3 

23.1 

26 

2.71 

4DAIGUA  BRANDS  (10) 

349.4 

16 

944.9 

9 

15.8 

28 

39.4 

39 

4.5 

4.1 

13.9 

17 

2.98 
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MARGINS 


RETURN  ON 


3RD 

mm  DTro 

1998 
SMIL 

CHANGE 
FROM 
1997 
% 

9 

MUNlHi 

1998 
$MIL. 

CHANGE 
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t  1997 
% 

3RD 
QUARTER 
1998 
$MIL 

CHANGE 
FROM 
1997 
% 

9 

MONTHS 
1998 
SMIL. 

CHANGE 
FROM 
199? 
% 

3RD 
QUARTER 
1998 
% 

3R0 
QUARTER 
1997 
% 

uuiviiviuri 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE-  U 
EARNINGS  U 
RATIO 
10-30 

COCA-COLA 

4747.0 

-4 

14355.0 

1 

888.0 

~12~ 

2936.0 

18.7 

20.4 

47.0 

45 

COCA-COLA  ENTERPRISES 

3528.0 

1 1 

10173.0 

24 

116  0 

4 

176.0 

-7 

3.3 

3.5 

7.4 

95 

COORS  (ADOLPH) 

499.4 

2 

1455.4 

3 

9.1 

-48 

,58.4 

-24 

1.8 

3.6 

8.5 

29 

PEPSICO 

5544.0 

3 

15155.0 

3 

761.0 

38 

1632.0 

56 

13.7 

10.3 

33.4 

25 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

19121.7 

1 

55295.3 

2 

1695.5 

-17 

4880.1 

-1 

8.9 

10.7 

30.6 

36 

ALBERTO-CULVER  (3) 

466,6 

3 

1389.3 

3 

22.6 

4 

63.4 

8 

4.9 

4.8 

15.6 

19 

AVON  PRODUCTS 

1233.2 

-1 

3663.8 

3 

41.5 

^0 

121.9 

-41 

3.4 

5.5 

112.6 

41 

CLOROX  (6) 

685.9-- 

6 

2186.1 

6 

85.4 

15 

259,5 

21 

12.5 

11.5 

28.5 

37 

COLGATE-PALMOLIVE 

2265.4 

-1 

6681.4 

-1 

214.9 

14 

614.4 

15 

9.5 

8.2 

36.4 

35 

DIAL 

383.9 

15 

1085.7 

9 

26.7 

19 

75.2 

23 

7.0 

6.7 

25.7 

28 

ECOLAB 

500.0 

16 

1404.9 

15 

47.0 

16 

115.3 

16 

9.4 

9.4 

25.4 

27 

ESTEE  LAUDER  (6) 

997.0 

11 

2713.5 

10 

71.6 

16 

161.3 

18 

7,2 

6,9 

32.1 

35 

GILLEHE 

2531.0 

-6 

6881.0 

-3 

5.0 

-99 

646.0 

-36 

0.2 

15.2 

21.3 

46 

PROCTER  &  GAMBLE  (6) 

9510.0 

2 

27668.0 

2 

1167,0 

7 

2814.0 

9 

12.3 

11.6 

31.2 

34 

REVLON 

548.6 

-6 

1621.7 

1 

12,7 

-63 

9.1 

-55 

2.3 

6.0 

■JMM 

20 

(E)  TOBACCO 

GROUP  COMPOSITE 

19932.4 

1 

59809.9 

2 

2282.8 

36 

5552.3 

-8 

11.5 

8.5 

25.2 

21 

PHILIP  MORRIS 

14371.0 

3 

43313,0 

2 

1980.0 

41 

5098.0 

2 

13.8 

10.0 

37.1 

20 

RJR  NABISCO  HOLDINGS 

4328.0 

-2 

12567.0 

1 

158.0 

30 

8.0 

-99 

3.7 

2.8 

-2.5 

NM 

UNIVERSAL  (6) 

879.3" 

-14 

2878.2 

-3 

27.1 

-17 

97.5 

19 

3.1 

3.2 

24.7 

10 

UST 

354.1 

-2 

1051.7 

0 

117  8 

3 

348,9 

5 

33,3 

31.7 

859 

14 

a  1 

INDUSTRY  COMPOSITE 

9615.6 

5 

26997.1 

4 

319.2 

-16 

1132.6 

12 

3.3 

4.2 

11.7 

21 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

5164.9 

8 

13708.3 

5 

139.0 

-37 

542.9 

-8 

2.7 

4.7 

11.0 

17 

BALL 

859,2 

24 

2054.5 

13 

24.9 

10 

49.2 

-3 

2.9 

3.3 

8.6 

25 

CROWN  CORK  &  SEAL 

2291.0 

-2 

6428.4 

-2 

-21.1 

NM 

146.3 

-43 

NM 

3,6 

6.0 

24 

OVI/ENS-ILLINOIS 

1453,6 

17 

3937.1 

12 

113.6 

24 

309.0 

32 

7.8 

7.4 

16.5 

14 

SILGAN  HOLDINGS 

561.1 

14 

1288.3 

12 

21.6 

-1 

38.4 

-18 

3.9 

4.4 

NM 

12 

(B)  PAPER 

GROUP  COMPOSITE 

4450.7 

1 

13288.8 

4 

180.2 

13 

589.7 

39 

4.0 

3.6 

12.5 

25 

AVERY  DENNISON 

860,2 

3 

2675  3 

3 

55,8 

6 

167,4 

11 

6.5 

6.3 

25.8 

19 

BEMIS 

465.5 

0 

1387.6 

-2 

27.8 

9 

79.9 

9 

6.0 

5.5 

17.4 

17 

JEFFERSON  SMURFIT 

841.0 

1 

2529.0 

6 

8.0 

0 

30.0 

NM 

1.0 

1.0 

NM 

37 

MAIL-WELL 

404.1 

45 

1072.9 

37 

12.7 

44 

33.5 

36 

3.1 

3.2 

14,3 

16 

ROCK-TENN  (3) 

329.2 

1 

977.1 

8 

11.8 

21 

33.3 

283 

3.6 

3.0 

10.6 

9 

SONOCO  PRODUCTS 

607.0 

-14 

1917.9 

-9 

39.7 

-5 

160.2 

24 

6.5 

5.9 

4.2 

87 

TEMPLE-INLAND 

943  7 

! 

2829  0 

5 

24  4 

94 

85.4 

106 

2  6 

1  3 

4  7 

29 

O  1 

INDUSTRY  COMPOSITE 

128500.0 

11 

389479.3 

11 

4765.4 

70 

13740.3 

40 

3.7 

2.4 

16.6 

26 

AMES  DEPARTMENT  STORES  (11) 

536.3" 

7 

1804,7 

10 

8.4 

14 

35,9 

62 

1.6 

1.5 

21.0 

11 

AUTOZONE (4) 

1216.9 

29 

2567.6 

21 

92.1 

13 

180.4 

15 

7.6 

8.6 

18.6 

18 

BARNES  &  NOBLE  (11) 

675-0 

9 

2309,9 

10 

-5,7 

NM 

60,8 

7 

NM 

NM 

11.3 

38 

BJ'S  WHOLESALE  CLUB  (11) 

873.1 

11 

2646,1 

13 

18.4 

23 

61.0 

27 

2.1 

1.9 

15.6 

18 

BORDERS  GROUP  (11) 

546  0 

17 

1950.0 

18 

2,4 

380 

85.1 

27 

0.4 

0.1 

13.3 

25 

BRADLEES (11) 

313.3" 

4 

1052.6 

3 

-2,7 

NM 

- 1.5 

NM 

NM 

NM 

NM 

NM 

BRYLANE  (11) 

300.5 

9 

994.1 

18 

12,0 

12 

38.3 

45 

4.0 

3.9 

26,2 

5 

BURLINGTON  COAT  FACTORY  (7) 

347.2 

14 

NA 

NA 

-11,5 

NM 

NA 

NA 

NM 

NM 

11.1 

NA 

CALDOR  (11) 

572.5 

-4 

1912.2 

-3 

-16,1 

NM 

-90  3 

NM 

NM 

NM 

NM 

NM 

COW  COMPUTER  CENTERS 

462.7 

43 

1256.3 

36 

17.1 

32 

47.5 

28 

3.7 

4.0 

24.6 

26 

CONSOLIDATED  STORES  (11) 

823.9 

3 

3263,3 

7 

6,5 

13 

75  2 

-48 

0.8 

0.7 

8.2 

20 

COSTCO (4) 

7707.0" 

11 

18840.1 

11 

150,7 

29 

361,9 

29 

2.0 

1.7 

16.3 

28 

DAYTON  HUDSON  (11) 

7056.0" 

12 

22477  0 

10 

172,0 

22 

688.0 

43 

2.4 

2.2 

17.9 

23 

DILLARD'S  (11) 

1552.0" 

4 

5397.6 

7 

47.9 

8 

222.4 

4 

3,1 

3,0 

9.5 

13 

DOLLAR  GENERAL  (11) 

741,4 

24 

2307.7 

29 

33.3 

25 

128.7 

32 

4.5 

4,5 

24.7 

31 

EAGLE  HARDWARE  &  GARDEN  ( 1 1 ) 

308.0 

11 

780.6 

13 

15.4 

18 

25.1 

21 

5.0 

4.7 

9.5 

21 

FAMILY  DOLLAR  STORES  (4) 

597,5 

17 

1819,2 

18 

20.0 

41 

79  0 

38 

3.4 

2,8 

18.3 

30 

FEDERATED  DEPARTMENT  STORES  (11) 

3523.0" 

2 

12039.1 

1 

107,0 

61 

546.5 

44 

3.0 

1.9 

12.3 

13 

FINGERHUT 

349.8 

8 

949.4 

-1 

-18,7 

NM 

-20,0 

NM 

NM 

1.3 

4.6 

18 

FOOTSTAR 

472.6 

2 

1336.1 

5 

18.4 

-2 

41,1 

6 

3.9 

4.1 

18.2 

9 

GAP  (11) 

1905,0 

42 

5790.2 

36 

136.9 

97 

488.5 

50 

7.2 

5.2 

42.7 

38 

GLOBAL  DIRECTMAIL 

359,8 

39 

1048.6 

32 

9.6 

348 

30.0 

16 

2.7 

0.8 

15.3 

13 

HILLS  STORES  (11) 

357,2 

2 

1351.1 

-1 

-20.2 

NM 

-10  0 

NM 

NM 

NM 

-7,4 

NM 

HOME  DEPOT  (11) 

8139.8 

24 

20994.2 

22 

466.7 

30 

1111.4 

28 

5.7 

5.5 

17.0 

46 

HOMEBASE  (11) 

424.6 

1 

1101,9 

1 

14.7 

31 

10  9 

-7 

3.5 

2  7 

0.2 

NM 

INTIMATE  BRANDS  (11) 

874.7 

6 

3042.8 

13 

73.6 

21 

274.2 

9 

8.4 

7.4 

54.5 

18 

KMART  (11) 

8116.0 

3 

25390,0 

2 

80.0 

158 

313.0 

11 

1.0 

0.4 

5.9 

22 
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3RD 
QUARTER 
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$  MIL 
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% 

9 

MONTHS 
1998 
$  MIL 
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QUARTER 
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9 
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% 
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QUARTER 
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3RD 
QUARTER 
1997 
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LUIVliVIUH 

EQUITY 
12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
10-30 

MONTHS' 
EARNINGS 
PER 
SHARE 

S(11) 

758.7 

22 

2581.1 

25 

31.3 

50 

"  130,8 

48 

4,1 

"s.'a" 

16.1 

47 

1.01 

EDdl) 

2083.1 

3 

7359,6 

8 

1684.3 

NM 

1849,1 

596 

80,9 

1.4 

96.4 

3 

7,35 

'S(II) 

3425.7 

22 

8722,8 

20 

165.4 

31 

332,4 

32 

4,8 

4.5 

14.5 

29 

1,15 

DEPARTMENT  STORES  (11) 

2889.0" 

5 

9998,0 

5 

131.0 

13 

686,0 

8 

4,6 

4,2 

20.2 

19 

3,24 

AELS  STORES  (11) 

314.2 

13 

1157,0 

6 

0.6 

NM 

31,5 

272 

0,2 

NM 

7.8 

18 

1,14 

0  WAREHOUSE 

551.8 

6 

1625,0 

5 

11.9 

NM 

16,6 

95 

2,2 

NM 

-7,6 

NM 

-0,83 

W  MARCUS  GROUP  (5) 

536.7" 

8 

1792,8 

8 

16.2 

16 

73,7 

22 

3,0 

2,8 

16,2 

10 

2,13 

STROM  (11) 

1474.9" 

7 

4026.7 

9 

69.2 

18 

160,6 

20 

4,7 

4,2 

14,3 

21 

1,30 

E  DEPOT 

2234.9 

10 

6702.1 

11 

15.7 

-74 

164,5 

-2 

0,7 

3,0 

11,3 

27 

0,93 

EMAX  (11) 

874.5 

13 

3043,8 

16 

2.6 

7 

61,7 

28 

■0,3 

0,3 

7,8 

12 

0,74 

;SS  CASHWAYS  (1) 

523.5 

-17 

1423.7 

-20 

1,0 

NM 

-23,2 

NM 

0,2 

NM 

NM 

NA 

NA 

:SS  SHOESOURCEdl) 

723.1 

1 

1973.6 

5 

49,3 

8 

104,5 

12 

6,8 

6  4 

17,9 

13 

3,67 

EY  (J.OdI) 

6761.0" 

2 

23564.0 

8 

27,0 

-70 

425,0 

32 

0,4 

1,4 

7,3 

24 

1,97 

OYS-MANNY,  M0E&JACK(11) 

635.3 

18 

1721,9 

17 

17,7 

-41 

0,0 

NM 

2,8 

5,6 

2,9 

38 

0,41 

«ART(11) 

509.8 

20 

1517.0 

17 

-1,7 

NM 

3,0 

NM 

NM 

NM 

0,9 

NM 

0,03 

•irr'S(ii)« 

777.1" 

6 

2760.4 

5 

14,4 

78 

69,7 

9 

1,8 

1,1 

7,5 

24 

0,94 

STORES  (11) 

537.0 

9 

1593.5 

10 

32,4 

16 

100,9 

21 

6,0 

5,7 

32,6 

13 

2,57 

HOLDINGS  (11)11 

509.6" 

12 

1764.1 

12 

-11,1 

NM 

314,7 

597 

NM 

NM 

39,3 

NA 

4,95 

IN  (HENRY) 

492.6 

12 

1419.0 

14 

2,3 

NM 

16,2 

319 

0,5 

NM 

2,0 

NM 

0,26 

ROEBUCK 

9748.0 

0 

29158,0 

3 

68,0 

-81 

537,0 

-18 

0,7 

3,6 

18,9 

17 

2,69 

CE  MERCHANDISE 

605,0 

-8 

1884,3 

-15 

-38,1 

NM 

-58,5 

NM 

NM 

NM 

-3,9 

NM 

-0,11 

El 

518.6 

-4 

1893,2 

-3 

-A.2 

NM 

-29,7 

NM 

NM 

NM 

0,4 

NM 

-0,02 

rS  AUTHORITY  (11) 

427.2 

11 

1194,3 

11 

3,8 

-60 

8,1 

-72 

0,9 

2,5 

3,0 

25 

0,31 

.ESdl) 

1475.7 

24 

4696,3 

29 

8,9 

-61 

109,0 

22 

0,6 

1,9 

13,8 

49 

0,66 

1) 

1864.2 

10 

5882,9 

13 

84,9 

61 

271,3 

54 

4,6 

3,1 

34,8 

17 

1,11 

'R'  US  (11) 

2020.0 

2 

9046,2 

5 

14,0 

-62 

411,0 

-8 

0,7 

1,9 

11,2 

51 

0,38 

IFFICE  PRODUCTS  (8) 

651.9 

6 

1999,5 

9 

-83,5 

NM 

-61,9 

NM 

NM 

1,5 

-9,5 

NM 

-1,25 

:  CITY  DEPARTMENT  STORES  (5) 

339.0" 

35 

897,0 

11 

2,9 

NM 

17,1 

NM 

0,9 

NM 

7,4 

16 

0,63 

rOR  GROUP  (11) 

1465.0 

-2 

4933,0 

-3 

-13,0 

NM 

97,0 

-34 

NM 

1,7 

12  0 

8 

1,12 

\flART  STORES  (11) 

33521  0 

18 

98726.0 

1  / 

!.:)v4  ij 

30 

3149  0 

.'J 

1 

2  .8 

1,75 

STRY  COMPOSITE 

48146.4 

6 

135527,0 

6 

2361  7 

-41 

6211,2 

-49 

4.9 

8.7 

8.7 

45 

1.27 

LECTRICAL  PRODUCTS 

IP  COMPOSITE 

6034.4 

0 

12535,8 

-2 

412,7 

-3 

893,2 

-9 

6.8 

7.0 

U.4 

25 

1.73 

ICAN  POWER  CONVERSION 

327.4 

33 

806,9 

30 

46,6 

27 

100,1 

19 

14.2 

14,9 

21.9 

30 

1.43 

-:R  INDUSTRIES 

924.0 

11 

2769,3 

7 

67,3 

-18 

207,0 

-8 

7.3 

9,8 

12.5 

17 

2.64 

1 

1620.0 

-16 

5019,0 

-11 

58,0 

7 

277,0 

-1 

3-5 

2,8 

22.9 

11 

6.14 

ELL 

361.6 

3 

1073,8 

4 

43,2 

4 

127,2 

7 

11,9 

11,8 

17.0 

20 

2.03 

NAL  SERVICE  INDUSTRIES  (4) 

542.7 

6 

1543,8 

1 

30,4 

-7 

82,1 

0 

5,6 

6,4 

18,8 

14 

2.53 

HEM  (6) 

446.7 

-2 

1323,1 

-2 

38,3 

-38 

99,9 

-47 

8,6 

13,5 

19.6 

17 

1.83 

WELL  INTERNATIONAL  (3) 

1812.0 

5 

NA 

NA 

129  IJ 

10 

NA 

NA 

7.1 

6,8 

-3.4 

NM 

-0.55 

LECTRONICS 

IP  COMPOSITE 

17367.0 

11 

50929.2 

14 

182,8 

-74 

-203.9 

NM 

1.1 

4.5 

0.5 

NM 

0.05 

<AL  INSTRUMENT 

518,2 

12 

1423.6 

8 

39  4 

61 

9,5 

-68 

7,6 

5,3 

-2.9 

NM 

-0.25 

IS  (6) 

903.1" 

-9 

2873.1 

-3 

28,4 

-35 

65,1 

-61 

3,1 

4,4 

7.3 

24 

1.48 

ES  ELECTRONICS 

1513,3 

20 

4173.3 

22 

42,9 

-18 

152,7 

-62 

2,8 

4,2 

2.2 

86 

0.45 

N  INDUSTRIES  (5) 

1244,0 

16 

3360.9 

7 

50,5 

15 

137,9 

13 

4,1 

4,1 

15.2 

17 

3.83 

ROLA 

7152,0 

-3 

21061.0 

-2 

-42,0 

NM 

-1190,0 

NM 

NM 

3,6 

-7,4 

NM 

-1.46 

:OMM  (3) 

926.0 

54 

2562.0 

50 

39,9 

33 

71,8 

-13 

4,3 

5,0 

11.2 

38 

1.47 

lEON 

4746.0 

38 

14398.0 

49 

11,0 

-95 

495.0 

-18 

0,2 

6,1 

3.9 

52 

1.12 

N  ASSOCIATES  (3) 

364.5 

-10 

1077.3 

-2 

12,7 

-62 

54.1 

-47 

3,5 

8.1 

13.6 

16 

2.43 

ISTRUMENTS 

IP  COMPOSITE 

7078.3 

7 

21471,1 

11 

486,8 

-6 

1537.2 

7 

6.9 

7.8 

15.9 

29 

2,16 

^AN  COULTER 

400.8 

48 

1234,9 

60 

13  9 

-28 

15.0 

-73 

3,5 

7.1 

NM 

NM 

-1 1,14 

SON  ELECTRIC  (3) 

3428.1 

9 

10275.7 

9 

313,9 

8 

946.3 

9 

9.2 

9,2 

21,2 

24 

2,80 

^WELL 

2119.4 

4 

6077,9 

7 

145,4 

22 

367,5 

25 

6.9 

5,8 

21,3 

19 

4,25 

N-ELMER  (6) 

375,8 

16 

1215.1 

16 

17,0 

-21 

46,0 

-7 

4.5 

6.6 

8,8 

77 

1,09 

iONIX  (7) 

419,0 

-13 

1494,5 

-1 

-4,7 

NM 

72,1 

-22 

NM 

5.6 

7,4 

18 

0,99 

.YNE 

335.2 

0 

1173,0 

34 

1,3 

-97 

90,3 

11 

0.4 

11.6 

13,2 

20 

1,59 

EMICONDUCTORS  &  OTHER  COMPONENTS 

iP  COMPOSITE 

17666.6 

2 

50590.8 

0 

1279,4 

-45 

3984.7 

-47 

7.2 

13.5 

13.1 

40 

1.57 

CED  MICRO  DEVICES 

685,9 

15 

1753.3 

1 

1,0 

NM 

-126.3 

NM 

0.1 

NM 

-7  2 

NM 

-0.92 

1337,2 

-7 

4084.9 

-5 

-76,3 

NM 

81.0 

-75 

NM 

8.5 

7.4 

43 

0.95 

3) 

324,1 

-2 

921.1 

-2 

10,5 

-71 

57.6 

-44 

3.2 

11.2 

10.7 

17 

1.04 

6731,0 

9 

18659.0 

1 

1559,0 

-1 

4004.0 

-23 

23.2 

25.6 

25.4 

27 

3.25 

CIRCUIT  (4) 

317,6 

4 

957.9 

24 

-1,8 

NM 

35,6 

-18 

NM 

5,9 

22.2 

33 

1.42 

GIG 

390,4 

19 

1045.3 

8 

-282,8 

NM 

-220,3 

NM 

NM 

13,6 

-13.8 

NM 

-1.33 

IN  TECHNOLOGY  (4) 

692,0 

-27 

2057.3 

-26 

-89,1 

NM 

-243,3 

NM 

NM 

7,6 

-8.7 

NM 

-1.11 

CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


MARGINS 

RETURN  ON 

COMMON 

3RD 

CHANGE 

9 

CHANGE 

3RD 

9 

UnnliuL 

3RD 

3RD 

EQUITY 

rniut- 

QUARTER 

FROM 

MONTHS 

'  FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS  t 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

$MIL 

% 

$MIL, 

% 

$MIL, 

% 

$MIL 

% 

% 

9-30 

10-30 

Mm  py  {R\ 

Q 

1917  9 

u 

1  9 

131.4 

-3 

9.5 

10.8 

13.4 

32 

NATinNAi  ^FMirnNniiPTriR  (i\ 

469  6 

-28 

1629  7 

-20 

—104  8 

N  M 

N  M 

NM 

9,5 

-15,1 

NM 

OUI  O  1  O  1  CIVIO  \0) 

1570  0 

-10 

4847  7 

ou.u 

—  i  (5 

101.1 

7 

1.9 

2,1 

18.5 

19 

SOLECTRON  (4) 

1586,5 

61 

4151.5 

44 

55,9 

18 

153.9 

22 

3,3 

4,5 

16  8 

35 

TEXAS  INSTRUMENTS 

-  2113.0 

-15 

6467.0 

-12 

154,0 

-31 

218.0 

-51 

7,8 

9.6 

-0.7 

NM 

THOMAS  &  BEHS 

5?,9  9 

4 

1637,9 

-1 

-37,5 

NM 

41  4 

-54 

NM 

8,1 

8,4 

28 

ViSHAY  INTERTECHNOLOGY 

40 

1161  1 

40 

12,1 

-41 

45,4 

-25 

3,0 

7,3 

3.9 

iJ 

EH 

INDUSTRY  COMPOSITE 

93452.3 

5 

277100.3 

5 

2778.9 

5 

7604.2 

28 

3.0 

3.0 

20.2 

35 

(A)  FOOD  DISTRIBUTION 

149 10  8 

163  5 

-23 

50 1  8 

Q 

-o 

1  1 
1 . 1 

1  c 

1 .  □ 

11./ 

9Q 

rLtlVllNb 

3438.8 

0 

1 151 1.8 

-2 

-2.3 

NM 

26,5 

-4 

NM 

0.3 

3,3 

10 

in  i  tnnAi  lUPiAL  iVlULI  IrUUUo  \  1 U/ 

547.1 

1 

1 750.9 

0 

4.6 

-24 

-6.0 

NM 

0.8 

1 . 1 

1,4 

NM 

rtnrUKIVlANltt  rUUU  uKUUr 

415,3 

23 

1 1 57.4 

29 

4.7 

25 

1 1 ,4 

1 7 

1 , 1 

1 . 1 

10,5 

21 

KlUnrUUU  nULUINud  ioj 

901.3 

22 

2645.4 

0 

13.3 

-8 

38,5 

-24 

1,5 

2.0 

1 5.9 

16 

c  1  iDCD\/Ai  II  / 1  n^ 
oUrCnVALU  \  i\J} 

3937.3 

2 

13437,4 

5 

39,9 

-55 

143,3 

-25 

1-0 

2.3 

14,7 

15 

cvcf*n  ICS 

4192.6 

10 

1 1905-8 

8 

86.4 

8 

247.5 

6 

2.1 

2.1 

24.4 

27 

U.o.  rUUUotnVlltt  {b) 

1478.4 

10 

4273.2 

10 

16.9 

73 

40.5 

14 

1.1 

0.7 

-5.0 

NM 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

36721.9 

1 

109305.2 

1 

1888.2 

4 

5103.6 

45 

5.1 

5.0 

22.4 

37 

BESTFOODS 

1983.0 

-2 

6219,0 

-1 

158,0 

14 

474,0 

82 

8.5 

7,3 

64,0 

25 

CAMPBELL  SOUP  (5) 

1299.0 

-5 

4883.0 

0 

182,0 

17 

437.0 

-21 

14-0 

11.4 

78.8 

36 

CHIQUITA  BRANDS  INTERNATIONAL 

633.2 

14 

2094.6 

14 

-10,8 

NM 

83.1 

47 

NM 

NM 

1.5 

NM 

CONAGRA  (7) 

6483.4 

4 

17749.9 

1 

109,3 

-8 

415.5 

-1 

1-7 

1,9 

21.8 

23 

CORN  PRODUCTS  INTERNATIONAL 

359.5 

0 

1055.3 

1 

12,5 

NM 

31.3 

NM 

3-5 

NM 

4.2 

25 

DEAN  FOODS  (7) 

825.1 

33 

2159.1 

1 

22,9 

-6 

60.0 

-19 

2.8 

3,9 

13.5 

22 

DREYER'S  GRAND  ICE  CREAM 

303.0 

6 

798.3 

5 

-6,0 

NM 

-7,1 

NM 

NM 

1,7 

-11,1 

NM 

EARTHGRAINS  (9) 

442.4 

16 

1319.8 

15 

10.0 

8 

28.4 

57 

2.3 

2,4 

6,9 

30 

GENERAL  MILLS  (7) 

1473.1 

4 

4451.3 

7 

145,0 

8 

367.9 

13 

9-8 

9,5 

295,5 

27 

HEINZ  (H.J.)  (8) 

2228.2 

0 

6940.2 

-1 

213.8 

-12 

583,2 

210 

9-6 

10.9 

34.8 

28 

ntnoritY  rUUUo 

1217.2 

5 

3195.7 

4 

107,5 

7 

230.9 

5 

8-8 

8.7 

35.9 

28 

HORMEL  FOODS  (2) 

755.8 

-3 

2349.0 

-2 

21.0 

15 

94,1 

45 

2,8 

2  3 

17.7 

18 

IBP 

3210,7 

-6 

9770.0 

-2 

55,5 

125 

113,0 

19 

2,0 

0.9 

10.2 

19 

INTERNATIONAL  HOME  FOODS 

439.7 

26 

1230.7 

46 

-49,0 

NM 

-8.6 

NM 

NM 

NM 

8.5 

NM 

INTERSTATE  BAKERIES  (7) 

788.4 

3 

2535,4 

3 

34.5 

15 

98.3 

20 

4  4 

3.9 

23.0 

14 

KEEBLER  FOODS 

499.9 

3 

1625.7 

5 

29.0 

55 

52.4 

60 

5,8 

3.8 

28.8 

29 

KELLOGG 

1805.8 

0 

5152.2 

-1 

141,9 

-32 

455,8 

-14 

7,9 

11,5 

51.1 

28 

McCORMICKd) 

444.8 

5 

1295.4 

4 

21,5 

12 

53,8 

9 

4.8 

4,5 

28.3 

23 

NABISCO  HOLDINGS 

2098.0 

-5 

6191.0 

-2 

55,0 

-40 

-90,0 

NM 

2.6 

4,2 

2.1 

NM 

PILGRIM'S  PRIDE  (3) 

340.7 

0 

993.7 

1 

20.3 

9 

38.9 

26 

6.0 

5,5 

21.7 

13 

QUAKER  OATS 

1405.2 

3 

3879.2 

-2 

107,8 

39 

211.3 

NM 

7  7 

5,7 

247,2 

35 

RALSTON  PURINA  (3) 

1152.5 

1 

3335.2 

3 

104.8 

10 

250.9 

7 

9.1 

8,4 

34.8 

28 

SARA  LEE  (6) 

4860.0 

-1 

14699,0 

2 

338.0 

50 

868.0 

22 

7,0 

4,6 

-23.2 

NM 

SMITHFIELD  FOODS  (8) 

865.8 

-5 

2835.6 

-3 

-5.3 

NM 

39.1 

35 

NM 

NM 

15.3 

14 

VLASIC  FOODS  INTERNATIONAL  (5) 

313.4 

-22 

1009.4 

-12 

-24.1 

NM 

-22.5 

NM 

NM 

5,3 

-5.4 

NM 

WRIGLEY  (WM.)  JR. 

494.0 

3 

1504.5 

4 

73.0 

5 

233.6 

12 

14,8 

14.4 

27.2 

32 

(C)  FOOD  RETAILING 


GROUP  COMPOSITE 

41819.7 

8 

121112.1 

9 

727.3 

18 

1998.8 

5 

1.7 

1.6 

19.3 

33 

ALBERTSON'S  (11) 

3995,1 

9 

11632,7 

7 

128.4 

17 

413,7 

11 

3  2 

3,0 

21,0 

26 

AMERICAN  STORES  (It) 

4950.0 

4 

14803.3 

3 

88,2 

-2 

250,2 

33 

1.8 

1.9 

12.8 

29 

BRUNO'S  (11) 

492.3 

-24 

1613.5 

-23 

-34,8 

NM 

-106,3 

NM 

NM 

NM 

NM 

NM 

DOMINICK'S  SUPERMARKETS  (2) 

725.9 

-11 

1841.9 

-8 

6,1 

8 

18.8 

28 

0,8 

0,7 

-25.6 

NM 

FOOD  LION 

2378,9 

1 

7037.7 

1 

72.8 

NM 

188.0 

121 

3,1 

NM 

17.4 

19 

GENERAL  NUTRITION  (11) 

327.9 

23 

1032.4 

21 

28,0 

21 

90.7 

40 

8.5 

8,7 

39.2 

11 

GIANT  FOOD  (10) 

953  6 

3 

3370.3 

10 

18,8 

145 

75.2 

87 

2.0 

0-8 

9,5 

30 

GREAT  ATUNTIC  &  PACIFIC  TEA  (10) 

2330.2 

0 

7911.8 

2 

11,0 

-32 

43.5 

-30 

0.5 

0-7 

5.8 

15 

HANNAFORD  BROTHERS 

854,7 

4 

2473.3 

5 

25,8 

13 

65.7 

14 

3.0 

2-8 

10.9 

28 

KROGER 

8023.9 

4 

20854.3 

4 

124,4 

29 

270.4 

-9 

1.6 

1-3 

NM 

35 

MEYER  (FRED)  (11) 

3504,9 

140 

9415.1 

133 

8.9 

-70 

-34,0 

NM 

0,3 

2,0 

-0,7 

NM 

PENN  TRAFFIC  (11) 

730.2** 

-6 

2197.6 

-6 

-23.5 

NM 

-53,4 

NM 

NM 

NM 

NM 

NM 

RODDICK  (3) 

533.0 

9 

1859,8 

8 

13,1 

10 

34,8 

-4 

2,1 

2.0 

11,5 

19 

SAFEWAY 

5589.0 

4 

16551,5 

13 

193,7 

29 

551,7 

35 

3.5 

2,8 

27.6 

32 

SOUTHLAND 

1742.9** 

6 

4739.6 

3 

35.6 

6 

49,3 

-24 

2.0 

2,0 

NM 

19 

SUPERMARKETS  GENERAL  HOLDINGS  (11) 

922.9 

-1 

2779.7 

-1 

-2.2 

NM 

-31,8 

NM 

NM 

NM 

NM 

NA 

WEIS  MARKETS 

463.3 

4 

1375.5 

2 

18.4 

-4 

61,8 

10 

4,0 

4,3 

9.5 

18 

WINN-DIXIE  STORES  (6) 

3190.8 

4 

9601.8 

4 

14.6 

-69 

109.5 

-30 

0.5 

1.6 

12.3 

31 

ion  DiiciMircc  I  Mrl\/c^flD^D  o  o    i  noo 


pyRATE  SCOREBOARD 


IPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


3RD 
QUARTER 
1998 
$MIL 

CHANGE 
FROM 
1997 
% 

9 

MONTHS 
1998 
$MIL 

CHANGE 
FROM 
1997 

% 

3RD 
QUARTER 
1998 
$MIL, 

CHANGE 
FROM 
1997 

% 

9 

MONTHS 
1998 
$M!L 

CHANGE 
FROM 
1997 

% 

3R0 
QUARTER 
1998 

% 

3R0 
QUARTER 
1997 
% 

EQUITY 
12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
10-30 

MONTHS' 
EARNINGS 
PER 
SHARE 

ISTRY  COMPOSITE 

104566.1 

-15 

317472.5 

-13 

2445.8 

-65 

13957.9_ 

-38 

2.3 

5.8 

12.0 

25 

2.12 

:OAL,  OIL  &  GAS 

JP  COMPOSITE 

91602.2 

-17 

278018.4 

-15 

3219.5 

-48 

12718.6 

-37 

3.5 

5.7 

12.3 

25 

2.28 

lADA  HESS 

1550.7** 

-18 

5118.0 

-17 

-6,3 

NM 

-40,6 

NM 

NM 

1.2 

-3.3 

NM 

-1.12 

;o 

6483.0 

-19 

19990.0 

-16 

295,0 

-54 

968,0 

-50 

4.6 

8.0 

11.2 

31 

1.81 

COAL 

402.9 

22 

1056.6 

46 

0,5 

NM 

31,4 

243 

0.1 

NM 

8.4 

13 

1.32 

AND  (3) 

1769.0 

-44 

4637.0 

-46 

0,0 

NM 

151,0 

-10 

0,0 

1.5 

9.5 

18 

2.63 

mc  RICHFIELD 

2655.0 

-24 

7755.0 

-29 

-138,0 

NM 

60,0 

-94 

NM 

5.9 

5.2 

50 

1.37 

INGTON  RESOURCES 

390.0 

-16 

1234.0 

-15 

15,0 

-77 

86,0 

-70 

■3,8 

14.2 

4.0 

61 

0.68 

RON 

6588.0 

-24 

19966,0 

-25 

461,0 

-37 

1538,0 

-35 

7,0 

8.4 

13,7 

22 

3.57 

TAL 

1661.6 

-22 

5542.5 

-26 

89,5 

11 

307,0 

18 

5,4 

3.8 

13.0 

18 

1.98 

IH  CENTRAL  PETROLEUM 

312.5 

-25 

979.3 

-19 

3,1 

-73 

-12,8 

NM 

1,0 

2  7 

-7.0 

NM 

-1,39 

N 

25384.0** 

-13 

78184.0 

-14 

1400,0 

-23 

4910.0 

-18 

5,5 

6.2 

17,1 

24 

2,99 

■McGEE 

359.5 

11 

1045.0 

0 

-22,8 

NM 

19.1 

-85 

NM 

9.7 

4.3 

30 

1.35 

L 

13634.0*** 

-17 

40497.0 

-9 

509,0 

-43 

1856.0 

-28 

3.7 

5.4 

13.1 

24 

3.13 

>HY  OIL 

433.3** 

-22 

1322.6 

-16 

9,0 

-79 

46.8 

-53 

2.1 

7,6 

7.3 

24 

1,75 

JENTAL  PETROLEUM 

1661.0 

-17 

4904.0 

-19 

38.0 

-71 

363.0 

-8 

2.3 

6,5 

4.4 

47 

0,42 

IPS  PETROLEUM 

2890.0 

-25 

8947.0 

-22 

46.0 

-79 

447.0 

-40 

1.6 

5,6 

14.1 

17 

2,49 

2131.0*'* 

-20 

6439.0 

-18 

80.0 

-28 

228.0 

-3 

3.8 

4,2 

14.1 

13 

2.69 

RO  PETROLEUM 

472.5 

88 

926  0 

33 

7.8 

-3 

24,7 

4 

1.7 

3,2 

8.2 

14 

1.04 

CO 

7707.0** 

-31 

23898.0 

-31 

215.0 

-56 

816,0 

-60 

2.8 

4,4 

11.4 

23 

2.58 

0 

2964.5 

-21 

9180.0 

-2 

80.3 

-20 

222,1 

29 

2.7 

2,7 

12.7 

17 

1.61 

\mR  DIAMOND  SHAMROCK 

2740.9* 

5 

8571.5 

13 

25.8 

-54 

-10,4 

NM 

0.9 

2.2 

1.0 

NM 

0.17 

H  PACIFIC  RESOURCES  GROUPt 

642.0'* 

43 

1762.1 

24 

-17.3 

NM 

-3,4 

NM 

NM 

15,0 

4,3 

45 

0,29 

;al 

1394.0** 

0 

3998.0 

-11 

36.0 

-80 

159,0 

-69 

2.6 

12.7 

13,4 

27 

1,27 

MARATHON  GROUP 

5662.0* 

44 

16722.0 

41 

51.0 

-73 

396,0 

-5 

0.9 

4.9 

11,1 

22 

1,50 

RO  ENERGY 

1338.6 

-32 

4149.1 

0 

4.3 

-92 

38.4 

-61 

0.3 

2.6 

4,3 

29 

0,87 

AR  RESOURCES 

375.2 

-53 

1194.8 

-55 

37.6 

-28 

118.4 

-32 

10.0 

6.5 

32,3 

25 

1,89 

'ETROLEUM  SERVICES 

JP  COMPOSITE 

12963.9 

2 

39454.1 

7 

-773.7 

NM 

1239.2 

-49 

NM 

6.7 

9.2 

25 

1.32 

R  HUGHES 

1584.9 

5 

4892.7 

20 

-534.5 

NM 

-303.6 

NM 

NM 

NM 

-10,7 

NM 

-0,27 

RVICES  (3) 

351.2** 

-15 

1112.1 

-6 

1.9 

-95 

73.3 

-17 

0.5 

9.6 

12.6 

14 

1.44 

ER  CAMERON 

477.2** 

1 

1406.8 

9 

31.1 

-22 

109,4 

17 

6.5 

8.4 

22.2 

12 

2.82 

OND  OFFSHORE  DRILLING 

315.8 

26 

925.4 

35 

108.7 

40 

301.1 

51 

34.4 

31.1 

22.5 

12 

2.61 

SER  INDUSTRIES  (2) 

2075.7 

11 

5769.4 

8 

108.8 

33 

263.9 

27 

5.2 

4.4 

20.2 

NA 

2.12 

IBURTON 

4224.0 

1 

13064.0 

11 

-527.0 

NM 

-80.4 

NM 

NM 

4.9 

-4.4 

NM 

0.38 

UMBERGER 

2932.4 

-1 

9040.1 

-4 

-29.5 

NM 

736.4 

-25 

NM 

12.9 

13.9 

25 

2.07 

H  INTERNATIONAL 

520  2 

-7 

1655.9 

5 

24  1 

-26 

50  1 

-41 

4  6 

5  8 

12  8 

20 

1.79 

HERFORO  INTERNATIONAL 

482  5 

1586  7 

12 

-20 

89,0 

-35 

8  9 

10  6 

7,8 

21 

1  27 

ISTRY  COMPOSITE 

100821.5 

15 

295083.5 

14 

7694.9 

14 

23674.0 

26 

7.6 

7.7 

21.6 

41 

1.64 

•RUG  DISTRIBUTION 

JP  COMPOSITE 

31813,8 

18 

91198.8 

17 

217.1 

-49 

1237.5 

25 

0.7 

1.6 

11.5 

49 

1.00 

liSOURCE  HEALTH  (3) 

2034.1 

-8 

6320.9 

4 

3.4 

-79 

36.0 

1 

0.2 

0.7 

67.1 

25 

2.08 

EN  BRUNSWIG  (3) 

4644.7** 

21 

13952.6 

20 

-64.2 

NM 

-18.2 

NM 

NM 

0.5 

0.5 

NM 

0.06 

LEY  WESTERN  INDUSTRIES 

1813.2 

0 

5623.0 

7 

8.4 

52 

24.6 

48 

0,5 

0.3 

8,7 

26 

1,42 

ilNAL  HEALTH  (6) 

4632.7** 

25 

11559.0 

24 

57.8 

-17 

184.7 

7 

1,2 

1,9 

11,9 

44 

1,45 

3725,1 

12 

11082.5 

9 

102.4 

25 

250.6 

NM 

2  7 

2,5 

13,5 

55 

0,83 

SORUG  STORES  (11) 

786.8 

10 

2348.7 

5 

14.9 

21 

50.4 

5 

1,9 

1,7 

10,1 

25 

1,56 

;SSON  (9) 

6941.5** 

35 

18173.6 

29 

9.4 

-76 

87.2 

-24 

0,1 

0,8 

7,9 

58 

1,32 

;CARE 

383.6 

45 

1082.1 

52 

25.7 

126 

54.3 

45 

6,7 

4,3 

7,6 

40 

0.87 

AID  (10) 

3011.0 

14 

9234.3 

16 

-92.7 

NM 

117.9 

-36 

NM 

2,3 

6,5 

57 

0.70 

iREEN  (4) 

3841.0 

16 

11822.0 

15 

152.0 

43 

450.0 

25 

4,0 

3.2 

19.9 

45 

1.07 

>RUGS  &  RESEARCH 

UP  COMPOSITE 

31108.3 

11 

91175.2 

11 

5694.4 

19 

17025.3 

38 

18.3 

17.2 

34.4 

39 

2.17 

in  LABORATORIES 

3035.8 

6 

9147,4 

4 

531.7 

13 

1 706  9 

12 

17,5 

16  5 

42,8 

32 

1,47 

RGAN 

329.4 

13 

939.6 

12 

-31.4 

NM 

-118.8 

NM 

NM 

15.0 

-11,1 

NM 

-1.14 

?ICAN  HOME  PRODUCTS 

3224.1 

-7 

10232.5 

-3 

619.0 

42 

2124.7 

44 

19,2 

12.5 

29,1 

24 

2.03 

EN 

700.9 

17 

1963.2 

9 

221.0 

164 

624.6 

34 

31,5 

14.0 

34,3 

26 

3.04 

rOL-MYERS  SQUIBB 

4523.0 

9 

13399.0 

9 

966.0 

13 

2728.0 

14 

21,4 

20,6 

48,7 

32 

3,45 

(ELI) 

2573.2 

19 

7183.0 

18 

518.2 

13 

1537.8 

NM 

20,1 

21,2 

42,9 

46 

1  77 

:Kt 

6838.3 

15 

19367.5 

11 

1367.0 

14 

3847.5 

14 

20,0 

20,2 

37,3 

33 

4.15 

:r 

3330.0 

21 

9678.0 

21 

515.0 

-12 

1644.0 

4 

15.5 

21,2 

28.8 

64 

1.58 

tMACIA  &  UPJOHN 

1707.0 

8 

5010.0 

0 

219.0 

177 

554.0 

23 

12.8 

5,0 

7.9 

67 

0.79 

;ring-plough 

1986.0 

16 

6018.0 

20 

432.0 

23 

1337.0 

21 

21.8 

20,6 

49.4 

46 

2.26 

ia-aldrich 

300.4 

5 

901.2 

7 

41.4 

-1 

126.7 

2 

13.8 

14,6 

14.9 

19 

1.66 

NER-LAMBERT 

2560.2 

21 

7335.8 

25 

295.5 

49 

912.9 

44 

11.5 

9.4 

36.2 

58 

1.36 
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COMPANY 


SALES 


PROFITS 


IVIARGINS 


RETURN  ON 


3RD 

CHANGE 

9 

CHANGE 

3RD 

CHANGE 

9 

CHANGE 

3RD 

3RD 

UUIVIIVIUIN 

EQUITY 

PRICE- 

m  1  flDTTD 

UUAKttK 

FROM 

MUNm5 

,  FROM 

UUAKILK 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

SMIL. 

% 

SMIL. 

% 

SMIL. 

% 

SMIL. 

% 

% 

% 

9-30 

10-30 

(C)  HEALTH-CARE  SERVICES 

GROUP  COMPOSITE 

27194.1 

19 

80593.2 

20 

874.0 

33 

1766.5 

-24 

3.2 

2.9 

0.8 

NM 

BEVERLY  ENTERPRISES 

697.9 

-13 

2107.8 

-14 

21.3 

-21 

'  60.9 

-8 

3.1 

3.4 

6.2 

14 

COLUMBIA/HCA  HEALTHCARE 

4579.0 

-1 

14261.0 

-1 

163.0 

79 

555.0 

-40 

3.6 

2.0 

-2.6 

NM 

COVENTRY  HEALTH  CARE 

593.3 

93 

1507.3 

66 

5.1 

91 

-18.0 

NM 

0.9 

0.9 

-3.4 

NM 

EXPRESS  SCRIPTS 

807.3 

152 

1986.1 

125 

11.3 

31 

30.8 

26 

1.4 

2.7 

16.8 

41 

HEALTH  MANAGEMENT  ASSOCIATES  (3) 

299.2 

32 

904.2 

30 

32.9 

29 

112.0 

27 

11.0 

11.3 

18.2 

33 

HEALTHSOUTH 

1024.3 

41 

2824.5 

35 

102.4 

21 

329.2 

46 

10,0 

11.5 

12.3 

11 

HUMANA 

2421.0 

25 

7170.0 

29 

-30.0 

NM 

72.0 

-42 

NM 

2.3 

7.3 

25 

INTEGRATED  HEALTH  SERVICES 

752.4** 

118 

2250.4 

123 

42.8 

105 

126.1 

154 

5,7 

5.1 

4.2 

48 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS     398  3 

6 

1157.4 

0 

11.4 

111 

33.5 

184 

2,9 

1.4 

NM 

NM 

OXFORD  HEALTH  PLANS 

1171.5** 

10 

3593.1 

15 

-35.9 

NM 

-588.8 

NM 

NM 

NM 

NM 

NM 

PACIFICARE  HEALTH  SYSTEMS 

2430.1 

0 

7257.5 

9 

53.2 

73 

143.4 

55 

2.2 

1.3 

1.0 

NM 

PHYCOR 

408.5 

44 

1102.6 

37 

-50.8 

NM 

-43.0 

NM 

NM 

5.3 

-9.5 

NM 

QUEST  DIAGNOSTICS 

360.7 

-3 

1095.3 

-6 

6.1 

103 

21.5 

42 

1,7 

0.8 

-2.8 

NM 

QUORUM  HEALTH  GROUP  (6) 

389.4 

-1 

1160.0 

1 

25.5 

19 

66.4 

-2 

6,5 

5.4 

14.6 

12 

SUN  HEALTHCARE  GROUP 

826.7 

49 

2463.7 

60 

11.5 

208 

-34.0 

NM 

1,4 

0.7 

-5.5 

NM 

TENET  HEALTHCARE  (7) 

2553.0 

10 

7688.0 

11 

137.0 

18 

261.0 

NM 

5,4 

5,0 

10.9 

22 

TOTAL  RENAL  CARE  HOLDINGS 

318.6 

61 

865.7 

62 

29.1 

99 

-4.1 

NM 

9,1 

7.4 

1.5 

NM 

UNITED  HEALTHCARE 

4360.0** 

47 

12710.0 

45 

135.0 

16 

298,0 

-13 

3.1 

3.9 

-5.0 

NM 

UNIVERSAL  HEALTH  SERVICES 

456.1** 

26 

1393,8 

33 

13.4 

-3 

59,5 

14 

2.9 

3.8 

12.0 

23 

VENCOR 

718.1 

-15 

2320.1 

1 

37.6 

2 

33.0 

-69 

5.2 

4.4 

6.9 

5 

WELLPOINT  HEALTH  NETWORKS 

1628.7** 

11 

4774.8 

16 

152.2 

174 

252.2 

64 

9.3 

3.8 

25.3 

16 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE 

10705.4 

7 

32116.3 

6 

909.4 

8 

3644.9 

17 

8.5 

8.4 

21.5 

39 

BARD  (C.R.) 

298.5 

0 

895,4 

-1 

23.5 

NM 

88,6 

83 

7.9 

NM 

19.1 

22 

BAUSCH  &  LOMB 

575.6 

23 

1763.7 

22 

36.5 

97 

42.6 

1 

6.3 

4.0 

5.9 

46 

BAXTER  INTERNATIONAL 

1549.0 

10 

4763,0 

5 

-124.0 

NM 

103,0 

-13 

NM 

10.5 

9.9 

50 

GUIDANT 

445.4 

57 

1403.5 

69 

-177.0 

NM 

-43,0 

NM 

NM 

14.2 

3.4 

NM 

JOHNSON  &  JOHNSON 

5724.0 

2 

17290.0 

2 

961.0 

12 

2976,0 

11 

15.8 

15.3 

27.1 

31 

MALLINCKROOT  (6) 

591.2 

30 

1665.7 

10 

32.4 

NM 

146,4 

NM 

5.5 

NM 

6.3 

37 

MEDTRONIC  (8) 

653.2** 

1 

1969.7 

4 

150.4 

3 

317,7 

-24 

23. C 

22.7 

22.3 

66 

OWENS  &  MINOR 

768.4 

-2 

2355,3 

2 

6.6 

2 

13  5 

-22 

0,9 

0.8 

11.2 

29 

13    H6uSING  &  REAL  ES17 

INDUSTRY  COMPOSITE 

23063.2 

19 

63936.3 

18 

1526.1 

37 

3686.8 

17 

6.6 

5.7 

17.0 

15 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE 

13228.7 

9 

37541.8 

10 

1271.1 

55 

2831.9 

28 

9.6 

6.8 

23.3 

15 

AMERICAN  STANDARD 

1728.0 

14 

5016.0 

12 

36.0 

NM 

150,0 

103 

2,1 

NM 

NM 

12 

HUSSMANN  INTERNATIONAL 

333.2 

14 

872.0 

14 

20.3 

NM 

40.1 

NM 

5.1 

NM 

22.2 

21 

JOHNS  MANVILLE 

488.2 

11 

1322.8 

6 

50  7 

30 

141.7 

37 

10.4 

8.9 

23.3 

13 

LAFARGE 

810.2 

32 

1819.8 

37 

123.7 

28 

169.0 

38 

15.3 

15.8 

17.8 

11 

MARTIN  MARIEHA  MATERIALS 

312.4 

15 

776.7 

17 

45.9 

27 

84.9 

12 

14.7 

13.4 

16.8 

21 

MASCO 

1122.0 

12 

3246.0 

17 

125.9 

24 

353.5 

28 

11.2 

10.2 

17.6 

21 

OWENS  CORNING 

1324.0 

7 

3747.0 

20 

135.0 

129 

202.0 

23 

10.2 

4.8 

NM 

20 

PPG  INDUSTRIES 

1804.0 

0 

5721.0 

3 

248.0 

45 

639.0 

15 

13.7 

9.4 

27.3 

13 

RPM  (7) 

448.1 

8 

1250.6 

12 

31.2 

11 

69.4 

8 

7.0 

6.8 

12.2 

19 

SHERWIN-WILLIAMS 

1341.4 

0 

3823.4 

1 

100.7 

2 

225.4 

5 

7.5 

7,4 

16.3 

16 

SOUTHDOWN 

341.4** 

8 

884.0 

8 

73.1 

26 

65.7 

-43 

21.4 

18,3 

12.4 

20 

TECUMSEH  PRODUCTS 

397.1 

2 

1357,4 

1 

19.2 

-12 

78.0 

-8 

4.8 

5,6 

9.2 

12 

USG 

814.0 

8 

2324.0 

8 

91.0 

168 

240.0 

216 

11.2 

4,5 

91.2 

8 

VALSPAR  (2) 

327.7 

16 

845.5 

17 

22.2 

8 

51.1 

12 

6.8 

7,3 

21.3 

17 

VULCAN  MATERIALS 

509.5 

7 

1334.3 

6 

89.9 

23 

196.5 

24 

17,7 

15,3 

22.3 

16 

WATSCO 

317.0 

67 

760.6 

69 

10.8 

58 

21.4 

44 

3.4 

3.6 

9.2 

19 

YORK  INTERNATIONAL 

810.4 

8 

2440.8 

0 

47.3 

99 

104.2 

29 

5.8 

3.2 

10.0 

22 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE 

9834.5 

35 

26394.5 

31 

255.0 

-13 

854.9 

-8 

2.6 

4.0 

9.3 

16 

CENTEX  (9) 

1243.1" 

25 

3492.9 

25 

56.6 

55 

148,7 

61 

4.6 

3  7 

18.0 

11 

CHAMPION  ENTERPRISES 

614.9 

40 

1660.5 

33 

28.1 

40 

71,6 

38 

4.6 

4,6 

23.8 

11 

CLAYTON  HOMES  (6) 

314.7 

20 

928.7 

14 

33.2 

12 

110,1 

14 

10.5 

11.3 

16.0 

13 

FLEETWOOD  ENTERPRISES  (8) 

840.2 

15 

2393.2 

14 

30.2 

-2 

79.7 

21 

3.6 

4.2 

25.7 

11 

KAUFMAN  &  BROAD  HOME  (1) 

659.0 

40 

1622.7 

32 

28.1 

85 

53.4 

75 

4.3 

3.2 

19.0 

14 

LENNAR  (1) 

620.9 

87 

1593.8 

90 

35.1 

76 

76.9 

81 

5.6 

6.0 

13.1 

13 

M.D.C.  HOLDINGS 

331.5 

24 

878.4 

26 

14.3 

95 

34.8 

117 

4.3 

2.7 

17.1 

9 

NVR 

456.0** 

40 

1 157,3 

34 

24.8 

175 

51.1 

115 

5.4 

2.8 

33.2 

8 

OAKWOOD  HOMES  (3) 

522.5 

49 

1266.6 

49 

24.9 

-6 

37.6 

-44 

4.8 

7.5 

10.6 

13 

PULTE 

759.3** 

13 

1959.6 

17 

28.5 

53 

63.0 

94 

3.7 

2.8 

9.1 

14 

RYLAND  GROUP 

462.2 

10 

1224.4 

6 

12.5 

86 

26.0 

111 

2.7 

1.6 

10.8 

11 
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CONSIDERING  HOW  WELL  WE  HANDLE  EVERYTHING 
UNDER  THE  ROAD,  IT'S  NO  WONDER  OUR 
NEW  4x4  PERFORMS  SO  WELL  ON  THE  ROAD. 


m 

 :  .  

ASPH 

Introducing  the  all-new  1999  Jeep  Grand 
"okee.  A  remarkable  new  vehicle  with  all  the 
tdible  off-road  capability  you  expect  from  the 
;r  in  4x4s,  plus  the  added  benefit  of  a  smoother, 
er,  more  responsive  on-road  ride. 
An  enhanced  Quadra-Coil™  suspension  and 
lU-new  steering  system  enable  Jeep  Grand 
rokee  to  handle  the  twists,  turns,  and  obstacles 
aved  roads  as  effortlessly  as  it  maneuvers 
y  mountains,  deep  canyons,  and  treacherous 


gulleys.  A  stiffer  UniFrame  construction  reduces 
vehicle  noise  and  vibrations  while  also  creating  a 
firmer,  more  precise  ride  on  all  types  of  surfaces. 

To  learn  more,  please  visit  www.jeep.com  or 
call  1-800-925-JEEP.  And  discover  that  whats  on 
the  road  is  now  just  as  exciting  as  what's  under  it. 

Jeep 

THERE'S  Only  One 


THE     ALL-NEW     )EEP    GRAND  CHEROKEE 

HE  MOST  CAPABLE  SPORT   UTILITY  EVER* 


*Based  on  AMCl  overall  on-  and  off-road  performance  tests  using  Grand  Clierokee  with  available  Quadra-Drive'"  and  V8  enguie 

Jeep  is  a  registered  trademark  of  Chrysler  Corporation 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 


3RD 

CHANGE 

9 

CHANGE 

3RD 

CHANGE 

9 

CHANGE 

3RD 

3RD 

Lumiviun 
EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

nilARTFR 

FROM 

iviui'i  1  no 

FROM 

UUHrx  1  tin 

1 L  m\j\\  1  no 

tHniillnljo  [ 

1998 

1997 

1998  < 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

$  MIL 

% 

$  MIL, 

% 

$  MIL 

% 

$MIL 

% 

9-30 

10-30 

'  STARWOOD  HOTELS  &  RESORTS  TRUST 

22^6.0 

57 

6296.0 

47 

-101.0 

NM 

-3.0 

NM 

NM 

2^9 

NM 

NA 

TOLL  BROTHERS  (2) 

342.1" 

41 

836.5 

28 

25.7 

55 

58.0 

34 

7.5 

6.8 

16.5 

11 

U.S.  HOME 

382  0'  ' 

13 

1084  0 

9 

14.1 

8 

.  47,1 

38 

3  7 

3,9 

12  0 

7 

EH                     _  i 

INDUSTRY  COMPOSITE 

35640.1 

7 

97942.1 

6 

2715.5 

17 

7087.5 

29 

7.6 

7.0 

11.8 

32 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

9041.1 

4 

26121.7 

10 

773.5 

12 

2606.3 

48 

8.6 

7.9 

25.2 

32 

ADVANTICA  RESTAURANT  GROUP 

461.7 

0 

1331.4 

NA 

-36.5 

NM 

602,9 

NA 

NM 

NM 

NM 

NA 

BRINKER  INTERNATIONAL  (6) 

432.1 

15 

1256.1 

15 

20.8 

26 

60,0 

22 

4.8 

4,4 

12.4 

22 

CKE  RESTAURANTS  (11) 

474.8 

96 

1327.8 

105 

22.6 

114 

57,9 

112 

4,8 

4.4 

12,9 

18 

CRACKER  BARREL  OLD  COUNTRY  STORE  (5)  365.2 

13 

1004.3 

16 

35.4 

13 

80,4 

19 

9,7 

9.7 

13.0 

16 

GARDEN  RESTAURANTS  (7) 

885.1 

9 

2618.5 

8 

35.2 

44 

105.0 

NM 

4.0 

3.0 

11.1 

23 

HOST  MARRIOn  SERVICES 

362.2 

6 

962.1 

7 

18.5 

-2 

20.8 

6 

5.1 

5.5 

NM 

IS 

MCDONALD'S 

3215.0 

7 

9200.7 

9 

482.2 

7 

1201.6 

-2 

15.0 

14.9 

18.2 

29 

OUTBACK  STEAKHOUSE 

341.8 

18 

1008.1 

19 

24.4 

20 

71.3 

26 

7.1 

7.0 

15.4 

23 

TRICON  GLOBAL  RESTAURANTS 

2017,0 

-12 

5942.0 

-14 

128.0 

62 

294.0 

17 

6.3 

3.4 

NM 

NM 

WENDY'S  INTERNATIONAL 

485.2 

-8 

1470.7 

-4 

42.9 

-19 

112.4 

-17 

8.8 

10.1 

9.7 

26 

(B)  ENTERTAINMENT 

GROUP  COMPOSITE 

11514.1 

13 

30353.3 

6 

527.9 

2 

1113.0 

-9 

4.6 

5.1 

7.2 

33 

CIRCUS  CIRCUS  ENTERPRISES  (1 1)t 

364.5 

15 

1004.4 

9 

25.3 

3 

47.6 

-38 

6.9 

7.7 

6.4 

14 

DISNEY  (WALT)  (3) 

6147.0 

11 

16637.0 

3 

296,0 

-28 

1095.0 

-10 

4.8 

7.4 

9.6 

30 

HARRAH'S  ENTERTAINMENT 

586.2 

34 

1479.3 

21 

44.2 

-16 

106.1 

11 

7.5 

12.1 

15.1 

12 

TRUMP  HOTELS  &  CASINO  RESORTS 

397.3 

6 

1057.9 

-3 

5.3 

75 

-23.3 

NM 

1.3 

0.8 

-17.2 

NM 

VIACOM 

4019.1 

14 

10174.6 

11 

157.1 

482 

-112.4 

NM 

3.9 

0.8 

3.5 

52 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

3596.0 

6 

11136.0 

10 

165.0 

-2 

538.0 

12 

4.6 

5.0 

10.4 

20 

HILTON  HOTELS 

1333.0 

1 

4142.0 

4 

79.0 

-16 

262.0 

3 

5.9 

7,2 

7  3 

21 

MARRIOn  INTERNATIONAL 

2263.0 

9 

6994.0 

13 

86.0 

16 

276.0 

22 

3.8 

3.6 

14.5 

19 

(D)  OTHER  LEISURE 

GROUP  COMPOSITE 

11488.9 

3 

30331.1 

1 

1249.1 

31 

2830.3 

39 

10.9 

8.5 

12.9 

34 

AMERICAN  GREETINGS  (10) 

479,7 

-1 

1567.0 

0 

13.9 

-47 

102,4 

-7 

2.9 

5.4 

13.7 

16 

BRUNSWICK 

956.5 

9 

2973.7 

9 

4.1 

NM 

146.4 

24 

0.4 

NM 

12.6 

11 

CARNIVAL  (1) 

1061.5 

32 

2280.7 

19 

344.8 

16 

615,3 

20 

32.5 

37.0 

20.3 

25 

EASTMAN  KODAK 

3391.0 

-10 

9843.0 

-9 

398.0 

72 

1118.0 

49 

11.7 

6.1 

10.5 

69 

HARLEY-DAVIOSON 

520.8** 

16 

1513.4 

14 

52.4 

27 

152.5 

17 

10.1 

9.2 

20.2 

31 

HASBRO 

945.5 

3 

2000.4 

-3 

61.3 

-21 

74.6 

-36 

6.5 

8.5 

5.3 

51 

IMATION 

520  8 

-2 

1557.3 

-5 

13.4 

NM 

20.2 

NM 

2.6 

NM 

-19.8 

NM 

MAHEL 

1672.1 

8 

3238.8 

1 

199.7 

-11 

272.7 

188 

11.9 

14.4 

25.5 

23 

MUSICLAND  STORES 

387.4 

4 

1147.0 

5 

-3.8 

NM 

-12.0 

NM 

NM 

NM 

460.1 

8 

POLARIS  INDUSTRIES 

359.9 

23 

844.6 

10 

-14.5 

NM 

8.3 

-82 

NM 

7.4 

15.4 

34 

POLAROID 

448  8 

-13 

1304.1 

-15 

29,8 

16 

24  6 

-68 

6  6 

5,0 

-38.6 

NM 

ROYAL  CARIBBEAN  CRUISES 

/,1,3  M 

?n61  1 

46 

1  r,0  11 

^8 

107 

?\\  1 

\2A 

14,9 

16 

EOi  1 

INDUSTRY  COMPOSITE 

54821.1 

11 

162423.4 

13 

2720.4 

-23 

8308.4 

-6 

5.0 

7.2 

16.1 

22 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

18569.8 

10 

54448.5 

9 

1004.5 

-42 

3525.3 

-11 

5.4 

10.3 

18.0 

22  f 

AEROQUIP-VICKERS 

509.0 

3 

1630.3 

3 

23,9 

-21 

92.9 

34 

4.7 

6.1 

21.5 

CARLISLE 

378.0 

20 

1136.7 

21 

22.3 

14 

65.8 

22 

5.9 

6.2 

22.0 

14  \ 

COLTEC  INDUSTRIES 

360  4 

11 

1129.6 

18 

27,4 

17 

92.3 

34 

7.6 

7.2 

NM 

10  I 

CORNING 

918.3** 

2 

2590.1 

-2 

104.4 

-2 

223.2 

-30 

11.4 

11.9 

22.3 

25  \ 

CRANE 

595,4 

11 

1685.7 

1 1 

36.8 

17 

103  2 

24 

6.2 

5.9 

21.8 

15  I 

EXIDE  (9) 

601,1 

9 

1684.3 

8 

2.3 

-72 

-8.8 

NM 

0.4 

1.5 

5.0 

13  ? 

FOAMEX  INTERNATIONAL 

332,7 

43 

945.0 

35 

9.6 

48 

26.3 

9 

2.9 

2.8 

NM 

52  3 

FORTUNE  BRANDS 

1192,8 

10 

3523.0 

9 

56.8 

103 

197.7 

194 

4.8 

2.6 

4.2 

34  3 

HARSCO 

445,7 

9 

1303.0 

6 

25.9 

-6 

83  4 

18 

5.8 

6.8 

15.2 

14  I 

HILLENBRAND  INDUSTRIES  (1) 

483.0 

13 

1470.0 

13 

42.0 

20 

130.0 

17 

8.7 

8.2 

19.3 

23  I 

ILLINOIS  TOOL  WORKS 

1377,2 

5 

4138.7 

7 

163.9 

10 

488,5 

14 

11.9 

11.3 

20.5 

25  2 

JOHNSON  CONTROLS  (3) 

3333.7 

21 

9530.5 

14 

136.0 

46 

272.4 

64 

4.1 

3.4 

19.7 

15  a 

MINNESOTA  MINING  &  MFG. 

3766.0 

-2 

11236.0 

-1 

178.0 

-81 

964,0 

-45 

4.7 

24.2 

22.6 

25  3 

NEWELL 

957.1 

3 

2650.3 

11 

99.2 

14 

336.8 

67 

10.4 

9.4 

23.5 

17  2 

PARKER  HANNIFIN  (6) 

1218.7 

13 

3653.6 

13 

78.1 

0 

251.8 

1 

6.4 

7.2 

18.6 

12  2 

RUBBERMAID 

628.6 

8 

1936.8 

6 

17.5 

-42 

79.1 

-29 

2.8 

5.2 

10.5 

45  3 

SEALED  AIR 

684,3 

48 

1785.3 

32 

-54.1 

NM 

8.5 

-92 

NM 

7  8 

NM 

NA 

TELEFLEX 

343.0 

22 

1051.7 

27 

16.2 

17 

57.3 

17 

4.7 

4.9 

15.7 

19  : 

TOWER  AUTOMOTIVE 

444,9 

27 

1367.9 

71 

18.3 

54 

60.8 

92 

4.1 

3.4 

13.4 

15 
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introducing  insurance  and  investments  from  a 
lame  you  can  trust.  GE. 

""or  eveiy  step  you  take  in  life,  yoii  can  tinst  CiE  to  help.  0\ei  five 
nillion  people  already  turn  to  the  CiE  Financial  Assurance  family 
)f  companies  for  mutual  funds,  life  insurance,  annuities,  long  tenii 
are  insurance,  supplemental  health  insurance  and  <uito  insurance. 
»owhen  you  think  of  insurance  and  invesmienLs,  think  of  GE. 

/isit  us  at  www.ge.com/financial. 

We  bring  good  things  to  life. 

I IFE  INSURANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 

isurance  and  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokerage 
orp„  Member  NASD/SIPC,  and  available  through  select  broker  dealers.  Capital  Brokerage  Corp.  does  business  as  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  andTX. 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


KETURNON 


3RD 

nilADTCD 

UUAn 1  tn 
1998 
$MIL 

CHANGE 
FROM 
1997 
% 

9 

MUNI  no 
1998 
{MIL 

CHANGE 
FROM 
'  1997 
% 

3RD 
UUAK  t  lK 
1998 
$MIL 

CHANGE 
FROM 
1997 
% 

9 

MONTHS 
1998 
$MIL 

CHANGE 
FROM 
1997 
% 

3RD 
QUARTER 
1998 
% 

3RD 
QUARTER 
1997 
% 

bUmlVlUli 

EQUITY 
12  MONTHS 
ENDING 
9-30 

PRICE-  » 
EARNINGS  E 
RATIO 
10-30 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

4699.5 

6 

14057.5 

11 

120.5 

-26 

-398.2 

NM 

2.6 

3.7 

-2.5 

NM 

BLACK  &  DECKER 

1107.7 

-10 

3285.7 

-A 

66,6 

14 

-S46.4 

NM 

6.0 

4.8 

NM 

NM 

DANAHER 

724.8 

16 

2107.5 

16 

28.5 

-42 

124.9 

-1 

3.9 

7.9 

12.1 

32 

KENNAMETAL  (6) 

480.9 

55 

1478.5 

61 

7,4 

-58 

51.5 

-14 

1.5 

5.6 

8.3 

10 

MILACRON 

352.1 

-18 

1079.1 

1 

18.5 

-9 

51.8 

9 

5.3 

4.7 

17.4 

9 

NACCO  INDUSTRIES 

583.7 

5 

1797.2 

14 

20.4 

41 

70.8 

120 

3.5 

2.6 

21.3 

7 

SNAP-ON 

441.9" 

8 

1343.4 

9 

-74.0 

NM 

-17.4 

NM 

NM 

8.7 

3.2 

93 

STANLEY  WORKS 

689.6 

6 

2053.3 

4 

33.4 

NM 

112.0 

NM 

4.8 

NM 

21.1 

20 

TEREX 

318.7 

49 

912.8 

47 

19.7 

126 

54.7 

169 

6.2 

4.1 

132.5 

8 

(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

27117.7 

13 

80800.2 

17 

1408.7 

-8 

4803.2 

17 

5.2 

6.3 

17.3 

18 

AGCO 

665.7 

-12 

2183.3 

-7 

17,8 

-60 

82.9 

-31 

2.7 

5.8 

13.1 

4 

APPLIED  MATERIALS  (2) 

884.5 

-16 

3368.5 

21 

47.5 

-75 

417.6 

31 

5.4 

17  7 

18.3 

22 

APPLIED  POWER  (4) 

372.0 

51 

1022.0 

37 

-31.3 

NM 

14.5 

-70 

NM 

6.5 

7.8 

42 

CASE 

1534.0" 

6 

4649.0 

9 

63.0 

-19 

258.0 

-8 

4.1 

5.4 

15.5 

5 

CATERPILLAR 

5173.0 

12 

15571.0 

13 

336.0 

-13 

1212.0 

0 

6.5 

8.4 

32.4 

10 

CUMMINS  ENGINE  * 

1525.0 

12 

4660.0 

15 

-85.0 

NM 

-25.0 

NM 

NM 

4.0 

2.7 

34 

DEERE (2) 

3693.4" 

8 

10609.1 

13 

290.8 

15 

859.3 

15 

7.9 

7.4 

25.7 

8 

DOVER 

1231.2 

6 

3614.9 

9 

94.0 

-8 

284.0 

-7 

7.6 

8.7 

20.0 

18 

FMC 

1110.7 

5 

3262.5 

2 

55.4 

1 

149.8 

9 

5.0 

5.2 

-1.5 

NM 

HARNISCHFEGER  INDUSTRIES  (2) 

503.6 

-29 

1550.1 

-24 

-38.6 

NM 

-136.4 

NM 

NM 

4.2 

-13.6 

NM 

INGERSOLL-RAND 

2020.0 

19 

6209.1 

20 

119,4 

23 

359.4 

25 

5.9 

5.7 

18.3 

18 

in  INDUSTRIES 

1039.1 

-3 

3232.5 

8 

26.9 

NM 

65.1 

NM 

2.6 

NM 

25.8 

31 

McDERMOn  INTERNATIONAL  (9) 

780.0 

-15 

2524.6 

-2 

51,6 

35 

189.9 

NM 

6.6 

4.1 

29.4 

8 

PENTAIR 

476.8 

-1 

1413.5 

7 

25.8 

16 

73.9 

19 

5.4 

4.6 

16.1 

16 

STEWART  &  STEVENSON  SERVICES  (11) 

323.5 

30 

952.8 

26 

8,4 

32 

-12.1 

NM 

2.6 

2.6 

-2.1 

NM 

TIMKEN 

616.8 

-2 

2026.0 

4 

13.6 

-64 

101.4 

-18 

2.2 

6.0 

14.0 

8 

TYCO  INTERNATIONAL  (3) 

3536.8 

91 

9623.8 

88 

339.9 

146 

936.3 

179 

9.6 

7.5 

20.5 

31 

U.S.  FILTER  (9) 

1225.9 

31 

3233.2 

35 

60.2 

79 

-57.7 

NM 

4.9 

3.6 

-29.6 

NM 

UNOVA 

405.7 

12 

1084.3 

-1 

13.3 

13 

30.3 

NM 

3.3 

3.2 

3.8 

32 

(D)  TEXTILES 

GROUP  COMPOSITE 

4434.0 

7 

13117.2 

8 

186.8 

58 

378.0 

3 

4.2 

2.9 

15.2 

20 

BURLINGTON  INDUSTRIES  (3) 

499.7 

-5 

1528,7 

-5 

16,7 

14 

67.2 

36 

3.3 

2.8 

11.5 

7 

COLLINS  &  AIKMAN 

377.9 

3 

1319.4 

10 

-8.4 

NM 

-0.2 

NM 

NM 

NM 

NM 

53 

INTERFACE 

328.3 

10 

964.1 

17 

14.4 

37 

36.3 

46 

4.4 

3.5 

11.5 

13 

MOHAWK  INDUSTRIES 

576.3 

15 

1582.5 

14 

32.5 

55 

77.8 

60 

5.6 

4.2 

19.9 

16 

PILLOWTEX 

419.8 

176 

1118.2 

202 

15.0 

113 

27.7 

162 

3.6 

4.6 

10.6 

23 

SHAW  INDUSTRIES 

851.6 

-8 

2589.8 

-2 

39.6 

56 

-6.1 

NM 

4.7 

2.7 

-8.4 

NM 

SPRINGS  INDUSTRIES 

5783 

0 

1672.1 

1 

21.8 

-20 

24.2 

-55 

3.8 

4.7 

5.5 

18 

UNIFI  (6) 

328.8 

0 

1033.5 

-14 

21.0 

-24 

89.4 

-1 

6.4 

8.3 

18.8 

9 

WESTPOINT  STEVENS 

473.2 

3 

1308.9 

8 

34.1 

29 

61.6 

33 

7.2 

5.8 

NM 

20 

INDUSTRY  COMPOSITE 


20278.3 


61420.6 


-3     1033.8      -13  2737.1 


-20 


5.1 


5.6 


10.8 


14 


(A)  ALUMINUM 


GROUP  COMPOSITE 

6647.3 

3 

19365.8 

2 

488.5 

53 

883.5 

6 

7.3 

5.0 

16.4 

17 

ALUMINUM  CO.  OF  AMERICA 

4108,9 

22 

11141.0 

11 

217.7 

-5 

634.7 

7 

5.3 

5,8 

19.6 

16 

KAISER  ALUMINUM 

541.6 

-15 

1753.4 

-1 

10.8 

-38 

39.5 

17 

2.0 

2.8 

34.0 

9 

MAXXAM 

628.8 

-13 

1992.4 

-3 

-2.0 

NM 

12.3 

-76 

NM 

2.5 

242.3 

16 

REYNOLDS  METALS 

1368.0** 

-20 

4479.0 

-13 

262.0 

376 

197.0 

29 

19.2 

3.2 

8.0 

24 

(B)  STEEL 


GROUP  COMPOSITE 

8555.3 

-5 

26421.8 

-1 

319.2 

-22 

1105.3 

-13 

3.7 

4.5 

13.7 

9 

AK  STEEL  HOLDING 

557,0 

-7 

1757.2 

-3 

9,3 

-75 

711 

-36 

1,7 

6.2 

12-5 

9 

ARMCO 

415.4 

-10 

1313.2 

-6 

30.7 

3 

82.1 

38 

7.4 

6.4 

NM 

7 

BETHLEHEM  STEEL 

1143.1 

3 

3465.3 

-1 

37.1 

-9 

143.3 

-40 

3  2 

3.6 

9.7 

8 

COMMERCIAL  METALS  (4) 

642.8" 

5 

1817.1 

5 

14.9 

17 

34.7 

18 

2.3 

2.1 

11.2 

9 

LTV 

1064.0 

-6 

3284.0 

0 

11.0 

NM 

34.0 

NM 

1.0 

NM 

4.2 

9 

NATIONAL  STEEL 

706.4 

-10 

2162.7 

-9 

32.5 

-59 

64.9 

-62 

4.6 

10.0 

12.5 

3 

NUCOR 

1011.0 

-8 

3278.2 

4 

65.1 

-19 

202.5 

-7 

6.4 

7.3 

14.0 

14 

TEXAS  INDUSTRIES  (7) 

301.5" 

1 

929.8 

16 

27.3 

10 

81.3 

30 

9.0 

8.3 

18.1 

6 

USX-U.S.  STEEL  GROUP 

1497.0 

-14 

4926.0 

-3 

65.0 

-44 

288.0 

-4 

4.3 

6.7 

21.7 

5 

WALTER  INDUSTRIES  (7) 

493.1 

23 

1482.9 

30 

9.0 

-36 

41.2 

23 

1.8 

3.5 

15.2 

14 

WEIRTON  STEEL 

314.7 

-12 

992.4 

-7 

-0.5 

NM 

6.9 

NM 

NM 

1.2 

7.6 

8 

WORTHINGTON  INDUSTRIES  (7) 

409.3 

6 

1013.0 

-28 

17.7 

-16 

55.3 

-21 

4.3 

5.4 

10.7 

17 

(C)  OTHER  METALS 

GROUP  COMPOSITE 

5075.7 

-12 

15633.0 

-11 

226.1 

-52 

748.3 

^4 

4.5 

8.1 

5.7 

22 

ASARCO 

545.6 

-17 

1781.3 

-16 

-15.6 

NM 

-61.9 

NM 

NM 

6.9 

-3.6 

NM 

CYPRUS  AMAX  MINERALS 

585.0 

-32 

1936.0 

-25 

19.0 

-57 

-13.0 

NM 

3.2 

5.1 

-5.8 

NM 

18G  Rlj?;iNF?;<^  WFFK  /  NOVFMRFR  23    1 QQR 


y  uumiwge  or  we  mosi  aavancea  imemet  recnnmgies  avaiiaoie  means  you  can  do  business  in  a  whole  new  way.  A  better  way  You  can  utilize  the  world's  highest 
itynetworl(,  secure  in  the  knowledge  that  your  conneaions  will  be  up  100%  of  the  time.  Guaranteed*  You  can  grow  your  business  without  worrying  about  growing 
from  your  network.  And  you  can  use  innovative  new  products  to  simultaneously  multicast  to  hundreds  of  thousands  of  users,  send  or  receive  faxes  from  your  PC,  or  securely 
'ct  your  hotel  room  to  the  boardroom  from  halfway  around  the  world  In  short,  working  with  UUf^El^'tfie  world's  most 
of/Ve  Internet  communications  company  means  doing  business  better,  faster  and  more  efficiently  So  call  1 888  886  3826, 
it  www.info.uu.net/communicate  for  more  information.  And  discover  how  we're  helping  unite  the  world  of  business. 
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CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


3RD 

UUnKltn 

1998 
SMIL 

CHANGE 
FROM 
1997 
% 

9 

1998 
SMIL 

CHANGE 
FROM 
1997 
% 

3R0 

1998 
SMIL 

CHANGE 
FROM 
1997 
% 

9 

1998 
SMIL, 

CHANGE 
rrtuivi 
1997 

% 

3R0 

UUnKICK 

1998 

% 

3RD 

ni  IAD1TD 
UUAKltK 

1997 

% 

EQUITY 
11  MUNI  no 
ENDING 
9-30 

PRICE- 
tAKNINuo 
RATIO 
10-30 

ENGELHARD 

1039.5** 

24 

3084.6 

18 

16 

139.0 

15 

4,6 

8.0 

47 

ESSEX  INTERNATIONAL 

387.3 

-13 

1142.3 

-13 

;:, 

-24 

56.2 

-13 

5.0 

25.2 

12 

FREEPORT-McMORAN  COPPER  &  GOLD 

442.1 

-10 

1272.1 

-19 

32.6 

-28 

103.0 

-48 

7,4 

9.3 

NM 

19 

GENERAL  CABLE 

304.5 

-1 

889.8 

5 

22.1 

28 

53.7 

42 

7,3 

5.7 

45.3 

11 

NEWMONT  GOLD 

349.9 

-9 

1101.9 

-5 

7.4 

-84 

67.6 

113 

2.1 

12.0 

6.2 

NA 

NEWMONT  MINING 

349.9 

-9 

1101.9 

-5 

6.9 

-84 

63.4 

113 

2.0 

11.2 

6.2 

33 

PHELPS  DODGE 

764.0 

-21 

2356.7 

-23 

28.6 

-73 

232.7 

-38 

3.7 

10.8 

10.1 

13 

USEC  (6) 

307  9 

-30 

966,4 

-13 

63.1 

107,7 

-34 

20,5 

13,6 

6,2 

10 

d 

INDUSTRY  COMPOSITE 

137683.7 

8 

410971.5 

12 

10388.8 

-6 

33390.9 

6 

7.5 

8.7 

14.5 

18 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE 

67819.0 

7 

206250.3 

15 

4640.4 

-22 

17054.9 

3 

6.8 

9.4 

18.6 

19 

AMERICAN  EXPRESS 

4787.0" 

6 

14069,0 

8 

574.0 

10 

1611, 0 

8 

12,0 

1 1.6 

22,6 

20 

ASSOCIATES  FIRST  CAPITAL 

2304.7 

9 

6830.9 

12 

317.6 

17 

891.5 

18 

13.8 

12.8 

16.8 

21 

BEAR  STEARNS  (6) 

1723.6 

-5 

5897.5 

16 

64.1 

-60 

402.7 

-18 

3.7 

8.9 

15,1 

9 

CAPITAL  ONE  FINANCIAL 

670.1 

46 

1844.4 

46 

70.0 

42 

202.6 

54 

10.4 

10.7 

22.3 

27 

CHICAGO  TITLE 

497.1 

33 

1375.7 

33 

29.9 

71 

61.9 

54 

6.0 

4.7 

17,4 

12 

CIT  GROUP 

579.6 

7 

1677.5 

9 

86.1 

14 

251.5 

5 

14.9 

13.9 

12.2 

14 

COUNTRYWIDE  CREDIT  INDUSTRIES  (10) 

1 101.8 

99 

2599.0 

103 

95.1 

-13 

270.9 

9 

8.5 

19.8 

15.0 

14 

DONALDSON,  LUFKIN  &  JENRETTE 

1864.0 

-7 

6463.0 

19 

25.7 

-79 

302.2 

-2 

1.4 

6.0 

17,8 

12 

DUN  &  BRADSTREET 

459.6 

3 

1414.7 

7 

68.7 

26 

159.8 

15 

14.9 

12.2 

NM 

15 

EDWARDS  (A.G.)  (10) 

551.2 

8 

1649.0 

17 

72.3 

4 

221.4 

21 

13.1 

13.6 

19.4 

12 

EOUIFAX 

425.4 

24 

1172.0 

17 

53.5 

13 

148,9 

1 

12.6 

13.7 

51,9 

30 

FANNIE  MAE 

8117.2** 

16 

23272.1 

13 

862.2 

11 

2545.1 

12 

10.6 

11.1 

24.9 

22 

FEDERAL  HOME  LOAN  MORTGAGE 

4502.0 

25 

12805.0 

21 

425.0 

20 

1232.0 

20 

9.4 

9.9 

25,2 

26 

FIDELITY  NATIONAL  FINANCIAL 

329.4 

44 

913,1 

50 

26.8 

45 

76.9 

141 

8.1 

8.1 

31.7 

10 

FIRST  AMERICAN  FINANCIAL 

753.3** 

50 

2062.6 

54 

55.8 

171 

145.9 

248 

7.4 

4.1 

29,2 

10 

FRANKLIN  RESOURCES  (3) 

598.6** 

-6 

1944.9 

13 

112.3 

-10 

369.9 

10 

18.8 

19.8 

22.4 

19 

HELLER  FINANCIAL 

349.0 

11 

1017.0 

15 

47.0 

18 

146.0 

19 

13.5 

12.7 

10.7 

NA 

HOUSEHOLD  INTERNATIONAL 

2190.4 

2 

6452.3 

4 

318.0 

20 

174.2 

-76 

14.5 

12.3 

6.2 

37 

LANDAMERICA  FINANCIAL  GROUP 

515.2 

213 

1277,9 

183 

30.6 

263 

64.1 

271 

5,9 

5.1 

12.9 

12 

LEHMAN  BROTHERS  HOLDINGS  (1) 

5963.0 

33 

16097.0 

31 

151.0 

-23 

662.0 

43 

2.5 

4.4 

17.0 

6 

MARSH  &  Mclennan 

1719.0 

11 

5245,0 

20 

186.0 

32 

610.0 

36 

10.8 

9.1 

15.9 

27 

MERRILL  LYNCH 

8712.0 

4 

27681.0 

14 

-164.0 

NM 

915.0 

-38 

NM 

6.0 

14,3 

18 

MORGAN  STANLEY  DEAN  WIHER  (1) 

7498,0 

3 

23511.0 

16 

645.0 

-5 

2190.0 

23 

8.6 

9.3 

22.6 

14 

PAINEWEB8ER  GROUP 

1809.1** 

3 

5514.5 

12 

82.9 

-27 

333.1 

9 

4.6 

6.4 

18.4 

12 

SCHWAB  (CHARLES) 

872.0 

16 

2430.6 

17 

97.8 

28 

242.1 

17 

11.2 

10.1 

25.1 

43 

SLM  HOLDING 

704.7 

-32 

2348.2 

-19 

107.8 

-24 

391.1 

4 

15.3 

13.8 

78.7 

13 

TRAVELERS  GROUP* 

8221.9'- 

-17 

28685.5 

3 

199.2 

-81 

2433,2 

-11 

2.4 

10.3 

NA 

NA 

(B)  INSURANCE 

GROUP  COMPOSITE 

66031.1 

9 

193375.3 

10 

5233.3 

5 

14828.8 

4 

7.9 

8.2 

11.6 

17 

AETNA 

5439.2 

17 

14900,8 

8 

212.4 

80 

645.6 

3 

3.9 

2.5 

8,2 

13 

AFLAC 

1699.5 

-5 

5160.1 

-6 

107.6 

12 

370.7 

-24 

6.3 

5.4 

13.2 

23 

AMERICAN  BANKERS  INSURANCE  GROUP 

426.2 

4 

1240,4 

2 

27.3 

-8 

14,8 

-83 

6.4 

7.3 

5.4 

55 

AMERICAN  FINANCIAL  GROUP 

1011.9 

_4 

3034.6 

3 

56.5 

68 

164.0 

4 

5.6 

3.2 

1 1.8 

45 

AMFRICAN  GENERAL 

2589.0 

\  7 

7624,0 

16 

255.0 

13 

763,0 

145 

9.8 

10.2 

1 1.3 

18 

AMFRITAN  INTFRNATIONAL  GROUP 

mvitniumi  tii  i  tiMvni  luimL  ui\uur 

8399.0 

20 

23048,9 

1 1 

931.1 

1 1 

2759,6 

13 

11.1 

12.0 

14.2 

25 

AMFRIPAN  NATIflNAI  IN^IIRANPF 

nIVItiMwMII  nMIIUIvnL  llvOUfxnIlvL 

429  5 

1312,0 

2 

40  9 

-27 

164,3 

-12 

9.5 

13. 1 

8.1 

10 

AON 

1606  7 

1 J 

4791 ,2 

13 

124. 1 

23 

401,9 

1 16 

7.7 

7.0 

16.9 

21 

RFRkI  FY       R  ) 

394  4 

11746 

1 5 

12  3 

-52 

60,7 

-19 

3,1 

7.2 

8.5 

12 

CIGNA 

5226  0 

15642.0 

3 

251.0 

-10 

1054,0 

25 

4.8 

5.4 

15.5 

12 

CINCINNATI  FINANCIAL 

514.8 

5 

1545.9 

6 

52,9 

-31 

195,9 

-14 

10,3 

15.6 

5.1 

24 

CNA  FINANCIAL 

4129.0 

-4 

12886.0 

2 

-14.0 

NM 

429,0 

-38 

NM 

6.4 

8.1 

11 

CONSECO 

1921.7 

5 

5745.8 

18 

282,8 

4 

245,6 

-66 

14,7 

14.9 

8.1 

23 

EQUITABLE 

2373.6 

-6 

8269.9 

17 

139.1 

-25 

652,7 

13 

5.9 

7.4 

13.0 

16 

EVEREST  REINSURANCE  HOLDINGS 

327.4 

-1 

960.7 

2 

42.1 

10 

125,5 

7 

12.9 

11.6 

11.2 

11 

HARTFORD  FINANCIAL  SERVICES  GROUP 

3640.0 

9 

10861.0 

12 

214.0 

-28 

714.0 

-34 

5.9 

8.9 

15.1 

13 

HARTFORD  LIFE 

1287,0 

22 

3846,0 

22 

100.0 

20 

278.0 

27 

7,8 

7.8 

15.4 

18 

JEFFERSON-PILOT 

649.3 

-1 

1996,7 

5 

109.0 

38 

322.3 

11 

16.8 

12.1 

13.7 

16 

LIBERTY  FINANCIAL 

303,9- ■ 

-3 

908,1 

-2 

33.5 

2 

94.7 

-3 

11.0 

10.5 

9,8 

9 

LINCOLN  NATIONAL 

1417.6** 

12 

4373.1 

22 

113.4 

-9 

384.2 

140 

8.0 

9.9 

4,8 

31 

LOEWS 

5951.9 

16 

16151.8 

9 

617.1 

212 

780.6 

56 

10.4 

3.9 

11,0 

10 

OHIO  CASUALTY 

360.7 

-2 

1080.2 

-1 

22.9 

-10 

63.8 

-29 

6.3 

6.9 

8.2 

12 

OLD  REPUBLIC  INTERNATIONAL 

555.6 

13 

1598.7 

10 

74,7 

8 

236.6 

6 

13.4 

14.0 

13.8 

9 

ORION  CAPITAL 

421.3 

6 

1288.7 

10 

2,3 

-91 

82.7 

4 

0.5 

6.2 

16.6 

8 

PROGRESSIVE 

1363.3** 

13 

3953.3 

20 

135,1 

16 

378.2 

28 

9.9 

9.7 

20.1 

23 

PROTECTIVE  LIFE 

348.6 

23 

998.0 

23 

33,5 

10 

96.0 

16 

9.6 

10.8 

15.4 

19 

PROVIDENT 

966.1** 

-2 

2933.7 

15 

81,9 

15 

227.8 

33 

8.5 

7.2 

8.9 

13 

RELIANCE  GROUP  HOLDINGS 

748.1 

-15 

2398.2 

-4 

30.0 

-48 

303.2 

128 

4.0 

6.5 

29.1 

5 

HONGKONG  TELECOM'S 


market  was  recently  deregulated.  Hungry  competitors  were  trying 
to  muscle  in.  What  could  they  do  to  stay  innovative  and  maintain  their  valuable  customers?  Bolster 
loyalty  immediately  with  an  online  customer  service  system.  We  helped  to  enhance  Hongkong 
Telecom's  number  one  partners  program  which,  among  other  things,  converted  paper  billing  into  an 
online  system  enabling  customers  to  view  usage  activity  most  any  way  they  wish  (far  more  convenient 
for  customers  of  Hongkong  Telecom).  What  made  it  possible?  Netscape  Application  Server  software. 
Today,  there's  no  telling  what  business  will  break  away  from  the  competition  with  a  Netscape  solution. 
Learn  more  with  a  free  information  packet — call  800-945-9361  or  visit  home.netscape.com/breakaway 


NETSCAPE^ 


©1998  Netscape  Communications  Corporation.  Netscape,  the  Netscape  logo  and  Netsiaj 
of  Netscape  Communications  Corp.  in  the  U.S.  and  other  countries.  Honglcong  Telecom  is  a  registe 
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MARGINS 

r\E.URN  ON 
COMMON 

3RD 

CHANGE 

9 

CHANGE 

3RD 

CHANGE 

9 

CHANGE 

3SD 

3RD 

EQUITY 

PRICE-  1 

QUARTER 

FROM 

MONTHS 

,  FROM 

QUARTER 

FROM 

MONTHS 

FROM 

UUAK 1 tn 

UUAKIlK 

12  MONTHS 

EARNINGS  E 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

SMIL 

$  MIL 

% 

$  MIL 

% 

S  MIL 

% 

% 

% 

9-30 

10-30 

SAFECO 

52 

5000.4 

55 

74.9 

-38 

255.7 

-27 

-0.9 

5.9 

18 

ST.  PAUL 

-5 

6944.1 

-4 

63.8 

-70 

-38.8 

NM 

9.3 

2.2 

32 

TIG  HOLDINGS 

441.0" 

-2 

1301.0 

-1 

-47.0 

NM 

•16.0 

-S6 

NM 

8.9 

-4.0 

NM 

TORCHMARK 

551.0" 

4 

1665.4 

6 

79.0 

7 

239.4 

14 

14.3 

14.0 

13.4 

22 

TRANSAMERICA 

1489.7 

5 

4592.0 

9 

124.2 

-17 

430.3 

26 

8.3 

10.5 

11.8 

11 

TRANSATLANTIC  HOLDINGS 

488.7 

24 

1289.2 

18 

78.7 

64 

191.2 

44 

16.1 

12.1 

16.5 

11 

TRAVELERS  PROPERTY  CASUALTY 

2601.0 

4 

7727.0 

5 

315-0 

-4 

975.0 

11 

12.1 

13.0 

15.8 

9 

UNITRIN 

878.3 

130 

1671.2 

45 

351.9 

851 

464.1 

545 

40.1 

9.7 

29.3 

5 

UNUM 

179.5 

13 

3460.6 

;  -  4 

14 

295.6 

3  9 

8.8 

14.4 

17 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

3833.7 

15 

11345.9 

15 

515.0 

817 

1507.2 

97 

13.4 

1.7 

16.1 

14 

CHARTER  ONE  FINANCIAL 

410.0" 

7 

1221.9 

9 

68-7 

28 

200-6 

25 

16.8 

14.0 

14.2 

20 

DIME  BANCORP 

489.9" 

29 

1454.3 

32 

63.9 

62 

179.5 

79 

13.1 

10.4 

15.1 

14 

GOLDEN  WEST  FINANCIAL 

23-C  ; 

WASHINGTON  MUTUAL 

EH 

INDUSTRY  COMPOSITE 

110050,7 

15 

315585.9 

13 

7684.6 

41 

15413.8 

-17 

7.0 

5.7 

18.3 

52 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

8472.1 

21 

24541.7 

25 

365.2 

47 

1102.4 

22 

4.3 

3.6 

20.8 

20 

rnMPiiroM  systems 

603  3 

20 

1638.6 

15 

1.1 

-89 

9.2 

-59 

0.2 

1.9 

10.4 

11 

DELUXE 

469.7 

1 

1433.5 

1 

2.9 

NM 

88.7 

680 

0.6 

NM 

19.8 

21 

HON  INDUSTRIES 

null    1  ll  LIU  O  1  T\l  L  <^ 

448.7 

15 

1268.4 

31 

30.9 

22 

76.7 

26 

6.9 

6.4 

23.0 

13 

MICROAGE  (7) 

1441.2 

24 

3947.2 

25 

0.7 

-89 

-9.9 

NM 

0.1 

0.6 

-1.2 

NM 

Mil  1  FR  fHFPMANI  n\ 
iviiLLL>r\  ^  n  un  1 VI  Mil  J  \'/ 

447  5 

11 

1349.5 

15 

34.0 

22 

105.4 

53 

7.6 

6.9 

57.3 

15 

1052  4 

8 

3073.4 

7 

139.2 

12 

405.5 

10 

13.2 

12.7 

32.7 

28 

KcTnULUo  &  KtTNULUo  [•5) 

383.4 

5 

1116.2 

8 

27.0 

NM 

79.4 

135 

7.0 

0.0 

26.6 

14 

STANDARD  REGISTER 

340.6 

44 

1018.4 

45 

17.2 

6 

39.3 

-19 

5.1 

6.9 

11.3 

14 

STEELCASE  (10) 

704.0 

1 

2075.8 

4 

52.7 

-5 

170.4 

14 

8.9 

9.5 

15.4 

13 

TECH  DATA  (11) 

2213  ' 

i3 

6510.8 

54 

35.3 

64 

84.5 

47 

1-5 

14 

12.7 

18 

WALLACE  COMPUTER  SERVICES  (5) 

36" 

1109.9 

62 

14.2 

-26 

13.6 

13 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

64463.7 

10 

183966.9 

7 

3388.5 

11 

4664.9 

-54 

5.3 

5.2 

11.8 

63 

APPLE  COMPUTER  (3) 

1556.0 

-4 

43o3.0 

-12 

106.0 

NM 

262.0 

NM 

5.8 

NM 

20.7 

18 

COMPAQ  COMPUTER 

8791.0 

36 

20310.0 

18 

115.0 

-78 

-3501.0 

NM 

1.3 

8.0 

-27.1 

NM 

DATA  GENERAL  (3) 

383.7 

-5 

1096.8 

-7 

3.7 

-78 

-155.9 

NM 

1.0 

4-2 

-40.2 

NM 

DELL  COMPUTER  (11) 

4331.0 

54 

11988.0 

53 

345.0 

61 

935.0 

56 

8.0 

7.6 

73.9 

78 

EMC 

1002.5 

37 

2782.9 

35 

201.3 

52 

536.9 

44 

20.1 

18.1 

23.2 

48 

GATEWAY  2000 

1815.5 

21 

5162.4 

20 

80.6 

NM 

217.3 

NM 

4.4 

NM 

25.9 

28 

HEWLETT-PACKARD  (2) 

10979.0 

5 

34835.0 

12 

621.0 

1 

2235.0 

-3 

5.7 

5.9 

17.6 

21 

INTERNATIONAL  BUSINESS  MACHINES 

20095.0 

8 

56536.0 

3 

1494.0 

10 

3982.0 

0 

7.4 

7.3 

33.0 

24 

IOMEGA 

391.8 

-9 

1193.1 

0 

-14.8 

NM 

-73.3 

NM 

NM 

7.0 

-9.4 

NM 

LEXMARK  INTERNATIONAL  GROUP 

743.8 

20 

2113.2 

20 

57.8 

41 

161.1 

52 

7.8 

6.6 

42.3 

23 

MAXTOR 

599.8 

53 

1680.7 

82 

6.1 

NM 

1.2 

NM 

1.0 

NM 

NM 

NA 

MICRON  ELECTRONICS  (4) 

339.0 

-34 

1174.5 

-23 

16.2 

8 

46.9 

-25 

4.8 

2.9 

11.5 

42 

QUANTUM  (9) 

1164.7 

-25 

3553.5 

-22 

17.3 

-83 

23.0 

-92 

1.5 

6.7 

-0.8 

NM 

SEAGATE  TECHNOLOGY  (6) 

1553.0 

-18 

4803.0 

-25 

-30.0 

NM 

-137.0 

NM 

NM 

NM 

-10.9 

NM 

SILICON  GRAPHICS  (6) 

616.4 

-20 

2098.2 

-26 

-77.1 

NM 

-449.7 

NM 

NM 

NM 

-33.3 

NM 

STORAGE  TECHNOLOGY 

571.1 

9 

1598.3 

8 

50.6 

-7 

145.6 

-2 

8.9 

10.4 

27.6 

16 

SUN  MICROSYSTEMS  (6) 

2491.2 

19 

7733.2 

14 

113.9 

5 

6189 

9 

4.6 

5.2 

20.3 

30 

UNISYS 

1781.4 

10 

5159.6 

9 

95.6 

88 

248.4 

122 

5.4 

3.1 

NM 

NM 

WESTERN  DIGITAL  (6) 

650.9 

XEROX 

4607.0 

(C)  COMPUTER  SOFTWARE  &  SERVICES 


GROUP  COMPOSITE 

37115.0 

24 

107077.3 

23 

3930.9 

81 

9646.5 

27 

10.6 

7.2 

25.0 

49 

AFFILIATED  COMPUTER  SERVICES  (6) 

;-o3.4 

37 

1002.3 

33 

19-0 

41 

54.4 

35 

5.2 

5.1 

11.5 

31 

AMERICA  ONLINE  (6) 

858-1 

65 

2344.0 

62 

108.4 

242 

134.2 

788 

12.6 

6.1 

13.9 

NM 

ASCEND  COMMUNICATIONS 

;.70-3 

37 

1002.8 

15 

66.1 

65 

177.5 

NM 

17.8 

14.8 

17.0 

43 

AUTOMATIC  DATA  PROCESSING  (6) 

1210-3" 

17 

3821.9 

18 

123.2 

17 

475.7 

20 

10.2 

10.2 

18.3 

38 

CABLETRON  SYSTEMS  (10) 

370.5 

0 

1047-9 

-6 

11-3 

-80 

-410.1 

NM 

3.1 

15.5 

-37.8 

NM 

CADENCE  DESIGN  SYSTEMS 

308.6 

31 

870.6 

38 

-192.8 

NM 

-151.9 

NM 

NM 

23.5 

-15.4 

NM 

CHS  ELECTRONICS 

2156.9 

97 

5687-8 

95 

23.2 

103 

64.0 

161 

1,1 

1.0 

11.0 

6 

CISCO  SYSTEMS  (5) 

2390.0 

35 

6590.1 

32 

491.7 

226 

1013.5 

17 

20.6 

8.6 

19.0 

75 

COMDISCO  (3) 

905.0 

17 

2484.0 

17 

40.0 

18 

117,0 

16 

4.4 

4.4 

16.3 

17 

COMPUTER  ASSOCIATES  INTERNATIONAL  (9)  1216.3 

8 

3730.3 

16 

293.9 

8 

214.8 

-72 

24.2 

24.2 

144.2 

41 

COMPUTER  SCIENCES  (9) 

1847  8 

17 

6470.9 

19 

73.0 

25 

217.4 

16 

4.0 

3.7 

13.8 

29 

COMPUWARE  (9) 

366.6 

48 

1063.0 

47 

69.8 

101 

205.2 

89 

19.0 

14.0 

28.8 

41 

CONVERGYS 

370.3 

55 

1042.5 

44 

25.6 

-3 

46.9 

-42 

6.9 

11.0 

7.7 

38 

ELECTRONIC  DATA  SYSTEMS 

4352.7 

17 

12480.8 

13 

195.1 

-15 

601.2 

34 

4.5 

6.2 

15.7 

23 

Beijing 


Seoul 


OsakaiNagoyay:-:---.  

Shanghai   -:V..  

:'    ■■.    Taipei  \  /'Saipan 

'Hong  Kong  Guam 
Bangkok  Manila 
Singapore 


■:;^Seattleiraconia'--./'^^^^g^vy--'::---.,  Boston 
Minneapolis!  .■:}'''''''■■::■'.[■.  '  NewYork 

St.Paid  \  '■<<::■/ (^^^^^^-y-  Washington.  D.C. 
■  San  Francisco        \    \  'Men/phis  ; 
LasVegas        :  Houston  Atlanta 
'  ""Los  A  ngeles  Dallas/ 
Ft. Worth 


Honolulu 


With  more  than  90  nonstop  flights 
weekly  to  Asia,  your  travel  options 
are  endless.  ^ 


Your  choices  are  extensiw... 
the  possibilities,  infinite. 
With  more  than  90  nonstop 
flights  a  weeis  from  8  U.S. 

gateways  to  cities  throughout 
.\s\A.  Nortliwe.st  .\irlines 
pi()\icies  more  con\(.'nient 
access  to  tiie  Far  East 
than  any  otlier  airline. 
More  experience,  more 
flights,  and  more  flexibility 
for  you. 

Call  jNorthwe.st  Airlines  at 
1-800-447-47-47,  book  tmline 
at  www.nvva.com.  or  call  your 
travel  agent. 

Your  best  options  to  Asia 
will  always  be  with  Northwest. 


@NORTHW] 
A  I  R  L  I  N 


1-800-447-4747  /  www.nwa.coin 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 


3RD 

ru AMPC 

LHANbt 

3RD 

PUAUPC 

UHAINbt 

3RD 

3RD 

EQUITY 

PRICE-  P 

QUARTER 

FROM 

MONTHS 

,  FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS  E 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

$  MIL 

% 

$  MIL 

% 

$  MIL 

% 

$  MIL 

% 

% 

% 

9-30 

10-30 

FIRST  DATA 

1279.5** 

-1 

3762.9 

-2 

187.2 

-4 

363.3 

20 

14.6 

15.0 

11.0 

28 

FISERV 

309.5 

30 

894.6 

27 

28.9 

25 

84.7 

27 

9.3 

9.7 

13.2 

36 

GALILEO  INTERNATIONAL 

377.5 

15 

1135.1 

20 

51.2 

244 

167. b 

55 

13.6 

4.5 

22.9 

21 

HBO  &  CO. 

399.5 

30 

1119.2 

30 

83.7 

57 

224.2 

90 

20.9 

17.3 

21.1 

46 

INACOM 

1061.7 

5 

3201.4 

13 

1 1.0 

53 

31.9 

56 

1.0 

0.7 

10.2 

8 

INGRAM  MICRO 

5708.0 

40 

15814.2 

38 

59.8 

35 

172.0 

38 

1.0 

1.1 

18.8 

28 

MICROSOFT  (6) 

3953.0 

26 

1 1722.0 

23 

1683.0 

154 

4377.0 

58 

42.6 

21.2 

30.2 

52 

NCR 

1555.0 

-1 

4438.0 

-3 

25.0 

NM 

73.0 

NM 

1.6 

NM 

8.5 

32 

ORACLE  (7) 

1749.1 

28 

5910.4 

26 

195.0 

NM 

812.9 

51 

11.1 

0.6 

32.5 

30 

rtUrLLoUr  1 

OD  i  .O 

OA  Q  R 

44  2 

54 

117  1 

70 

12  5 

13  2 

25  3 

SABRE  GROUP  HOLDINGS 

604.0 

32 

1735.0 

29 

72,0 

29 

212.0 

17 

11.9 

12,3 

26.5 

21 

SAFEGUARD  SCIENTIFICS 

609.1 

21 

1653.5 

14 

59.2 

NM 

70.3 

357 

9.7 

1.0 

26.5 

12 

3COM  (7) 

1405.5 

-12 

4031.2 

-9 

93,7 

NM 

171.1 

1 

6.7 

NM 

5.1 

74 

VANSTAR  (8) 

655  2 

-4 

2071,6 

18 

-10  4 

NM 

9.6 

-39 

NM 

1,0 

9  6 

26 

INDUSTRY  COMPOSITE 

25122.3 

1 

74012.6 

1 

621.1 

-17 

2381.5 

42 

2.5 

3.0 

4.3 

50 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

4314.4 

2 

12580.7 

1 

-145.2 

NM 

94.3 

NM 

NM 

NM 

-0.7 

NM 

GEORGIA-PACIFIC  GROUP 

3367  0 

1 

9835.0 

1 

39,0 

-5 

85.0 

372 

1.2 

1.2 

-0.6 

NM 

LOUISIANA-PACIFIC 

606.3 

-2 

1777.8 

-2 

-192.7 

NM 

-13.9 

NM 

NM 

NM 

-2.8 

NM 

UNIVERSAL  FOREST  PRODUCTS 

341.1 

17 

967.9 

13 

8.5 

55 

23.2 

24 

2.5 

1.9 

11.4 

15 

(B)  PAPER 

GROUP  COMPOSITE 

20807.9 

0 

61431.9 

1 

766.3 

-5 

2287.2 

33 

3.7 

3.9 

5.0 

45 

BOISE  CASCADE 

1598  0 

1 1 

4625  9 

14 

47,1 

NM 

-17,4 

NM 

2.9 

NM 

-2.4 

NM 

BOWATER 

576.9 

52 

1355.8 

25 

-44.5 

NM 

-0,8 

NM 

NM 

4.4 

-1.4 

NM 

CHAMPION  INTERNATIONAL 

1358.0 

-8 

4308.8 

1 

31.3 

55 

82.4 

NM 

2.3 

1.4 

-14.0 

NM 

CONSOLIDATED  PAPERS 

491.6 

24 

1517.0 

30 

17.2 

-28 

87.9 

7 

3.5 

6.0 

9.1 

18 

FORT  JAMES 

1841.9 

1 

5494.5 

0 

150.7 

119 

404.5 

28 

8.2 

3.8 

18.9 

51 

INTERNATIONAL  PAPER 

4900.0 

-4 

14475.0 

-4 

21.0 

-79 

182.0 

NM 

0.4 

2.0 

3.5 

45 

KIMBERLY-CLARK 

3099.7 

0 

9189.6 

-3 

340,0 

8 

937.7 

-9 

11.0 

10.2 

18.5 

34 

MEAD 

1009.3 

-2 

2899.2 

1 

35.4 

-35 

109.2 

-15 

3.5 

5.3 

6.2 

24 

POTLATCH 

404.6 

2 

1207.6 

2 

12-5 

-11 

33.3 

10 

3.1 

3.6 

4.2 

27 

UNION  CAMP 

1107.3 

-2 

3385.9 

3 

-21.8 

NM 

23.7 

-50 

NM 

2.4 

2.8 

54 

WESTVACO  (2) 

727.8 

-1 

2154.1 

-2 

31.7 

-16 

98.8 

-11 

4.4 

5.1 

6.7 

16 

WEYERHAEUSER 

2736.0 

-3 

8015.0 

-4 

110.0 

-4 

264.0 

8 

4.0 

4.0 

7.9 

26 

WILLAMEnE  INDUSTRIES 

955,8 

8 

2803.3 

7 

35.7 

73 

818 

58 

3,7 

2,3 

5.1 

34 

INDUSTRY  COMPOSITE 

14613.1 

9 

42818.5 

11 

1813.9 

278 

3414.5 

86 

12.4 

3.6 

8.0 

54 

(A)  BROADCASTING 

GROUP  COMPOSITE 

2637.5 

31 

8111.1 

36 

1024.1 

NM 

963.9 

NM 

38.8 

NM 

6.2 

43 

CBS 

1581.0 

23 

5014,0 

29 

-38.0 

NM 

-15.0 

NM 

NM 

NM 

-0.3 

NM 

COX  COMMUNICATIONS 

416.0 

2 

1230.1 

3 

1067.0 

NM 

952.8 

NM 

NM 

NM 

23.0 

17 

USA  NETWORKS 

640.5 

96 

1867.0 

114 

-4  8 

NM 

26,0 

167 

NM 

1,1 

1.2 

NM 

(B)  PUBLISHING 

GROUP  COMPOSITE 

11975.6 

5 

34707.4 

7 

789.8 

37 

2450.6 

22 

6.6 

5.1 

9.1 

58 

BELO  (A.H.) 

332.6 

4 

1028.3 

16 

9.7 

-35 

53,2 

-10 

2.9 

4.7 

6.0 

29 

DOW  JONES 

443.6 

-30 

1666.2 

-12 

25.9 

-4 

8.9 

-90 

5,8 

4.2 

NM 

NM 

GANNEn 

1226.1 

7 

3730.1 

9 

176.5 

16 

742.2 

54 

14.4 

13,3 

24.5 

18 

HOUGHTON  MIFFLIN 

446.9 

12 

721.2 

8 

92.4 

11 

62,6 

-7 

20.7 

20,8 

22.3 

25 

KNIGHT-RIDDER 

752.8 

1 

2276.0 

10 

57,0 

-22 

225,3 

-27 

7.6 

9,8 

19.8 

16 

McGRAW-HILL 

1206.4 

5 

2791.0 

6 

169.4 

18 

267.4 

20 

14.0 

12.5 

23.3 

27 

NEW  YORK  TIMES 

682.7 

0 

2154  5 

3 

55,0 

19 

202.3 

11 

8.1 

5.8 

16.7 

20 

PRIMEDIA 

392.3 

6 

1127.3 

3 

-9.2 

NM 

-26.1 

NM 

NM 

NM 

NM 

NM 

READER'S  DIGEST  ASSOCIATION  (6) 

575.0 

2 

1834.8 

-2 

2.5 

NM 

22.5 

NM 

0.4 

NM 

32.9 

31 

SCRIPPS  (E.W.) 

343.4 

20 

1057.2 

20 

26.1 

-32 

87.6 

-18 

7.6 

13.5 

12.6 

26 

TIME  WARNERt 

3578.0 

11 

10387.0 

10 

39.0 

NM 

78.0 

44 

1.1 

NM 

0.1 

NM 

TIMES  MIRROR 

729.4 

4 

2199.3 

5 

-19.6 

NM 

72.2 

-55 

NM 

7.7 

151.8 

36 

TRIBUNE 

757.1 

9 

2215.4 

10 

83.3 

-20 

301.0 

7 

11.0 

15.1 

23.2 

19 

WASHINGTON  POST 

f,ri9  ' 

6 

1519  0 

6 

81.8 

14 

353,5 

85 

16  1 

15.0 

31.3 

12 

wm   3m 

INDUSTRY  COMPOSITE 

70023.4 

27 

186397.5 

23 

1644.8 

-6 

5219.5 

43 

2.3 

3.2 

11.8 

25 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE  6932.8 

-1 

19861.5 

1 

-32.2 

NM 

247.2 

207 

NM 

1.1 

11.1 

16 

FLUOR  (2) 

3528.9 

-4 

10210.0 

-1 

62.4 

-6 

171,5 

195 

1.8 

1.8 

17.1 

12 

FOSTER  WHEELER 

1101.5** 

5 

3193.4 

2 

-154.6 

NM 

-116.8 

NM 

NM 

NM 

-18.4 

NM 

McDERMOn  (J.  RAY)  (9)T 

349.1 

-31 

1132.8 

-12 

42.9 

127 

142.2 

NM 

12.3 

3.7 

26.8 

8 

WHAT  SAVIN  IS 
DOING  TO 
MAKE  XEROX  YOUR 

X-OOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  tirst  and  last  word  in  digital 
document  solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology  \  , 
essential  to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile, 
connectable  digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print. 


sort,  duplex  and  staple- right  from  your  desktop.  And  full-color  digital  imaging  systems  that 
turn  electronic  documents  into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
^  ^     themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 


most  easy  to  work  with  name  in  the  business.  With  smart,  energetic,  i  j." 
m  highly-tramed  Savin  professionals  willing  to  do  whatever  it  -^/^ 


takes  to  give  you  the  satisfaction  and  service  you  deserve. 


COPIER  ft  FACSIMILE 


To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact  i'Hiiw.niii  »Jini:i^<tii 
us  at  1-800-234-1900  or  www.savin.com.  I    1998  I 


saum 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER"- 


SAVIN  CORPORATION,  333  LUDLOW  ST  STAMFORD,  CT  06904 


CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


3RD 

CHANGE 

9 

CHANGE 

3RD 

CHANGE 

9 

CHANGE 

3RD 

3RD 

EQUITY 

PRICE- 

QJARTER 

FROM 

MONTHS 

,  FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

SMIL 

% 

$MIL 

% 

$MIL 

% 

$MIL 

% 

% 

9-30 

10-30 

MORRISON  KNUDSEN  (1) 

497.8 

"""15 

1318!9~ 

7 

"  9.6  "  ' 

"  Te™ 

26^""" 

"~19 

"  '1T9"  ~ 

.  ™ 

~  I'a'i 

STONE  &  WEBSTER 

350.4 

-5 

961.4 

-4 

2.2 

-77 

10.4 

-57 

0.6 

2.5 

5.5 

21 

TURNER 

1105.1*' 

12 

3045.1 

14 

5.3 

138 

•  13.0 

156 

0.5 

0.2 

17.3 

12 

(B)  INDUSTRIAL  DISTRIBUTION 


GROUP  COMPOSITE 

33384.7 

35 

84511.7 

25 

479.4 

-12 

1663.4 

42 

1.4 

2.2 

9.3 

24 

AIRGAS  (9) 

396  6 

10 

1185.8 

19 

10,5 

-52 

15.5 

-30 

2,5 

6.0 

6.5 

29 

ALLEGIANCE 

1147.1 

6 

3370.3 

5 

33,0 

43 

92.0 

39 

2.9 

2.1 

12.7 

38 

APPLIED  INDUSTRIAL  TECHNOLOGIES  (6) 

379,2 

10 

1157.2 

22 

1,4 

-70 

19.3 

-5 

0.4 

1.3 

9.3 

11 

ARROW  ELECTRONICS 

2134.8 

10 

6184.5 

9 

35,6 

283 

113.5 

2 

1.7 

0.5 

11.3 

13 

AVNET  (6) 

1581  6 

13 

4638.3 

11 

15,7 

-63 

72.9 

-47 

1.0 

3.0 

9.3 

15 

BOISE  CASCADE  OFFICE  PRODUCTS 

760.4 

12 

2253.1 

20 

11.8 

-6 

43.1 

10 

1.6 

1.8 

11.3 

10 

BRIGHTPOINT 

445.8 

83 

1118.9 

69 

9,4 

59 

27.3 

59 

2,1 

2.4 

14.8 

18 

CELLSTAR  (1) 

501.8 

13 

1354.2 

26 

2,4 

-85 

33.2 

-9 

0.5 

3.7 

25.7 

8 

DYNEGY 

4586.5 

25 

11180  3 

16 

43,6 

74 

79.4 

29 

1.0 

0.7 

-7.2 

NM 

ENRON 

11320.0 

95 

23559.0 

64 

168,0 

25 

527.0 

NM 

1.5 

2.3 

10.2 

25 

GENUINE  PARTS 

1760.1 

13 

4912.6 

9 

86,1 

3 

252.0 

3 

4.9 

5.4 

17.4 

16 

GRAINGER  (W  W.) 

1120.0 

5 

3296.1 

6 

56.1 

-1 

172.5 

2 

5.0 

5.3 

17.2 

19 

HUGHES  SUPPLY  (11) 

674.6 

37 

1737.1 

32 

19.8 

40 

40.3 

29 

2,9 

2.9 

12.1 

11 

MARSHALL  INDUSTRIES  (7) 

460.9 

42 

1246.6 

31 

7.9 

-15 

22.5 

-27 

1,7 

2.9 

7.9 

15 

METALS  USA 

438.4 

135 

1094.1 

99 

11,9 

138 

31,3 

111 

2,7 

2.7 

NA 

10 

NATIONAL-OILWELL 

306.5 

16 

903.2 

28 

21,6 

128 

66,5 

120 

7,0 

3.5 

27.4 

10 

PIONEER-STANDARD  ELECTRONICS  (9) 

559.5 

30 

1537.4 

26 

5,3 

-15 

19,2 

-12 

1,1 

1.7 

10.9 

9 

PLAINS  RESOURCES 

393.6 

78 

776.0 

26 

3,5 

31 

6.5 

-35 

0,9 

1.3 

7,3 

39 

PSS  WORLD  MEDICAL  (9) 

366,1 

14 

1058.8 

23 

13,9 

78 

15  2 

10 

3,8 

2,4 

7.7 

60 

RELIANCE  STEEL  &  ALUMINUM 

357.8 

41 

999.5 

43 

11.9 

42 

36.2 

53 

3,3 

3.3 

13.4 

12 

RYERSON  TULL 

678.8 

-5 

2128.8 

1 

4,7 

-58 

35,4 

-23 

0,7 

1.5 

11,3 

9 

UNISOURCE  WORLDWIDE  (3) 

1858.8 

-2 

5548.1 

3 

-127.5 

NM 

-131,2 

NM 

NM 

0.8 

-27,8 

NM 

UNITED  STATIONERS 

795.4 

22 

2259.9 

19 

19.9 

68 

42.2 

33 

2.5 

1.8 

5,4 

65 

VWR  SCIENTIFIC  PRODUCTS 

360.5 

10 

1012.0 

9 

11.7 

40 

28.5 

58 

3.3 

2.6 

9.4 

20 

(C)  POLLUTION  CONTROL 

GROUP  COMPOSITE 

2176.9 

-1 

6326.2 

-3 

165.1 

2 

430.1 

172 

7.6 

7.3 

25.2 

23 

ALLIED  WASTE  INDUSTRIES 

334,3 

8 

959.5 

10 

11,1 

-50 

36.2 

-30 

3.3 

7,2 

8.5 

45 

BROWNING-FERRIS  INDUSTRIES  (3) 

1052.6 

-25 

3401.0 

-21 

85,1 

-14 

262.6 

24 

8.1 

7.1 

19.1 

18 

REPUBLIC  SERVICES 

355.0 

23 

991.7 

19 

47.1 

45 

130.0 

59 

13.3 

11.3 

NM 

24 

SAFETY-KLEEN  (4) 

435.0 

107 

973.9 

92 

21.8 

161 

1.3 

NM 

5.0 

4.0 

3.3 

75 

(D)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

4537.3 

16 

13067.5 

17 

256.4 

36 

781.5 

45 

5.7 

4.8 

20.6 

25 

BANTA 

343,7 

15 

990.5 

17 

16.2 

190 

40,7 

44 

4,7 

1.9 

13,3 

13 

BIG  FLOWER  PRESS  HOLDINGS 

440.1 

29 

1236.9 

29 

13.0 

115 

22.4 

85 

3,0 

1.8 

-25,8 

NM 

DONNELLEY  (R.R.) 

1274.5 

4 

3604,0 

4 

99.2 

22 

282.3 

76 

7,8 

6,7 

23,8 

19 

INTERPUBLIC  GROUP 

861.4" 

18 

2609.1 

17 

45.2 

45 

197.4 

28 

5.2 

4.2 

24.1 

27 

OMNICOM  GROUP 

981.6 

31 

2894.1 

30 

53.8 

30 

190.7 

29 

5.5 

5.5 

24.5 

31 

WORLD  COLOR  PRESS 

636.0 

14 

1732.9 

20 

29.0 

27 

48.1 

32 

4.6 

4.1 

11.1 

17 

(E)  OTHER  SERVICES 

GROUP  COMPOSITE 

22991.7 

33 

62630.6 

33 

776.0 

0 

2097.3 

24 

3.4 

4.5 

10.9 

29 

ABM  INDUSTRIES  (2) 

381,0-* 

24 

1108.8 

24 

9,5 

27 

22.4 

23 

2,5 

2.4 

13.8 

21 

ACNIELSEN 

364,7 

5 

1037.0 

1 

17,7 

29 

35.6 

80 

4,9 

3.9 

11.3 

31 

ADMINISTAFF 

431,5 

43 

1187.6 

41 

3,8 

30 

5,2 

35 

0,9 

1.0 

10,7 

55 

AMKOR  TECHNOLOGY 

386.7 

2 

1143.2 

10 

20,9 

10 

51.3 

155 

5,4 

5.0 

NA 

NA 

BORG-WARNER  SECURITY 

336.6 

2 

979,1 

1 

6,8 

1 

6,7 

-53 

2,0 

2,0 

16,0 

28 

CARMAX  GROUP  (10) 

400.0 

94 

1009.5 

95 

-3,0 

NM 

-28,3 

NM 

NM 

NM 

-10.5 

NM 

CASEY'S  GENERAL  STORES  (8) 

333.9* 

4 

885.1 

3 

12,5 

19 

24,5 

24 

3,7 

3,3 

12.9 

21 

CDI 

389.5 

2 

1157.1 

3 

12.3 

-10 

32.4 

-11 

3.2 

3,5 

18.5 

10 

CENDANT 

1457,8** 

23 

3847  4 

23 

123,1 

-39 

451,9 

87 

8,4 

17,1 

10  4 

38 

CINTAS  (7) 

354,3 

30 

1065.2 

23 

33,9 

20 

104.7 

14 

9,6 

10.4 

18.7 

43 

GROUP  1  AUTOMOTIVE 

472,1 

98 

1157.5 

68 

6,5 

81 

15  3 

68 

1,4 

1.5 

NA 

NA 

INTERIM  SERVICES 

498.1 

9 

1375.9 

15 

17,0 

41 

41.2 

35 

3.4 

2.6 

7.3 

17 

KELLY  SERVICES 

1032,9 

3 

2993.5 

6 

24,9 

6 

50,5 

6 

2,4 

2,4 

14,5 

14 

MANPOWER 

2377,8 

21 

6386.7 

21 

42.9 

-19 

90,8 

-24 

1.8 

2.7 

19.2 

15 

NORRELL  (2) 

351.2 

6 

1037.7 

11 

10,5 

14 

28,4 

3.0 

2,8 

11,8 

14 

NOVA 

307.2 

82 

822.9 

73 

5.2 

-49 

28,9 

11 

1.7 

6.1 

7.5 

51 

NOVACARE  (6) 

478  2 

34 

1394.6 

42 

5,7 

-45 

32.8 

1 

1.2 

2.9 

9.2 

5 

NOVACARE  EMPLOYEE  SERVICES  (6) 

389.2 

46 

1091.4 

68 

2,0 

116 

5,4 

246 

0.5 

0.4 

10.1 

25 

OLSTEN 

1170.0 

10 

3360.1 

11 

12,5 

-50 

-8,1 

NM 

1.1 

2.4 

1.9 

48 

PITTSTON  BRINK'S  GROUP 

381.5 

36 

1051.6 

31 

20.0 

3 

57,6 

10 

5.2 

5.9 

18.2 

15 

QUINTILES  TRANSNATIONAL 

303.5 

47 

848,4 

46 

20.9 

47 

58,9 

53 

6,9 

5.9 

17.5 

46 

REPUBLIC  INDUSTRIES 

4868.6 

67 

12661.8 

72 

179.7 

47 

384,2 

68 

3,7 

4.2 

8.5 

22 

ROBERT  HALF  INTERNATIONAL 

470.7 

39 

1314.1 

41 

35,0 

42 

95,3 

44 

7,4 

7,3 

24,6 

31 

SERVICE  CORP.  INTERNATIONAL 

712.5 

19 

2101.6 

12 

83.2 

14 

282,9 

0 

11,7 

12.1 

12.8 

25 

Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you've  imagined. 

-Henry  David  Thoreati 


What  do  you  want  out  of  life?  What  do  you  imagine  it  to  be?  Does  it  scare  you?  Or  fill 
you  with  promise  and  anticipation?  At  American  General,  50,000  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 
we're  helping  over  12  million  people  live  the  life  they've  imagined. 

Live  the  life  you* ve  imagined^ 


American 

General 

Financial  Group 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


3RD 
QUARTER 
1998 


CHANGE 
FROM 
1997 


9 

MONTHS 
1998 


CHANGE 
FROM 
1997 


SRC 
QUARTER 
1998 


CHANGE 
FROM 
1997 


9 

MONTHS 
1998 


CHANGE 
FROM 
1997 


3RD 
QUARTER 
1998 


3RD 
QUARTER 
1997 


RETURN  ON 

COMMON 

EQUITY  PRICE- 
12  MONTHS  EARNINGS 


ENDING 


RATIO 


 .  — .  —  —  

$  MIL 

A) 

$  MIL 

% 

$  MIL 

/o 

$  MIL, 

% 

^ 

% 

9-30 

10-30 

SERVICEMASTER 

1273.1 

17 

3499.5 

20 

66.4 

20 

142.0 

16 

4,4 

4.3 

20.3 

34 

STAFF  LEASING 

607.3 

26 

1729.2 

30 

6.2 

-28 

17.7 

9 

1.0 

1.8 

53.1 

9 

UNITED  AUTO  GROUP 

897,7 

43 

2507.4 

62 

8.2 

40 

■  18.7 

12 

0.9 

0.9 

-2.4 

NM 

UNITED  RENTALS 

379.1 

NA 

506.4 

NA 

-10.2 

NA 

-1.9 

NA 

NM 

NA 

NA 

NA 

VINCAU  GROUP 

314.8 

29 

910.6 

30 

2.5 

142 

6.7 

210 

0.8 

0.4 

19.5 

42 

VOLT  INFORMATION  SCIENCES  (2) 

431.8 

18 

1205,9 

20 

4,8 

-48 

11,7 

-45 

1,1 

2  5 

15,8 

12 

WACKENHUT 

4  33  .4 

'19 

12':.3,7 

4  5 

36 

10  8 

38 

1,0 

1  1 

2  0 

NM  'J 

WSM  1 

INDUSTRY  COMPOSITE 

72243  6 

14 

204776.5 

12 

3826.9 

-21 

14347.8 

-1 

5.3 

7,6 

14,5 

41  1 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

34701.6 

21 

94994.8 

16 

-153.5 

NM 

408.5 

-89 

NM 

2.9 

3.1 

NM  ) 

ADC  TELECOMMUNICATIONS  (2) 

362.5 

24 

983.5 

19 

40,6 

24 

100.4 

39 

11-2 

11,2 

15.9 

22 

AIRTOUCH  COMMUNICATIONSt 

1421.0 

55 

3727.0 

40 

213.0 

51 

560.0 

66 

15.0 

15.4 

7.2 

54 

AT&T 

13653.0 

4 

39695.0 

3 

2096.0 

94 

3151.0 

5 

15.4 

8.2 

19.2 

25 

CENTURY  TELEPHONE  ENTERPRISES! 

401.9 

84 

1162.0 

85 

54.7 

32 

176.6 

12 

13.6 

19.0 

19.5 

19 

EXCEL  COMMUNICATIONS 

475.3 

46 

1469.6 

48 

36.3 

9 

96.1 

-9 

7,6 

10.2 

9.9 

42 

LUCENT  TECHNOLOGIES  (3) 

8038.0 

16 

21423.0 

16 

388.0 

NM 

178.0 

NM 

4.8 

NM 

19.7 

NM 

MCI  WORLDCOM 

3758.0 

97 

8661.0 

61 

-2944.0 

NM 

-3027.0 

NM 

NM 

4.0 

-19,1 

NM 

NEXTEL  COMMUNICATIONS 

506.6 

144 

1255.1 

171 

-401.9 

NM 

-1147.5 

NM 

NM 

NM 

NM 

NM 

QWEST  COMMUNICATIONS  INTERNATIONAL     806  8 

327 

1377.6 

181 

-5.0 

NM 

-888. 1 

NM 

NM 

6.8 

-23.8 

NM 

SPRINT 

4062.2 

7 

11940.3 

8 

239.3 

13 

669.3 

-12 

5.9 

5.6 

9.3 

39 

TELEPHONE  &  DATA  SYSTEMS  t 

478.7 

31 

1322.7 

34 

6.3 

-30 

66.8 

162 

1,3 

2.5 

1,6 

83 

TELLABS 

423.5 

37 

1138.8 

34 

87.8 

36 

275.0 

48 

20.7 

20.8 

28.6 

29 

U.S.  CELLULAR! 

313.9 

35 

849.2 

34 

35.4 

-2 

197.9 

129 

11.3 

15.6 

12.0 

14 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

37542.0 

8 

109781.6 

8 

3980.5 

0 

13939.3 

29 

10.6 

11.5 

27.4 

25 

ALLTEL 

1332.2 

16 

3820.6 

14 

-28.0 

NM 

373.7 

-18 

NM 

13,2 

16.2 

19 

AMERITECH 

4290.0 

7 

12712.0 

7 

645.0 

5 

2845.0 

69 

15.0 

15,3 

32.0 

17 

BELL  ATLANTIC 

7909.9 

5 

23488.8 

4 

-7,2 

NM 

1929,6 

27 

NM 

NM 

21.8 

29 

BELLSOUTH 

5865.0 

13 

16955.0 

13 

814.0 

-31 

2524.0 

0 

13.9 

22.8 

20.5 

24 

CINCINNATI  BELL 

578.4 

34 

1653.7 

28 

48.4 

-7 

113.7 

-30 

8.4 

12.0 

22.3 

25 

FRONTIER 

658.2 

9 

1938.5 

9 

45.8 

41 

127.3 

128 

7.0 

5.4 

11.5 

41 

GTE 

6480.0 

9 

18642.0 

10 

822.0 

9 

1637.0 

-22 

12.7 

12.7 

29.9 

24 

SBC  COMMUNICATIONS 

6776.0 

7 

19791.0 

9 

1207.0 

48 

3085.0 

248 

17.8 

12.9 

31.9 

23 

SOUTHERN  NEW  ENGLAND  TELECOMMS. 

540.3*' 

6 

1606.0 

7 

54.5 

1 1 

164  0 

13 

10  1 

9.6 

29.3 

NA 

U  S  WEST 

M\2  II 

5 

9174  0 

6 

37')  0 

10 

1 1411  n 

1  :•  ? 

;4,3 

209  6 

NA 

INDUSTRY  COMPOSITE 

48390.6 

3 

140727.1 

4 

2766.9 

-20 

7202.4 

-6 

5.7 

7.3 

14.5 

15 

(A)  AIRLINES 

GROUP  COMPOSITE 

22879.6 

1 

66828.2 

3 

1370.1 

-28 

3915.8 

-4 

6.0 

8.5 

25.7 

10  4 

ALASKA  AIR  GROUP 

539.4 

8 

1440.7 

9 

45.4 

8 

97,4 

70 

8.4 

8.4 

14,8 

8 

AMERICA  WEST  HOLDINGS 

499.3** 

8 

1516.2 

8 

21.9 

22 

88,4 

61 

4.4 

3.9 

16.4 

7 

AMR 

5046.0 

7 

14604.0 

7 

431.0 

34 

1124.0 

47 

8.5 

6.8 

20.1 

9 

CONTINENTAL  AIRLINES 

2116.0 

12 

6006.0 

12 

73.0 

-36 

321.0 

2 

3.5 

6.0 

36.4 

8 

DELTA  AIR  LINES  (6) 

3802.0 

7 

10953.0 

4 

327.0 

29 

884.0 

19 

8.6 

7,1 

26,4 

8 

NORTHWEST  AIRLINES 

1928.1 

-31 

6832.6 

-12 

-223.8 

NM 

-104.2 

NM 

NM 

10,4 

NM 

NM 

SOUTHWEST  AIRLINES 

1094,8 

10 

3116.3 

10 

129.6 

40 

333,0 

40 

1 1,8 

9,3 

18,5 

18 

TRANS  WORLD  AIRLINES 

863.2 

-5 

2512.1 

0 

-0.9 

NM 

-30.3 

NM 

NM 

1.5 

-33.2 

NM 

UAL 

4783.0 

3 

13280.0 

1 

425.0 

-27 

768.0 

-17 

8.9 

12.5 

23.5 

10 

US  AIRWAYS  GROUP 

2207.9 

4 

6567.3 

2 

141.9 

-24 

434.5 

-20 

6.4 

8.8 

84.0 

6 

(B)  RAILROADS 

GROUP  COMPOSITE 

8525.2 

-2 

25314.5 

-2 

742.2 

-21 

1727.1 

-29 

8.7 

10.8 

7.6 

25  1 

BURLINGTON  NORTHERN  SANTA  FE 

2307.0 

8 

6688.0 

7 

317  0 

12 

859.0 

29 

13.7 

13.2 

14.3 

14 

CSX 

2432.0 

-8 

7387.0 

-6 

187.0 

-9 

429.0 

-27 

7.7 

7.8 

10.8 

14 

KANSAS  CITY  SOUTHERN  INDUSTRIES 

334.2" 

22 

952.5 

25 

55.2 

32 

160,1 

57 

16.5 

15.3 

5,1 

NM  C 

NORFOLK  SOUTHERN 

1048.0** 

0 

3193.0 

1 

151.0 

-11 

470.0 

-2 

14.4 

16.1 

12.0 

18     '  1 

UNION  PACIFIC 

2404.0 

-7 

7094.0 

-9 

32.0 

-86 

-191.0 

NM 

1.3 

9.2 

-4.5 

NM 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

13027.8 

10 

37026.7 

12 

566.0 

16 

1313.9 

43 

4.3 

4.1 

12.8 

15 

AIR  EXPRESS  INTERNATIONAL 

373,0 

-6 

1123.8 

-1 

13,0 

-3 

36,4 

4 

3.5 

3,4 

16.6 

14 

AIRBORNE  FREIGHT 

769.1 

-2 

2283.4 

6 

32.8 

-30 

99.0 

11 

4.3 

5.9 

17.5 

9 

AVIS  RENT  A  CAR 

652.4 

12 

1739.1 

14 

30.1 

117 

59.9 

122 

4.6 

2.4 

9.5 

12 

BUDGET  GROUP 

856.6** 

63 

1926.9 

98 

61.3 

98 

62.6 

95 

7.2 

5.9 

10.3 

9 

CNF  TRANSPORTATION 

1282.5 

14 

3572.0 

16 

44.0 

11 

104.2 

14 

3.4 

3.5 

17.7 

13 

FDX  (7) 

4082.3 

6 

12146.6 

7 

149.4 

-9 

332.9 

80 

3.7 

4.3 

11.8 

16 

FRITZ  (7) 

342.3 

5 

972.1 

7 

6.7 

75 

14.1 

NM 

2,0 

1,2 

8,1 

16 

GATX 

459.5 

7 

1306.0 

4 

38.1 

36 

106.3 

19 

8.3 

6,5 

-4.8 

NM 

HERTZ 

1225.1 

11 

3172.3 

7 

118.7 

27 

229.1 

37 

9.7 

8.5 

21.5 

15 

t  PORATE  SCOREBOARD 


PANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


3R0 

CHANGE 

9 

CHANGE 

3RD 

CHANGE 

9 

CHANGE 

3RD 

3RD 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

PER 

SMIL. 

% 

$MIL. 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

9-30 

10-30 

SHARE 

fON  BAX  GROUP 

460.6" 

ligeX" 

7 

-21.8 

NM 

-23.8 

NM 

NM 

3.6 

-3.6 

NM 

-0.56 

SON  (C.H.)  WORLDWIDE 

516.2 

11 

1631.0 

16 

11.9 

20 

31.9 

18 

2.3 

2.1 

10.7 

57 

0.39 

1  SYSTEM 

1290.8 

7 

3818.0 

5 

37.1 

5 

119.6 

8 

2.9 

2.9 

15.3 

11 

2.26 

7  INDUSTRIES  (9) 

717.4 

28 

2139.1 

30 

44.8 

NM 

141.6 

151 

6.2 

NM 

18.7 

9 

4.10 

iUCKING  &  SHIPPING 

P  COMPOSITE 

3957.9 

3 

11557.8 

4 

88.6 

-12 

245.6 

8 

2.2 

2.6 

12.1 

12 

1.50 

NDER  &  BALDWIN 

326.4** 

0 

983.6 

5 

13.8 

-37 

46.5 

-24 

4.2 

6.7 

9.3 

14 

1.47 

ISAS  BEST 

431.5 

1 

1236.3 

-1 

8.1 

-13 

19.1 

19 

1.9 

2.2 

12.4 

6 

0.99 

ILIDATED  FREIGHTWAYS 

571.2 

-5 

1668.7 

-3 

9.2 

-22 

23.7 

8 

1.6 

2.0 

8.8 

12 

0.91 

(J.S.)  TRANSPORT  SERVICES 

473.4 

22 

1347.8 

18 

10.8 

464 

36.0 

726 

2.3 

0.5 

12.0 

14 

1.17 

TAR  SYSTEM 

324.0 

7 

949.7 

6 

9.2 

11 

23.2 

33 

2.9 

2.7 

28.1 

13 

2.64 

MY  EXPRESS 

617.1 

-4 

1848.2 

0 

4.3 

-58 

16.2 

-31 

0.7 

1.6 

11.4 

9 

1.46 

IGHTWAYS 

469.3 

19 

1358.7 

20 

19  5 

11 

51.3 

23 

4.2 

4.5 

16.6 

10 

2.50 

H 

744.9 

-  2 

2164.8 

0 

-29 

29  6 

-28 

18 

2.6 

11.6 

11 

]  46 

iTRY  COMPOSITE 


92853.7 


28  239284.1 


23  7787.1 


8  16095.8 


8.4  10.0 


9.4 


£CTRIC,  WATER  &  COGENERATION 


20 


1.73 


'  COMPOSITc. 

83006.1 

30 

208250.2 

23 

8025.5 

16 

15848.8 

5 

9.7 

10.8 

10.2 

18 

1.90 

612.0 

71 

1762.0 

99 

79.0 

58 

216.0 

63 

12.9 

14.0 

17.7 

27 

1.60 

lENY  tntntiY 

726.6 

22 

1999.7 

14 

85.0 

10 

221.8 

5 

11.7 

13.0 

14.5 

13 

2.39 

N 

1117.1 

7 

2639.7 

2 

239.7 

10 

369.6 

6 

21.6 

21.0 

13.7 

13 

2.97 

>AN  ELECTRIC  POWER 

4638.1 

193 

9546.6 

114 

198.2 

-3 

472.2 

-7 

4.3 

12.9 

12.4 

16 

3.09 

lORE  GAS  &  ELECTRIC 

934.0 

8 

2567.7 

3 

167.6 

-2 

311.0 

20 

17.9 

19.9 

10.7 

16 

2,10 

ERGY 

486.4 

-7 

1266.9 

-8 

75.5 

-7 

132.7 

-3 

16.5 

15.6 

12.1 

16 

2.70 

•RGY 

600.9 

14 

1813.3 

15 

47.6 

3 

107.4 

3 

7.9 

8.8 

7.1 

27 

1.00 

NA  POWER  &  LIGHT 

946.2 

4 

2434.6 

6 

186.0 

11 

338.1 

11 

19.7 

18.5 

14.8 

16 

2.91 

II   0   CniiTU  UIFCT 

U.  &  SOUTH  WEST 

1581.0 

7 

4182.0 

6 

235.0 

18 

406.0 

33 

14.9 

13.5 

12.0 

14 

1.99 

iY 

1976.6 

46 

4380.3 

35 

110.8 

29 

194.7 

-26 

5.6 

6.3 

12.0 

18 

1.90 

^ERGY 

1286.0 

26 

3792.0 

13 

86.0 

30 

206.0 

0 

6.7 

6.4 

13.6 

19 

2.36 

nv 

1012.6 

153 

2200.1 

108 

98.6 

150 

142.2 

71 

9.7 

9.8 

8.2 

15 

1.64 

LIuATED  EDISON 

2061.6 

2 

5475.7 

0 

351.6 

-1 

594.5 

4 

17.1 

17.6 

12.4 

16 

3.07 

ION  RESOURCES 

2803.6 

34 

7028.2 

24 

433.4 

630 

508.0 

56 

15.5 

2.8 

11.2 

15 

3.01 

330.1 

1 1 

1015.5 

5 

47.7 

6 

153.6 

5 

14.5 

16.2 

14.2 

15 

1.23 

346.0 

4 

941.8 

3 

62.1 

6 

147.4 

-2 

18.0 

17.7 

13.6 

16 

2.50 

ERGY 

1199.0 

16 

3208.0 

15 

133.0 

-1 

343.0 

15 

11.1 

13.1 

12.7 

13 

3.21 

NERGY 

5298.2 

10 

13426.7 

15 

428.7 

39 

1036.3 

31 

8.1 

6.4 

15.4 

20 

3.24 

INTERNATIONAL 

3440.8 

26 

7693.1 

10 

226.2 

-21 

535.6 

-10 

6.6 

10.5 

12.8 

15 

1.76 

1  EAST 

692.2 

40 

1869.9 

20 

47.3 

67 

157.4 

15 

6.8 

5.7 

11.4 

16 

3.00 

lY 

4587.4 

64 

9409.4 

34 

262.6 

181 

538.6 

42 

6.7 

3.3 

6.1 

17 

1.68 

NERGY 

1416.7 

117 

3893.8 

110 

181.6 

90 

393.0 

53 

12.8 

14.7 

9.6 

16 

1.91 

*  PROGRESS 

1031.6 

12 

2722.1 

10 

117.7 

44 

246.8 

88 

11.4 

8.9 

10.8 

24 

1.75 

JUr 

1999.0 

8 

5030.0 

3 

290.0 

8 

581.0 

7 

14.5 

14.4 

13.4 

16 

3.83 

1168.8 

5 

3227.0 

4 

131.7 

666 

351.3 

40 

11.3 

1.8 

13.7 

12 

3.47 

AN  ELECTRIC  INDUSTRIES 

377.3 

2 

1112.8 

3 

29.3 

1 

78.0 

7 

7.8 

7.8 

11.7 

13 

3.04 

}N  INDUSTRIES 

3468.8 

61 

8844.2 

116 

247.4 

1 

260.4 

-39 

7.1 

11.3 

6.4 

35 

0.90 

P 

392.4 

81 

852.2 

58 

23.7 

12 

74.9 

5 

6.0 

9.7 

12.4 

13 

2.39 

'A 

823.3 

-2 

1946.0 

0 

31.6 

-53 

17.5 

-89 

3.8 

8.0 

-2.5 

NM 

-0.45 

TATE  ENERGY 

555.3 

0 

1602.6 

-7 

53.4 

-4 

79.8 

-35 

9.6 

10.0 

5.5 

20 

1.51 

S  CITY  POWER  &  LIGHT 

313.6 

8 

748.6 

7 

58.9 

1 

111.8 

67 

18.8 

20.0 

13.3 

15 

1.90 

NERGY 

603.9 

31 

1496.7 

17 

80.6 

12 

142.9 

-8 

13.4 

16.6 

13.4 

18 

1.50 

ERICAN  ENERGY  HOLDINGS 

512.7 

18 

1377.7 

-2 

56.9 

12 

123.1 

9 

11.1 

1 1.7 

11.0 

17 

1.62 

NA  POWER 

315.2 

35 

873.9 

19 

36.8 

127 

95.2 

23 

11.7 

6.9 

13.9 

17 

2.60 

I  POWER 

327.8 

15 

692.0 

8 

62.0 

18 

79.4 

-1 

18.9 

18.6 

9.9 

16 

1.61 

INTURY  ENERGIES 

916.9 

16 

2715.0 

10 

93.2 

41 

241.2 

31 

10.2 

8.4 

13.3 

17 

2.90 

IGUND  ELECTRIC  SYSTEM 

630.6 

0 

1822.1 

-1 

66.8 

-4 

159.2 

-5 

10.6 

11.1 

12.8 

12 

3.39 

A  MOHAWK  POWER 

930.6 

4 

2939.9 

-2 

17.7 

-44 

-103.4 

NM 

1.9 

3.5 

-4.1 

NM 

-0.85 

INDUSTRIES 

747.8 

26 

2179.5 

22 

45.2 

19 

139.7 

-1 

6.1 

6.4 

16.7 

20 

1.53 

AST  UTILITIES 

974.4 

0 

2808.1 

-2 

11.1 

NM 

13.6 

NM 

1.1 

NM 

-1.0 

NM 

-0.46 

■RN  STATES  POWER 

766.4 

10 

2106.4 

4 

101.7 

16 

193.9 

13 

13.3 

12.6 

10.4 

16 

1.68 

ERGY 

617.3 

30 

1372.3 

25 

108.1 

21 

155.6 

29 

17.5 

18.9 

17.0 

13 

2.06 

ORP 

1918.2 

59 

4380.6 

37 

34.6 

-26 

98.9 

-56 

1.8 

3.9 

1.0 

73 

0.26 

HERGY 

1794.0 

40 

4174.6 

20 

274.0 

73 

539.1 

37 

15.3 

12.4 

16.3 

19 

2.09 

5307.0 

31 

14447.0 

37 

210.0 

-21 

523.0 

-19 

4.0 

6.5 

7.8 

19 

1.68 

IE  WEST  CAPITAL 

759.0 

14 

1644.2 

6 

129.6 

2 

215.0 

-5 

17.1 

19.2 

11.1 

16 

2.66 

\C  ELECTRIC  POWER 

750.8 

19 

1659.7 

13 

153.1 

13 

226.6 

8 

20.4 

21.5 

9.3 

18 

1.49 

ESOURCES 

1165.0 

47 

2884.0 

26 

141.0 

194 

309.0 

29 

12.1 

6.1 

20.9 

12 

2.18 

SERVICE  CO.  OF  NEW  MEXICO 

320.4 

12 

959.2 

16 

34.7 

43 

70.6 

9 

10.8 

8.5 

10.5 

11 

2.06 

PilOiMrco  \Airri^   i      r\\ir  k  n  r>  r  r,   o ->     i  ru^n     i  ftT 


CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


3RD 

CHANGE 

9 

CHANGE 

3RD 

PHANr.F 

9 

3RD 

3RD 

EQUITY 

PRICE- 

QUARTtR 

FROM 

MONTHS 

,  FROM 

QUARIER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

$  MIL. 

% 

$  MIL. 

% 

$  MIL 

% 

$  MIL 

% 

% 

% 

9-30 

10-30 

PUBLIC  SERVICE  ENTERPRISt  GROUP 

1425.0 

4883.0 

8 

182.0 

2 

500.0 

19 

12.8 

12.3 

12.3 

14 

PUGET  SOUND  ENERGY 

427.4 

..'b 

1315.0 

14 

21.1 

76 

106.6 

37 

4.9 

3.5 

10.4 

16 

SCANA 

474.0 

13 

1268.0 

12 

87.0 

12 

'197.0 

17 

18.4 

18.5 

14.2 

14 

SOUTHERN 

3458.0 

-15 

8885,1 

~5 

523.4 

36 

1049.0 

28 

15.1 

9.5 

12.5 

16 

TECO  ENERGY 

525.6 

6 

1484.0 

6 

70.8 

5 

159.6 

-6 

13.5 

13.6 

13.6 

18 

TEXAS  UTILITIto 

4379.6 

93 

101 15.6 

89 

297.7 

1 

515.9 

-12 

6.8 

13,0 

7.3 

19 

iiNirnM 

2096  0 

- 1 

r^R07  A 
0Z>o/ 

o 

(1  /  y  .0 

-1 

442.6 

1 5 

13.3 

13.3 

-3.6 

NM 

vvHoninuiun  vvHicn  ruvvcn 

1 434  1 

8.7 

-34 

56.6 

-38 

0.6 

4.5 

10. 1 

14 

WF^TFRN  RF^flllRPFS 

70 1  4 

25 

1547  0 

-5 

72  8 

-86 

136  5 

7A 

10  4 

on  B 

44 

WISCONSIN  ENERGY 

506  3 

26 

1482  0 

13 

58  5 

141 

137  0 

131 

115 

6  1 

7  4 

(B)  GAS,  OIL  &  TRANSMISSION 

uKUUr  LUMrUol  1 1 

9847.6 

20 

31033.9 

19 

-238.3 

NM 

247.0 

-85 

NM 

3.9 

3.3 

58 

COLUMBIA  ENERGY  GROUP 

1458.1 

47 

4622.2 

39 

1 1.2 

NM 

181.5 

-8 

0.8 

0,0 

13.3 

19 

CONSOLIDATED  NATURAL  GAS 

423.4 

-9 

1953.0 

-13 

5.6 

-36 

190.5 

-17 

1.3 

1.9 

11.6 

18 

EL  PASO  ENERGY 

1615.0 

29 

4530.0 

12 

59.0 

16 

184.0 

19 

3.7 

4.1 

10.7 

19 

K  N  ENERGY 

1045.1 

102 

3251.3 

138 

24.5 

37 

63.7 

30 

2.3 

3.4 

7.3 

21 

KEYSPAN  ENERGY  (9) 

426.3 

NA 

1204.1 

NA 

-17.7 

NA 

6,9 

NA 

NM 

NA 

NM 

NA 

351  1 

7 

1458  8 

_2 

—177  2 

N IVI 

—306  7 

n  A 

-26.0 

NP^ 

ONEOK  (4) 

355.1 

71 

1521.2 

67 

-11.5 

NM 

89,3 

90 

NM 

NM 

6.4 

15 

SEMPRA  ENERGY 

1398.0 

12 

4083.0 

11 

94.0 

-12 

218,0 

-33 

6.7 

8.6 

8.5 

24 

SONAT 

874.5 

-19 

2908.8 

-5 

-258.4 

NM 

-545.8 

NM 

NM 

4.9 

-31.2 

NM 

WILLIAMS 

1901.0 

-9 

5501.5 

-7 

32.1 

-63 

165.7 

-57 

1.7 

4.2 

5.4 

46 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PIOc 

Abbott  Laboratories  12b 
ABMIndustnes21e 
ACNielseii  21  e 
ADCTelecomm.  22a 
Administaff  21e 
Advanced  Micro  9d 
Advantica  Restaurant  14a 
Aeroquip-VickerslSa 
AES24a 
Aetna  17b 

Affiliated  Computer  Svcs.  18c 

AFLAC  17b 

AGC015C 

Air  Express  IntL  23c 

Air  Products  S  Chemicals  4 

Airborne  Freight  23c 

Airgas  21b 

AirTouch  Communications  22a 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  6d 
Albertson's  10c 
Alcoa  18a 

Alexander  &  Baldwin  23d 
Allegheny  Energy  24a 
Allegheny  Teledyne  5 
Allegiance  21b 
Ailergan  12b 
Allied  Waste  Inds.  21c 
AlliedSignal  5 
Alltel  22b 
Amerada  Hess  11a 
Ameren  24a 
Amenca  Online  18c 
America  West  Holdings  23a 
Amencan  Bankets  Insurance  17b 
Amencan  Electnc  24a 
Amencan  Express  17a 
American  Financial  Group  17b 
Amencan  General  17b 
Amencan  Greetings  14d 
American  Home  12b 
American  IntL  Group  17b 
American  National  17b 
Amencan  Power  9a 
Amencan  Standard  13a 
American  Stores  10c 
AmeriSource  Health  12a 
Amentech  22b 
Ames  Dept.  Stores  8 


Amgen  12b 

Amkor  Technology  21e 

Amoco  11a 

AMP9d 

AMR  23a 

Anheuser-Busch  6c 
Anixter  International  5 
Aon  17b 

Apple  Computer  18b 
Applied  Industnal  lech  21b 
Applied  MatenalsISc 
Applied  Power  15c 
Arch  Coal  11a 
Arkansas  Best  23d 
Armco  16b 
Armstrong  Worid  6b 
Arrow  Electronics  21b 
Arvin  Industries  2b 
Asarco  16c 

Ascend  Communications  18c 
Ashland  11a 

Associates  First  Capital  17a 
AT&T  22a 

Atlantic  Richfield  11a 
Automatic  Data  18c 
AutoZone  8 
Avery  Dennison  7b 
Avis  Rent  A  Car  23c 
Avnet21b 
Avon  Products  6d 
AVX9d 

a 

Baker  Hughes  lib 
Ball  7a 

Baltimore  G&E  24a 
Bank  of  New  York  3a 
Bank  One  3b 
BankAmerica  3c 
BankBoston  3a 
Bankers  Tmst  3a 
Banta  21d 
Bard{C.R.)12d 
Barnes  &  Noble  8 
Bausch&Lomb12d 
Baxter  International  12d 
BB&T3C 
Bear  Steams  17a 
BEG  Energy  24a 
Beckman  Coulter  9c 
Bed  Bath  &  Beyond  6b 
Bell  Atlantic  22b 


BellSouth  22b 
Belo  (AH.)  20b 
Bemis  7b 

Bergen  Bmnswig  12a 
Berkley  (W.R.)  17b 
Best  Buy  6b 
Bestfoods  10b 
Bethlehem  Steel  16b 
Beverly  Enterpnses  12c 
Big  Flower  Press  21d 
Bmdiey  Western  Inds.  12a 
BJ  Services  lib 
BJ's  Wholesale  Club  8 
Black  &  Decker  15b 
Boeing  1 

Boise  Cascade  19b 
Boise  Cascade  Office  Prods.  21b 
Borders  Group  8 
Borg-Warner  Automotive  2b 
Borg-Warner  Security  21e 
Bowater19b 
Bradlees  8 
Bnghtpoint21b 
Bnnker  International  14a 
Bnstol-Myers  Squibb  12b 
Brown  Group  6a 
Brown-Forman  6c 
Brownmg-Fems  21c 
Bruno's  10c 
Brunswick  14d 
Brylane  8 
Budget  Group  23c 
Buriington  Coat  Factory  8 
Buriington  Industries  15d 
Burlington  Northem  Santa  Fe  23b 
Buriington  Resources  11a 

Bi 

Cabletron  Systems  18c 
Cabot  4 

Cadence  Design  Systems  18c 
Caldor  8 
CalEnergy24a 
Campbell  Soup  10b 
Canandaigua  Brands  6c 
Capital  One  Financial  17a 
Cardinal  Health  12a 
CariislelSa 
CariVIax  Group  21e 
Carnival  14d 
Carolina  Power  24a 
Case  15c 


Casey's  General  Stores  21  e 
Caterpillar  15c 
CBS  20a 
CDI21e 

CDW  Computer  Centers  8 
CellSt3r21b 
Cendant 21e 
Centex  13b 

Central  &  South  West  24a 
Century  Telephone  22a 
Champion  Enterpnses  13b 
Champion  Intl.  19b 
Charter  One  Financial  17c 
Chase  Manhattan  3a 
Chevron  11a 
Chicago  Title  17a 
Chiquita  Brands  Intl.  10b 
Chrysler  2a 
CHS  Electronics  18c 
Cigna  17b 
Cincinnati  Bell  22b 
Cincinnati  Financial  17b 
CINergy24a 
Cintas21e 
Circuit  City  Group  6b 
Circus  Circus  14b 
Cisco  Systems  18c 
CIT  Group  17a 
Citicorp  3a 
CKE  Restaurants  14a 
Clayton  Homes  13b 
Clorox  6d 
CMS  Energy  24a 
CNA  Financial  17b 
CNF  Transportation  23c 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Enterprises  6c 
Colgate-Palmolive  6d 
Collins  &Aikman  15d 
Coltec  Industries  15a 
Columbia  Energy  Group  24b 
Columbia/HCAHealthcan5l2c 
Comdisco  18c 
Comerica  3b 
Commercial  Metals  16b 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Computer  Sciences  18c 
Compuware  18c 
ConAgra  10b 
Conectiv  24a 


Conseco  17b 
Consolidated  Edison  24a 
Cons.  Freightways  23d 
Cons.  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continental  Airiines  23a 
Convergys  18c 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Corn  Products  Intl.  10b 
Corning  15a 
Costco  8 

Countrywide  Credit  17a 
Coventry  Health  Care  12c 
Cox  Communications  20a 
Cracker  Banel  14a 
Crane  15a 

Crompton  &  Knowles4 
Crown  Central  Petroleum  11a 
Crown  Cork  &  Seal  7a 
CSX  23b 

Cummins  Engine  15c 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industnes  4 

El 

Dana  2b 

OanaherlSb 

Darden  Restaurants  14a 

Data  General  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Deere  15c 

Dell  Computer  18b 

Delta  Air  Lines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dialed 

Diamond  Offshore  lib 
Dillard's  8 
Dime  Bancorp  17c 
Disney  (Walt)  14b 
Dollar  General  8 
Dominick's  Supermaritets  10c 
Dominion  Resources  24a 
Donaldson.  Luftin  &  Jenrette  1 7a 
Donnelley  (R.R.)21d 
Dover  15c 


Dow  Chemical  4 
Dow  Jones  20b 
DPL24a 
DOE  24a 

Dresser  Industries  lib 

Dreyer's  Grand  Ice  Cream  10b 

DTE  Energy  24a 

Duke  Energy  24a 

Dun&Bradstreet17a 

DuPont4 

Dynegy  21b 


Eagle  Hardware  8 
Earthgrains  10b 
Eastman  Chemical  4 
Eastman  Kodak  14d 
Eaton  9a 
Ecolab  6d 

Edison  International  24a 
Edwards  (A  G.)  17a 
EG&G5 

El  Paso  Energy  24b 
Electronic  Data  Systems  18c 
EMC  18b 

Emerson  Electnc  9c 
Energy  East  24a 
Engelhard  16c 
Enron  21b 
Entergy  24a 
Equifax  17a 
Equitable  17b 
Essex  Intl.  16c 
Estee  Lauder  6d 
Everest  Reinsurance  17b 
Excel  Communications  22a 
Exide  15a 

Express  Scnpts  12c 
Exxon  11a 


Family  Dollar  Stores  8 
Fannie  Mae  17a 
FDX  23c 

Federal  Home  Loan  17a 
Federal-Mogul  2b 
Federated  Dept.  Stores  8 
Ferro  4 

Fidelity  National  FInl.  17a 
Fifth  Third  Bancorp  3b 
Fingerhut  8 
First  Amencan  3c 


First  American  Finl.  1' 
First  Chicago  NBD  3b 
Rrst  Data  18c 
First  Maryland  Bancor 
First  Security  3d 
First  Tennessee  Natl.  I 
First  Union  3c 
Firstar  3b 
FirstEnergy  243 
Flsen/18c 
Fleet  Financial  Group 
FleetvmodEnts.  I3b 
Fleming  10a 
Flonda  Progress  24a 
Fluor  21a 
F1VIC15C 
Foamex  International 
Food  Lion  10c 
Footstar  8 
Ford  Motor  2a 
Fort  James  19b 
Fortune  Brands  15a 
Foster  Wheeler  21a 
FPL  Group  24a 
Franklin  Resources  1 
Freeport-McMoRan  C 
Fntz  23c 
Frontier  22b 
Fruit  of  the  Loom  6a 
Fuller  (H.B.)  4 
Furniture  Brands  6b 

o 

Galileo  Intl  18c 
Gannett  20b 
Gap  8 

Gateway  2000  18b 
GATX23C 
GenCorp  2b 
General  Cable  16c 
General  Dynamics  1 
General  Elsctnc  5 
General  Instrument  S 
General  Mills  10b 
General  Motors  2a 
General  Nutntion  Kk 
Genuine  Parts  21b 
Geon4 

Georgia-Pacific  Grou 
Giant  Food  10c 
Gillette  6d 
Global  DirectMail  E 


iSEBURGER,  FRIES  AND  SOME  SALES  REPORTS  ON  THE  SIDE.]  HERE'S  A  PRODUCT  BASED  ON  A  SIMPLE,  HUMAN  TRUTH  M'l  r.' '  TTER  HOW  NICE 
I  >LUSH  YOUR  OFFICE  IS.  THERE  ARE  ALWAYS  HUNDREDS  OF  PLACES  YOU'D  RATHER  BE.  BUT  YOU  STILL  HAVE  TO  G;  :)ONE,  SO  WE 

:irED  A  TOTAL  MOBILE  SOLUTION.  WITH  OUR  AMITY™  CN  MINI-NOTEBOOK  COMPUTER  AND  MOB/IEACCESS™  cr  ^  '  lONE  THAT 

I  LES  AS  A  WIRELESS  MODEM,  ANY  PLACE  CAN  BECOME  A  WORKPLACE,  AND  IF  THAT  PLACE  JUST  HAPPENS  TO  H/v  rss  AND 

I  H  BIG  SLICE  OF  APPLE  PIE,  WELL,  THAT  MAKES  IT  EVEN  BETTER,  THE  AMITY  CN  AND  /WOe/L£ACCESS  PHONE.  JUS  I  A  I  LVV  MOHL  tXAMPLES  OF 
'  NNOVATIVE  THINKING  CAN  CHANGE  THE  WAY  THE  WORLD  WORKS.  FOR  MORE  INFORMATION.  VISIT  US  AT  WWW.MITSUBISHIELECTRIC.COM 


Amitsubishi  electric 

WE  SEE  THE  BIG  PICTURE 


CORPORATE  SCOREBOARD 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Golden  West  17c 
Goodnch  (B,F.)  1 
GoodyearTireS  Rubber  2c 
GPU  24a 
Grace(W.R.)4 
Grainger  (W  W.)  21b 
Great  A&P  10c 
Great  Lakes  Chemical  4 
Group  1  Automotive  21  e 
GTE  22b 
Guldant12d 
Gulfstream  Aerospace  1 

O ' 

Halliburton  11b 
Hanna  (M.A.)4 
Hannaford  Brothers  10c 
Harcourt  General  5 
Harley-Oavidson  14d 
Harman  International  6b 
Harnischfeger  15c 
Harrah's  Entertainment  14b 
Hams  9b 
Harsco  15a 

Hartford  Financial  Services  17b 
Hartford  Life  17b 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Lemmerz  Intl.  2b 
HBO  &  Co.  18c 

Health  Management  Assocs.  1 2c 
Healthsouth  12c 
Heilig-Meyers  6b 
Heinz  (H.J.)10b 
Heller  Financial  17a 
Hercules  4 
Hershey Foods  10b 
Hertz  23c 

Hev»lett-Packard  18b 
Hillenbrand  15a 
Hills  Stores  8 
Hilton  Hotels  14c 
Home  Depot  8 
HomeBase  8 
HON  Industries  18a 
Honeyv<ell  9c 
Hormel  Foods  10b 
Host  Marriott  Services  14a 
Houghton  Mifflin  20b 
Household  Intl.  17a 
Houston  Industries  24a 
Howmet  International  1 
HubbellSa 

Hughes  Electronics  9b 
Hughes  Supply  21h 
Humana  12c 
Hunt  (J.B.)23d 
Huntington  Bancshares  3b 
Hussmann  Intl.  13a 


IBM  18b 
IBP  10b 
Idacorp  24a 
IKON  Office  Solutions  5 
Illinois  Tool  Works  15a 
lllmova  24a 
Imation  14d 
IMC  Global  4 
InaCom  18c 
Ingersoll-Rand  15c 
Ingram  Micr;i18c 
Integrated  Health  Svcs.  12c 
Intel  9d 
Interface  15d 
Interim  Sen/ices  21e 
International  Flavors  4 
IntL  Home  Foods  10b 
Intl.  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Interstate  Energy  24a 
Intimate  Brands  8 
Iomega  18b 
ITTlndustneslSc 


Jabil  Circuit  9d 
Jefferson  Smurfit  7b 
Jefferson-Pilot  17b 
Johns  Manville  13a 
Johnsons  Johnson  1 2d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 

Ea 

KN  Energy  24b 
Kaiser  Aluminum  16a 
Kansas  City  Power  &Ught  24a 
Kansas  City  Southern  23b 
Kaufman  &  Broad  13b 
Keebler  Foods  10b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21e 
Kennametal  15b 
Kerr-McGee  11a 
KeyCorp  3b 
KeySpan  Energy  24b 
Kimberly-Clark  19b 
Kmart  8 

Knight-Ridder20b 
Kohl's  8 
Kroger  10c 

Ei 

Laboratory  Corp.  of  Amenca  1 2c 
Lafarge  13a 

LandAmenca  Financial  17a 
Landstar  System  23d 
Lear  2b 

Leggett&  Piatt  6b 
IjBhman  Brothers  Holdings  17a 
Lennar 13b 

Lexmark  International  18b 
LG&E  Energy  24a 
Liberty  Financial  17b 
Lilly  (Ell)  12b 
Limited  8 

Lincoln  National  17b 
Litton  Industnes  9b 
Liz  Claiborne  6a 
Lockheed  Martin  1 
Loews  17b 

Longs  Drugstores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubnzol  4 

Lucent  Technologies  22a 
Lyondell  4 

o 

M.D.C.  Holdings  13b 

Mail-Well  7b 

Mallinckrodt12d 

Manpower 21e 

Marii  IV  Industries  2b 

Maniottlntl.  14c 

Marsh  &  McLennan  17a 

Marshall  &llsley  3b 

Marshall  Industnes  21b 

Martin  Manetta  Matenals  13a 

Masco  13a 

MascoTech  2b 

Mattel  14d 

Maxtor  18b 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McCormick  10b 

McDermott  (J.  Ray)  21a 

McDermott  Intl.  15c 


McDonald's  14a 
McGraw-Hill  20b 
MCI  WorldCom  22a 
McKesson  12a 
MCN  Energy  Group  24b 
Mead  19b 
Medtronic  12d 
Mellon  Bank  3a 
Mercantile  Bancorp  3b 
Merck  12b 
Memll  Lynch  17a 
Metals  USA  21b 
Meyer  (Fred)  10c 
Michaels  Stores  8 
Micro  Warehouse  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 

MidAmencan  Energy  Holdings  24a 
Milacron  15b 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mobil  11a 

Mohawk  Industnes  15d 

Molex  9d 

Monsanto  4 

Montana  Power  24a 

Morgan  (J.P)  3a 

Morgan  Stanley  Dean  Witter  1 7a 

Morrison  Knudsen  21a 

Morton  International  4 

Motorola  9b 

Murphy  Oil  11a 

Musicland  Stores  14d 

o 

Nabisco  Holdings  10b 
Nacco Industnes 15b 
Naico  Chemical  4 
National  City  3b 
National  Semicond.  9d 
National  Service  9a 
National  Steel  16b 
National-0ilwell21b 
Navistar  International  2a 
NCR  18c 

Neiman  Marcus  Group  8 
Nevada  Power  24a 
New  Century  Energies  24a 
New  England  Electnc  24a 
New  York  Times  20b 
Newell  15a 
NewmontGold  16c 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Niagara  Mohawk  24a 
Nike  6a 

Nine  West  Group  6a 
Nipsco Industnes  24a 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell21e 

Northeast  Utilities  24a 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airiines  23a 
Norwest  3b 
N0VA21e 
NovaCare21e 

NovaCare  Employee  Svcs.  21e 

Nucor16b 

NVR13b 

a 

Oakwood  Homes  1 3b 
Oaidental  Pet.  11a 
Office  Depot  8 
OfficeMax  8 
Ogden  5 
OGE  Energy  24a 


Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  Intl.  17b 
0hn4 
Olsten  21e 
0mnicare12a 
Omnicom  Group  21d 
Onenk  24b 
Oracle  18c 
Orion  Capital  17b 
Outback  Steakhouse 14a 
Owens  &  Minor  12d 
Owens  Corning  13a 
Owens-lllinois  7a 
Oxford  Health  Plans  12c 


Paccar  2a 

Pacific  Century  Fin.  3d 
PacifiCare  Health  12c 
PacifiCorp  24a 
PaineWebber  Group  17a 
Pall  5 

Part(er  Hannifin  15a 
Payless  Cashways  8 
Payless  ShoeSource  8 
PECO  Energy  24a 
Penn  Traffic  10c 
Penney  (J.C.)  8 
Pentair  15c 
PeopleSoft  18c 
Pep  Boys  8 
PepsiCo  6c 

Performance  Food  10a 
Perkin-Elmer9c 
Petsmart  8 
Pfizer  12h 
PG&E  24a 

Pharmacia  &Up|Ohn  12b 
Phelps  Dodge  16c 
Philip  Morns  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
PhyCor12c 
Pilgnm's  Pnde  10b 
Pillowtex15d 
Pinnacle  West  24a 
Pioneer-Standard  21b 
Pitney  Bowes  18a 
Pittston  BAX  Group  23c 
Pittston  Bnnk's  Group  21  e 
Pittway  5 

Plains  Resources  21b 
PNC  Bank  3a 
Polaris  Industnes  14d 
Polaroid  14d 
Popular  3c 
Potlatch  19b 
Potomac  Electnc  24a 
PP&L  Resources  24a 
PPG  Industnes  13a 
Praxair  4 

Precision  Castparts  1 
Premark  Intl.  5 
Pnmedia  20b 
Procter  &  Gamble  6d 
Protfitt's  8 
Progressive  17b 
Protective  Life  17b 
Provident  17b 
PS  Co.  of  New  Mexico  24a 
PSS  World  Medical  21b 
Public  Service  Ent.  24a 
Puget  Sound  Energy  24a 
Pulte  13b 

EH 

Quaker  Oats  10b 
Qualcomm  9h 
Quantum  18b 
Quest  Diagnostics  12c 
Quintiles  Transnational  21e 
Quorum  Health  Group  12c 
Qwest  Communications  22a 


a 

Ralston  Punna  10b 
Raychem  9a 
Raytheon  9b  ' 
Reader's  Digest  20b 
Reebok  International  6a 
Regions  Financial  3c 
Reliance  Group  17b 
Reliance  Steel  &  Alum.  21b 
Republic  Industries  21e 
Republic  New  York  3a 
Republic  Sen/ices  21c 
Revlon  6d 

Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  International  21e 
Robinson  (C.H.)  23c 
Rock-Tenn  7b 
Rockwell  International  9a 
Rohm  &  Haas  4 
Ross  Stores  8 

Royal  Canbbean  Cruises  14d 
RPM13a 
Rubbermaid  15a 
Ruddick  10c 
Russell  6a 
Ryder  System  23c 
Ryerson  Toll  21b 
Ryland  Group  13b 

o 

SABRE  Group  Holdings  18c 
Safeco  17b 

Safeguard  Scientifics  18c 
Safety-Kleen  21c 
Safeway  10c 
Saks  Holdings  8 
Sara  Lee  10b 

SBC  Communications  22b 
Scana  24a 
Schein  (Henry)  8 
Schenng-Plough  12b 
Schlumberger  lib 
Schwab  (Charies)  17a 
SCI  Systems  9d 
Scnpps  (E.W)  20b 
Seagate  Technology  18b 
Sealed  Air  15a 
Sears,  Roebuck  8 
Sempra  Energy  24b 
Sen/ice  Corp.  Intl.  21e 
Sen;ice  Merchandise  8 
Sen/iceMaster21e 
Shaw  Industnes  15d 
Sherwin-Williams  13a 
Sigma-Aldrich  12b 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SUVI  Holding  17a 
Smith  International  lib 
Smithfield  Foods  10b 
Snap-on  15b 
Solectron  9d 
Solutia  4 
Sonat  24b 
Sonoco  Products  7b 
Southdown  13a 
Southern  24a 

Southern  New  Eng.  Tel.  22b 
Southland  10c 
SouthTrust  3c 
Southwest  Airlines  23a 
Spiegel  8 
Sports  Authority  8 
Spnngs  Industnes  15d 
Sprint  22a 
St.  Paul  17b 
Staff  Leasing  21  e 
Standard  Register  18a 


Stanley  Works  15b 
Staples  8 

Stanwood  Hotels  &  Resorts  13b 
State  Street  3a 
Steelcase  18a 
Stewart  &  Stevenson  15c 
Stones  Webster  21a 
Storage  Technology  18b 
Summit  Bancorp.  3a 
Sun  11a 

Sun  Healthcare  Group  12c 
Sun  Microsystems  18b 
Sundstrand  1 
SunTrust  Banks  3c 
Supermarkets  Gen.  10c 
Supervalu  10a 
Synovus  Financial  3c 
Sysco  10a 

EM 

Tandy  6b 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 
Teleflex  15a 

Telephone  &  Data  Sys.  22a 
Tellabs  22a 
Temple-Inland  7b 
Tenet  Healthcare  12c 
Tenneco  5 
Teradyne  9c 
Terex  15b 
Terra  Inds.  4 
Tesoro  Petroleum  11a 
Texaco  11a 
Texas  Industnes  16b 
Texas  Instruments  9d 
Texas  Utilities  24a 
Textron  5 

Thomas  &  Betts  9d 
3Com  18c 
3M15a 

TIG  Holdings  17b 
Time  Warner  20b 
limes  Minor  20b 
Timken  15c 
TJX  8 

Toll  Brothers  13b 
Torchmark  17b 
Tosco  11a 

Total  Renal  Care  12c 
Tower  Automotive  15a 
Toys  'R'  Us  8 
Trans  Worid  Airiines  23a 
Transamerica  17b 
Transatlantic  Holdings  17b 
Travelers  Group  17a 
Travelers  Property  Casualty  1 7h 
Tnbune  20b 

Tricon  Global  Restaurants  14a 
Trinity  Industries  23c 
Trump  Hotels  14b 
TRW  5 
Turner  21a 
Tyco  Intl.  15c 

CI 

U.S.  Bancorp  3b 
U.S.  Cellular  22a 
U.S.  Filter  15c 
U.S.  Foodservice  10a 
U.S.  Home  13b 
U.S.  Office  Products  8 
UAL  23a 

Ulbamar  Diamond  Shamrock  11a 

Unicom  24a 

bnifi  15d 

Union  Camp  19b 

Union  Carbide  4 

Union  Pacific  23b 

Union  Pacific  Resources  11a 


Union  Planters  3c 
UnionBanCal3d 
Unisource  Woridwide  2 
Unisys  18b 
United  Auto  Group  21e 
United  Healthcare  12c 
United  Rentals  21e 
United  Stationers  21b 
United  Technologies  1 
Unitnnl7h 
Universal  6e 
Universal  Forest  Produ 
Universal  Health  12c 
Unocal  11a 
Unova  15c 
UNUM17b 

US  Ain«ays  Group  23a 
US  West  22b 
USA  Networks  20a 
USEC 16c 
USFre!ghtways23d 
USG  13a 
UST6e 

USX-Marathonlla 
USX-U.S.  Steel  16b 

Valero  Energy  11a 
Valspar13a 
Value  City  8 
VanstarISc 
Varian  AssKiates  9b 
Vastar  Resources  11a 
Venator  Group  8 
Vencorl2c 
VF6a 

Viacom  14b 
Viad5 

Vincam  Group  21e 
Vishay  Intertechnolog 
Vlasic  Foods  Intl.  10b 
Volt  Info.  Sciences  21' 
Vulcan  Matenals  13a 
WR  Scientific  Product 


Wabash  National  2b 
Wachovia  3c 
Wackenhut21e 
Wal-Mart  Stores  S 
Walgreen  12a 
Wallace  Computer  18 
Walter  Industries  16b 
Warnaco  Group  8a 
Warner-Lambert  12b 
Washington  Mutual  1 
Washington  Post  20b 
Washington  Water  Po 
Watsco13a 
Weatherford  Intl.  lib 
Weirton  Steel  16b 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3d 
Wendy's  Intl.  14a 
Western  Digital  18b 
Western  Resources  2' 
WestPoint  Stevens  1! 
WesWaco  19b 
Weyerhaeuser  19b 
Whiripool  6b 
Whitman  5 
Willamette  Industne;] 
Williams  24b 
Winn-Dixie  Stores  10 
Wisconsin  Energy  24| 
Worid  Color  Press  211 
Worthington  Inds.  16* 
Wngley(Wm.)Jr.10b 


Xerox  18b 
Yellow  23d 
York  Intl.  13a 
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A  FREE  VACATION  WITH  MARRIOTT  REWARDS. 


1998  Morriott  Infernafional,  Inc. 


You'd  have  to  search  far  and  wide  to  find  a  bigger,  better  rewards  program. 
That's  because  you  can  earn  and  redeem  points  at  eight  different  participating 
hotel  brands  in  the  IVIarriott  family.  Over  1.300  of  the  best  quality  hotels  all 
around  the  world.  So  why  not  turn  your  long  trips,  short  trips,  business  trips, 
and  just-about-anything  trips  into  free  vacations,  free  flights  and  free  cruises? 
Just  click  over  to  www, marriottrewards.com,  or  call  800-249-0800  to  enroll 
or  for  more  information  plus  terms  and  conditions.  It's  that  easy  to  get  your 
well-deserved  vacation.  Free. 


IT  A  SUITCASE?   GOTTA  JDIN; 
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EDITED  BY  AMY  DUNKIN 

TIME  TO  BUILD 
A  REIT 
PORTFOLIO? 


Real  estate  investment 
tmsts,  with  theii"  gen- 
erous dividends,  are 
supposed  to  offer  protection 
against  stock  market  de- 
clines. But  REITs'  high  yields 
haven't  been  much  comfort 
this  year.  Punished  first  by 
fears  that  a  strong  economy 
would  spark  a  glut  of  new 
construction,  real  estate 
portfolios  recovered  a  bit 
only  to  fall  victim  to  global 
credit  jitters  this  fall.  The 
upshot:  Even  as  the  Stan- 
dard &  Poor's  500-stock  in- 
dex is  up  16.5%  this  year, 
REITS  are  down  16%.  Mutual 
funds  that  invest  in 
REITs  are  even  worse  off — 
down  an  average  of  17%. 

But  some  real  estate  pros 
contend  the  worst  may  be 
over.  With  the  Fedei-al  Re- 
serve cutting  interest  rates, 
the  economic 
picture  has 
brightened — 
though  not 
to  the  point  of  reigniting 
fears  of  overbuilding.  Indeed, 
REITS  are  still  expected  to 
post  profit  gains  of  11%-  this 
year,  according  to  the  fore- 
casting fii-m  First  Call.  Next 
year,  analysts  anticipate  7% 
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to  10%  gi'owth — not 
bad  in  a  climate  of 
anemic  blue-chip 
profits. 

Like  many  other 
small-company 
stocks,  REIT  shares 
have  fallen  so  far 
that  they're  now 
relatively  inexpen- 
sive by  historical 
standards.  But 
"yield  alone  makes 
them  attractive." 
says  Gregory 
Whyte,  managing 
director  at  Moi'gan 
Stanley  Dean  Wit- 
ter. At  a  time  when 
the  dividend  yield  - 1  . i. 
on  the  s&p  .500  has 
dipped  to  a  miserly  1.4%, 
REIT  yields  are  still  at  6.8%. 
Thirty-year  Treasuries  yield 
only  .5.4%  these  days,  and 
utility  stocks, 
traditionally 
favored  by 
income-ori- 
ented investors,  pay  3.6%-. 

Still,  even  REITs'  strongest 
boosters  acknowledge  that 
the  industry's  outlook  is  not 
as  rosy  as  it  was  a  few  years 
ago.  This  year  has  been  a 
bust  for  REITS,  which  were 


one  of  the  decade's  hottest 
success  stories.  REITs,  which 
buy  hotels,  offices,  apartment 
buildings,  and  other  proper- 
ties, had  given  small  in- 
vestors access  to  a  market 
dominated  by  wealthy  indi- 
viduals. In  fact,  before  this 
year's  correction,  they  also 
gave  shareholders  average 
returns  of  20%  a  year  since 
1991,  according  to  data  com- 
piled by  the  National  Associ- 
ation of  Real  Estate  Invest- 
ment Tl-USts  (NAREIT). 


Standout  Funds 


TOTAL  RETURN* 

FUND 

3-YR.  YTO 

YIELD 

COMMENT 

COLUMBIA  REAL  ESTATE  EQUITY 

17.81% -13.73% 

4.93% 

35  holdings,  all  but  2  are  REITs 

ALPINE  U.S.  REAL  ESTATE  EQUITY 

15.60  -27.10 

1.01 

Buys  REIT  and  non-REIT  real 
estate  stocks 

DAVIS  REAL  ESTATE 

15.59  -17.58 

3.92 

Currently  80%  in  REITs 

VAN  KAMPEN  REAL  ESTATE  SEC. 

15.54  -14.60 

2.94 

Takes  a  value  approach 

FBR  REALTY  GROWTH 

14.96  -21.11 

1.52 

Growth  fund  with  income  as 
secondary  goal 

*Through  Oct-  31 

DATA:  MORNINGSTAR  INC- 

Back  then,  REn> 
benefiting  from  thrr 
tors — improving  occi  a 
rates,  rising  rents,  andic 
sitions  of  inexpensive  d: 
erty  built  during  a  cnit 
tion  boom  that  fizzled  ; 
early  1990s.  Today,  r 
those  growth  engin( 
sputtering.   Bargain- ' 
evapoi"ated  along  witl 
cies.  And  occupancy  i  j 
unlikely  to  increase  in 
the  economy  is  slowin 
Lawrence  Raiman,  a  i 
alyst  at  Donaldson,  Li 
Jenrette. 

SPOILING  THE  PARTY.  I 

less  the  economy  ei 
deep  slump,  REITs  sin 
able  to  count  on  risin 
to  prop  up  earnings,  1- 
That's  because  no  on( 
to  finance  the  new  en- 
tion  that  depresses  rc 
unleashing  fresh  supp 
the  market.  In  thi 
when  rents  soared,  d 
ers  spoiled  the  party 
ing  on  a  building  sj' 


9n9  RIKIMFq<;  WFFK  /  Mn\/FMRFP  9^     1  QQ« 


velopers  has  access  to  mon- 
ey," says  Mike  Kirby,  a  prin- 
cipal at  Green  Street  Finan- 
cial, a  research  firm 
specializing  in  real  estate  se- 
curities. "It's  a  lot  tougher 
than  it  was  six  months  ago." 
If  a  cooling  economy 
continues  to  take  the 
steam  out  of  over- 
heated property 
values,  analysts 
say   some  of 


the  construction  boom 
!  late  1980s  was  so  ex- 
that  commercial  prop- 
'alues  have  only  recent- 
covered,  says  Janice 
on,  director  of  invest- 
research  at  Cusliman  & 
field,  a  real  estate  fii-m 
w  York. 

s  time,  however,  the 
.1  markets  are  holding 
'  ambitious  developers 
ck.  With  theii"  stocks  in 
amps,  REITS  have  been 
e  to  issue  the  new 
>  they  relied  on  to  fund 
jpment.  And  because 
9rcial  mortgage-backed 
ties  cannot  compete 
Treasuries  as  a  safe 
,  investors  ah-eady  ner- 
ibout  real  estate  have 
oned  that  market, 
)ting  banks  to  curtail 
■age  lending  for  new 
I  action.  "None  of  the  de- 


the  strongest  re  its  may  re- 
sume the  bai'gain  hunting  that 
helped  fuel  average  returns 
of  36%  in  1996  and  18%  in 
1995  and  1997,  respectively, 
according  to  nareit.  Even  if 
the  economy  falters,  REIT 
stocks  should  offer  pi'otection. 
Because  only  5%  to  10%  of  a 
ty]3ical  large  office  building's 
leases  expire  each  year,  most 


tenants  are  unable  to  renego- 
tiate the  rent  when  a  down- 
turn hits,  says  David  Sher- 
man, managing  dii'ector  and 
the  head  of  reit  research  at 
Salomon  Smith  Barney.  This 
i-ecession-proof  quality  has 
given  REITS  a  reputation  as  a 
safe  haven  in  tui'bulent  times. 

Ti'ue.  this  year  reits  fell 
woefully  short  of  that  mark. 
But  that's  because  of  a  rare 
convergence     of  several 
events,  including  fears  of 
a  speculative  real  estate 
bubble,  the  bear  market 
in  small-cap  stocks,  the  in- 
ternational liquidity  crisis, 
and  a  sell-off  by  traders 
alarmed  by  the  sector's 
slowing  earnings.  Ana- 
lysts caution  that  the 
stocks    may  remain 
choppy  for  the  rest  of 
the  year  as  investors 
unload  them  for  losses 
to     offset  taxable 
gains.  "But  if  you  want 
to  be  early,  buy  selec- 
tively now,"  says  dlj's 
Raiman,  who  expects  re- 
turns to  range  from  10% 
to  15%  over  the  next 
year,  provided  the  economic 
picture   does   not  darken 
too  much. 

CASH  CUSHION.  How 
can  you  find  a  good 
REIT?  Stay  away  from 
companies  that  con- 
centrate on  areas  where  con- 
struction is  strong,  such  as 
subm'ban  Dallas  and  Atlanta, 
Sherman  advises.  And  think 
twice  about  companies  that 
give  all  their  cash  to  share- 
holders. Having  a  cash  cush- 
ion allows  a  REIT  to  raise  its 
dividend  even  if  income  slips, 
says  Kevin  McDevitt.  an 
analyst    at  Morningstar, 


YEAR-TO-DATE 
TOTAL  RETURN 

THROUGH  NOV  9 


U.S.  TREASURIES" 


Tough  Times 
For  REITs 


-20       -10  0 
►  PERCENT 

'LEHMAN  BROTHERS  LONG  TREASURY  INDEX 
"MORGAN  STANLEY  REIT  INDEX 

DATA  BLOOMBERG  FINANCIAL  MARKETS 

which  tracks  mutual-fund 
performance. 

In  sizing  up  debt  levels, 
keep  in  mind  that  the  indus- 
try's average  ratio  of  debt  to 
real  estate  assets  is  about 
40%.  Still,  REITS  with  stable, 
long-term  leases — such  as 
those  concentrating  on  apart- 
ments— can  afford  to  go  as 
high  as  70%,  Sherman  says. 
At  the  opposite  extreme,  ho- 
tel REITs  are  riskier,  he  adds. 
(You  can  find  additional  in- 
formation about  REITS  at 
www.nareit.com.) 

REITS  with  strong  balance 
sheets  are  also  in  the  best 
position  to  take  advantage 
of  more  reasonable  property 
values,  says  Joseph  Harvey, 
senior  vice-president  and  di- 
rector of  research  at  Cohen 
&  Steers,  which  operates 
three  open-end  mutual  funds 
specializing  in  real  estate: 
Cohen  &  Steers  Equity  In- 
come, Realty  Shares,  and 
Special  Equity.  Harvey  likes 
Vornado  Realty  Trust,  which 
owns  shopping  centers  and 
offices  and — together  with 
anothei-  REIT,  Crescent  Real 
Estate  Equities — controls 
about  30%  of  the  refrigerat- 


Worth  a  Look 


NAME  (SYMBOL) 

PRICE*  52-wK.  Hien 

YIELD 

COMMENTS 

BRANDYWINE  REALTY  (BDN) 

17Xo 

8.7% 

Properties  in  fast-growing  Pa.,  N.J.  markets 

KILROY  REALTY  (KRC) 

23% 

30 

7.0 

Dominant  office  and  industrial  REIT 

MACK-CALI  REALTY  (CLI) 

29'X6 

42%, 

7.2 

Strong  balance  sheet;  15%  growth  rate 

SUNSTONE  HOTEL  (SSI) 

9 

ITA 

12.7 

Trades  35%  below  estimated  asset  value 

VORNADO  REALTY  (VNO) 

35 

5.2 

Financially  strong;  20%  growth  rate 

*Nov.  9 
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ed  warehouse  market.  Ti-ad- 
ing  at  about  10.2  times  next 
year's  expected  funds  from 
operations — a  term  roughly 
equivalent  to  cash  flow — Vor- 
nado  commands  a  slight  pre- 
mium to  the  market's  aver- 
age multiple  of  9.3,  Harvey 
says.  At  5.2%,  its  yield  is 
also  a  little  on  the  low  side 
for  a  REIT.  But  with  project- 
ed earnings  gTowth  of  20% 
in  1999  and  "over  $1  billion 
in  potential  buying  capacity," 


the  stock  is  worth  it,'  he 
adds. 

PROFITABLE  PURSUIT.  G.  Ken 

Heebner,  managing  general 
partner  of  the  Capital 
Growth  Management  Limit- 
ed Realty  fund,  expects 
Pi-ime  Group  Realty  Tioist  to 
report  earnings  gains  of  15% 
in  both  1999  and  2000.  A 
Chicago-based  office-and-in- 
dustrial  keit.  Prime  Group 
Realty  Ti'ust  has  several 
strategies,  one  of  wWch  is  to 


refurbish  old  buildings.  In  a 
market  experiencing  13% 
rent  liikes,  tliis  is  a  profitable 
pursuit.  Selling  at  7.5  times 
next  year's  projected  funds 
from  operations.  Prime 
Group  Realty  can  afford  to 
borrow  if  it  spots  good  op- 
portunities, Heebner  says. 
And  at  8.5%-,  the  stock  has 
one  of  the  highest  yields 
around. 

If  you  lack  the  time  or 
cash  to  construct  a  diversi- 


fied portfoHo  of  REITs,  c 
out  the  50-odd  mutual  f 
specializing  in  the  se 
With  REITS  trading  at 
above  their  October 
shareholders  have  re 
to  be  optimistic.  The 
test,  however,  will 
if  the  stock  market  t 
ugly  again:  Then  reits 
show  whether  their 
yields    can  provide 
much-vaunted  downside 
tection.         Aime  Ten 


THE  PROS 

ri 


UNREPENTANT 
BEAR 

Roche  believes  the 
current  rally  can 
last  just  three  or 
four  months 


BEWARE 
THE  OTHER 
SHOE 

Being  a  bear  in  the 
bull  market  years 
wasn't  easy,  but 
David  Roche  stood 

his  ground.  With  markets 
cooler,  he's  still  bearish — 
arid  feel  ing  vindicated.  The 
former  head  of  global  strat- 
egy and  economics  for  Mor- 
gan Stanley  Dean  Witter, 
Roche  runs  Independent 
Strategy,  a  London-based 
investment  adviser  to  hedge 
funds,  corporaiions,  and 
Middle  Eastern  and  Asian 
governments.  He  spoke  with 


BV  SI  NESS  week's  London 
bureau  chief  Stanley  Reed: 

Q:  Your  bleakest  recent  pre- 
dictions have  7iot  come  to 
pass.  World  markets  have 
not  fallen  30%  to  J,0%; 
Brazil  has  not  collapsed. 
Did  you  get  it  m~ong? 
A:  Some  of  oui*  forecasts 
have  been  wi'ong,  but  a 
bevy  are  still  waiting  to 
happen.  We  had  the  decline 
in  the  Western  markets 
right.  We  got  the  emerging- 
markets  crisis  right.  [Finan- 
cial collapse  in]  Brazil  and 
China  has  not  happened. 
[The  collapse  of]  Brazil,  Chi- 
na, and  South  Afi-ica  and 
the  second  leg  down  of  the 
bear  market  have  been  put 
on  hold. 

Q:  Wiiy? 

A:  We  are  living  in  a  kind  of 
dream  period  now.  The  Fed 
is  bailing  out  the  world. 


Japan  is  about  to  print 
60  ti-illion  yen  [$500 
billion]  to  prop  up 
banks  and  give  $30  bil- 
Hon  to  $100  biUion  to 
Asia  without  any  con- 
ditionality.  The  weak- 
ened dollar  has  given 
emerging  markets  a 
huge  sigh  of  relief.  The 
International  Monetary 
Fund  is  ready  to  spend 
money  on  anybody  it  thinks 
is  worthy  that  might  have  a 
crisis.  These  factors  have 
led  to  a  dramatic  rally,  but 
they  are  temporary — they 
might  last  for  three  or  foiu' 
months.  Most  of  the  dream 
world  will  start  to  end  be- 
fore the  end  of  the  year. 

Q:  What  is  the  outlook  for 
the  U.S.? 

A:  It  is  going  to  be  the  least 
recession-stnick  economy  in 
the  worid.  The  U.  S.  will  go 
to  a  gTowth  rate  of  between 
zei'o  and  1!^%-. 

Q:  Will  Federal  Reserve 
Board  Chairman  Greenspan 
cut  rates  some  more? 
A:  Financial  markets  are 
saying  he  will  cut  25,  25,  25 
[basis  points],  but 
Greenspan  may  hold  off  for 
a  month.  The  consumer  has 
not  caved  in.  But  I  still 


think  the  U.  S.  will  slow, 
he  will  cut  rates. 

Q:  How  shoidd  a  U.  S.  ir 
vestor  allocate  assets  noi 
A:  Tliirty  percent  stocks, 
50%  bonds,  20%  cash.  Th 
will  be  an  opportunity  to 
buy  equities  cheaper.  I  si 
think  the  Dow  will  go  to 
6000. 

Q:  Wotild  you  buy  Japai 
equities? 
A:  No.  The  valuations  ar 
wi-ong,  the  outlook  for  i\ 
economy  is  dreadful,  and 
state  is  bankrapt. 

Q:  Wliat's  your  prognosi 
for  the  euro? 
A:  The  euro  is  going  to 
weak  currency.  The  idea 
euro  can  replace  the  doll 
is  out  of  the  question.  Tl 
politics  of  Europe  are  mi 
ing  the  wi'ong  way  to  m; 
it  an  attractive  place  for 
eigners  to  put  their  mon 

Q:  Flow  about  European 
stocks? 
A:  I  would  not  touch  Eu 
pean  stocks  or  bonds  ex< 
in  Britain.  Em'ope  could 
have  a  surprise  recessioi 
with  left-wing  govemme 
that  don't  have  a  clue  w 
to  do  about  it. 

Q:  Are  there  markets  yo 
like? 

A:  Australia  and  New 
Zealand.  You  can  get  59i 
dividend  yields  in  Austr 
and  8%'  in  New  Zealand, 
They  will  come  to  enjoy 
safe-haven  status. 
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Htium"  II  processor  (up  to  450  MHz)  with  100  MHz  bus  speed  /  2D/3D  AGP  graphics  /  Integrated  Audio  /  Inter  10/100  Ethernet' 
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10:39  PM.  Who's  taking  care  of  your  computers?  Ttiey  take  care  of  themselves,  thanks  to  Universal  Management  from  IBM.  We  started 
1  Intel  building  blocks  like  processors,  networking  adapters  and  LANDesk*  software.  And  added  IBM  ingenuity  to  form  an  alliance  that 
duces  industry-standard  innovations  like  Alert  on  LAN™  and  Wake  on  LAN!"  Innovations  that  help  you  remotely  mionitor  and  fix  problems 
:hey  occur.  Ones  that  reduce  the  time,  hassle  and  cost  of  installing  and  updating  networks  of  PCs.  Innovations  you'll  find  in  PCs 
rywhere.  Go  see  a  movie,  you've  got  nothing  to  worry  about.  Visit  www.pc.ibm.com/us/ibmpc/ama  or  call  1  800  IBM  7255,  ext.  5021 

THE  IBM  PC  300PL 

V  .  y 
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|fp«ll  -MHz  denotes  mictoptocessor  mlernal  clock  speed  only,  other  laclors  may  also  attecl  application  pertormance  All  PCs  lelctenccd  in  this  ad  are  shipped  with  an  optratmg  system  IBM  product  names  ate  liademarks  ot  Inlernational  Business  Machines  Corporation 
.  »  ■  Alert  on  LAN  and  Wake  or  IAN  are  products  ol  IBM/Inlet  Advanced  Manageahility  Alliance  and  are  trademarks  ol  IBM  Corporation  Intel  lANDesk,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  oi  Intel  Corporaimn  n^mn  IBM  Corp  All  rights  reserved 
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JORDAN:  CITY  COMFORT 
AND  DESERT  MARVELS 


On  our  first  day  in 
Jordan,  we  drove 
about  an  hour  outside 
the  capital,  Amman, 

to  the  Roman  city  of  Jerash. 
We  wandered  tlu'ough  sweep- 
ing columned 
avenues,  stud- 
ied the  remains  ■■■■■■uu; 
of  churches  and  temples,  and 
clambered  up  rows  of  seats 
in  a  beautifully  proportioned 
amphitheater.  As  the  light 
faded,  the  stony  hillside  took 
on  a  timeless  quality.  Bedouin 
women,  leading  sheep  and 
goats  home,  looked  at  us 
warily,  and  the  muezzin's  call 
to  pi-ayer  di-ifted  over  from  a 
moscjue  across  the  valley. 

If  you  have  never  visited 
the  Arab  world,  Jordan  is  a 
good  place  to  start.  The  little 
kingdom,  about  the  size  of 
Maine,  is  hospitable  to  for- 
eigners and  offei-s  desert 
sceneiy  and  mai-velous  antiq- 
uities. It  carries  traces  of 
many  civilizations,  from  the 
biblical  Ammonites,  who  gave 
Amman  its  name,  to  the 
Byzantines,  whose  magnifi- 
cent mosaics  adorn  the  Chris- 
tian city  of  Madaba.  The  best 


YOUR  LIFE 


time  to  go  is  in  the  spring. 
Round-trip  coach  aiifai'e  from 
New  York  to  Amman  runs 
about  $1,600,  and  U.S.  citi- 
zens can  obtain  visas  for  $44 
from  any  Jordanian  embassy 
or  at  the  Amman  aii"port. 
When  my  wife,  teenage 
daughter,  and  I 
went  this  year, 
we  started  in 
Amman.  Most  of  the  city  is 
recently  built,  and  it  lacks  the 
funky  souks  of  Cairo  and 
Damascus.  But  the  white 
stone  buildings  airayed  over 
dusky  hills  have  a  rugged 
charm.  There  is  a  massive 
Roman  theater  in  the  center 
of  town,  and  a  worthwliile  ar- 
chaeological museum.  Amman 
is  also  a  good  place  to  sample 
Arab  foocl  and  to  shop  (table). 

We  used  the  city  as  a  base 
to  venture  forth  in  our  rent- 
ed car,  returning  to  the  hotel 
at  dusk.  The  desert  to  the 
east  offers  sweeping  hoi-izons 
of  purple  sand  strewn  with 
bluish  basalt  pebbles.  It  also 
is  studded  with  ancient  forts, 
built  to  protect  the  caravan 
routes  from  Arabia  and  as 
hunting  lodges  for  foi'gotten 
ralers.  The  British  adventur- 
er T.  E.  Lawrence  used  the 


rough-hewn  Qasr  Azraq, 
about  60  miles  fi-om  Amman, 
as  a  base  for  his  plottings 
against  the  Turks  in  World 
Wai-  I.  Also  accessible  is  Qasr 
Kharana,  a  squarish  7th  cen- 
tury sti'ucture.  Qasr  Amra, 
an  ancient  edifice  on  the  road 
to  Azi"aq,  boasts  an  eai'ly  rep- 
resentation of  the  constella- 
tions on  a  domed  ceiling. 

On  our  fourth  day,  we 
headed  south  down  the  old 
Kings  Highway  towai'd  Petra, 
100  miles  away.  This  is  a 
slower  route  than  the  new 
desert  road,  but  far  more  ex- 
citing. It  vrinds  thiwgh  steep 
mountain  passes,  offering 
heart-stopping  views  of  the 
diy,  rocky  cliffs  and  valleys. 
Not  to  be  missed  is  the  enor- 
mous cioisader  fort  at  Kai'ak. 

The  stronghold  of  the 
Nabataeans  who  inhabited 
the  region  during  Roman 
times,  Petra  is  tucked  away 
in  an  othei-worldly  range  of 


PASSAGE  TO  PETI 

The  Nabataean  city 
boasts  1st  century  rui 
and  stirring  views 

wind-cai"ved  cliffs.  You 
through  a  twisting,  na 
canyon  called  the  Siq. 
overhanging  rocks,  with 
pmk,  orange,  and  red  str 
ai-e  spectacular  enough, 
you  notice  stranger  shaj 
monuments  and  dooi^wa 
tombs.  Finally  the  Siq 
way  to  a  valley  with  s 
tures  up  to  150  feet  hig 
into  the  stone.  You 
spend  days  exploring  I 
The  site  is  vast,  and  ma 
the  tombs  require  hike; 
the  mountains.  But  the  ^ 
are  well  worth  it.  On 
days,  you  can  see  for  m 

It  is  also  challengir 
bargain  with  the  village! 
ficials  have  been  tryii- 
evict  from  the  site.  T- 
daughter's  glee,  I  wa- 
sued  by  a  woman  witl 
toos  around  her  eyes 
dling  some  Roman  coins,  i 
home  in  a  nearby  villag  • 
purchased,  for  about  $1 
handsome  wool  mg  we 
fi'om  several  on  the  fiun 
owTier  said  the  women 
family  had  made  it. 

I  speak  Arabic,  wh 
useful  in  getting  arouiK  i 
most  Jordanians  involvi 
tourism  speak  Englis 
guide,  at  about  $120  a  ( 
advisable  for  more  i  i 
parts  of  Petra  or  goii 
into  the  desert.  But,  : 
v/ith  common  sense 
guide  book,  you  can  ' 
tackle  most  sites  in  J  < 
on  youi'  own.  Stanleys 


Trip  Tips 


LODGING 


DINING 


IN  AMMAN  Intercontinental 
Hotel,  between  2nd  and  Srd 
Circles,  Tel.  962-6-464-1361 
Centrally  located;  $120 for 
double  room 

IN  PETRA  Taybet  Zaman, 
9  miles  from  Petra, 
Tel.  962-3-2150-111 
Converted  Arab  village;  about 
$200 for  double  room 


ARAB  CUISINE  FakherAl-D 
near  2nd  Circle,  Amman, 
Tel.  641-319 

ITALIAN  FOOD  Romero's,  ac 
from  the  Intercontinental 
Amman,  Tel.  644-227 

SHOi\^M\G 


JEWELRY,  TEXTILES  Alaydi, 
Circle,  Amman,  Tel.  644-5 


Pnfi  RIKINPC:'^,  WFFK  /  NOVFMRFR  1 QQR 


DOES  YOUR  LENDER  UNDERSTAND 
WHY  TWO  INCHES  CAN  COST 
MILLIONS  OF  DOLLARS? 

In  the  time  it  used  to  take  to  launch  a  product,  entire  industries  are  now  reinvented.  In  these 
iustries,  having  a  lender  who  understands  what  you're  up  against  means  everything. 

Since  1908.  The  CIT  Group  has  been  the  lender  of  choice  to  so  many  rapidly  evolving  industries 
■ause  we  have  made  the  commitment  to  stay  current  in  each  one.  From  technology  to  transportation  to 
\hion,  we  create  targeted  financings  based  on  an  up-to-date  understanding  of  the  issues. 

Just  ask  any  semiconductor  executive...  including  those  spending  millions  to  replace  six-inch 
50mm)  silicon  wafer  fabrication  equipment  with  eight-inch  (200mm)  equipment.  Or,  to  see  what  we  can 
for  you,  visit  www.citgroiip.com  or  call  1-800-CIT-1908. 


JSTRUCTION    •    CONSUMER    •    MANUFACTURING    •    RETAIL    •    SERVICE    •    TECHNOLOGY    •    TRANSPORTATION    •  WHOLESALE 

3  The  CIT  Group.  Inc 


BusinessWeek 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


Marketplace 


500  NORTH  MICHIGAN  AVENOE.  SOITE  201 
CHICAGO,  IL  60611 


Education/Instruction 


® 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  tliat  powers  pertbmiancer 


UPCOMING  COURSES 


The  Columbia  Senior  Executive  Program 

(May  2  -  28.  1999)    (Aug  8  -  Sept  3,  1999) 

Marketing  Management 

(Dec  6  -  11,  1998)    (Feb  21  -  26.  1999) 

Finance  &  Accounting  for  the  Nonfinancial  Executive 

(Dec  6  -  11,  1998)    (Mar  21  -  26,  1999) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  53 

Visit  our  web  site  at:  www.columbia.edu/cu/business/execed 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call: 

Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 

717-633-1850 


Corporate  Gifts 


Logo  Tattoos! 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 


TOP^UTt 

Wi£»on.  ^s^aWft****! 

PRECEPT  \::*:i:yc* 

Pmnacle 

MAXFLL 


Corporate  Gifts/Premiums 


I 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S  1:89.00! I 

plus  S10.00  S&H  (OA  add  7.25%  sales  tax) 
Customized!  Full  Color!  Z;  x  2" 

, :         Calico      -     ,  ■ 

3000  Alamo,  Drive,  Ste  201  •  Vacaville,  OA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


NO  time  to 
wait  for  a 

catalog?/:  . 

Order  \'  JKi 

thousands 
of  unprintable 
biisiiieas  gifts  oiiluie 
...  24  hours  a  day. 

PROMOMA!?T 

www.promomart.coin/bw 

Enter  mniitlily  to  win  .$1,00(1  in  gilt.s! 

\'i.sji  (/  (/■(/■  jirotiKiiiuirt.i'ini'hir  riow 


Education/Instruction 


AWARD  WINNINa 
DISTANCE 
£DIICAnON 

MBA  &  MS  Desreas 

^   ...  •  . 

{x»«vM9#  flilicaiion 


800.441.4746 

 wwwJsfiBu.erfii 

Accreditee]  tjy  (lie 
Distance  EcJucahon  Training  Council 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  JD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
www.monticello.edu 
Fax  913-661-9414 
800-405-7935 


An  MBA  You  Can  Fit 
into  Your  Schedule 


Innovative  and  flexible,  you  can  structure  your  study  lo 
III  your  schedule,  location  and  budge!  Earn  your  lully- 
accredited  MBA  by  distance  learning  through  Leicester 
University's  Management  Centre 


Call  us  nowl  80(hS74-5$44 
>J  E-mail  rdiusa@erols  com 
5^  www  le.ac.uk/lumc/ 


No  closstoom  attendonce  ' 
^  Accetefoted 
Degee  programs  based  on  work  experierKe 


BUSINESS  -  ENGINEERING  -  ARTS 


www  woshint  edu 

PO  BOX  1136  •  BrynMowr,  PA  19010  I 
Fax  610-527-1008  •  wa$huniv«30p  net  I 


The  Leader  In  Distance 
Learning  for  20  Years 


•Associate*Bactielor«Master*Doctor 

Business  (Mgmt,  HRtvl.  Health  Care) 
Management  of  Tecfinology. 
Pschology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  1  7tfi  St  BW.  Santa  Ana,  CA  92705 
800-477-2254     www  soups  edu 


MBA  BY  Distance  Learning 

Maior  British  university  otters  accredited  MBA,  no 
Bachelor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  of  world's  best  MBA  programs 

HERIOT  WAn  UNIVERSITY  1  (800)  MBA-0707 
North  American  Distributor  I       Ask  lor  ext  20 
6921  Slocklon  SI,  Suite  2,  El  Cerrilo,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  machine's  phone,  call  (510)  486-8900. 


Education/lnstructii 


University  Degr 


Bachelor's,  Master's,  Pll 
Taking  courses  using  texts/l 
mail/Email.  No  classes.  Lon) 

Columbia  Pacific  Univi| 

105  Digital  Dr.,  Novate,' 
94949 

800-552-5522 


Business  Software 


OrdtT  ..-ntr)',  cmiit  omj  protESSing.  shipping, 
loncw  imnagcmtnt  with  ifKcgra'td  imcniLl  c  ii 
inventory  nunagemcnl,  repomng.  Im  managt| 
mjiiing — everyttung  you  neca  for  order  talung  b 
even  die  Worid  Wide  Wet  in  one  simple  easy- 
jfRinJahie  Windows  pitigram  irom  Dyoa 
Call  1  -80M58-.1666  or  visit  www.dvilacoii« 

Mail  OizierMsaiagf 


Franchising 


Frsinchiiij 

your  businei 

Call  for  information  on  franci 
your  business  or  semin^ 
scheduled  throughout  the  cm 

mncorpf 

Spaclaltsts  in  Franchisa  Davaloplp 

1-800-FRANCHISif< 


Business  Financii 


Get  Cash  for  Inv(» 

Finance  Youi 
Accounts  Receivj 

Low  Rates  •  No  Hassles  •  No  F  . 
We  can  customize  financ 
to  suit  your  company 

AeroFund  Financial/i/ 
(800)  747-4234 


investment  Opportu 


$Earn  42  to  1 200% 
more  on  your  Savii 

►  7  to  1 2%  Return  on  Invest! 
APY  (Guaranteed) 

►  6  months  to  2  year  terms  (I 

►  $500  to  $50,000  per  accol 

►  Toll  Free  1-888-883-.' 

►  request  Kevin  (esl  123)  say  you  sa 


Financial  Servici  I 


$30,000  ,.$SO0 1 

Start  or  expand  your  bi 
with  a  business  loan  t 

Guaranteed  by  the  C  |" 
wvwv.business-capits 

I-888-74S-67S6  Ext  ^ 


FOR  AD  RATES  AND  INFDRMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  11  60611 


ess  Opportunities 


HEALTH  FREEDOM 


SD  HOME  BUSINESS 

tple's  Choice  Award  Winner 
K  per  month  from  home  with 
NASDAQ  Health  company. 
)  cost.  Team  Training/Support 
FREE  Report,  call 

88-575-0246 

obalhoinebusiness.net 


ored''  Want  to  be  your  own 
I  your  business  &  would 
:hallenge?  Need  a  part  time 
e  are  seeking  qualfied  affili- 
ic  to  benefit  from  your  own 
&  our  40  year  background 
lESS  MEDIATION  CON- 
Exceptional  training  & 
upport  can  provide  a  sub- 
ime  &  personal  satisfaction 
bank  loans,  insurance,  R  E 
Business  transfers,  etc  )$l2k 
ill  for  free  brochure  &  video 


m 


iness  Li'ans  and  Equipment 
$1,000  lo  $10  million  No  co 
Work  directiv  with  \,ih(>n<il 
■limited  eamini;--  i-iii.  nii.il  ,iiiJ 


n  packet  ^^'-'—^-^i 

■800-336-3933 

an  Consultants.  Inc.  ^ 


Proven 

Cucrative 

ased  IJiz  hits  nation! 

rowing  company  in  personal 
tlon  industry  ■  not  MLM. 
I  Leaaer.  Strong  support  team 
product  cost  -  guaranteed, 
ness/success-minded  call: 

891-3460  (24  hfs) 


id  of  Making 
jne  Else  Rich? 

)wn  wholesale  distribution 
specialty  gift  items  Easy  lo 
Kent  profits,  huge  market. 
Dr  only  $25  deposit  &  $5  S/H 
inded  with  $250  purchase) 

J.N.I.  Gift  World 
)5-495-3822 


al  Goldmine  $$ 


Residual  Income 
eat  Product 
ven  Industry 
lling.  No  MLM, 
Turnkey 


i  


Business  Services 


SAVE  30%  to  50% 


3-TO-A-PAGE 

Business  Checks 
& 

Laser/InkJet 

Computer  Checks 

Call  for  a  FREE  brochure 

1-800-239-4087 

Designer  Checks 

www.designerchecks  com 


100%  SATISFACTION  GUARANTEED 


TRADEMARKS 


•  Trademark  by  Phone! 

•  Protect  your  logo,  slogan 
or  business  name 

•  Attorney  owned/operated 


800-67-TRADEMARK 


INCORPORHTE 


•  FREE  Information 

•  All  U.S.  States  and  Offshore 

•  Attorney  owned  and  operated 


www.coipcreations.com 


1-800-672-9110 


TRflDEMHRK 


RESEARCH  REPORTS 


'  20,000  ACADEMIC  TOPICS  AVAILABLE! 

I  Send  $2  for  the  290  page  catalog 

I  Custom-written  leporls  also  avsilable 

,  RESEARCH  ASSISTANCE 

'  11322laahoAve,#206BF 

I  Los  Angeles.  CA  90025 

•  TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.com 


Financial  Services 


No  Credit  Check  -  72  tir  Svce.  -  EZ  approval 
100K  to  5  mil.  5.5%  -  Borrowing  Made  Easier 
with  compensating  talance  deposits. 


I  1  ■888-745-6752  ext.  1005  i 


Golf  Resorts/Vacations 


Ft  Lau^rrdaU's  Oniy 


At  Its  Greatest 

For  more  infomution 
visit  our  web  site  at 
www.infiniiydub.com 
.xcaii  1-800-727-7388 


All-Inchtmr  Go^  Resort 
Your  choice  of  8  counts 
miiu^img  ihe  Imrrmry  Eaa 

Room '  Meafc  -  Gdf  -  TomiK 
-  Bevoag^-  Beuy&  Hoie* 
Goth  -  Tax  &  SavicE- 

ALL-lNCI.UDtD 


Fine  Art 


DALI 

Coll*cl  Rar«,  Authantlc 
Limited  Edltlona 
from  »  2BO0 
CALL  FOR  CATALOS 

1-800-999-DALI 

o'OlO)  851-4714 


SILVERSTATE  FINE  ART 


ISO  9000  Certification 


ISO9000  Made  EASY  &  CHEAP 
$2,495  (BusinessWeek  Special) 


^  QS9000  &  CE  Mark 
^  Thousands  sold  world  wide 

e-mail:  lucidi@ix.netcom.com 
(fax:  562-403-3796) 


Free  Demo  Kit:  888-735-7604 


Home  Furnistiings 
r    Buy  Direct! 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 
HoMEWAY  FuRNrruRE  Company 

P.O.  Box  I54S.  Mt.  Airy,  NC  27030 
^  (800)  334-9094  (336}  786-A15I  > 


Travel 


WHOLESALE 
PRICES  TO  ASIA 

Corporate/Individual 

1-800-886-5944 

www.pacifictravel.com 


MAJESTIC  YOSEMITE 

UNLIMITED  GOLF  FOR  2  -  JOIINNY 
MILLER  CHAMPIONSHIP  COURSE 
YOSEMITE-CASINO-Sia-3  LAKES- 
FISH  -  SAIL  -  TENNIS-SWIM 
3  BR  CUSTOM  HOME  $1 850AVEEK 


1-877-310-1234 


Executive  Gifts 


MANAGEMENT  TOOL 


The  Shamrock  4  in  1  is  a 
unique  single  writing 
instrument  with  black, 
blue,  and  red  ballpoint 
pens  and  a  0  5mm  pencil. 
Elegant  European  styling, 
precision  crafted  in  brass, 
multi-coat  black  lacquer 
finish  and  gold  trim  Here 
are  PROVEN  TECHNIQUES 
that  get  results: 

•  For  a  positive  response 
sign  your  name  in  blue  ink 

•  To  emphasize  &  edit,  use  red 

•  For  reproduction,  use  black 
•Where  changes  are  needed, 

use  a  pencil  with  an  eraser 
A  prestigious  gift  for 
clients  and  friends  Includes 
engraved  company  or 
personal  name,  gift  box. 
Fully  guaranteed.  Only  $30 
Prepaid.  M/C-Visa,  Call  or  fax 

Shamrock  Pens 

Tel  760-770-0266 
Fax  760-770-7896 

49  Lincoln  Place 
Rancho  Mirage,  CA  92270 


Publishing  Services 
Publish  Your  Book 

y.")  year  tradition  of  quality  Subsidy 
book  publisher  offers  publishmg 
services  for  books  of  all  types.  For 
free  Author's  Guirfc write  Dorrance- 
BW,  (i43  Smithfield,  Pittsburgh,  PA 
or  I  all  l  -H()()-69.5-9.Wy 

Books 


GREAT  ADVERTISING 
BOOKLET! 

Find  out  how  you  can  actually 
QUANTIFY  the  effectiveness 
of  your  Advertising!  Read 
"Tfie  Barrovi/s  Popularity 
Factor"  by  Robert  Barrow/s, 
Pres.  of  R.M.  Barrows,  Inc. 
Advertising,  Burlingame,  CA. 

CALL  1-800-247-6553 

$29.95  plus  $4.50  s/h  in  tfie  U.S. 
($6.50  s/h  outside  the  U.S.)  CA 
res.  add  8.25%  sales  tax  Order 
on  line  at  www.barrows.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

•  Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  OA 

•  www  cadet-com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


The  fastest  tvay  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-click 
option  to  connect  with 
our  advertisers. 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  th 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1-800-848-6708. 


BizLmk 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


/\  Du'ision  of  The  McGraw-Hill  Compa 


isiness  Week  Index 


UCTION  INDEX 


jnge  from  last  week:  0.1% 
inge  from  last  year:  5.0% 

PRODUCTION  INDEX 

Oct.  31  =  134.9 
1992=100 


Nov.  Mar. 
1997  1998 
index  IS  a  4-week  moving  average 


July 
1998 


Oct, 
1998 


iduction  index  was  up  in  the  week  ended  Oct.  31.  The  unaveraged 
ISO  increased,  to  135.5,  from  134.7  in  the  previous  week.  After 
il  adjustment,  rail-freight  traffic  was  up  2.7%,  and  the  Association  of 
in  Railroads  reported  that  this  week  intermodal  traffic  set  a  record 
utput  of  electricity,  oil,  coal,  and  lumber  also  increased.  For  October, 
ex  fell  1.1%  to  134.9,  from  September's  reading  of  136.4. 

;tion  index  copyrignt  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (11/6)  s&p  500 

1141.01 

1098.67 

23.0 

RATE  BOND  YIELD,  Aaadl/S) 

6.61% 

6.47% 

^4.3 

SUPPLY,  M2  (10/26)  billions 

$4,361.5  $4,344.2r 

8.9 

.  CLAIMS,  UNEMPLOYMENT  (10/30)  thous  312 

301 

-1.9 

AGE  APPLICATIONS,  PURCHASE  (11/6) 

291.9 

249.3 

44.4 

AGE  APPLICATIONS,  REFINANCE  (11/6) 

1,987.0 

2,495.7 

146.8 

S:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Depl  ,  Mortgage 
Assn.  (Index:  March  16,  1990=100) 

REST  RATES 

ItL  FUNDS  (11/9) 

LATEST 
WEEK 

4.95% 

WEEK 
AGO 

5.04% 

YEAR 
AGO 

5.50% 

iRCIAL  PAPER  (ll/lO)  3-month 

5.15 

5.05 

5.60 

'ICATES  OF  DEPOSIT  (ll/lO)  3  montti 

5.30 

5.29 

5.77 

MORTGAGE  (II/6)  30-year 

7.03 

6.96 

7.38 

TABLE  MORTGAGE  (11/6)  one  year 

5.65 

5.58 

5.65 

(11/6) 


1.00 


1.00 


8.50 


PRODUCTION  INDICATORS 


STEEL  (11/7)  thous.  of  net  tons 

1 ftTCCT 

WEEK 

1,841 

UfECV 

AGO 

1,920# 

TtAnLl 

%  CHG 

-15.7 

AUTOS  (11/7)  units 

126,756 

132,386r# 

-5.6 

TRUCKS  (11/7)  units 

146,229 

148,588r# 

-1.2 

ELECTRIC  POWER  (11/7)  millions  of  kilowatt-hrs. 

NA 

61,192# 

NA 

CRUDE-OIL  REFINING  (11/7)  thous.  of  bbl./day 

14,774 

14,456# 

2.1 

COAL  (10/31)  thous.  of  net  tons 

22,359# 

22,088 

10.3 

LUMBER  (10/31)  millions  of  ft. 

512. 8# 

498.8 

11.3 

RAIL  FREIGHT  (10/31)  billions  of  ton-miles 

28.7# 

28.3 

7.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
institute,  American  Petroleum  Institute,  Energy  Dept..  WWPA],  SFPA2.  Association  of 
American  Railroads 

PRICES 

GOLD  (11/11)  $/troy  02. 

LATEST 
WEEK 

293.500 

WEEK 
AGO 

289.400 

YEARLY 
%  CHG 

-4.8 

STEEL  SCRAP  dl/lO)  #1  heavy,  $/ton 

85.50 

85.50 

-40.4 

COPPER  (11/6)  «/lb. 

76.3 

74.9 

-18.2 

ALUMINUM  (11/6)  tiib. 

62.5 

61.8 

-19.9 

COTTON  (11/6)  strict  low  middling  1-1/16  in.,  e/lt 

.  66.13 

65.64 

-5.7 

OIL  (11/10)  $/bbl. 

13.18 

13.91 

-34.8 

CRB  FOODSTUFFS  (ii/io)  1967=100 

219.52 

217.65 

-12.7 

CRB  RAW  INDUSTRIALS  (ll/lO)  1967=100 

267.22 

274.44 

-18.7 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Weel(.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (ll/li) 

LATEST 
WEEK 

121.65 

WEEK  YEAR 
AGO  AGO 

116.40  126.06 

GERMAN  MARK  (ll/lD 

1.68 

1.67 

1.73 

BRITISH  POUND  ll/ll) 

1.66 

1.66 

1.70 

FRENCH  FRANC  ii/li) 

5.63 

5.59 

5.78 

ITALIAN  LIRA  (11/11) 

1659.0 

1649.5  1688.5 

CANADIAN  DOLLAR  (ll/ll) 

1.55 

1.52 

1.41 

MEXICAN  PESO  (11/11) 

10.020 

9.950 

8.340 

TRADE-WEIGHTED  DOLLAR  INDEX  (ll/ll) 

108.0 

106.1 

106.5 

i:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


Sources:  Major  New  Yori^  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  uia  J  P  Morgan 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.  l=Western  Wood  Products  Assn        2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


FRIAL  PRODUCTION 

',  Nov.  16,  9:15  a.m. EST>-  Output 
ndustrial  sector  probably  rose  by 
1  October,  accoriding  to  the  fnedian 
:  of  economists  surveyed  by  Stan- 
Poor's  MMS,  a  division  of  Tfie 
/-Hill  Companies.  Production  fell 
1  September,  with  a  broad  number 
stries  showing  declines.  Capacity 
on  rates  likely  averaged  81%  last 
down  from  81.1%  in  September. 

MER  PBICE  INDEX 

/,  Nov.  17,  8:30  a.m. EST  >■  Con- 
)rices  for  all  goods  and  services  like- 
0.2%  m  October,  after  no  rise  in 
ber.  Excluding  food  and  energy,  core 


prices  probably  increased  0.2%,  the  same 
small  gain  as  in  September. 

BUSINESS  INVENTORIES 

Tuesday,  Nov.  17.  8:30  a.m. est>-  Invento- 
ries stored  at  factories,  wholesalers,  and 
retailers  probably  increased  0.2%  in  Sep- 
tember, after  rising  0.3%  in  August. 

FOMO  MEETING 

Tuesday,  Nov.  17  >■  The  s&p  mms  forecast 
expects  that  the  Federal  Reserve  will  cut  its 
federal  funds  target  rate  by  a  quarter-point 
to  4.75%  at  this  Open  Market  Committee 
meeting.  The  Fed  shocked  the  financial 
markets  on  Oct.  15  when  it  cut  between 
meetings,  trimming  the  fed  funds  rate  from 


5.25%  to  5.00%  and  the  discount  rate 
from  5.00%  to  4.75%. 

INTERNATIONAL  TRADE 

Wednesday,  Nov.  18,  8:30  a.m. est  >■  The 
trade  deficit  probably  narrowed  to  $16  bil- 
lion m  September,  from  $16.8  billion  in 
August.  Exports  continued  to  fall,  but 
imports,  which  jumped  2.2%  in  August, 
likely  fell  back  sharply  in  September. 

HOUSING  STARTS 

Thursday,  Nov.  19.  8:30  a.m. est>-  Hous- 
ing starts  probably  stood  at  an  annual  rate 
of  1.58  million  in  October,  unchanged  from 
September's  level,  projects  the  s&p  mms 
survey. 
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Special  Advertising  Feature 

Mixing 
Business  with 
Pleasure 
by  Lincoln 


Answers  from  puzzle  #2 
in  Business  Week. 


LINCOLN 

www,  lincolnvehiclesxom 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Cornpanies  listed  only  in  tables  are  not  included. 


ABNAmro(AAN)  70 
Advanced  Lighting  Technologies 
(ADLT)  159 

Advanced  Micro  Devices  (AMD)  57 
Ahmanson  (H  F)  (AHM)  82, 83 
Airbus  Industne  78 
Amazon  com  (AMZN)  52.64 
Amenca  Online  (AOL)  1 
Amoco  (AN)  82 
AMR  Research  137 
Apple  Computer  (AAPL)  140 
ARM  Holdings  (ARM)  57 
AstroTerra  137 
AT&T  (T)  82,  90,172 
Avon  Products  (AVP)  62 

B 


Banc  One  (ONE)  52 
BankAmenca  (BAG)  83. 158. 172 
BankAustna  76 
Bank  Bumiputra  12 
Bankers  Trust  (BT)  12.172 
Bank  of  Asia  70 
Barnes  &  Noble  (BKS)  64 
Baron  (A.R)  162 
Bear  Steams  (BSC)  1B2 
Boeing  (BA)  78 
Boston  Consulting  Group  52 
Bnstol-Myers  Squibb  (BMY)  64 
Brown  &  Williamson  130 
Buycomp  com  64 

C 


Callaway  Golf  (ELY)  64 

Canongate  Books  94 

Capital  Growth  Management  202 

Cargill  64 

Cariyle  Group  123 

Centocor  (ONTO)  64 

CIBC  Oppenheimer  123 

Citigroup  (CCD  76,172 

Cohen  &  Steers  202 

Compaq  Computer  (CPQ)  64, 82 

Conseco (CNC)  158 

Continental  Gram  64 

Crescent  Real  Estate  Equities  202 

Crown  Crafts  (CRW  54 

OS  First  Boston  (Hong  Kong)  70 

Cummins  Engine  (CUM)  90 

Cushman  &  Wakefield  202 

CytoTlierapeutics  58 

D 


DaimlerChrysler  172 
Dam  Rauscher  Wessels  52 
De  Beers  Canada  32 
Dell  Computer  (DELL)  52, 64 
Delta  Consulting  Group  90 
Deutsche  Bank  50, 74. 76 
DFI  International  123 
Diamond  Multimedia  (DMD)  12 


Donaldson  Lufkin  &  Jenrette  123, 

202 

DreamWorks  SKG  140 
DuPont(DD)  170,172 


eBay  (EBAY)  50.52 
EIAI  78 

Embryo  Development  162 
Engelhard  6 
Epson  28 
Ernsts  Young  137 
Excite  (XCIT)  52 
Exxon  (XON)  82 


Fannie  Mae  82 
Fidelity  Investments  170 
First  Call  214 
Ford(n  6.172 

Forrester  Research  (FORR)  52, 
Fox  Entertainment  (NWS)  64 


Gartner  Group  130 
General  Electnc  (GE)  32. 52, 82, 
123,172 

General  Motors  (GM)  47.50.172 
GeoWctor  140 
Geran  58 
Gillette  (G)  172 
Gilliam  8 

Giordano  International 
(GRDHY)  70 

Glaxo  Wellcome  (GLX)  170 
Global  Technology  Partners  123 
Goldman  Sachs  52, 174 
Goodnch  (B,F) (GR)  50 
Great  Amencan  Cookie  6 
Great  Western  Financial 
(GWFP)  83 

Green  Street  Financial  (GSFL)  202 
Grove/Atlantic  94 


Hambrecht  &  Quist  (HQ)  140,170 
Hams  (Louis)  52 
Healthsouth  (HRC)  170 
Health/Vest  Advisors  170 
Hemisphenc  BioPharma  (HEB)  170 
Hitachi  (HIT)  57 
Hoechst  64 
Hoenig(HOEN)  174 

I 


IBM  (IBM)  50 
In  Focus  28 

Infonautics  Consulting  90 
Ingram  Entertainment  64 
Inkombank  76 
Insight  64  57 
Intel  (INTO  50,57,82 
Intemational  Data  174 


Johnson  &  Johnson  (JNJ)  8 
Johnson  Associates  158 
Jupiter  Communications  52 

K 


Kmart  (KMT)  172 

K-Tel  International  (KTEL)  52 


LaRoche industnes  54 
Legg  Mason  50 
Lehman  Brothers  (LEH)  76 
Limited  (LTD)  172 
Lockheed  Martin  (Livrn  123, 140 
Logitech  International  28 
Long-Term  Capital 
Management  12 
Loral  (LMT)  123 
L-3  Communications  123 
Lucent  Technologies  (LU)  82. 90 
Lynx  Therapeutics  (LYNX)  17D 

M 


Market  Partner  International  94 
Mattel  (MAT)  140 
McDonald's  (MOD)  140 
McGraw-Hill  (MHP)  1.211 
MCI  WorldCom  (WCOM)  172 
MedPartners  (MDM)  64 
Mercedes-Benz  137 
Merck  (MRK)  52.64,172 
Memll  Lynch  (MER)  6,123,140 
MFK  Renaissance  76 
Microsoft  (MSFD  1,12,28,32,52, 

57,130,172 
MIPS  (MIPS)  57 
ML  Direct  162 
Morgan  (J.P)  (JPM)  64,170 
Morgan  Stanley  Dean  Witter 

(MWD)  27,50,70,140,202,204 
Momingstar  202 
Motorola  (MOT)  82 
Munder  NetNet  Fund  52 

N 


Nabisco  Holdings  (RN)  61 
NationsBank  (NB)  172 
NEC  28 

Netscape  Communications 
(NSCP)  130 

Networ1<  Computer  (ORCL)  130 
New  York  Times  (NYD  52 
Nintendo  64 
Nordstrom  (NOB)  82 
Northwest  Airlines  (NWAC)  174 
Novartis  170 
Novell  (NOVL)  130 

O 


Ogiivy  &  Mather  (WPPGY)  50 
Oneximbank  76 
Oracle  (ORCL)  130 
O'Reilly  &  Associates  28 
Organogenesis  (ORG)  170 
Osins  Therapeutics  58 


PacifiCare  Health  Systems 
(PHSYB)  82 
PaineWebber  (PWJ)  27 


Paramount  Communirj'j 
(V'lA.B)  140 
Perry  Ellis  8 

Philip  Moms  (MO)  61,8;  , 
Philippine  Airlines  70 
PhyCor(PHYC)  64 
Pinnacle  Micro  (PNCL)  6 
Pixar(PIXR)  140,154 
PncewatertiouseCoopers 
Primart*  Decision  Econor 
Pnme  Group  Realty  Trusi 
Prudential  Secunties  5[ 
PunkZiegel  170 


Quaker  Oats  (OAT)  12 
Rainier  Core  Equity  Fun( 
Real  World  Technology 
Reel.com  64 
Regional  Financial  Asso 

S 


Salomon  Smith  Barney  I 

172, 202 
SBS-Agro  76 
Schneider  Capital 

Management  50 
Schwab  (Charles)  (SCK 
Shaw(D,E,)  172 
Siemens  74 
Softbank  64 
Sony(SNE)  64 
Special  Equities  162 
SpeedServe  64 
Ssangyong  70 
Stac  130 

Standard  &  Poors  (MHf 
211 

Sterling  Foster  162 
Suiza  Foods  (SZA)  50 
Sunbeam  (SOC)  32 
Sun  Microsystems  (SUf 
Symantec  (SYMC)  130 

T 


Tenneco(TEN)  54,56 
Texas  Instalments  (TXN 
Tliompson  (J,  Walter)  (V 
Ttiomson  32 
Tippett  Studios  140 
Tommy  Hilfiger  8 

U 


United  Airlines  (UAL) 
Universal  Studios  (VO) 
US,  Filter  (USR  50 

V,  W 


Volvo  6 
Vomado  Realty  Trust  2 
Walt  Disney  (DIS)  140, 
Wartiurg  Pincus  Grawtl 

Fund  50 
Warner  Bras,  (TWX)  U 
Washington  Mutual  (W 

83 

Waterstones  94 
WebTV  Networtis  (MSF 
WPP  Group  (WPPGY) 


Yahoo!  (YHOO)  50, 52 
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estment  Figures  of  the  Week 


500 

May    Nov.  Nov.  3-11 


1160 
1145 


1120.97 
1115 


kctiange  1 -week  change 
%  +0.2% 


lENTARY 

in  incredible  five  weel<s  of 
U.S.  stocks  ran  into  re- 
;e.  The  Dow  Jones  indus- 
aced  to  8975.5  on  Nov. 
gave  up  152  points  over 
<t  three  trading  sessions, 
w's  gain  for  the  week 
slender  0.5%,  the  S&P 
iven  less.  Technology 
led  by  the  Internet  com- 
,  really  zoomed.  Market 
Intel  also  looked  smart, 
!  over  6%  alone  on  Nov. 
ir  announcing  higher 
ipected  sales.  All  told, 
h-heavy  Bloomberg  Infor- 
Age  Index  logged  a 
ncrease  for  the  week. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8823.8 

0.5 

19.2 

NASDAQ  Combined  Composite 

1862.1 

2.1 

20.8 

S&P  MidCap  400 

344.8 

-0.6 

10.5 

o&r  omaiiuap  duu 

-0.5 

-6.6 

S&P  SuperComposite  1500 

236.5 

0.1 

21.1 

%  change 

9C.C  1  Una 

Latest 

Week 

Year 

Bloomberg  Information  Age 

397.6 

3.8 

44.7 

S&P  Financials 

1 19.0 

-2.7 

11.6 

S&P  Utilities 

254.1 

-0.2 

22.3 

PSE  Technology 

376.4 

2.2 

30.4 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5476.8 

-2.6 

16.0 

Frankfurt  (DAX) 

4717.7 

-2.6 

28.9 

Tokyo  (NIKKEI  225) 

14,428.0 

-0.7 

-6.5 

Hong  Kong  (Hang  Seng) 

10,137.3 

-3.5 

5.5 

Toronto  (TSE  300) 

6279.3 

-1.4 

-5.5 

Mexico  City  (IPC) 

4117.7 

-3.5 

-5.0 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.40% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  28.8 
S&P  500  P/E  Ratio  (Next  12  mos.)*  21.8 

1.42% 

28.3 

21.8 

1.65% 

23.1 

18.2 

First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-4.77%  -2.28%  -1.65% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data:  Bloomberg  Financial  Marl<ets 


1080.1  1076.0 
34.0%  30.0% 
0.53  0.54 
0.45  0.46 


Positive 
Positive 
Negative 
Positive 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Communications  Equip. 
Homebuilding 
Hotels  &  IVIotels 
Machine  Tools 
Computer  Systems 


37.7  Communications  Equip.  66.5 

36.1  Genl.  Merchandise  Chains  64.9 

35.4  Specialty  Appar.  Retailers  64.0 

35.0  Computer  Systems  61.8 

31.3  Drug  Chains  55.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


International  Oil 
Gold  Mining 
Electric  Companies 
Photograohy/lmaging 
Domestic  Oil 


-3.5  Oil  &  Gas  Drilling  -62.1 

-3.3  Oil-V^ell  Equip.  &  Svcs.  -39.9 

-3.2  Leisure  Time  -32.9 

-3.0  Metals  -32.0 

-2.8  Oil  Exploration  &  Prod.  -31.1 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


'First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Exxon 

70 '/8 

-1  'Vl6 

DuPont 

59 'A 

-"/16 

Eastman  Kodak 

78^16 

-5 

Apple  Computer 

35  Vs 

-2^16 

American  Home  Products 

49Vi6 

-'5/16 

Chevron 

80  V2 

-4^16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

70^16 

14'/4 

Cisco  Systems 

67 

14^/8 

MCI  WorldCom 

55^16 

8'/4 

Biogen 

77  Vs 

8^8 

eBay 

130'/8 

99^8 

Ciena 

17 '3/16 

9'/4 

EST  RATES 


SURY  BOND  INDEX 

May    Nov.  Nov.  5-11 


:  1730 
:  1707.07 
•1680 


•  1630 


change       1 -weel<  change 
+0.8% 

omberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.84 

4.89 

5.15 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.55 

4.55 

5.30 

assuming  a  31%  federal  tax  rate. 

tO-yr.  bond 

30-yr.  bond 

6-MGNTH  BANK  CDS 

4.46 

4.45 

5.19 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.53 

4.47 

5.43 

GENERAL  OBLIGATIONS 

4.17% 

4.15% 

4.87% 

4.85% 

10-YEAR  TREASURY  NOTES 

4.82 

4.88 

5.89 

PERCENT  OF  TREASURIES 

86.49 

84.98 

92.12 

91.08 

30-YEAR  TREASURY  BONDS 

5.29 

5.33 

6.13 

TAXABLE  EQUIVALENT 

6.04 

6.01 

7.06 

7.03 

LONG-TERM  AA  INDUSTRIALS 

6.34 

6.45 

6.71 

INSURED  REVENUE  BONDS 

4.28 

4.26 

5.10 

5.08 

LONG-TERM  BBB  INDUSTRIALS  7.30 

7.32 

7.08 

PERCENT  OF  TREASURIES 

88.77 

87.23 

96.47 

95.40 

LONG-TERM  AA  TELEPHONES 

6.64 

6.79 

6.97 

TAXABLE  EQUIVALENT 

6.20 

6.17 

7.39 

7.36 

AL  FUNDS 


■m  U  S.  Diveisified  Sm  All  Equity 
52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Frontier  Equity 
ProFunds  UltraOTC  Investor 
Federated  Aggress.  Grth.  A 
Firsthand  Tech.  Value 
Munder  NetNet  A 

Leaders 

S2-week  total  return 


Laggards 
%   Four-week  total  return 


% 


56.3  ProFunds  Ultrashort  OTCInv  -34.4 

46.3  Prudent  Bear  -26.0 

42.8  ProFunds  UltraSear  Serv.  -22.3 

42.6  Potomac  OTC/Short  -18.6 

42.6  Comstock  Part.  Cap.  Val.  B  -16.4 

Laggards 

%  S2-week  total  return  % 


ningstar,  Inc. 


Flag  Investors  Communs.  A 
Transamerica  Aggr.  Gr.  Inv. 
Smith  Barney  Telecomm.  Inc. 
Dreytus  Technology  Growth 
Rydex  OTC  Investor 


54.7  Lexington  Troika  Russia  -84.8 

54.5  American  Heritage  -54.6 
50.9  Eaton  Vance  Wwde.  Ov.  Res.B-52.3 
49.7  Dreytus  Aggressive  Growth  -51.5 

47.6  Frontier  Equity  -^9.4 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return 


Technology 
Small-cap  Growth 
Small-cap  Blend 
Communications 
Mid-cap  Growth 

Leaders 

52-week  total  return 


28.1  Precious  Metals 
26.0  International  Hybrid 
Utilities 
lapan 

Natural  Resources 


24.2 

21.7 
21.7 


% 


Laggards 

S2-week  total  return 


-0.4 
3.9 
5.5 
7.0 
7.6 

% 


Communications  25.3  Diversified  Emerging  Mkts.  -29.7 

Utilities  23.0  Latin  America  -27.1 

Large-cap  Growth  20.6  Natural  Resources  -26.5 

Large-cap  Blend  16.5  Pacific/Asia  ex-lapan  -24.3 

Technology  13.2  Diversified  Pacific/Asia  -19.3 


as  of  market  close  Wednesday,  Nov.  11,  1998.  unless  otfierwise  indicated.  Industry 
de  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Nov.  10.  For  a  more  detailed  explanation,  v^rite 
to  us  or  E-mail  figures@businessw;eek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


OUT  OF  TOUCH  WITH  REALITY 

rrihe  world  appears  increasingly  unfathomable.  The  number 
M.  of  political  surprises  and  economic  shocks  is  astonishing. 
It's  hai-d  to  make  sense  of  events,  even  hai'der-  to  safely  predict 
the  futui'e.  How  can  we  explain  the  enigma  of  these  times? 

The  growing  split  between  pols  and  people  explains  part  of 
the  confusion.  The  unexpected  Democratic  tnumph  in  the  re- 
cent elections  was  due,  in  pail,  to  Washington's  obsession 
with  impeachment  while  the  pubHc  was  more  interested  in 
education,  health  care,  and  Social  Security.  Proposals  for 
radical  religious,  social,  and  economic  initiatives  went  un- 
heeded by  voters  who  preferred  more  moderate  solutions. 
Polls  showing  the  public's  distaste  for  impeachment  and  a 
clear  pi-eference  for  safeguarding  Social  Security  over  radical 
tax  cuts  were  available  months  before  the  election.  They 
were  ignored.  No  wonder  subsequent  events  proved  sur- 
prising to  Beltway  insiders. 

The  economy  is  providing  similar  surprises.  Many  in  Wash- 
ington opposed  raising  taxes  on  the  top  brackets  in  1994 
because  they  believed  it  would  cause  a  recession.  Instead,  in- 
terest rates  came  down  as  the  budget  deficit  fell.  This  trig- 
gered a  middle-class  spending  spree  and  a  capital  invest- 
ment boom  that  led  to  record  corporate  profits.  No  wonder 
many  were  astounded  when  the  stock  market  took  off  for  a 
three  year  run. 

Many  in  Washington  opposed  a  minimum-wage  hike  be- 
cause economic  theory  suggested  it  would  hmt  the  employment 
of  low-wage  workers.  But  when  it  was  raised,  the  unemploy- 

ment  rate  actually  fell.  Surprise.  A  20-year  era  of  labor  s' 
had  been  replaced  by  one  of  shortage  in  towns  and 
across  the  country.  Businesspeople  had  been  talking 
shortages  for  months,  but  few  in  Washington  were  liste 

Beltway  insiders  were  totally  shocked  when  a  run-c 
mill  currency  crisis  in  tiny  Thailand  turned  into  a  ne; 
pression  for  Asia.  What  happened?  Economists  from  t 
temational  Monetary  Fund  and  the  U.  S.  Treasury  pres 
standard  policies  that  turned  out  to  be  unsuited  to  lo< 
alities.  Siu'pr-ised  by  the  devastation  that  followed,  the 
omists  blamed  "r-ot"  in  Korea,  Thailand,  and  Indones: 
pleaded  ignorance  of  the  local  situations  in  the  I'egion. 

The  real  world  appears  to  be  changing  faster  than  le 
compr'ehension  of  it.  People  who  gr-ew  up  in  a  cold  wa 
of  high  defense  spending,  inflation,  low  gi'owth,  and  hi 
emplojTnent  can  easily  misperceive  a  U.  S.  economy  thai 
tegrated  globally,  has  no  pricing  power,  and  sustains 
growth  and  low  unemployment.  Each  quarter  of  3%  g 
and  little  inflation  sui'prises  them.  They  dismiss  real 
chief  executives  who  say  that  high  technology  is  raism 
ductivity.  So  they  ar'e  amazed  when,  even  this  late  in  th 
ness  cycle,  productivity  is  up  2.3%  for  the  third  quart 

Many  leaders  are  simply  out  of  touch.  They  are  di' 
from  the  people  they  lead  and  misunderstand  the  ecc 
and  political  forces  that  will  dominate  the  opening 
next  century.  For  them,  this  should  be  a  time  for  lis 
and  leai'ning.  Other"wise,  they're  toast. 

PLAYING  THE  EARNINGS  GAME 

Tf  coipoi"ate  profits  are  so  weak,  why  are  stock  prices  so 
ihigh?  Good  question.  A  business  week  sui-vey  of  900  com- 
panies shows  that  third-quaiter-  profits  declined  by  an  average 
of  4%  fi"om  a  year  eai'lier,  the  worst  showing  since  the  reces- 
sion of  1991.  Yet  the  Dow  Jones  industrial  average  is  up  near- 
ly 1000  points  in  a  month  and  is  close  to  9000.  Sure,  the  Fed 
has  cut  rates  twice,  and  there's  plenty  of  liquidity  sloshing 
ai'ound.  But  aren't  real  profits  supposed  to  support  lofty  prices? 

Well,  no;  not  really.  These  days,  Wall  Street  is  gaming 
the  quarterly-profits  announcement  cycle.  Beating  estimated 
earnings,  not  real  profits,  is  the  driving  force  in  the  market. 
Corporate  "m"  (investor-relations)  speciaHsts  work  through 
analysts  to  manage  expectations  of  upcoming  earnings.  Low- 
er those  estimates  and  then  beat  them  by  10%  or  so,  and  bin- 
go! Your  stock  goes  up.  Do  it  quarter  after  quarter,  and  you 
get  a  rep  for  delivering  to  shareholders — even  if  your  stock 
price  is  not  keeping  up  with  the  Standard  &  Poor's  500- 
stock  index  or  your  industiy  group. 

Thanks  to  the  m  people  and  analysts,  in  recent  years 
earnings  estimates  for  the  S&P  500  in  any  quailer  tend  to 
start  out  an  average  5%  to  8%  higher  than  where  the  eam- 

ings  end  up.  The  Str-eet  knows  this  and  allows  for  anal; 
whittle  down  the  numbers  as  the  quarler  proceeds. 

Corporate  IR  folks  then  begin  talking  to  the  analys 
cover  theu'  company,  lowering  eanrings  estimates.  The 
even  invented  something  called  "whisper  numbers"  thi 
pass  on  to  analysts  (not  the  investing  public)  just  days 
release  of  the  real  pr'ofits  statement.  This  strategy  mal 
alysts  eager  participants  in  the  game  of  managing  est 
in  or'der  to  beat  them.  In  July,  for  example,  analyst 
forecasting  a  10.2%.  avei-age  incr-ease  in  oper-ating  eaiTii 
the  thirxl  quarter,  according  to  First  Call  Corp.  Highl 
mistic.  By  Oct.  12,  the  start  of  the  reporting  season,  a 
had  lowered  expectations  to  -3.2%.  When  the  real  ni 
started  coming  in,  they  were  1%'  above  the  r-evised, 
verely  lowered,  expectations.  Since  companies  are  beat 
final  estimates,  many  stock  prices  are  up. 

This  gaming  of  earnings  estimates  is  a  way  to  pt 
prices  even  when  the  fundamentals  for  earnings  grov 
weakening.  In  the  long  run,  it  will  antagonize  invest( 
creasingly,  analysts  are  not  to  be  believed  on  Wall 
Soon,  the  companies  themselves  won't  be  either. 
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Fairfax  County  is  home  to  more  than 
2,000  leading  information  technology  companies. 


In  a  world  where  technology  changes  overnight,  there's  one  place  where  the  conditions  for  change  never  change 
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Cfiech  out  Hie  Dl  27.  Ericsson's  fanilii  of  GSH  leoo  mobile  phones  ar 
Eficsson  Ofioinfli  ficcessories  af  Omnipoinf.  Poiueffel.  Western  W\m 
or  Pacific  Bell  Hireless. 


itroducing  [he  luorld's  onlij  snop-on  mireless  fox/doFo  modem  for  mobile  phones. 

lew.  It  snaps  on  in  seconds.  It  turns  any  Ericsson  600  or  700  series  GSM  1900  phone  and  your  laptop  or  PDA  into 
a  tmly  wireless  office.  So  you  can  check  e-mail,  send/receive  faxes  and  surf  the  Net  without  wires.  It's  only 


from  Ericsson,  a  world  leader  in  dii;ital  phones.  It's  the  Ericsson  DI  27.  "Want  to  go  wireless.'' 
Call  1-800-ERICSSON  for  more  information. 
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The  Intel  Pentiiun  II  processor 
does  more  thcui  meets  the  eve. 


While  you're  working  on 
your  business  applications 
in  tiie  foreground  the  power 
P®nt'H'71"n  of  the  Pentium'  II  processor 
is  hard  at  work  for  you  behind  the  scenes. 
That  means,  while  you  create  a  presentation 
or  update  a  spreadsheet,  your  PC  can  handle 
a  multitude  of  other  tasks  simultaneously. 
Tasks  like  searching  the  Web,  compressing 
and  encrypting  e-mail,  or  managing  your 
calendar.  Without  getting  bogged  down. 
So  not  only  will  your  PC  accomplish  more, 
so  will  you. 

The  Inter  Pentium  II  processor  has  the 
performance  you  need  today  plus  the  power 
to  fuel  the  applications  of  tomorrow.  To 
find  out  more,  visit  us  on  the  Web  or  see 
your  PC  reseller.    ►  www.intel.com/Pentiumn  | 
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Up  Front 


EDITED  BY  JOAN  OLECK 
HEDGE  FUNDS 

WE'RE  REGULATED. 
WHY  ARENT  THEY?' 

GOLDMAN  SACHS  CO-CHAIRMAN 

Jon  Corzine  has  seen  enough. 
His  firm  stood  to  take  a  hit 
from  the  mai'l<et  turmoil  had 
Long-Term  Capital  Manage- 
ment, the  leveraged  hedge 
fund,  gone  bust.  Goldman 
even  ponied  up  big  bucks  to 
rescue  ltcm.  Now,  Corzine 
wants  regulation  of  the 
funds,  which  so  far 
have  been  caveat 
emptor.  1 ' 

During  a  Nov.  16 
speech  at  a  business 
summit,  Corzine  en- 
dorsed "greater 
transparency  and 
official  report- 
ing, if  not  regu- 
latory require- 
ments, for 


CORZINE:  Less  risk 


MAD  AVE 

THE  BIPARTISAN 
BICARBONATE 

LOOKING  T(J  PUT  A  LITTLE 
fizz  back  into  its  image,  Alka- 
Seltzer,  the  plop-plop  pain 
reliever,  has  turned  to  two 
veterans  of  the  political 


MATALIN  AND  CARVILLE:  Ptfcliitiy 


wars:  James  Carville,  Demo- 
cratic mastermind  of  Clin- 
ton's political  rise,  and  Mary 
Matalin,  his  Republican 
activist  wife.  But  they  have 
some  spin  control  to  do. 

Bayer,  maker  of  Alka- 
Seltzer,  wants  to  change  its 


hedge  funds."  Added  a  Gold- 
man executive  in  an  inter- 
view: "If  [a  hedge  fund] 
has  borrowed  $1  trillion, 
we  should  know  about  it. 
We're  regulated.  Why  aren't 
they?" 

The  question  now  is  the 
impact  of  Coi'zine's  remarks. 
Already,  a  Clinton  Adminis- 
tration official  at  the  apec 
forum  has  described  "broad 
support  for  us  to  address 
sensible  ways  to  look  at 
the  risks  of  highly  lever- 
aged institutions."  And 
Corzine's  opinion  should 
carry  some  weight,  since 
Goldman  is  now  one  of  16 
Wall  St.  firms  that 
together  own  90% 
of  ltcm;  Goldman 
alone  put  up  $300 
million  for  the 
rescue.  All  told, 
looks  as  if  hedge 
funds'  freewheeling 
davs  are  numbered. 
Mark  Clifford 

product's  image  from  what 
brand  manager  Gus  Braun 
describes  as  "the  category  of 
overindulgence  and  hang- 
overs— a  fun,  whimsical  med- 
icine." The  new  campaign, 
featiu'ing  Carville  antl  Mata- 
lin gabbing  in  front  of  the 
U.  S.  Capitol,  sends  a  differ- 
ent message:  Alka-Seltzer  is 
"a  serious,  powerful 
medicine." 

Image  mavens  see 
the  quarreling  pundits 
as  ideal  models  for  theii' 
target  audience:  people 
with  stressed-out  lives, 
who  overindulge  and 
eat  on  the  ran.  In  the 
new  ad  from  BBDO/New 
York,  set  to  appear  on 
Nov.  25,  Carville  de- 
clares: "There's  more  heart- 
burn than  ever."  To  which 
Matalin  quickly  retorts:  "And 
more  Republicans."  Spin 
alert!  Perhaps  the  line  was 
scripted  pre-Nov.  3.  Republi- 
cans actually  lost  seats  in 
Congi-ess.  Richard  Dunham 


TALK  SHOW  UFlnancial  conditions  can  reasonably  b] 
expected  to  be  consistent  with  fostering  sustained  eco 
expansion  while  keeping  inflationary  pressures  subdu( 

— Tfie  Fed 's  kin  t:  Dun 't  expectfurther  rate  cuts  anytime  soo 


l-WAY  PATROL 

BANDWIDTH  WOES: 
WHAT  A  DRAG 

a  bump  has  shown 
up  on  the  road  to 
Internet  nirvana: 
Cable-TV  compa- 
nies may  have 
overpromised 
the  potential 
for  Net  access 
via  "cable  modems."  Witness 
@Home  Network,  which,  fed- 
eral filings  show,  has  imposed 
a  10-minute  limit  on  the  TV- 
quality  movie  clips  its  cus- 
tomers can  download  off  the 
Net.  What  gives?  The  lack  of 
bandwidth. 

While  @Home  delivers 
data  100  times  faster  than 
standard  modems,  most  ca- 
ble companies  devote  only 
a  tiny  slice  of  their  cable 
to  Net  access.  And  unlike 


phone-line  modems, 
uses    a    shared  m 
So  just  a  few  of  your 
bors  downloadir 
resolution 
at  one  tii 
clog  @Horr 
work.  "  'V 
demand' 
quality . 
where  nea 
ity  in  th 
five 

@Home  concedes. 

Ti'ue,  cable  mode 
still  scarce.  But  pen( 
is  pegged  to  jump  69c 
two  years,  and  mon 
width-hogging  appli 
are  coming.  No  wond' 
Oyler  of  rival  hsa  co 
about  @Home's  big  pi 
"At  the  very  least, 
says,  "everyone  shoul 
the  rales  before  they 
the  road."  Including 
limits.  Peter 


TRADE  WINDS 

MAKING  SENSE 
OF  SANCTIONS 

THINKING  ABOUT  INVESTING 
in  Burma's  gas  fields?  For- 
get it.  Lending  money  to 
Libya?  Not  on  your  life. 
Such  advice  comes  from 
www.sanctions.net,  a  new 
Web  site  from  Washington 
consultants  James  Orr 
Associates. 

Congress,  state  legislatiu'es, 
county  supervisors,  and  even 
city  councils  have  targeted  so 
many  countries  for  trade  sanc- 
tions— 50  at  last  count — that 
it's  hard  to  keep  track.  U.  S. 
exporters  and  investors  are 
often  confused.  Help  fi'om  the 
State  Dept.?  No  way.  "There's 
just  no  single  government 


CHINA'S  ARMY:  Steer 

cleaiinghouse  for  inft 
on  sanctions,"  says 
Mackintosh  of  James 

Macldntosh  calls  t 
site  a  response  to  ii 
time  being  spent  on 
sue — which  has  invoh 
major  trading  part 
Canada  and  Italy.  Tl 
Congress,  meanwhile 
tie  to  make  the  proce 
rational.  A  reform  1 
in  committee. 

And  more  sanctio 
imposed  for  various 
religious  persecution 
the  free  Web  site 
changes  to  a  $699  s 
tion  service  soon.  Mf 
take  this  free  advic 
buy  goods  made  by 
nese  army.  Paul  Mcu 
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Up  Front 


5: 


DRAWN  &  QUARTERED 


ART  OF  THE  DEAL 

BE  NIGE-AND 
YOU'RE  DEAD  MEAT 

THE   NEXT  TIME  YOU  HEAD 

for  the  bargaining  table, 
leave  that  smile  at  home. 
And  don't  count  on  your  I.  Q. 
to  help,  t-ithe)\  A  Vanderbilt 


POWER  BREAKFAST:  Cagney  "got  it 


University  Owen  Graduate 
School  of  Management  study 
delivers  the  curious  news: 
Extroverted  and  agreeable 
negotiators  do  not  fare  well 
in  bargaining.  And  smarts 
play  only  a  minor  role. 

The  study  related  the  suc- 
cess of  B-school  students  in  a 
mock  manufacturer-supplier 


price  negotiation  to  their  per- 
sonalities. The  result?  Bruce 
Barry,  co-author  with  Ray- 
mond Friedman,  says  a  coop- 
erative, sociable  personality  is 
a  liability  in  scenarios  where 
one  party  wins  at  another's 
expense.  Explains  Bany: 
"  "Agreeables'  stand  a  much 
greater  chance  of  being 
anchored."  Trans- 
lation? Affable  tj-pes 
let  their  tendency 
toward  cooperation 
ovemde  theii*  eco- 
nomic analysis.  And 
intelligence  had  lit- 
tle influence  on  suc- 
cess in  the  win-lose 
portion  of  the  study. 
So  what's  a  nego- 
tiator who's  naturally  agree- 
able to  do?  Don't  despair,  the 
management  profs  tell  theii- 
students.  By  setting  specific 
rather  than  abstract  goals 
prior  to  negotiation,  "agi'ee- 
ables"  tracked  by  the  Van- 
derbilt study  caved  in  less  to 
that  demon  temptation — 
cooperation.  Jeanette  Brovni 


PAY  CHECK 

WHAT  GETS  LGST 
IN  THE  GENDER  GAP 

WOMEN    STILL    MAKE  74C 

for  every  dollar  a  man 
makes — but  you  know  that. 
What's  new  is  a  feature  on 
the   AFL-cio  Web  site 
enabling  Everyw'oman  to  cal- 
culate the  actual  sum  she'll 
lose  during  her  Hfetime — 
and  what  that  means  in 
lost  dinners  out  and 
vacations  in  Jamaica. 

To  do  the  math,  log  on 
to  www.aflcio.org.  The 
union's  hvely  new  Equal 
Pay  section  has  brought  the 
site  half  a  milhon  hits  since 
its  September  launch.  "This  is 
a  sleeper  issue,  and  we're  tiy- 
ing  to  wake  it  up,"  says 
Karen  Nussbaum  of  the  afl- 
cio's  Working  Woman  Dept. 

No  wonder:  That  26c  adds 
up.  To  find  out  how  much,  a 
visitor  entei-s  her  salary-,  age, 
and  education,  then  links  to  a 
site  computer.  Sample:  A  44- 


year-old  with  a  yeai'  of  col- 
lege earning  .$40,000  will  lose 
$1.06  million.  That's  2.S4  yeai-s 
of  child  care,  1.8  million  sen^- 
ings  of  macaroni  and  cheese, 
or  806  weeks  in  .Jamaica. 

The  feature  evolved  after  a 
union  surs-ev  of  50,000 


working  women  revealed 
equal  pay  as  their  top  con- 
cern. The  "gender  gap"  re- 
sults because  'Women's"  jobs 
tjTDically  pay  less  than  even 
equivalent  "men's"  jobs.  Male 
stock  clerks  earn  .$470  a  week 
to  female  office  clerks'  $361. 
So,  guess  who  eats  the  most 
macaroni?    Aaron  Bernstein 


AMUSEMENTS 


irS  JUST  A  RIDE. 
irS  JUST  A  RI-YEE! 


'COASTING:  Go 


Oil.  r 


el  ax 


"COASTERPHOBICS,"  LISTEN 

up.  Help  for  your  fears  is  on 
the  way.  Islands  of  Adven- 
ture, a  Universal  Studios 
Escape  theme  pai'k  sched- 
uled to  open  in  Orlando  next 
summer,  is  building  two  of 
the  biggest,  baddest  roller- 
coasters  imaginable.  But 
Universal  realizes  that  not 
everyone  is  a  'coaster 
fanatic.  So  it  has  called  on 


expert  "fear  queller 
Newmark  to  lead  a 
management  prograi 
Newmark,  a  Harva 
versity-trained  psyd 
will  head  to  Orlando 
colleague  in  -January  \ 
park  attendants  to  s 
comfort  coastei-phobi' 
about  reheai'sal,"  say 
mai'k,  "looking  at  w 
ahead."  Coasterphob 
be  escorted  to  a  "i 
room"  to  watch  a  vide 
ride  in  progi'ess  and 
simple  breathing  and  a 
relaxation  technique 
sumably  calmed,  tli 
then  be  escorted  h- 
their  place  in  line. 

"Universal  is  dom-. 
cause  they  think  it 
good  story,"  NewTnai' 
Perhaps  the  compa 
recognizes  the  real  i  -, 
fear  and  anxiety  pi. 
lines  and  dentists, 
hstening?  Jeanettt. 


THE  BIG  PICTURE 


■  NEVER  PAY  OFF 

■  PAY  SOME  MON 

■  PAY  ALL  EACH  H 


A  NEW  FINANCIAL  HEALTH  BAROMETER 

Middle-income  Americans  are  the 
worst  at  paying  credit -card  bills.  More 
never  pay  balances  than  pay  them  off 
monthly.  The  message:  Repavment 
patterns  may  be  indicators  of  how 
households  are  doing  financially. 

STUDY  Of  892 
U.S.  ADULTS  DURING 
SUMMER  1998 


$50.000-$100; 


DATA:  AMERICAN  B/ 
ASSOCIATION  EDUCATION 


FOOTNOTES  Office  workers  who  call  themselves  "neat  freaks":  33%;  "pilers":  27%;  "filers":  23%:  "pack  rats":  1 2%;  "sic 
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DATA:  STEELCASE  WORKPl 


What,  exactly,  is  the  best  way  to 

share 

a  thoug  h t  ? 

Dost  it  on  your  Intranet?  Or  do  you  say  it  on  ttie  Internet?'  Should  you  e-mail  it?  Or  fax  it?  With  so  many  ways  to  connect,  you  need  the 
a  company  that  can  help  you  unify  them  all  -  Nortel  Networks'"  A  company  whose  solutions  are  at  the  heart  of  mission  critical 
s  -  ranging  from  the  world's  largest  capital  markets,  to  the  world's  busiest  call  centers  We've  even  connected  entire  countries  through 
1  wireless  networks.  For  a  few  thoughts  on  how  you  can  unify  your  networks,  call  us  at  1-800-4NORTEL,  or  visit  us  at  www  nortelnetworks  com 

N^^RTEL 

NETWORKS 

How  the  world  shares  ideas. 

Nortel  Networks,  the  Nortel  Networks  logo  and  How  the  world  shares  ideas  are  trademarks  of  Northern  Telecom  Limited  ©1998  Northern  Telecom  Limited  All  rights  reserved 
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IN  NET  ADVERTISING, 

THE  CUSTOMER  IS  STILL  KING 

What  is  so  fascinating  about  online 
mai-keting  is  not  how  the  old  inles  don't 
apply,  but  rather  how  they  ai'e  not  ap- 
plied even  when  they  ai'e  appropriate 
("Branding  on  the  Net."  Mai-keting,  Nov. 
9).  Somewhere  in  the  mad  iush  to  ad- 
vance the  technology-  that  diives  the  In- 
temet,  almost  the  entii'e  industiy  has 
made  the  detennination  that  the  audi- 
ence must  be  made  to  fit  the  technolog- 
ical model,  when  it  shotild  be  the  other 
way  ai'oimd. 

This  error  has  technology  depart- 
ments wasting  time  and  money  on  "in> 
pro\ing"  banner  ads  and  has  mai-keting 
departments  whining  that  theii*  cam- 
paigns online  have  not  met  expectations. 
The  most  ridiculous  assimiption  is  that 
somehow,  when  a  pei-son  sits  do%\Ti  in 
fi'ont  of  a  computer  screen,  thought 
processes  become  completely  different 
fi-om  what  they  were  before.  Yet  this 
is  how  most  Internet  mai-keting  plans 
ai-e  deteiTnined. 

I'm  cmrently  incoi-porating  additional 
advertising  models  into  my  Web  site 
that  pay  more  attention  to  the  desires 
of  the  audience  than  to  the  available 
technology-.  This  has  resulted  in  addi- 
tional focus  fi-om  the  audience,  better 
response  onhne.  and  the  flexibility  to 
get  more  traditional  responses  (such  as 
in-store  traffic,  phone  calls,  or  paitici- 
pation  in  a  promotion).  This  is  based 
on  an  old  mai-keting  iiile:  Undei-stand 
yoiu-  audience,  and  the  attention  will 
follow.  Even  in  the  new.  fi-antic  Internet 
advertising  industi-y,  that's  a  inle  well 
worth  following. 

■Jim  Brody 
Mystic,  Conn. 

Ellen  Xeubome  and  Robert  D.  Hof 
do  a  great  job  of  highhghting  the  prob- 
lems with  Internet  advertising,  but  they 
did  not  go  into  much  detail  on  the  impact 
that  ti-ansactions  have  on  bi-anding.  The 
successful  Internet  marketers  men- 
tioned in  the  piece — Yahoo! ,  AOL,  and 
Amazon.com — all  have  one  thing  in  c-om- 
mon;  Each  is  trulv  interactive.  Customei-s 


can  get  the  information,  or  buy  thei 
uct  that  they  need,  in  real  time. 

Real  interacti\ity  is  the  answ 
tei-net  mai-ketei"s  ai-e  seeking.  Ani 
new  teclinologies,  this  banner  adj 
\\-ill  become  more  valuable,  not  Its 
the  authoi-s  wi-ite.  The  next-ger.f 
banner  is  more  like  a  mini.- 
blend  of  advertising  and  E-co: 
These  new  E -commerce  sites 
to  allow  consumei-s  to  request  ] 
foitnation,  chat  in  real  time 
tomer-service  representative, 
telephone  callback,  or  simply  pii; 
product,  all  \\ithout  lea\ing  the 
Web  site  they  were  browsing.  I 
ting  that  some  advertisei-s  ma}'  i 
expensive,  hai-d-to-measm-e  \V(ri 
with  ministores  soon. 

Tom  B 

9th  a 
Xewpori 

^^^lat  traditional  companies  : 
tmderstand  about  building  a  '■■ 
cybei*space  is  simple:  Put  sen  r 
customei-s  fii-st.  for  real.  The  X- 
ultimate  woi-d-of-mouth  vehicle,  "i 
son  Amazon.com  Inc.  has  b-i  :.  ; 
cessful  has  eventhing  to  dti  \v 
fact  that  eai-ly  adoptei-s  tried  ii 
it,  and  told  hundreds  or  thous; 
theii-  cybei-fiiends  about  it. 

Amazon.com  offei-s  gi-eat  prict  - 
service,  and  a  unique  abihty  : 
tomei-s  to  communicate  with  each 
What  other  company  has  encoura 
customei-s  to  post  comments  abou 
ucts — positive  or  negative — in  a 
nent  position'?  Is  Procter  &  ( 
ready  to  let  customers'  unvar 
opinions  about  the  latest  soap  be 
cized  for  all  to  see"?  How  about  C 
opening  up  its  minivan  product-d 
tion  page  for  ownei-s  to  post  the; 
and  dislikes'? 

Those  who  haven't  paiticipated 
be  stu-piised  how  fail-  and  accural 
infomiation  tends  to  be.  Recently 
cai--shopping,  I  posted  requests  f 
ommendations  and  wai-nings  abt 
cai-  dealei-s  in  my  ai-ea.  The  cons 
of  responses  amazed  me.  When  f 
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ndividuals  write  to  praise  dealer 
five  others  winte  to  complain 
ealer  Y,  then  the  information  be- 
;ompelling. 

f  this  scares  the  pants  off  ti'adi- 
narketers.  Companies  that  are 
ted  to  quality,  value,  and  service 
othing  to  fear.  Companies  that 
etend  to  be,  watch  out! 

John  T.  Homer 
Morgan  Hill,  Calif. 

lINT  OF  MODULAR  PLANTS 
iUT  DOWN  ON  PARTS 

;m:  Modular  plants  won't  be  a 
rhe  Workplace,  Nov.  9),  financial 
Maiyann  Keller  and  Toyota  Mo- 
p.  spokesman  Koki  Konislii  miss 
antage  of  the  modulai-  concept: 
tional  car  plants  have  to  cope 
•  too  many  components,  typically 
5S  of  10,000.  At  the  same  time, 
ippliers  typically  have  too  few 
ad  therefore  lack  "whole  prod- 
pabilities.  Modularity  offloads 
)  suppliers,  strengthening  both 

1  automotive  plant  with  10,000- 
■ts,  more  money  must  be  invest- 
mvalue-adding  material  handling 
■age,  plus  outsized  materials  de- 
its  and  computer  systems  for 
ry  management  and  logistics, 
1  the  value-adding  processes 
ves.  To  be  efficient,  a  plant 
lave  no  more  than  a  few  hun- 
rts,  which  the  modular  concept 
i.  More  than  that  is  a  manage- 
ghtmare. 

supplier  that  just  stamps  metal 
nolds  instrument  panels  is  in  an 
position,  easily  replaced  by  a 
or  molder  in,  say,  an  emerging 
e  countiy.  When  a  supplier  up- 

0  become  a  first-tier  supplier  of 
lodules — stampings  that  ai"e  also 
diilled,  and  loaded  vrith  pretest- 
ig,  or  moldings  that  are  stuffed 
the  electronic  components  of  a 
e  instrument  panel — genuine, 
m  mutually  beneficial  partner- 
3  possible.  General  Motors  Coip. 
5ily  botch  the  job,  as  pioneei-s  of- 
rhe  modular  concept,  howevei;  is 
rdue  in  an  industiy  that  to  date 

1  hopelessly  inefficient. 

Richard  J.  Schonberger 
Seattle 

CABLED  GO  TO  WORK- 
E  LAW  SUPPORTS  THEM 

jii  imary  author  of  the  Ameri- 
h  Disabilities  Act  (ADA)  and  as  a 
with  a  disability,  I  take  issue 
ter  Coy's  "Dubious  aid  for  the 
"  (Economic  Trends,  Nov.  9). 
ele  asserts  that  Census  Bui-eau 


sui-vey  data  show  a  drop  in  employment 
among  individuals  with  disabilities.  The 
Massachusetts  Institute  of  Technology 
study  giving  rise  to  the  aiticle  compai'es 
different  siu-vey  questions  fi'om  one  yeai- 
to  the  next — apples  to  oranges — pro- 
ducing inaccurate  findings. 

In  fact,  the  latest  statistics  from  the 
Census  Bui-eau,  released  in  1996,  show 
that  more  than  1  million  Americans  with 
disabilities  entered  the  workforce  duiing 
the  fii'st  yeai's  after  the  law  was  passed. 
Even  more  encom-aging  was  that  800,000 


of  those  people  have  disabilities  that  are 
severe. 

Coy  states  that  "the  mandate  for  'rea- 
sonable accommodation'  can  reqiiii'e  cost- 
ly investment  in  such  items  as  special  el- 
evators." He  neglects  to  point  out  that 
employers  are  not  required  to  make 
changes  that  would  cause  undue  financial 
hardship.  Nor  does  he  mention  that  tax 
incentives  exist  to  help  many  businesses 
defi-ay  such  expenses.  The  President's 
Committee's  Job  Accommodation  Net- 
work reports  that  the  mean  cost  of 
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WilUales 


With  winter  almost  tiere,  Ed  should  stop  fiddling  around  and 
call  Williams  about  their  Ten-Vear/One^rice  energy  deal. 


This  will  be  music  to  your  ears.  Williams  can  give  you 
the  same  fair  energy  price  year  after  year  after  year. 
Ten  years,  to  be  exact.  And  we'll  throw  in  our  famous 
reliability  for  free.  Bravo! 


that  Williams  energy 


www.willtales.coni/energy 
1-800-WILLIAMS 
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We  speak  numbers  fluently,  but  do  you  know  in  how  many  lanp 


BANaU) 


French  Iranc  (FRF) 

Dexia's  outstanding  loans  in  ttie  financing  of  public  service 
facilities  stood  at  FRF  631  billion  on  30  June  1998, 


Australian  dollar  (AUD) 

Dexia  manages  assets  of  AUD  205  millif 
via  AUSBIL  Partners  Ltd 


TIEN  GULDEN 


Dutch  florin  (NLG) 

NV  Bank  Nederlandse  Gemeenten, 
ttie  Dutcti  municipal  bank,  was  one  of  the  founding 
stiaretiolders  in  Dexia  France. 


Swedish  krona  (SEK) 

Only  eigtiteen  months  after  startup. 
Dexia's  Swedish  subsidiary.  Dexia  Kommunbank  AB, 
has  total  outstanding  loans  of 
SEK  5.083  bilhon  on  30  June  1998 


D 


Austrian  schilling  (ATS) 

Dexia  has  a  26%  stake  in  Osterreichische  Kommunalkredit, 
The  bank  of  Austrian  local  government  posted 
ATS  5  33  billion  in  new  operations  on  30  June  1998. 


Swiss  tranc  (CHF) 

Experta-BIL,  banking  i dinijany  and 
Dexia's  Swiss  fiduciary,  managed  assets  of 
CHF  4.087  billion  on  30  June  1998, 


http://www.  dexia,  com 


Deutsche  Mark  (DEM) 

Since  the  beginning  of  1998. 
Dexia  Hypothekenbank  Berlin  AG  has  issued 
a  volume  of  DEIVl  5,5  billion  on  the  Jumbo 
Pfandbriefe  market 
These  issues  have  been  given  an  AAA  rating 


BWQLh  ISrCKWriONALt 
B02S5.TS8  ' 


Luxembourg  tranc  (LUF) 

Dexia  managed  some  LUF  885  3  billion  in  assets 
on  30  June  1998  These  activities  have  been 
reassigned  to  the  group's  new  specialised  subsidiary. 
Dexia  Asset  (Management  (Dexiam), 


Dexia,  the  banking  [rti 
government  in  Europe,  wasm 
merger  of  Credit  local  de  Fnc 
Communal  de  Belgique.  Altai 


Pound  sterling  (GB 

Dexia  has  two  outlets  in  the  U 
BIL  London  focuses  on  asse 
Dexia  Municipal  Bank  (GBP  1,076  ' 
credits  on  on  30  June  1998)  is  .i 
in  the  social  housing  and  majoi 


5 


kfjATlb^LE  BAt  IH-  VA'N  BF I  Gl^ 


Italian  lira  (ITL) 

1%  stake  in  Crediop,  the  leading 
r  public  service  facilities  in  Italy, 
ing  represented  25%  of  ttie  open 
jblic  sector  on  30  June  1998. 


Belgian  franc  (BEF) 

Dexia's  total  outstanding  deposits,  all  customer 
categories,  came  to  BEF  2,896  billion  on  30  June  1998 


Portuguese  escutlo  (PTE) 

Dexia  supplied  the  equivalent  of  PTE  1  004  billion 
towards  the  financing  of  the  Tagus  bridge. 


no   07  1402 
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T  K.\  1  '  i\ 


Greek  dracma  IGRD) 

As  part  of  a  partnership  agreement  signed  in  early  1997, 
Dexia  has  been  acting  as  advisor  to  the  Greek  national 
savings  and  deposits  bank,  in  the  areas  of  risk  analysis, 
lending  and  resources  policy 


Ell  ancing  of  public  service 
l  i  1  siiareholders'  equity  of 
!  exia  is  currently  expanding 
I  :e  and  asset  management. 


Peseta  (ESP) 

As  part  of  the  alliance  signed  in  June  1998 
with  the  group  Argentaria,  Dexia  has  acquired  a  40% 
stake  in  Banco  de  Credito  Local, 
the  leading  banker  of  Spanish  local  authorities. 


Euro  (EUR) 

On  15  September  1998,  the  market  capitalisation 
of  the  group  totalled  9  5  billion  euros. 


Canadian  dollar  (CAD) 

Dexia  IS  providing  financing  for  Canadian  provinces 

and  major  cities  as  part  of  its 
North  American  expansion.  Outstanding  loans  stood 
at  CAD  656  million  on  30  June  1998 


Yen  (JPY) 

Credit  local  de  France's  total  outstanding  bond  issues 
(before  swap)  in  yen  stood  at  JPY  409.4  billion. 


US  dollar  (USD) 

Total  outstanding  commitments  generated  by  the  New  York  branch  in  public 
finance  and  proiect  finance  came  to  USD  3.914  billion  on  30  June  1998. 


c  R  F,  I)  1  T 

I.  O  C  .\  L  J, 
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Credit  Communal 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Can  SmithKline  keep  flying  solo?"  (Man- 
agement. Nov.  9.  in  some  editions)  should 
have  stated  that  Warner-Lambert  Co.  s  dia- 
betes drug  Rezulin  has  been  associated 
with  21  deaths  worldwide  since  its  launch, 
not  21  deaths  in  the  U.S. 

In  "Tops  with  the  shortbusters"  (Inside  Wall 
Street.  Nov.  23).  the  figures  for  the  52-week 
high  for  Organogenesis  and  Hemispherx 
BioPharma  were  incorrectly  printed.  The  fig- 
ures should  read  ORG  WA^  and  HEB  13M=. 


workplace  aceommodariorLs  i*  S200.  Dm- 
ing  rhe  eight  yeai*s  since  ADA  was  en- 
acted, I  have  not  heaixl  of  a  single  busi- 
ness that  closed  as  a  result. 

Finally.  Coy  voices  employei"s"  feai-s 
that  workei"s  with  disabilities  might  sue 
them  over  wages  or  dismissal.  The 
American  Bai*  Assn.  recently  disclosed 
that  9CKf  of  lawsuits  brought  under  ada 
ai-e  won  by  employei-s.  Like  all  ci%il- 
rights  legislation,  ada  has  been  tested 
by  fi"ivolous  claims.  The  couits  have 
foimd  that  the  remaining  10*7  of  dis- 

■  :ion  chai'ges  ai-e  legitimate,  giv- 
Americans — ^those  of  us  with  dis- 
'     se  who  may  acquire 

 ■ .  r  mtui"e — assui-ance  that 

oui*  rights  ai"e  protected. 

Tony  Coelho 
ChaiiTnan 

Pi-esident's  Committee  on  Employ- 
ment of  People  with  Disabilities 
^\'ashington 

UNDERSTANDING  ANWAR 
AND  HIS  QUEST  FOR  JUSTICE 

Anwai-  Ibrahim.  Malaysia's  sacked 
Deputy  Piime  Minister,  forgot  an  ele- 
mentaiy  pi-ecept  of  govemanc-e  ("How  a 
blood  feud  in  Malaysia  spun  out  of  con- 
trol." International  Business.  Xov.  9). 
Piime  Minister  Mahathii-  Mohamad  was 
elected  by  Ws  paity  and  by  the  citizens, 
and  Mahathii'.  in  tmTi.  appjintefi  Anwai". 

If  the  Xo.  2  pi\')foundly  disagi-ees  with 
lus  superior,  he  should  do  the  honorable 
thing — resign.  Anwai'  was  given  eveiy 
oppoiTimity  <'V'  that.  Xo  chief  ex- 
ecutive wov.  .:e  a  subordinate 
with  a  conn:. agenda.  In  the  few- 
months  preceding  Anwai's  fuing.  Ma- 
hathir expressed  r.  '  ■  '  subtly  his  dis- 
dain and  contem;  leputy.  .\n\vai' 
shotild  have  quit  -nly  chal- 
lenged Mahathii-.  Afte;  ^c-adei-ship 
convention  is  less  thai^i  a  vcai'  away. 

I  am  continually  bemused  at  the 
^^est■s  fascination  with  and  admii-ation  of 


Anwar,  ^^'hile  he  spouts  fi*ee-mai*ket  and 
hbei-al  theologj"  here,  back  home  among 
his  ^lusUm  foUowei-s.  his  messages  ai*e 
radically  different.  There.  Anwar's  \i- 
sion  of  Islam  is  of  the  Ii-anian  vaiiety. 
Duiing  his  brief  tenm-e  as  acting  Piihie 
Minister  in  1997.  he  uied  to  force  non- 
Muslim  students  to  take  courses  in  Is- 
lam. His  wife  (a  est  em-trained  doc- 
tori  and  daughters  ai'e  never  seen 
without  theii"  oithodox  Muslim  headgeai-. 

As  Finance  Minister.  Anwai-  awarded 
plum  projects  to  his  cronies  and  family. 
His  father,  a  foraier  hospital  orderly, 
ended  up  with  millions  woith  of  shares 
and  lua-ative  hospital  contracts.  So  much 
for  Anwai-"s  abhoirenc-e  of  cix>mism  and 
conniption.  Americans  should  know  the 
man  better  before  embracing  him. 

M.  Bakii  Musa 
Morgan  Hill.  Calif. 

ASSESSING  FACTORIES 

WITH  WORKPLACE  VIOLATIONS 

In  "A  floor  imder  foreign  factories?" 
(The  ^^'orkplace.  Xov.  2).  Aai'on  Bern- 
stein wiites:  "K  theii"  factories  don't  pass 
muster  or  ai-e  c-eittfied  but  aitics  find  \i- 
olations  an\"way."  companies  may  "be- 
come bigger  tai-gets."  In  conti-ast.  the 
?asj.w  pi-ogi-am.  ovei"seen  by  the  Coimdl 
on  Economic  Piiorities  Accreditation 
Agency,  builds  in  an  appeals  system  de- 
signed to  address  noncompliance  at  cer- 
tified factories.  A  w-orker.  union,  or  any 
other  interested  paity  who  presents  ev- 
idence to  appeal  an  SASOOct  certification 
triggei*s  an  objective  investigation.  If 
the  alleged  \iolation  is  c-oiToborated.  fac- 
toiy  management  must  implement  cor- 
rective action  to  retain  sasj;xX>  ceitified 
stattis. 

This  appeals  process  should  accom- 
plish thi-ee  objectives:  1.  Biing  about 
real  improvements  in  workplace  condi- 
tions: 2.  Maintain  pubUc  confidence  in 
certification,  lessening  the  likelihood  a 
company  wiU  be  pubhcly  attacked  for 
lack  of  effective  response:  and  3.  Pi"o\ide 
a  reliable  independent  mechanism  to  de- 
teiTnine  if  chai-ges  ai-e  well-based. 

Alice  Tepper  Mai-Un 
Pi-esident 

Council  on  Economic  Piiorities 
Xew  York 

THAI  AIRWAYS' 

ACCIDENT  RECORD  

Thai  Aii-ways  Imemaiional  Ltd.  has 
had  only  one  fatal  ac-cident  in  the  past  :30 
yeai-s:  at  Kathmandu  in  1992  ("U.  S.  air- 
lines: Make  sm^e  youi-  paitnei's  ai"e  safe." 
Government.  Oct.  19). 

Thai  Airwavs  International  should  not 


be  confused  with  Thai  Airway  Co.  j 
a  sepai-ate  entity  that  ceased  opera 
after  a  mei-ger  between  the  two  cc! 
nies  in  19SS.  "The  international  e* 
took  over  the  route  and  staff  of; 
the  foiTner  domestic  canier. 

The  re{X)rt  prepared  by  AirSal 
nancial  Consultants,  on  which  yom 
cle  was  based,  recently  came  to  oi 
tention.  We  hope  you  wiU  under 
that  the  data  used  by  Aii-Safe  m 
resent  Thai  Airways  Intel-nations 
ai"e  damaging  to  our  reputatioa  T 
tal  accidents  that  occun-ed  prior  t( 
related  to  the  domestic  carrier  m( 
cause  "Thai  International  was  a  sej 
company,  it  cannot  be  held  respo 
for  theii-  accident  recoi-d. 

Simathee  Isvarphoi 
Dii-ector.  Public  Rd 
Thai  Aii-wavs  Internationa 
Ba 

FINDING  US  ONLINE 


T-e :5a::  :f  Bi-s  ness  l^5e^.  ine  BjS.'es: 
Daily  Bnefing.  and  seven  years  of  BW  archii 
available  on  the  Wtorld  Wide  Web  at 
www.businessweek.com 
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LOR  OF  TRUTH 

;e  Bundy  and  William  Bundy:  Brothers  in  Arms 

:ird 

Schuster.  496pp.  $27.50 


IRCHING  AMERICA 
rO  A  QUAGMIRE 


iree  years  ago,  I  watched  as 
Robert  S.  McNamara  stood  be- 
bre  a  crowd  at  the  Council  on 
1  Relations  in  New  York  to  dis- 
;  new  book,  In  Retrospect:  The 
/  and  Lessons  of  Vietnam.  In 
'  men  who  had  kUled  for  theii- 
in  Vietnam,  the  former  Secre- 
Defense  admitted  with  icy  calm 
had  made  a  mistake.  The  pro- 
had  been  right  all  along.  The 
i  imwinnable  froiri  the  start.  The 
theory  was  ridiculous.  National- 
1  been  confused  with  commu- 
here  had  never  been  a  serious 
0  U.  S.  security. 

McNamara  did  not  apologize, 
^on  policymakers  just  didn't 
the  facts,  he  said.  There  were 
around  Kennedy  and  Johnson 
ew  about  Russia  and  Europe, 
knew  anything  about  Asia, 
ince  fell  over  the  room.  Middle- 
en  in  uniform,  faced  with  the 
ig  truth  of  their  actions  in  Viet- 
iwly  shook  their  heads.  After 
ments,  a  lone  woman  rose  from 
r  and,  in  a  voice  choking  with 
',  asked:  "Why  didn't  you  hsten 
people  in  the  streets,  or  the 
who  had  decades  of  experience 
;hina,  or  the  dozens  of  Asian 
ts  on  campuses?" 
imara  smiled  down  from  the 
and  said:  "But  they  weren't  in 
e." 

'(Aor  of  Truth  by  Kai  Bird  is  a 
two  who  were  in  that  circle — 
!  Security  Adviser  McGeorge 
:  and  his  brother  William  P. 
1  a  high-ranking  official  in  the 
i  id  Defense  Depts.  They  were 
I'  nticommunist  cold  warriors  who 
:  n.  both  the  Kennedy  and  John- 
i  ninistrations,  at  the  center  of 
ij  sion-making  that  brought  the 
'  .0  Vietnam  and  kept  it  there. 
•Namara,  they  believed  in  in- 


ternationalism, interventionism,  and  Ub- 
eral  idealism.  Unlike  McNamara,  how- 
ever, they  knew  from  the  beginning,  in 

1962  and  1963,  that  the  war  was  un- 
winnable — yet  they  remained  in  power 
for  nearly  a  decade  to  prosecute  it. 

This  compeUing  book  tells  how  two 
extremely  clever  men — both  well-bred, 
well-schooled,  and  well-intentioned — 
came  to  put  loyalty  to  relationships  over 
commitment  to  the  nation's  well-being. 
In  tale  after  tale,  it  shows  how  defer- 
ence to  Presidential  authority  came  to 
outweigh  obligation  to  the 
soldiers  in  the  field. 

Bird  tells  the  beginning 
of  the  story  well:  the  fateful 
decision  in  the  summer  of 

1963  to  encourage  the  as- 
sassination of  Ngo  Dinh 
Diem,  a  move  that  paved 
the  way  for  the  introduc- 
tion of  hundreds  of  thou- 
sands of  U.  S.  troops.  Bird 
describes  the  National  Se- 
curity Coimcil  meeting  on 
Aug.  31,  where  all  but  one 
at  the  table  agreed  on  the 
decision.  The  lone  dissenter 
was  Paul  Kattenburg,  who  had  spent  the 
1950s  in  Vietnam  as  a  Foreign  Service  of- 
ficer. Just  back  from  Saigon,  he  saw  that 
the  South  Vietnamese  were  tired  of  the 
war  and  wanted  an  end  to  it.  Diem  was 
secretly  negotiating  with  the  North. 

President  Kennedy's  chairman  of  the 
Joint  Chiefs  of  Staff,  General  MaxweD 
D.  Taylor,  challenged  Kattenburg  openly. 
Secretary  of  State  Dean  Rusk  called  his 
comments  "speculative."  McGeorge 
Bundy,  the  national  security  adviser,  sat 
silent.  Years  later,  Kattenburg  recalled 
that  "there  was  not  a  single  person  there 
that  knew  what  he  was  talldng  about." 

Kattenburg  was  wrong.  Bundy  did 
know.  In  a  masterftd  bit  of  reporting. 
Bird  shows  how  Bundy  had  just  weeks 
before  sent  his  close  iMend,  Michael  V. 
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Forrestal,  to  Vietnam.  Unlike  previous 
envoys,  Forrestal  listened  to  lower-rank- 
ing troops  and  to  journalists  such  as 
Neil  Sheehan  of  United  Press  Interna- 
tional and  David  Halberstam  of  The 
New  York  Times.  He  reported  back  to 
Bundy  that  only  major  political  reform 
could  save  the  day,  and  that  such  reform 
was  practically  impossible.  So  Bundy 
knew  what  Kattenburg  was  saying — 
but  he  kept  his  own  counsel,  as  he  did 
throughout  the  entire  war. 

Bird  does  an  impressive  job  of  taking 
the  reader  behind  the  scenes  throughout 
the  Vietnam  War  years.  But  I  found 
his  early  chapters  on  the  upbringing  of 
the  Bundy  boys  the  most  telling.  They 
explain  the  brothers'  absolute  confidence 
in  the  abilities  of  men  like  themselves — 
self-assured  gi'aduates  of  Groton  and 
Exeter,  of  Yale,  Princeton,  and  Harvard. 

Bird  shows  how,  at  an  early  age,  they 
attached  themselves  to  older,  poweiful 
men — men  such  as  former  Secretary  of 
State  Henry  L.  Stimson  and  Supreme 
Court  Justice  Felix  Frank- 
furter, brought  to  the  din- 
ner table  by  their  father, 
who  had  himself  served  in 
the  Cabinets  of  Herbert 
Hoover  and  Franklin  Roo- 
sevelt. Ideas  were  fiercely 
debated  over  dinner,  but 
the  key  lesson  learned  was 
that  relationships  deter- 
mined one's  destiny.  That 
led  William  and  McGeorge 
to  actively  support  their 
colleagues  in  the  Cabinet 
and  their  President  in  pros- 
ecuting the  war,  despite 
private  doubts. 

McGeorge  Bundy,  of  course,  went  on 
to  head  the  Ford  Foundation  and  pro- 
mote liberal  pohcies  for  many  years  af- 
ter Vietnam,  in  much  the  same  way  as 
McNamara  did  at  the  World  Bank.  It 
was  their  reward  for  a  job  poorly  done. 
Along  with  Halberstam's  The  Best  and 
tfie  Brightest  and  Ttie  Wise  Men  by  Wal- 
ter Isaacson  and  Evan  Thomas,  Kai 
Bird's  The  Color  of  Truth  forms  a  trilo- 
gy that  shows  that  America,  in  times  of 
difficulty,  finds  "wise"  men  to  lead  it. 
But  they  often  lack  the  courage  of  theii- 
convictions  to  do  so  properly. 

BY  BRUCE  NUSSBAUM 
Editorial  page  editor  Nussbaum 
worked  as  a  jourruilist  and  as  a  Peace 
Corps  volunteer  in  Asia  in  the  late  '60s. 
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THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

THE  JOY  OF  WORK  by  Scott  Adams  (HarperBusiness  •  $22) 
Office  pranks  and  ploys  to  fend  off  the  cubicle  blues. 

THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ter •  $25)  Why  the  good  times  won't  go  away. 

THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
George  West  (McGraw-Hill  •  $34.95)  Hopping  in  and  out  of 
the  market  electronically. 

THE  48  LAWS  OF  POWER  by  Robert  Greene  and  Joost  Elffers 
(Vikmg  •  $24.95)  Thoughts  of  Machiavelli,  Talleyrand,  and 
other  power  brokers  distilled. 

WORK  IN  PROGRESS  by  Michael  Eisner  with  Tony  Schwartz 
(Random  House  •  $27.95)  Disney's  chief  reflects  on  work, 
life,  and  mortality. 

WHO  MOVED  MY  CHEESE  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Finding  happiness,  just  like  rats  in 
a  maze. 

SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
A  collection  of  bite-size  lessons  on  marketing. 

JACK  WELCH  AND  THE  GE  WAY  by  Robert  Slater  (McGraw- 
Hill  •  $24. 95)  Managing  General  Electric's  "boundaryless 
organization. " 

RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles 
(Morrow  •  $20)  Turning  customers  into  your  biggest  boosters. 

GUTS  by  Robert  A.  Lutz  (Wiley  •  $24.95)  Chrysler's 
ex-president  on  the  company's  second  renaissance. 


12  GUNG  HOI  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

13  LIVE  RICH  by  Stephen  M.  Pollan  and  Mark  Levine 
(HarperBusiness  •  $25)  Hints  for  becoming  your  own  boss. 

14  NEW  RULES  FOR  THE  NEW  ECONOMY  by  Kevin  Kelly 
(Viking  •  $19.95)  Lessons  of  the  wired  world  applied  to  the 
global  economy. 

15  WORKING  WITH  EMOTIONAL  INTELLIGENCE  by  Daniel 
Goleman  (Bantam  •  $29.95)  You,  too,  can  become  a  star 
performer. 
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1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  P^, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  si^ 
ways  of  the  wealthy  among  us.  r 

2  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  f 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular 

3  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (W 
man  •  $10.95)  Give  them  a  champagne  brunch,  a  casua 
dress  day — or  plain  old  cash. 

4  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

5  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine 
(HarperBusiness  •  $14)  Forget  about  the  will — and  the 
conventional  wisdom,  says  a  financial  adviser 

6  AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $14 
Risk  management  in  the  making  of  the  modern  world. 

7  THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

8  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruc 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-ste 
guide  to  conflict  resolution. 

9  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  Ph 
and  Spencer  Johnson  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

10  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  pape 

11  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMEN 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $1 1.95)  What  is  an  oligopsony  anyway? 

12  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAND; 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alar 
Siege!  (Fireside  •  $14.95)  Concise  explanations  enrichsi 
with  graphics. 

13  THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  (HarperB 
ness  •  $15)  Starting  and  maintaining  a  small  business. 

14  THE  GOAL  by  Eliyahu  M.  Goldratt  (North  River  Press  • 
$19.95)  Bringing  company  strategies  in  line  with  your  N 
purpose:  making  money. 

15  YOU'VE  EARNED  IT,  DON'T  LOSE  IT  by  Suze  Orman  wit 
Linda  Mead  (Newmarket  Press  •  $15)  Financial  planning 
— and  mistakes  to  avoid. 
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sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  October. 
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HOT  TYPE 


WHAT  GIVES  WITH  ALL  THESE  NUMBERS  IN 

book  titles?  And  are  there  precisely  48 
"\a\Ns  of  power,"  as  the  No.  5  book  on  this  month's  business 
WEEK  Best-Seller  list  suggests? 

In  fact.  The  48  Laws  of  Power  seems  to  have  been  pack- 
aged more  than  published.  Author  Robert  Greene,  a  playwright 
and  student  of  the  classics,  spent  two  years  compiling  his 
aphorisms  and  narratives  of  life  at  court,  then  got  together 
with  book  packager  Joost  Elffers  to  figure  out  a  format.  In  the 
resulting  book,  one  chapter  is  devoted  to  each  "law" — such  as 
No.  15:  "Crush  your  enemy  totally."  Or  No.  2:  "Never  put  too 
much  trust  in  friends.  Learn  how  to  use  enemies."  Running  in 
red  print  in  the  margins  alongside  the  text  are  quotes  from 


such  worthies  as  Edgar  Allen  Roe,  philosophers 
Schopenhauer  and  Han-Fei-Tzu,  and  maxim  mak(| 
Rochefoucauld. 

The  book's  amoral  advice  adds  up  to  a  grim  portrai' 
ruthless,  duplicitous  universe.  "The  more  capricious  yd[i|, 
pear,  the  more  respect  you  will  garner,"  we  learn  in  C\^^ 
17,  titled  "Keep  Others  in  Suspended  Terror."  After  a 
though,  tales  of  Ivan  the  Terrible  and  Catherine  the  Gre 
come  merely  tiresome.  It's  quite  a  contrast  to  another 
popular  last  year,  that  drew  inspiration  for  workplace  be 
from  the  lives  of  Jesus  Christ  and  Moses.  Who  will  provit 
watchwords  for  workplace  life  in  1999?  Stay  tuned 

BY  HARDY C 
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AND  NEVER 
FELT  BETTER. 


troducing  the  lighter,  yet  remarkably  more 
ul,  4.7  litre  Power  Tech  V8  engine,  available 
ily  on  the  all-new  1999  Jeep^  Grand  Cherokee, 
le  gutsy  new  Power  Tech  V8  has  more  usable 
ower — 235  horsepower  to  be  exact — yet  offers 


greater  fuel  economy'*and  reduced  emissions. 

Designed  in  conjunction  with  our  all-new 
electronically  controlled  multi-speed  automatic 
transmission,  the  new  V8  has  both  a  stronger  initial 
surge  and  faster  acceleration.  So  you  can  pass  both 
man  and  beast  with  greater  confidence  and  ease. 

To  find  out  how  good  it  feels  to  lose  54  pounds, 
test-drive  the  all-new  Jeep  Grand  Cherokee.  For  more 
details,  visit  www.jeep.com  or  call  1-800-925-JEEP 


Jeep 


THERE'S    ONLY  ONE 


THE     ALL-NEW     JEER    GRAND  CHEROKEE 

IE  MOST  CAPABLE  SPORT  UTILITY  EVER* 


*Based  on  AMCl  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  with  available  Quadra-Drive™  and  V8  engine. 
**1999  MY  EPA  est.  mpg:  15  city,  19  hwy.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 
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IQy  Sdt^  making  sure  your  will  specifies  who  gets  what  is  the  important  thing. 


2  SG(^  making  sure  they  get  to  keep  it  is  even  more  important.  The  largest  tax  bill  many 
viving  spouses  and  single  parents  owe  is  after  they  die. .  .when  an  estate  can  be  taxed  for  up  to  55% 
its  value.  That's  why  we  offer  mvestors  the  specialized  services  of  Wealth  Preservation  Planning, 
i  why  we're  the  only  investment  firm  that  has  created  a  national  network  of  estate  tax  planning 
)rneys.  A  PaineWebber  Investment  Executive  can  help  you  combine  this  expertise  with  insight  into 
r  specific  needs  and  concerns.  When  you  know  the  wealth  you  worked  a  lifetime  for  is  going  where 


want  it  to  go  —  not  to  Uncle  Sam  — 


UJ 


Thank  you  PaineVffebber 


nformation  on  Wealth  Preservation  Planning  call  I-888-PWJ-200I,  Ext.  10,  or  visit  our  web  site  at  www.painewebber.com 
PaineWebber  does  not  provide  tax  or  legal  advice.  You  must  consult  with  an  attorney  and  tax  advisors  regarding  your  specific  situation. 
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BY  STEPHEN  H.  WILDSTROM  

COFFEE,  TEA, 
OR  DVD? 


Watching  crisp,  clear 
movies  on  your  laptop 
can  make  that 
business  flight  fly  by 

When  I  walk  the 
aisles  of  airplanes, 
I  like  to  check  out 
what  my  fellow  ti'avelers  are 
doing  on  their  laptop  com- 
puters. As  often  as  not,  the 
activity  seems  to  have  veiy 
little  to  do  with  work:  a  game 
of  solitaire  or  perhaps  a 
round  of  virtual  golf. 

If  solitaire  is  getting  a  lit- 
tle stale,  you  can  take  heart 
ft'om  the  introduction  of  lap- 
tops equipped  with  digital 
videodisk  chives  (dvds).  With 
one  of  these,  you  can  buy  or 
rent  movies  on  disk  and  be 
all  set  for  an  enter 
taining  trip  even 
if  the  in-flight 
movie  is  The 
Mask  of  Zorro  or 
one  of  those 
made-for-airplane 
clunkers. 

Two  words  of 
warning,  though, 
before  you  get  ex- 

GATEWAY  FIREANT: 

Big  features 
from  an 
ultralight  box 

cited  about  per- 
sonal airborne 
movies.  First,  you'll 
have  to  carry  at  least 
one  extra  battery  (which 
generally  cost  about  $100). 
Playing  a  DVD  effectively  dis- 
ables a  laptop's  power-saving 
features  while  running  the 
processor  flat  out,  so  you  can 
forget  about  rated  battery 
life.  All  three  laptops  that  I 
tested  ran  out  of  battery 


power  a  bit  under  two  hours 
into  Apollo  IS,  stopping  way 
short  of  splashdown. 

Second,  if  you  are  travel- 
ing internationally,  don't  plan 
to  get  movies  for  the  retui'n 
trip  at  your  destination.  As 
part  of  a  copy-protection 
scheme,  the  industry  has  di- 
vided the  world  into  six 
zones,  and  a  player  coded  for 
one  zone  won't  show  disks 
from  another.  Moreover,  the 
zones  defy  logic:  A  movie 
pui'chased  in  South  America 
will  work  in  Australia  but  not 
in  the  U.  S.  or  Europe. 

DVD  players  are  showing 
up  as  an  option  in  a  variety 
of  mostly  higher-end  laptops. 
1  took  a  look  at  thi-ee,  each  of 
which  is  impressive  in  its 
own  way:  the  Apple  Power- 


Book  Go,  the  Gateway  :5100XL 
FireAnt,  and  the  WinBook 
XI/. 

The  PowerBook  is  the 
class  act  of  the  field,  though 
at  7.8  pounds,  you're  going 
to  need  a  strong  back.  At 


$4,900,  you'll  also  need  a  big 
wallet  and  a  strong  desire  to 
watch  movies.  That  money 
buys  you  a  300-MHz  PowerPC 
processor,  64  Mb  of  ram,  and 
an  add-on  Pf'  card  to  handle 
much  of  the  work  of  decoding 
the  dvd's  mpeg-2  compressed 
video  and  audio.  It  adds  up 
to  a  beautiful  display  on 
the  PowerBook's  14.1-inch 
screen — and  a  laptop  that  is 
well-suited  for  heavy-duty 
graphics  or  video  work. 

The     FireAnt — a 
code  name  that 

PANASONIC 
PALMTHEATER: 

Cheaper  option 

stuck — is  proba- 
bly the  most 
imaginative 
laptop  to 
come  out  of  Gate 
way.  Its  5.2-pound  ^ 
weight  is  um"emai"kable 
compared  with  a  3- 
poimd  Sony  Vaio  505.  But  it's 
just  11.2  inches  wide,  8.4 
inches  deep,  and  1.2  inches 
thick.  And  unlike  ultralight 
notebooks,  the  FireAnt  is  a 
full-featui-ed  laptop:  Pentium 
II  processors  up  to  300 
MHz,  64  Mb  of  RAM,  a  4-Gb 
hard  drive,  and  an  intemal 
DVD  or  CD-ROM  drive.  The 
300-MHz  DVD  unit  I  tested 
costs  $3,199.  The  12.1-inch 
display  is  no  match  for  the 
much  bigger  PowerBook, 
but  it  is  crisp  and  bright. 
Like  the  Apple  laptop,  the 
FireAnt  uses  a  PC  card 
to  handle  much  of  the 
video  processing,  so  im- 
ages are  excellent 
even  in  the  fastest 
action  sequences. 
The  Win- 
Book  is  the 
only  note- 
book in  this 
set  to  do  all  the  video  de- 
coding on  its  300-MHz  Pen- 
tium II  processor.  The  result: 
Images  on  the  14.1-inch  dis- 
play that  aren't  nearly  as  good 
as  its  rivals'  (though  they're 
still  much  better  than  those 
on  the  tiny  monitors  or  dis- 
tant screens  generally  found 


on  airplanes).  The  n 
tends  to  be  a  bit  jerky, ; 
cially  in  fast  sequences, 
dition,  I  found  the  onst 
DVD  controller  from  ati 
nologies  Inc.  considerabJ 
convenient  than  the  Ap 
Gateway  software. 

Nonetheless,  the  ^ 
WinBook  is  impressive 
own  right.  Although  nd 
weight  at  7  pounds,  it't, 
1.5  inches  thick  and  inCi 
128  Mb  of  RAM,  a  6  Gb 
drive,  the  dvd  ( 
and  an  internal 
floppy  disk  that 
dies  both  high-ca  < 
120   Mb  disks 
standard  1.44|' 
floppies.  I 
If  you  ca: 
company-O:.' 
la|)top,  J 
may  fin 
\.  Httle 
to  get 
comptroller 
spring  for  a  DVD 
book.  There  currently  ; 
real  business  applicatio 
DVDs,  and  making  empl 
flights  more  enjoyable 
high  on  corporate-s))(' 
priority  lists.  If  you  just 
to  improve  your  in-flig 
tertainment  prospect;- 
might  consider  the  o-j 
$1,200  Panasonic 
PalmTheater  portabl( 
player.   While  its  5. 
scr'een  is  small,  and  texi 
as  closing  credits,  c; 
hard  to  read,  movie 
shown  smoothly  and  < 
Like  the  laptops,  the 
sonic  includes  a  sta 
video  output  so  that 
be  used  to  show  movi( 
TV  set  as  well.  And  ii 
tery  life  exceeded  the 
two  hoiu's,  lasting  thrxn 
140  minutes  of  Apollo 
Once  DVD  recordei 
come  available,  probabl.n 
year",  companies  will  st;- 
veloping  business  DVDp 
cations,  including  tr^ 
videos  and  databases 
now,  though,  the  Dvn 
may  appear  to  be  a  bit 
lous.  Still,  it  sur-e  can 
that  long,  boring  flij.' 
faster. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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You  could  think  of  them  as  the  sixth  basic 
food  group.  Oh,  you  certainly  wouldn't 
eat  them,  but  plastic  packaging  does  help  pro- 


help  keep  air  out.  While  others  let  air  in  to 
help  the  food  we  eat  stay  fresher  longer. 
Plastics  also  let  you  see  what  you're  buying. 


Plastics.  An  Important  Part 
Of  Your  Healthy  Diet. 


tect  our  food  in  many  ways.  •  To  help  lock  in 
freshness,  plastic  wrap  clings  tightly  to  surfaces. 
To  help  lock  out  moisture,  resealable  containers 
provide  a  strong  seal.  And  plastic  wrap  helps 
extend  the  shelf  life  of  perishable  produce, 
poultry,  fish  and  meats.  ^  To  prevent  spoilage 
and  contamination,  some  varieties  of  plastics 


taking  the  mystery  out  of  shopping.  All  of 
which  makes  them  versatile,  durable,  light- 
weight and  shatter-resistant.  •  To  learn  more, 
call  the  American, Plastics  Council  at 
1.800.777.9500  for  a  free  booklet.  Plastics. 


One  part  of  your  diet    ^^"^  American 

-     J$  Plastics 
you  may  never  break.    * '  Council® 


r- 


PLASTICS    MAKE    IT  POSSIBLE. 

Visit  us  at  http;//www.plasticsresource.com 


"Whoa.  Y 


It's  a  hcad-tLii  ning  combination:  Compaq  Armada  7()UU  Series  notebooks  have  the  muscle — Intel'  Pentium'  II  proces  - 
300  MHz — to  run  demandmg,  desktop-class ^^^|^^|^^^^|Cj^^^^|^software.  Yet  they're  built  for  the  ' 


models  featuring  ultra-durable  magnesium  alk 


Better  answers. 


;asings.And  they're  loaded:  disp 


■d  drives  up  to  SGB!  Dazzling  AGP  graphics.  Plus,  they  dock  into  our  award-winning, 
idable  ArmadaStation  or  Tower  Stand.  For  full-strength  computing  and  full 
T,  call  us  at  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/whoa. 


pentium^JI 


Compaq  Armada  7000  Series 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


^CULTURAL  IMPERIALISM' 
IS  NO  JOKE 


LISTEN  UP: 

America 
should  be 
more  sensitive 
to  fears  abroad 
that  U.S. 
exports  of 
movies,  music, 
software,  and 
broadcasting 
are  harmful 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration {|effrey.garten@yale.edu). 


Washington's  crusade  for  ft-ee  trade 
is  often  seen  abroad  as  a  Ti-ojan 
horse  for  companies,  such  as  Walt 
Disney  Co.  and  Cable  News  Network,  that 
would  dominate  foreign  hfestyles  and  values. 
Most  Americans  react  to  these  fears  with  a 
shrug.  That's  a  big  mistake. 

The  entertainment  industry,  including 
movies,  music,  software,  and  broadcasting,  is 
America's  second-largest  exporter  after  air- 
craft and  has  penetrated  all  global  markets. 
Films  such  as  Letlial  Weapon  are  hits  on 
I  very  continent.  Readers  Digest  publishes  in 
19  languages.  Windows  computer  programs 
cind  MTV  can  be  found  in  remote  corners  of 
I  'hina. 

The  transmission  of  our  culture  goes  be- 
yond the  aits  or  the  media.  Wlien  Wasliington 
exalts  free  enterprise,  it  promotes  the  notion 
that  individual  freedom  has  a  higher  value 
than  government  authority.  When  it  advo- 
cates the  rale  of  law  overseas,  it  pushes  a 
U.  S.-style  legal  system. 
REBELLION.  From  the  Roman  to  the  Soviet 
empires,  superpowers  have  aimed  to  spread 
then-  cultui'es,  and  fi"om  Lorenzo  de'  Medici  to 
Michael  Eisner,  there  has  always  been  a  link 
between  commerce  and  culture.  Still,  while 
America's  lifestyle  and  ideas  can  be  liberating 
and  uplifting,  they  are  also  often  destabilizing 
abroad.  Movies  and  music  ft-equently  glorify 
violence  and  rebellion.  Darwinian  capitalism 
recjuires  societies  to  uproot  traditional  strac- 
tui-es  without  adequate  regulation,  safety  nets, 
or  education.  The  U.  S.  legal  system  encour- 
ages confrontation,  not  conciliation. 

Americans  should  not  have  difficulty  em- 
pathizing with  foreign  fears  of  cultural  inva- 
sion. Recall  U.  S.  anxieties  a  decade  ago  when 
Sony  Corp.  bought  Columbia  Pictures  and 
Mitsubislii  Coip.  piu'chased  New  York's  Rock- 
efeller Center.  Now  reaction  against  American 
"cultural  imperialism"  is  building.  Just  a  few 
years  ago,  France  almost  torpedoed  the 
Uruguay  Round  of  global  trade  negotiations 
because  it  wanted  to  limit  the  activities  of 
U.  S.  entertainment  companies.  Last  spiing,  a 
multilateral  treaty  on  investment  rales  was 
derailed  in  part  because  of  a  spat  between 
Brussels  and  Washington  over  protection  of 
Em-ope's  cultui-al  industries.  In  August,  Cana- 
da called  together  19  other  governments  to 
plot  ways  to  ensure  their  cultural  indepen- 
dence from  America.  Mexico  is  considering 
legislation  requiiing  that  a  certain  percentage 


of  its  media  progi'amming  remain  in  the  h 
of  its  citizens.  U.  N.-sponsored  confere 
on  preserving  national  cultures  are  pro' 
ating.  In  contrast  to  the  American  pr 
ence  for  financial  liberalization,  capital 
trols  are  becoming  respectable  in  Asia,  i 

The  U.  S.  should  do  more  than  heed 
warnings;  it  should  recognize  that  strong  i 
tures  abroad  are  in  America's  self-mte;: 
Amid  the  disorientation  that  comes  with  ' 
alization,  countries  need  cohesive  nat 
communities  grounded  in  histoiy  and  t 
tion.  Only  with  these  in  place  can  they 
in  the  tough  decisions  necessaiy  to  bui 
modern  societies.  If  societies  feel  undet 
sault,  insecmities  will  be  magnified,  leadi; 
policy  pai'alysis,  strident  nationalism,  andn 
Americanism. 

With  satellites  and  the  Internet,  the  sja 
of  American  culture  cannot  be  stopped-n 
should  it.  But  Corporate  America  and  'Via 
ington  could  lessen  U.  S.  dominance  b;e 
coiu'aging  cultural  diversity  ai-ound  the 

Companies  such  as  Time  Warner  hv 
PepsiCo  Inc.  could  fund  native  entreprc 
wishing  to  create  local  cultural  indu.- ; 
They  could  showcase  regional  film  and.i; 
atrical  productions  and  finance  universif  i 
search  and  teaching  in  the  region's  hi 
art,  and  literature. 

The  Clinton  Administration  could  ri 
current  trade  policy  and  permit  teni)  > 
quotas  and  subsidies  abroad  to  preserve 
tain  local  cultm-al  industries,  such  as  fili 
TV.  It  could  encourage  the  World  Ba 
build  up  foreign  countries'  tourism  i- 
stractiu'e.  It  could  expand  assistance  to  • 
efforts  to  restore  national  monuments 
have  been  neglected  or  destroyed. 

At  a  time  when  so  many  nations  that 
recently  embraced  Adam  Smith  are  in 
recession,  the  Ti'easmy  and  State  Depts. 
lower  the  volume  on  their  rhetoric  abci 
magic  of  the  fi'ee  marketplace.  And  wl 
much  of  U.  S.  society  is  fed  up  with  inoi' 
litigation,  officials  could  be  more  modest 
the  glories  of  America's  legal  system. 

Protecting  national  cultures  could  so 
come  a  defensive  rallying  point  for  sn 
buffeted  by  globalization  and  undergo! 
multuous  change.  Being  more  sensit 
foreign  concerns  would  ease  the  pros] 
backlash  and  even  bolster  America's  ab 
export  its  ideas  and  ideals  for  the  lonj 
The  U.  S.  should  at  least  try. 
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wears  starched  shirts  to  the  office, 
wears  spit-polished  shoes  to  meetings, 
hasn't  worn  pants  all  week. 

who  is  he  sleeping  with? 


Westin 

HOTELS  RESORTS® 

Even  the  most  buttoned-up  people  relax 
at  a  Westin  resort.  So  don't  pack  much. 
And  plan  on  wearing  even  less. 

Choose  your  travel  partner  wisely.® 

Call  your  travel  agent  or 

1-800-WESTIN-l 

www.westin.com 
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Fuifcsu  ard  the  Pujtsu  'ogo  are  refistened  tratJen-artc  zr<l  lj*eBook  5  a  v^defrarit  of  Fujrtsu  Umreed-  Buik  for  Humans  and  Er^Trac  are  trarferiaHcs  of  Fujitsu  PC  Cofporaoon.  Intel, 
the  Intd  Ins<je  Lego  and  Pentun  are  registered  trademarks  and  Mf^  s  a  tradefnarfc  of  Intel  Corporation-  Microsoft  and  Windows  are  registered  trademarks  of  Mfcrosoft  Corporaoon. 
All  other  traoefrarks  rnerroored  heran  are  the  f>ropeJTy  of  their  respective  owners  %  1 998  Fujftsu  PC  Corporation.  AJI  hgho  reserved 
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Imagine  youVe  an  acupuncturist  on  the  go.  You  have  a  client  list  as  long 
as  a  sciatic  nerve  and  invoices  to  manage  for  the  aching  backs  lined  up  around 
the  corner.  Healing  hands  are  busy  hands  —  but  there's  no  margin  for 
error  in  your  business.  As  you  firmly  (but  gently)  believe, 

[  "Precision  is  everything  when  a 
erson's  yin  an  J  yang  are  in  the  balance ] 

Exactly  v^hy  you  want  a  Fujitsu  LifeBook  '  notebook,  the  only  notebook 
with  the  ErgoTrac "  pointing  device.  With  precise  cursor  control,  the 
ErgoTrac  responds  to  a  gentle  rocking  of  your  finger  You  (and  your  patients) 
can  definitely  appreciate  pin  pointing  an  exact  location  so  quickly  and  easily 

[  "/  recommend  the  LifeBook . 

And  I  have  a  way  of  getting  my  point  across ,  "  ] 
you  might  say  about  your  LifeBook  notebook.  Because,  in  addition  to 
offering  reliability,  support  and  performance,  we  add 
other  human  touches — and  never  stop  making 
improvements.  Minor  adjustments  can 
make  a  big  difference,  and  the  LifeBook  notebook  is  one 
you  can  recommend  to  all  your  patients  (at  least  for  computer-related 
problems).  It's  definitely  a  point  well  taken.  So  maybe  you  should  take  it — and 
find  out  more  today  We  promise  it  won't  hurt  a  bit. 

There  are  millions  of  Fujitsu  r)otebooks  out  there — each  with  a  story  of  its  own. 


LIFEBOOK 


LifeBook 

£  Series 


Fujirsu 

FUJITSU  PC  CORPORATION 
Built   for  Humans." 

For  more  info,  visit  www.fujitsu-pc.com/eu 
or  call  1-888-4-ON-THE-GO. 
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Economic  Trends 


BY  GENE  KORETZ 

SMALL  Bl  SIXESS 
KEEPS  ON  ROLLIV 

Worries  grow,  but  so  do  profits 

Although  the  stock  market  has  re- 
covered and  credit  mai'kets  ai'e  on 
the  mend,  many  lai*ge  U.  S.  companies — 
paiticulai'ly  manufacttu'ers — ai-e  feeling 
the  pain  of  falling  expons  and  sagging 
profits.  So  its  hai-dly  sm-prising  that 
planned  layoffs  by  major  coi-porations 
ai-e  scaling  and  that  a  recent  Confer- 
ence Board  survey  of  chief  executive 
officers  found  that  their  confidence  has 
plimimeted  to  a  seven-yeai*  low. 

Xot  so  the  nations  small  businesses, 
which  employ  half  of  private-sector 
workei-s  and  account  for  the  lions  shai-e 
of  job  gro\nh.  According  to  the  Nation- 
al Federation  of  Independent  Business, 
its  index  of  small-business  optimism  in 
October  came  in  at  100 — below  its  av- 

STILL  A  HOT  JOB  MARKET 
FOR  SMALL  BUSINESS 


PLANS  TO  EXPAND  EMPLOYMENT 


Ql  >  ^  1  L. 
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erage  level  eai'her  in  the  yeai*.  but  still 
relatively  high. 

"While  firms  say  they  expect  the 
economy  to  weaken  over  the  next  sLx 
months,  components  of  the  optimism  in- 
dex reflecting  ciuTent  business  acti\ity 
remain  quite  strong,"  says  XFIB  econo- 
mist William  C.  Dunkelberg. 

Perhaps  the  strongest  ai"e  those  re- 
lated to  the  labor  market.  A  recoi*d  33% 
of  XFIB  members  said  they  had  "hai-d- 
to-fill"'  job  openings  in  October,  for  ex- 
ample, and  a  record  21*^  indicated  that 
finding  qualified  workers  was  their 
biggest  problem.  Moreover,  some  20*^ 
plan  to  add  workers  in  the  months 
ahead,  compai'ed  with  just  8%  that  ai-e 
planning  layoffs. 

Even  in  the  face  of  labor  shoitages. 
producti\ity  appeal's  to  be  on  the  up- 
s^^ing.  Despite  slowing  sales  gains,  ris- 
ing labor  costs,  and  a  liistoiically  low 
level  of  price  increases  for  theii*  prod- 


ucts, small  businesses  in  October  still 
turned  in  one  of  theii*  best  profit  per- 
formances of  the  yeai'. 

Meanwhile,  on  the  investment  side, 
plans  to  add  to  inventories  rebounded  in 
October  after  a  shai-p  decline  in  Sep- 
tember. And  capital-spending  plans  ac- 
celerated, as  well.  As  for  borrowing 
needs,  small  businesses  continue  to  re- 
port little  difficulty  in  obtaining  funds. 
"Credit  availabihty  is  as  good  as  it  has 
ever  been,  and  rates  have  been  falling," 
obsen^es  Dunkelberg. 

Thus,  small-business  acti\ity  contin- 
ues to  hum.  even  as  wonies  about  the 
futui-e  gi-ow.  If  you  look  at  profits  and  at 
hiiing  and  investment  plans,  "it's  cleai* 
that  the  anticipated  slowdown  still 
hasn't  materialized."  Dunkelberg  says. 


SUICIDE:  WHO 
IS  MOST  AT  RISK? 

The  do^^Tltrodden — and  white  men 

You  might  think  suicide  was  liighly 
coiTelated  with  socioeconomic  sta- 
tus, and  in  the  U.  S.  that's  certainly 
ti-ue  within  racial  and  ethnic  gi'oups. 
Taking  blacks,  whites,  Asians,  and  His- 
panics  sepai'ately,  those  in  each  gi'oup 
with  the  most  education  and  highest 
incomes  ai'e  least  pi"one  to  suicide,  while 
those  at  the  bottom  of  the  ladder  have 
the  highest  rates.  But  as  the  chart 
shows,  cultui-al  factors  also  appeal*  to 
play  a  major  role. 

Although  non-Hispanic  whites  eai-n 
more  money  than  either  blacks  or  His- 
panics.  for  example,  theii-  male  suicide 
rate  is  about  lo^  higher  Similaiiy,  non- 
Hisparac  white  females  ai-e  more  than 
twice  as  likely  to  take  theii'  own  lives  as 
black  or  Hispanic  women. 

Complicating  the  pictui-e  is  the  pat- 
tern among  Asians,  whose  median  in- 
come is  higher  than  that  of  whites.  In 
hne  with  their  su-  hmhmmmmmh 


perior  economic 
status,  their  male 
suicide  rate  is  the 
lowest  of  the  fom* 
gi'oups.  Yet  Asian 
women  are  much 
closer  to  white 
women  in  their 
tendency  to  com- 
mit suicide. 

Perhaps  the 
biggest  puzzle  is 
the  behavior  of 
women  in  genei^al. 
Although  their 
economic  status 


ENDING  IT  ALL: 
THE  HARD  NUMBERS 
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trails  men's  and  although  they  arq 
to  thi'ee  times  as  likely  to  suffer 
depression,  their  suicide  rate  is  less, 
one-fourth  that  of  men.  i 


EMPLOYERS  PAR 
HEALTH  BENEFn 

Part-timers  and  new  hires  lose! 

At  last  count  in  1997,  more  th^ 
million  Americans  lacked  healj 
sui-ance  of  any  type — up  fi-om  81.^ 
lion  a  decade  eai'Uer  In  a  new  si 
economists  Henn,'  S.  Fai'ber  of  Pii 
ton  University  and  Helen  Le\'y  a 
University  of  Calif omia  at  Berkeleli 
amine  a  trend  that  may  haveii 
tributed  to  this  increase:  the  long-l 
decline  in  health  coverage  among  | 
ers  in  the  private  sector 

From  1979  to  1997,  according  t<f 
vey  data,  the  share  of  piivate-dj 
workers  with  health  insurance  I 
theii-  jobs  fell  from  71.9%  to  64.5%i 
most  of  the  drop  occuning  since! 
(The  shai-e  of  government  workera 
such  health  coverage  stayed  clos 
80%  over  the  same  period.) 

The  study  asked  several  que=t- 
Did  the  decline  in  coverage  occ. 
cause  employers  were  di-opping 
ance  plans  entii-ely  or  just  for  ^ 
their  workei-s?  And  did  it  reflect  . 
of  jobs  that  nonnaUy  lacked  eo- 
To  find  out,  the  researchers 
guished  between  "peripheral"  w 
defined  as  part-timers  and  those 
job  for  less  than  a  year,  and 
workers,  who  ai-e  full-timers  in 
term  positions  and  who  have  alw. 
joyed  a  high  level  of  coverage. 

Their  analysis  is  revealing, 
found  little  change  in  either  i:: 
centage  of  workers  whose  em;: 
offered  insui-ance  plans,  or  in  the 
of  workers  in  peripheral  jobs 
30%  of  the  private  workforce).  B 
did  find  a  shai-p  decline  in  the  pt* 
age  of  '"peiiphei-al"  workers  that 
igible  for  em^ployer  coverage. 

There  was  also  a  rise  in  the  n 
of  "core"  workers  choosing  to  opt 
available  plans  (presumably  becj 
high  employee  costs),  about  I 
which  was  offset  by  coverage 
theii-  spouses'  plans. 

The  bottom  line:  Employers  a 
tinuing  to  pro%ide  insiu-ance  fc« 
long-tei-m  employees.  At  the  sani' 
however,  they  ai-e  cutting  back  ( 
erage  for  then-  short-term  and  pa 
employees — workers  who  mak< 
sizable  pait  of  the  nation's  labor 
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Financial  markets  in  the  U.  S. 
and  abroad  were  hopeful  that 
ederal  Reserve  would  trim  interest  rates  again 
policy  meeting  on  Nov.  17,  and  they  were  not 
jointed.  The  latest  cut,  coming  after  stronger 
expected  third-quarter  economic  growth  and 
signs  of  continued  resilience  in  the  fourth  quar- 
eans  that  the  Fed  is  committed  to  assuring  that 
ial-market  instability  will  not  push  the  economy 
recession  in  1999. 

The  Fed's  rapid-fire  reaction 
to  global  market  turbulence 
this  summer  has  been  re- 
markable. After  a  quarter- 
point  cut,  on  Sept.  29  and 
again  on  Oct.  15,  in  an  unusu- 
al between-meetings  move  the 
Fed  has  now  lowered  its  fed- 
eral funds  rate  by  another 
quarter-point,  to  4.75%.  It  also 
trimmed  its  discount  rate  by  a 
quarter-point,  to  4.5%.  But 
!  nakes  these  three  cuts  in  seven  weeks  unique  is 
k  ley  have  come  in  an  economy  that  has  gi'own  at 
.1  >  annual  rate  so  far  this  year  and  with  the  un- 
i  iment  rate  at  an  unusually  low  4.6%.  Clearly, 
I  d's  current  focus  is  on  the  financial  markets. 
I  r  simply,  the  Fed  opted  for  some  low-cost  in- 
j  e  that  the  recent  improvement  in  financial  con- 
y  will  continue.  Why  low-cost?  Because  with  slow- 
lomic  growi:h  likely  and  with  the  October  price 
5  still  tame,  the  recession  risk  associated  with  not 
ig  rates  is  greater  than  the  inflation  risk  of  cut- 
^  0  much. 

'  CING  ITS  NOV.  17  ACTION,  the  Fed  said  that 
1  !:h  market  conditions  have  "settled  down  mate- 
1  ince  mid-October,  unusual  strains  remain."  Var- 
?      spreads  between  the  yields  on  riskless  Ti-ea- 
)  )nds  and  riskier  corporate  debt  have  narrowed, 
■y  remain  wide  by  historical  standards,  suggest- 
t  credit  is  still  hard  to  come  by  for  some  bor- 
■    (chai-t).  Also,  the  recent  market  calm  looks  ten- 
i\  given  still  shaky  global  conditions. 
»!f  'Over,  despite  the  fii-mer  look  of  the  economy 
;it  weeks,  highlighted  by  strong  retail  sales  and 
dng  in  October,  the  Fed  believes  that  the  slow- 
V  ^recast  is  still  the  best  bet  for  1999.  Indeed,  the 


economy  seems  unlikely  to  push  ahead  at  this  year's  ro- 
bust pace  under  the  weight  of  falling  exports,  stagnant 
industrial  output,  falling  profits,  generally  tighter  cred- 
it conditions  for  businesses,  and  a  new  round  of  layoffs. 

Where  does  policy  go  fi"om  here?  Based  on  the  Fed's 
statement,  the  latest  cut,  amid  firmer  financial  markets 
and  resihent  economic  data,  appears  to  diminish  the 
chances  for  another  cut  at  the  Dec.  22  policy  meeting. 
The  Fed  said  that  given  the  thi'ee  rate  cuts  since  Sept. 
29,  "financial  conditions  can  reasonably  be  expected  to 
be  consistent  with  fostering  sustained  economic  ex- 
pansion while  keeping  inflationaiy  pressures  subdued." 
In  English,  barring  further  market  tunnoil,  the  cuts  to 
date  should  bring  financial  conditions  in  line  with  where 
the  Fed  wants  them  to  be. 

But  much  will  depend  on  the  markets.  The  policy- 
makers did  not  slam  the  door  on  a  Dec.  22  rate  cut.  By 
also  lowering  the  discount  rate  on  Nov.  17,  the  Fed  im- 
plicitly told  the  markets  that  it  is  leaving  the  door 
open  for  another  move,  if  needed. 

THE  FED  WILL  KEEP  A  KEEN  EYE  on  the  economy, 
as  well.  So  far,  the  economic  slowdown  is  developing 
only  gi-adually,  mainly  because  the  economy's  weak- 
ness remains  concentrated  in  exports  and  manufactur- 
ing, while  overall  growth  continues  to  get  plenty  of  sup- 
port from  consumer  spending  (chart). 

In  fact,  consumers  are  giv- 
ing fourth-quarter  economic 
gi'owth  some  soKd  support.  Re- 
tail sales  jumped  1%  in  Octo- 
ber, the  lai'gest  gain  since  May, 
fueled  by  a  surge  in  car  buy- 
ing. But  even  excluding  autos, 
retail  purchases  in  the  month 
still  rose  a  healthy  0.5%.  Con- 
sumer spending,  as  measured 
in  the  gross  domestic  product 
numbers,  is  on  a  track  to  post 
growth  at  an  annual  rate  of  4%  or  more,  which  would  be 
little  changed  from  the  third  quarter's  robust  chp. 

But  that  figure  will  mask  a  slowing  trend.  Fourth- 
quarter  car  buying  is  up  from  a  low  third-quarter  lev- 
el, which  was  depressed  after  spring  buyer  incentives 
ended  and  during  the  strike  at  General  Motors  Corp. 
Excluding  autos,  consumer  spending  is  set  to  post  its 
slowest  quarterly  growth  of  the  year. 

Also,  slower  inventory  grovrth  could  be  a  large  offset 
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to  overall  GDP  gr-owth  this  quarter.  With  factory  output 
stagnant,  and  with  car  dealers'  lots  restocked  after 
the  GM  strike,  additions  to  stockpiles  are  set  to  slow, 
perhaps  sharply.  September  business  inventories  rose 
0.6%,  much  faster  than  the  Commerce  Dept.  assumed 
when  it  calculated  third-quarter  gdp.  The  result: 
Stronger  than  expected  September  inventories  will 
boost  third-quarter  gdp  even  more,  but  the  falloff  in 
stock-building  this  quarter  could  be  sizable. 

THE  FED  IS  WELL  AWARE  that  the  latest  data  clear- 
ly show  the  economy's  areas  of  weakness,  and  foreign 
trade  is  a  key  one.  The  September  trade  deficit  nar- 
rowed from  its  record  of  $15.9  billion  in  August,  to 
$14  billion,  but  the  improvement  is  likely  to  be  tempo- 
rary. A  large  monthly  blip  in  aircraft  exports,  which 
tend  to  be  volatile,  accounted  for  all  of  the  shrinkage. 
The  Boeing  Co.  shipped  twice  as  many  planes  abroad  in 
September  as  they  did  in  August,  and  October  ship- 
ments were  scheduled  to  fall  back. 

Exports  are  still  in  their  sharpest  decline  since  the 
early  1980s,  and  that  is  the  chief  reason  why  manu- 
facturing output  through  October  has  gone  nowhere 
since  the  beginning  of  the  yeai' — and  why  factoiy  pay- 
rolls are  shiinking.  Factory  production  rose  0.3%  in  Oc- 
tober, but  the  trend  looks  much  weaker.  Excluding 
motor  vehicles,  manufacturing  output  has  fallen  in 
three  of  the  past  five  months  (chait).  After  declining  in 


FACTORY  OUTPUT 
IS  GOING  NOWHER 


the  third  quarter  for  the  first  time  since  the  19i- 
recession,  production  in  October  was  below  the  tlr 
quarter  average,  suggesting  a  second  consecutive  a 
terly  drop.  Also,  manufacturers  used  only  79.4' 
their  production  capacity  in  October.  Strike-adju: 
that's  the  lowest  utilization  rate  in  six  years. 

No  wonder  inflation  is  a  no- 
show.  Producer  prices  for  fin- 
ished goods  remained  excep- 
tionally tame  in  October,  and 
excluding  energy  and  food, 
core  prices  at  the  earlier 
stages  of  production  are 
falling,  strongly  suggesting  the 
absence  of  any  pricing  pres- 
sures in  the  pipeline.  At  the 
consumer  level,  the  consumer 
price  index  increased  a  modest 
0.2%  in  October,  as  did  the  core  CPI.  The  annual 
tion  rate  in  October  stood  at  1.5%,  with  core  infl 
mnning  at  2.3%. 

With  the  economy  set  to  slow,  there  is  little  to 
gest  any  significant  acceleration  in  inflation  in  the 
ing  months.  And  that  is  the  chief  reason  to  be 
mistic  about  1999.  More  than  anything  else,  low  infl 
has  given  the  Fed  the  leeway  to  act  quickly  and 
sively  in  the  face  of  financial-market  stress  that  a 
threaten  the  economy. 
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BRAZIL'S  BAILOUT  MAY  REBOOT  ARGENTIM 


The  International  Monetary 
Fund's  Nov.  13  announcement 
of  a  $42  billion  bailout  for  Brazil 
will  not  only  help  Latin  America's 
biggest  economy.  It  will  also  bring 
some  relief  to  Argentina,  which 
counts  Brazil  as  its 
biggest  expoil  market. 

After  growing  7%  in 
the  fii'st  half  compared 
to  year-ago  levels,  Ai*- 
gentina's  real  gross  do- 
mestic product  will 
probably  show  no 
growth  in  the  second 
half  of  1998  as  the 
economy  straggles 
with  the  financial  fall- 
out of  the  Asian  and  Russian 
crises.  Real  gdp  grew  nearly  8.6% 
in  1997. 

The  industrial  sector  is  already 
shrinking,  brought  down  by  high 
interest  rates  and  Brazil's  trou- 
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bles.  According  to  a  private  Ar- 
gentine think  tank,  industiial  pro- 
duction fell  0.5%  in  the  third 
quarter  from  a  year  ago,  the  fii'st 
decline  in  21^  years  (chart),  and  it 
likely  dropped  further  in  October. 

Vehicle  output  alone 
was  down  26%  vs.  a 
year  ago,  although 
the  plunge  is  exagger- 
ated because  October, 
1997,  saw  a  peak  in 
car  production.  Still, 
car  demand  domesti- 
cally and  from  Brazil 
is  slumping.  The  data 
on  other  spending 
also  show  some  weak- 
ness, which  is  cutting  into  federal 
tax  receipts.  Moreover,  foreign  in- 
vestment plunged  in  the  third 
quarter  from  a  year  earlier. 

Argentina's  economy  will  get 
some  lift  from  other  soui'ces  be- 


sides the  IMF  funds  for  Brazil,  '"n 
World  Bank  has  approved  $3  b 
lion  in  loans  to  strengthen  Ar- 
gentina's financial  safety  net  ar 
to  stave  off  currency  contagion 
So  far,  foreign-exchange  reserve 
have  been  steady  and  the  peso 
has  held  firm.  Also,  interest  ras 
have  come  down,  especially  tha 
for  peso-denominated  loans,  afl 
having  risen  shai"ply  following 
Russia's  debt  default.  However 
with  domestic  demand  slacking 
off,  credit  growth  is  still  slowii. 
despite  the  rate  cuts. 

The  government  says  that  rd 
GDP  will  recover  in  1999,  growi' 
4.8%  for  the  year.  But  private 
economists  are  skeptical,  forec;. 
ing  growth  as  low  as  1%.  That! 
because  the  damage  done  from 
the  summer's  high  interest  rat 
consumer  caution,  and  investoi 
flight  will  take  time  to  reverse 
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Get  to  know  Prudential  Variable  Universal  Life  (VUL).  It's  the  policy  that  offers 
lock  Solid*  life  insurance  protection  for  your  loved  ones — plus  the  potential  benefits  of 
1  cash  value  build-up — and  many  other  features  you'll  appreciate  time  and  time  again. 
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tax-deferred. 

\/  Borrow  from  your 
cash  values* 


You  take  charge  of 
how  your  money  is 
Invested.  VUL  lets  you 
direct  your  policy's  growth 
potential.  You  choose  among 
15  investment  options — plus  a  fixed 
rate  option — and  any  earnings  grow 
tax-deferred.  And  as  market  conditions 
or  your  objectives  change,  you  can 
transfer  funds  up  to  12  times  a  year 
with  no  charges  or  taxes. 

It  helps  you  build  tax- 
deferred  cash  values. 

VUL  goes  beyond  death  benefit 
protection.  It  lets  you  access 
any  cash  value  built  through  loans  and 
withdrawals!  That's  money  you  can  use 
for  college  funding,  supplementing 
retirement,  or  other  vital  needs. 


Get  the  benefit  of 
a  flexible  payment 
schedule.  After  you  pay 
your  initial  premium,  you 
decide  how  much  and  when 
you'll  pay  your  premiums*— 


and  where  you  want  the  net  premium 
dollars  mvested.  You  can  even  change  the 
death  benefit  option — it's  up  to  you. 

If  you're  ever  disabled, 
VUL  can  make  your 
life  easier.  VULs  Insured 
Disability  Benefit  option 
pays  a  portion  of  premiums 
for  as  long  as  the  insured's 
qualified  disability  lasts.  This  helps 
make  sure  your  coverage  is  secure, 
even  when  your  income  isn't. 


Call  to  find  out  more. 

We'll  send  you  our  free  brochure 
Variable  Universal  Life — 
Life  me  Way  You  Want  It 
To  Be,  and  a  Prudential 
representative  will  help  you 
learn  how  to  put  VUL  to 
work  for  your  needs. 
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ext.  1311 

www.prudential.com 
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I'Jrawols  and  loans  will  affect  policy  values  and  death  benefit,  and  may  have  tax  consequences.  **Of  course,  your  policy  values  must  be 
ient  to  keep  your  policy  from  lapsing.  Variable  Universal  Life  is  issued  by  Pruco  Life  Insurance  Company,  213  Washington  Street,  Newark, 
7102-2992,  and  offered  through  Pruco  Securities  Corporation,  751  Broad  Street,  Newark,  NJ  07102-3777,  both  subsidiaries  of 

'  'rudential  Insurance  Company  of  America.  Not  currently  available  in  New  York.  Please  call  for  a  free  prospectus  containing  more  complete 
nation  including  all  charges  and  expenses.  Please  read  the  prospectus  carefully  before  you  send  money.  MRA-1  998-A03358  1 


News:  Analysis  &  Commentary 


SOCIAL  SECURm 


COMMENTARY  By  Peter  Coy 

Only  a  few  yeai"s  back,  Social  Seciuity  was  the  di'eaded 
thii'd  I'ail  of  American  politics.  Touch  it  and  youi"  po- 
litical career  was  incinerated.  But  in  1999,  Social  Se- 
cioity  refomn  will  be  at  the  top  of  eveiybody's  agenda 
in  Washington.  Politicians  of  eveiy  stripe  are  scr-am- 
bling  to  get  in  on  the  debate.  On  Nov.  19,  Congi-ess  was 
scheduled  to  begin  healings  on  the  health  of  the  system.  On 
Dec.  8,  President  CHnton  will  convene  a  conference  of  labor 
leaders,  women's  groups,  economists,  and  politicians  to  talk 
about  "saving"  Social  Security.  And  he'll  most  likely  make 
Social  Security  his  top  priority  in  the  State  of  the  Union  mes- 
sage in  January.  "This  is  going  to  be  the  numero  uno  debate" 
for  Congress  next  year;  predicts  Repr-esentative  James  T. 
Kolbe  (R-Ar-iz.). 

And  it  pr-omises  to  be  a  nasty,  divisive,  time-consiuning, 
and — in  the  end — pei'haps  pointless  one.  The  worst-case,  but 
harxlly  least  likely,  scenario:  An  endless  quasi-r-eligious 
debate  over-  the  question  of  whether-  or-  not  to  "priva- 
tize" por-tions  of  the  Social  Seciuity  system.  Privatiza- 
tion, which  would  allow  citizens  to  put  a  portion  of 
their-  social-security  taxes  into  equities  or  other  invest- 
ments, would  be  a  massive  reversal  of  the  pr-ogram  that 
has  worked  well  since  its  inception  in  1935. 

Befor-e  that  debate  gets  under-  way  and  overwhelms  all  the 
other-  important  policy  decisions  that  Washington  shoirld  be  con 
sidering,  let's  step  back  and  look  at  the  big  pictur-e.  Fir^t, 
there  is  no  need  to  panic.  Social  Security  does  face  pr-oblem^ 
ahead,  but  is  in  no  imminent  danger  Its  main  tr-ust  fimd  is  not 
slated  to  run  out  of  money  until  20.']2.  Even  then,  the  che(  k^ 
won't  stop  going  out,  because  Social  Security  gets  fimding 
every  year-  fi-om  payr-oll  taxes,  which  will  still  cover  75%  of 
the  benefits  paid  out  in  2032.  If  there  is  no  fix  by  then, 
money  would  have  to  be 
found  to  fill  the  gap. 


That  could  mean  higher 
taxes. 

MODEST  FIXES.  Econo- 
mists and  policymakers 
ar-e  concer-ned  about  the 
future  of  Social  Securi- 
ty for  one  simple  r-ea- 
son:  demographics. 
As  society  ages, 
ther-e  are  fewer  and 
fewer  workers  to 
support  each  r-etu-ee. 
According  to  the  in- 
ter-mediate projections 
of  the  Social  Security 
actuaries,  the  system 
has  an  unfunded  habili- 
ty  over  the  next  75 
years    of    $3  trillion. 


Bringing  it  into  actuarial  balance  would  i-equir-e  an  immec 
increase  in  the  payr-oll  tax  to  14.6%,  from  12.4%.  Such  a 
increase  in  a  tax  that  is  already  high,  regr-essive,  and 
popular  seems  highly  unlikely. 

So,  what  to  do?  Start  with  some  modest  adjustme 
These  might  include  some  cuts  in  benefits,  such  as  accek 
ing  the  planned  increase  in  r-etirement  age.  The  Feds  e 
also  increase  the  number  of  years  of  work  history  use' 
compute  benefits  (to  include  mor-e  low- wage  yeai-s)  and  rei 
the  annual  cost-of-living  adjustment.  Another,  less  pai 
Band-Aid  would  be  to  finally  bring  in  state  and  local 
er-nment  employees,  who  ai-e  _ 
exempt.  Or,  the  nation 
could  incr-ease  taxation 
ol  benefits  to  ui)per-- 
income  senior-s.  "\o\x 
can  do  a  lot  of  small 
ihmgs,"  says  lor-- 
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T  IT  g g  It  needs  repairs, 


not  radical  surgery 


White  House  economist  Alicia  H.  Munnell.  "This  is  not 
t  science."  These  measures  aren't  exactly  big  vote-get- 
Nor  are  they  guaranteed  to  save  Social  Security  for  all 
But  they  will  help. 

ire  doable,  perhaps,  is  a  consensus  that  seems  to  be  do- 
ing ai'ound  allowing  the  government  to  invest  a  portion  of 
"ust  fund  in  marketable  secmities,  such  as  stocks,  coi-po- 
)r  municipal  bonds,  and  market  indexes.  This  idea,  now 
ed  acceptable  by  a  diverse  gi'oup  including  some  Clin- 
gs, many  Hill  Democrats,  and  the  afl-cio,  would  help 
the  funding  gap  by  providing  a  decent  rate  of  retmn  on 
,        money  in  the  trust  fund.  But  many 
fl  /    Republicans  and  business  leaders 
nJI    are  leeiy  about  Uncle  Sam  owning  a 
./^^si^    'J/  chunk  of  Corporate  America. 

~7Z.  /<A  What's  more,  that  kind  of 


OVERKILL? 


reshuffling  of  assets 
might  depress  yields  on 
other  investments.  That's 
-  a  reason  Federal  Resei^e 

■    -       Chairman  Alan  Greenspan 
",i  said  last  year  that  it  "would 

^  ^  not  be  an  improvement  to  oui' 

/    -       overall  retii'ement  system." 

All  these  approaches  are  far 
easier  to  swallow  than  individual 
private  accounts  and  far  less  risky. 
Even  putting  aside  the  philosophical 
debate  over  the  merits  of  privatizing 
what  was  supposed  to  be  a  social  safety 
net,  there's  a  simple  reason  to  avoid  it:  A 


svritch  to  a  system  of  private  accounts  would  be  enomnously 
costly.  Today's  workers  would  have  to  pay  twice — to  pre-fund 
theu-  own  retii'ement  wliile  simultaneously  paying  for  cmi-ent 
retirees  who  didn't  pre-fund.  Tlie  ti-ansition  would  likely  requii'e 
fai'  bigger  tax  liikes  or  benefit  cuts  than  nij>and-tuck  solutions. 

Another  reason  not  to  jump  to  the  radical  solution  of  pri- 
vatization: We  simply  don't  know  how  the  economy  will  per- 
form over  the  next  75  yeai"s.  Social  Security  actuaries  are 
guessing  that  economic  growth  will  average  about  1.7%,  ai'ound 
half  the  3.2%  gi-owth  rate  of  the  past  75  yeai's.  If  they  ai'e  too 
pessimistic — which  seems  altogether  possible,  given  the  econ- 
omy's strong  gi'owth  in  recent  years — then  future  generations 
will  easily  find  ways  to  support  the  elderly,  whethei"  thi'ough 
some  sui'viving  form  of  Social  Secmity  oi"  via  another  mecha- 
nism. So,  it  doesn't  make  sense  to  take  drastic  measm-es  now 
on  the  basis  of  projections  that  are  only  a  shade  better  than 
wild  guesses. 

Indeed,  the  ultimate  answer  to 
the  Social  Security  problem  is 
stronger  economic  gi'owth  (page  170). 
Faster  gi'owth  biings  gi'eater  wealth, 
making  it  easier  to  shoulder  the  bm- 
den  of  an  aging  population.  And 
that's  why  some  privatization  advo- 
cates argue  that  boosting  the  sav- 
ings rate  by  converting  Social  Secu- 
rity from  a  pay-as-you-go  to  an 
investment  system  would  encoui'age 
gi'owth.  But  it's  far  fi'om  clear  that 
privatizing  Social  Security  would 
raise  the  ovei'all  savings  rate  and 
produce  higher  economic  growth.  If 
Americans  save  more  tlirough  Social 
Security,  they  may  just  reduce  other 
forrns  of  savings,  as  they  have  in  re- 
sponse to  such  other  vehicles  as 
401(k)s  and  iras. 

But  let's  say  privatization  does 
create  the  world's  lai'gest  piggy  bank 
of  financial  assets.  Look  at  the  bad 
example  of  Japan,  which  has  been  coimting  on  its  huge  pool  of 
domestic  savings  to  take  cai"e  of  its  aging  population.  All  it  has 
managed  to  do  is  choke  its  economy  nearly  to  death. 

With  the  fundamental  logic  of  privatization  so  dubious,  does 
it  r-eaUy  make  sense  to  put  up  with  all  its  other-  ])r'oblems,  such 
as  exposing  inexperienced  investor's  to  financial  mar-ket  whims? 
The  beauty  of  Social  Seciuity  is  that  it  r^epresents  a  shared 
commitment  of  society  as  a  whole  to  meet  a  need  that  isn't  well 
met  by  famihes  on  then-  own.  The  bottom  line  on  Social  Secu- 
rity: If  it's  not  social,  it's  not  secmity. 

Coy  is  associate  economics  editor. 

Mgfnnftfjnn  visit  www.businessweek.com  or  AOL: 
isSi!/UiSMUii  Keyword:  BW  for  daily  business  news. 


Privatization  could 

build  the  world's 
biggest  piggy 
bank  of 
assets,  but  it 
would  also 
further  expose 
people  to  the  wild 
swings  of  the  market 
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SOFTWARE 


THE  REAL  THREAT 
TO  MICROSOFT 

A  court  victory  for  Java  could  loosen  Windows'  grip 


In  testimony  that  has 
come  to  light  in  the 
Justice  Dept.'s  an- 
titnist  suit  against  Mi- 
crosoft Corp.,  there's 
an  unmistakable  sense 
01  paranoia  when 
Chairman  William  H. 
Gates  III  and  his  executives  talk  about 
Sun  Microsystems  Inc.'s  Java  softw^are. 
In  E-mails  that  have  become  evidence 
in  the  trial,  Gates  is  ever  vigilant  for 
signs  that  influential  figures  in  the  com- 
puter industiy  such  as  IBM  are  growing 
too  fond  of  the  Sun  technology. 

Now,  Microsoft  may  have  a  real  rea- 
son to  be  paranoid.  Across  the  conti- 
nent in  California,  a 
U.S.  District  Court 
granted  Sun  a  prelimi- 
nary injunction  in  its 
civil  suit  against  Mi- 
crosoft that  could  turn 
Java  from  a  shadowy 
plot  to  a  much  more 
tangible  threat.  Judge 
Ronald  M.  Whyte 
ruled  that  in  90  days 
Microsoft  must  make 
its  own  Java  comply 
with  the  "100%  Pure" 
Java  that  Sun  ceo 
Scott  G.  McNealy  in- 
sists upon. 

TWEAK-FREE.  Tliat  may 
sound  like  legal  one- 
upmanship  between 
nerds,  but  at  stake  is 
nothing  less  than  a  bat- 


JAVA  IS  GAINING 
MOMENTUM 

DEVELOPERS  By  the  end  of 

1998,  900,000  software 
engineers  will  use  Java,  up 
from  700,000  at  the  end  of 
1997. 


APPLICATIONS  Sun  lists 
1,300  Java  programs  in  its 
catalog — 400  of  which  have 
been  certified  by  the  compa- 
ny as  "100%  Pure"  Java. 
Analysts  estimate  about  half 
that  many  programs  use 
Microsoft  Java.  But  most 
Java  development  is  inside 
corporations  and  isn't 

, .  ,  ,        „    included  in  these  numbers, 
tie  over  which  type  or    reduces  the  need  tor 

USERS  Some  48%  of  the 

top  1,000  companies  in  the 

U.S.  have  Java  software 

development  underway 

in-house,  says  Forrester 

Research.  By  2000,  that 


tweak  it,  in  violation  of  its  contract  with 
Sun,  according  to  the  Nov.  17  raling. 

Having  a  single  version,  pure  Java,  is 
essential  to  Sun's  strategy:  creating  soft- 
ware that  mns  on  any  computer — fi-om 
mainframes  on  down  to  whizzy  hand- 
held Internet  devices — or  what  Sun 
calls  "write-once,  run-everywhere"  pro- 
grams. In  practice  that  means  that  a 
softwai'e  writer  could  produce  a  pi'o- 
gi'am  and  zip  it  across  the  Internet  to 
perform  a  task  on  any  other  computer. 
"The  Fords  and  gms  of  the  world  were 
taking  a  wait-and-see  attitude,"  says 
Ted  Schlein,  head  of  Kleiner  Perkins 
Caufield  &  Byers'  Java  Fund.  "This  inl- 
ing  will  eliminate  some  of  that  risk." 

That  new  model  for 
developing  and  using 
software  could,  over 
time,  undermine  Win- 
dows' dominance  and 
do  more  to  unlock  Mi- 
crosoft's grip  on  the 
market  than  anything 
Judge  Thomas  Penfield 
Jackson's  court  could 
mete  out  in  the  Justice 
Dept.'s  antitiTist  case. 
Java  proponents  say 
the  software  makes  it 
possible  to  store  giant 
software  progi"ams  on 
powerful  mainframes 
and  servers,  and  then 
just  download  Java 
applets — small  pro- 
gi-ams — to  tackle  each 
task  as  needed.  That 


software  might  prevai 
in  the  21st  centiuy.  Tlie 
ruling  lifts  a  huge  cloud 
from  over  Java — the 
question  of  whether 
there  will  be  a  single 
standard  for  the  pro 


figure  should  climb  to  72% 


Windows  and  other 
big,  "bloatware"  pro- 
gi'ams  such  as  spread- 
sheets and  word 
processors  that  Mi- 
crosoft sells. 

Microsoft,  according 


gramming     language   to    documents  that 


or  whether  Microsoft 
would     continue  to 


DATA  INTERNATIONAL  DATA  CORP  ,  FORRESTER 
RESEARCH  INC  ,  COMPANY  REPORTS 


have  surfaced  in  the 
federal  suit,  was  out  to 


Advantage, 
McNealy:  At 
stake  is  nothing 
less  than  a  battk 
over  what  type 
of  softw^are  will 
be  at  the  heart  o 
21st  century 
computing 


"pollute"  Sun's  Java  campaign  by  e 
ing  a  unique  Windows  version.  And 
hauled  Microsoft  into  civil  court  t' 
force  the  contract  between  the  ci 
nies  that  forbade  alterations  to 
Microsoft  says  it  merely  improved 
the  original  to  get  speedier  peifonn 
Even  while  the  legal  battle  br- 
and programmers  couldn't  be  sii 
the  wiite-once,  nin-eveiywhere  coi 
would  woi'k,  Java  continued  to  gaii 
mentum.  The  number  of  softwari 
velopers  using  Java  is  expected  t 
900,000  by  yearend,  up  from  700,(i 
the  end  of  1997.  Coi-porations  froi  / 
lied-Signal  Inc.  to  Xerox  Corp.  are 


I 
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u;ike  diverse  computer  systems 
together.  Gillette  Co.  recently 
u'ge  retailers  the  ability  to  check 

status  of  orders  over  the  Inter- 
iing  Java.  "I  see  [Whyte's  ruling] 
lositive,"  says  Gillette  Chief  In- 
;ion  Officer  Patrick  J.  Zilvitis. 

a  customer  standpoint,  the  more 
rdization  we  have  the  better." 
I  is  even  making  headway  in  non- 
ter  applications,  such  as  screen- 
.  "People  ai'e  wiiting  Java-based 
tions  at  an  mcreasing  I'ate,"  says 

W.  Beyers,  general  manager  of 
:t-Packai"d  Co.'s  Internet  Software 
ss  unit,  which  is  pushing  a  ver- 


si(in  (]l'-hi\;i  fur  the  so-ealied  fiiiUeildcil 
market — phones,  appliances,  etc.  Adds 
John  Seely  Brown,  dii'ector  of  Xerox's 
Palo  Alto  Research  Center:  "We  know 
Java  is  real  and  can  do  an  awful  lot." 

Now,  Judge  Whyte's  injunction  en- 
sm-es  that  all  software  used  to  create 
Java  products — even  that  made  by  Mi- 
crosoft— have  "100%  Pure  Java"  code. 
Programmers  can  still  write  programs 
in  Microsoft's  Java,  but  they'll  be  wained 
that  the  resulting  code  may  not  work 
with  all  computers.  What's  more,  Wliyte 
made  it  clear  he's  likely  to  prohibit  Mi- 
crosoft from  adding  more  "extensions" 
that  would  tweak  Java  for  Windows. 


To  be  sm'e,  Wliyte's  injunction  is  only 
preliminary.  While  it's  expected  to  be 
upheld,  the  actual  trial  isn't  slated  to 
stait  before  next  year.  And  the  mling 
only  requires  Microsoft  to  adapt  its  prod- 
ucts, including  Windows  98  and  the  In- 
ternet Explorer  browser,  to  meet  Sun's 
Java  compatibility  tests  within  90  days. 
Microsoft  does  not  foresee  having  to  stop 
sliipments  of  any  of  its  products. 

But  the  ruling  also  has  immediate 
ramifications  back  in  Wasliington,  where 
the  antitmst  suit  proceeds.  For  starters, 
Wliyte's  finding  that  Microsoft  likely  en- 
gaged in  "unfair  business  practices"  in 
its  approach  to  the  contract  with  Sun 
will  resonate  in  Judge  Jackson's  court- 
room, where  the  government  is  trying  to 
show  a  pattern  of  such  behavior  (page 
38).  Antitmst  experts  say  chief  govern- 
ment counsel  David  Boies  will  likely  cite 
the  legal  doctnne  of  "persuasive  author- 
ity" to  ask  about 
such  practices  dming 
testimony  of  Sun 
vice-president  James 
Gosling,  who  invent- 
ed Java.  Says  Boies: 
"[Whyte's]  finding  is 
material  help  to  what 
we  are  trying  to 
establish." 

And  Sun's  victory 
could  bring  on  more 
trouble  for  Microsoft. 
"When  you  are  on  a 
losing  streak,"  says 
George  Mason  Uni- 
versity antitrust  ex- 
pert Ernest  Gell- 
horn,  "things  start 
to  snowball — and 
there's  no  question 
that  this  is  part  of 
the  snowball."  Next? 
Expei-ts  say  that 
other  liigh-tech  rivals 
may  be  emboldened 
to  take  on  Microsoft 
in  civil  suits.  Small- 
fry  Caldera  Inc.  and  Bristol  Technolo- 
gies already  have  filed  suits  against  Mi- 
crosoft. And  others  may  follow — proving 
that  you  don't  have  to  be  paranoid  to 
feel  you  have  enemies  everywhere. 

By  Peter  Burroivs  with  Robert  D. 
Hof  and  Aiidy  Reinlmrdt  in  San  Mateo, 
Calif.,  Susan  Garland  in  Washington, 
and  bureau  reports 
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A  pattern  of 
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The  trial  has 
yet  to  sully 
the  public's 
view  of  Teflon 
Bill  130 

The  man 
behind 
Microsoft's 
"strong-arm" 
deals  136 
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Business  Week  and  Court  TV  post  daily  updates 
at  www.businessweek.com  and  www.courttv.com. 
Also,  "Microsoft  on  Trial,"  airs  every 
Thursday  at  7pm  E.T  on  Court  TV. 
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LEGAL  AFFAIRS 


A  PATTERN  OF 
PREDATORY  BEHAVIOR? 

After  six  witnesses,  Justice's  case  is  coming  together 


The  chief  executive  of  Netscape  Communications  Coi-p. 
claims  that  Microsoft  Corp.  swore  retribution  if 
Netscape  didn't  cede  most  of  the  Internet  browser 
mai'ket.  An  Apple  Computer  Inc.  executive  testifies  that  Mi- 
crosoft tlu-eatened  repercussions  if  Apple  didn't  drop  most 
of  its  multimedia  software  products.  An  Intel 
Coip.  exec  says  Microsoft  made  "credible  and  fau*- 
ly  temf^ing"  tlu'eats  to  harm  Intel's  new  micro- 
processor if  it  didn't  shelve  its  ou"n  software  ef- 
forts. And  an  ib.m  executive  says  Big  Blue's 
operating  system  couldn't  gain  gi'ound  because 
Microsoft  discoui'aged  software  developers  fi-om 
wTiting  applications  for  it. 

See  a  pattern"?  After  presenting  several  of  its 
key  witnesses,  the  .Justice  Dept.  certainly  hopes  so. 
By  piling  example  on  top  of  example,  the  gov- 
ernment aims  to  convince  -Judge  Thomas  Penfield 
Jackson  that  whenever  Microsoft  senses  a  rival's 
technology  might  threaten  its  dominance,  it  tries  to  bully 
the  upstart  out  of  the  mai'ket.  If  that  doesn't  work.  Justice 
claims,  it  attacks  the  competitor — fi'equently  by  pressuiing 
distributors,  customers,  and  software  developers  not  to 
use  the  rival  technolog\'.  Sepai-ately,  each  instance  of  this 
behavior  might  not  prove  predaton,'  beha\ior  "But  the 
government  wants  to  show  that  the  cumulative  efi"ect  was 
to  deter  people  fi'om  competing  against  Microsoft,"  says 
Washington  antitrast  la\\yer  William  J.  Kolasky  Jr 

If  chief  prosecutor  Da\i(l  Buies  tan  prove  that,  then  Jack- 
son may  be  more 
likely — when  the 
case  reaches  the 
.  penalty  phase — to 

-  slap  major  restric- 

■  tions  on  Microsoft's 
=  future  business 
:  dealings.  Says 
;  Stephen  Calkins, 
\  antitrtist  professor 
:  at  WaNTie  State  University  Law  School:  "At  the  end  of  the 
;  day,  tlie  government  will  say,  "Look  at  instance  after  in- 
;  stance  in  which  Microsoft  abused  its  monopoly  power  We 
'  m*ge  you,  judge,  to  conclude  that  it  can't  be  trtisted  to  retain 
:  its  monopoly."' 

:"FULL  OF  GARBAGE."  In  its  counterattack,  Microsoft  ai'- 
;  gues  that  Justice  can't  assert  a  pattern  of  illegal  beha\ior  if 
:  the  company  was  merely  pui'suing  legitimate  business  ob- 
jectives, as  it  claims.  "In  even-  case,  it  involved  a  proposal 
to  cooperate  on  technology,"  says  ChaiJes  F.  Rule,  a  Mi- 
crosoft  legal  consultant;  Microsoft  was  merely  ensuring 

■  that  other  companies'  products  worked  seamlessly  with 

-  Windows.  Rule  says  that  the  government,  lacking  a  con- 
xincing  major  chai'ge,  is  tning  to  compensate  by  lading  out 


many  small  ones.  In  the  end.  he  warns,  the  govemmt 
may  wind  up  with  "just  a  garbage  bag  fuU  of  gai'bage.' 

How  good  is  the  government's  evidence  of  a  pattern 
abusive  behavior?  Since  the  opening  day.  a  number  of  v 
nesses  liave  outlined  the  ways  ilicrosoft  attempts  to  influe 
how  companies  should  develop  technology — to 
crosoft 's  advantage.  Netscape  ceo  James  L.  Bar 
dale,  the  government's  lead-off  witness,  told  h 
Microsoft  tiied  to  push  Netscape  out  of  the  Windc 
market.  Later.  Intel  Vice-President  Steven 
McGeady  testified  that  Intel  was  pressm'ed  to  d: 
a  softwai'e  product  because  Microsoft  threatened 
withhold  Windows  support  for  a  new-  Intel  chip. 

If  the  competitors  ignore  Microsoft's  thi-e< 
the  software  giant  next  launches  a  battery 
predatoiy  attacks — including  evei-jlhing  fi'om 
ing  aw-ay  their  version  of  rivals'  products  for 
to  encouraging  distributors  to  shun  them.  W] 
Apple  refused  to  stop  pm'suing  the  mai'ket  for  multime 
software,  Microsoft  pei-suaded  Compaq  Computer  Coi-p 
drop  its  plans  to  include  a  new  version  of  Apple's  Qui 
Hme  multimedia  package  in  its  computei-s,  according  to 
pie  Senior  Vice-Pi-esident  Avadis  Tevanian  Jr 

Justice  has  also  managed  to  bolster  its  challenge  to 
legality  of  Microsoft's  bundling  of  its  Internet  brow 
with  Window-s — a  key  facet  of  the  original  doj  compls 
that  has  been  weakened  by  an  appeals  coui't  ruling, 
couit,  Boies's  team  has  showTi  that  the  bundling  techni' 


REPEAT  OFFENDER  IBM,  Apple,  Intel; 
Justice  hopes  to  prove  that  Microsoft  has 
demonstrated  a  pattern  of  strong-arming 
partner  and  rival  alike 


that  Microsoft  supposedly  used  to  thwait  Netscape  is  a 
tic  that  the  software  maker  has  used  repeatedly.  For 
stance.  Justice  has  testimony  indicating  that  Microsoft  \ 
died  a  competing  program  to  Apple's  QuickTime.  Anc 
executive  fi-om  America  Online  Inc.  testified  that  Mia-os 
decision  to  bundle  its  own  online  senice,  IVIicrosoft  Netv 
(Msx),  into  the  operating  system  w^as  a  club  it  used  aga 
AOL  to  get  it  to  promote  the  Microsoft  browser 

Microsoft's  playbook  calls  for  teaiing  down  each  ch< 
one  by  one.  But  as  Justice  piles  on  one  damning  tale  a 
another,  it  hopes  to  produce  a  whole  pictui'e  of  mon- 
lization  that  is  fai*  bigger  than  the  sum  of  its  paits. 

By  Susan  B.  Garland  in  Washington  and  Mike  Fn 
in  New  York 


IPUTERS 


IBM.  NOTHING  BUT 
]  BLUE  SKY-FOR  NOW 

iframes,  E-commerce,  and  services  have  it  soaring 


)  quiz:  What  computer  company's 
ock  has  skyrocketed  50%  since 
ine — and  it's  not  an  Internet  start- 
a  pure  play  in  software  or  per- 
computers?  The  answer:  IBM. 
5  of  Big  Blue,  which  is  in  all  those 
3sses  and  more,  are  hovering 
d  $160,  up  from  $106  in  June, 
right  up  there  with  Dell  Com- 
Corp. — and  well  ahead  of  Mi- 
l  Corp.,  whose  stock  is  up  ap- 


proximately 16%  in  the  same  period. 

Why  are  investors  so  giddy  about  a 
high-tech  company  whose  last  name  isn't 
".com"?  IBM  seems  to  be  overcoming  its 
growth  problem.  For  the  first  half  of 
1998,  revenue  gi-ew  just  1%,  owing  to 
abysmal  hardware  sales,  weak  interna- 
tional business,  and  an  anemic  softwai-e 
unit.  But  with  the  business  climate  im- 
proving in  Europe,  new  mainframes, 
and  its  PC  unit  working  off  an  inventory 


INTO  THE 
BIG  BLUE 
YONDER 


IBM  STOCK  PRICE 


"I  r  i'  i  I  I  I  I  r  I  TTTi 
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glut,  IBM  generated  8%  revenue  gi-owth 
in  the  quaiter  ended  Sept.  30 — a  I'ate  it 
hasn't  seen  for  two  years.  That  blew 
by  Wall  Street  forecasts  of  3.5%  gi'owth. 
"We're  clicking  on  all  cylinders,"  says 
IBM  Chief  Financial  Officer  Douglas  L. 
Maine.  Analysts,  enthralled  by  ibm's 
string  of  earnings  gains,  say  the  stock 
could  hit  $185  in  the  next  12  months. 

What's  driving  the  gi'owth?  Pait  of  it 
is  cyclical:  For  decades,  ibm  has  enjoyed 
a  gi'owth  spurt  when  new  mainframes 
ship.  And  the  G5,  which  began  reaclung 
customei-s  in  September,  has  kept  up  the 
tradition — accounting  for  a  20%  boost  in 
mainft-ame  sales  in  the  third  quarter. 

But  there's  more.  While  ibm  is  no  Ya- 
hoo!, it  is  a  major  player  on  the  Web.  On 
Nov.  11,  CFO  Maine  told  analysts  that 
up  to  33%  of  this  yeai''s  revenue — $27 
billion — will  involve  E-commerce  appli- 
cations, both  hardwai'e  and  softwai'e.  ibm 


THE  SUM  OF  ITS  PARTS  IS  ADDING  UP 


ook  under  the  plastic  of 
an  Apple  Powerbook,  and 
iyou'll  find  ibm  inside. 
)m  the  PowerPC  G3  micro- 
icessor  to  the  hard-disk 
ve  to  specialty  chips,  Apple 
HDuter 

.SsesBig  Liquid-crystal  display 
lecompo  trom  an  IBM-Toshiba 
Its  for  the  lO'nt-venture  in  Japan 


s  of  its  hot-selHng  portables. 
m  the  nifty  screen  on  some 
verbooks  is        ..         , .  , 
^ajointven-     Memory  chips  rom 
e  of  IBM  and       IBM  Microelectronics 
hibaCorp.         plant  in  Vermont 
Apple  is  just  part  of  what's  driving 
IBM  component  business.  Cisco 
tems,  Hewlett-Packard,  and  Sun 
rosystems  all  purchase  custom 


Hard-disk  drive  developed 
at  IBM's  Almaden  Research 
Center  in  San  Jose 


(Note:  Not  all 
units  contain 
each  component) 


APPLE 

POWERBOOK 


chips  from  IBM,  whose  semiconductor 
division  is  now  pushing  $3  billion  in 
annual  sales — up  from  zero  in  1992. 
Disk  drives  are  another  bonanza. 
Four  yeai's  ago,  ibm  trailed  such  spe- 
cialists as  Seagate  Tech- 
nology, Quantum,  and 
Conner  Peripherals  in 
drives  for  pes  and  work- 
stations. Now,  IBM  is  No.  1  in  rev- 
enues from  such  drives,  with  23.9%  of 
...  .        the  worldwide  mar- 

Microprocessor  from    ,  accordinPto 
IBM  s  Vermont  plant     oi^km-end  Inc.  in 
Mountain  View,  Calif.  Cus- 
■'^t,^      tomers  include  Sun  and 
Compaq  Computer  All 
told,  sales  of  key  com- 
ponents have  been 
growing  about  44%.  a  year, 
IBM  says,  and  should  top  $6  bO- 
lion  in  1998.  Half  in  jest,  managers 
even  mocked  up  a  logo:  IBM  Inside. 

By  Neil  Gross  in  New  York 
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is  even  getting  Web-sawy  itself:  It's  sell- 
ing online  $7  million  a  day  woith  of  such 
gear  as  pes  and  disk  drives.  Dell  Com- 
puter Corp.,  the  cuiTent  king  of  online 
computer  sales,  does  $10  million  a  day. 

Then  there's  the  $19.3  billion  high- 
tech service  business  that  has  been 
gTowing  more  than  20%  quarterly  for 
sLx  yeai-s.  Until  recently,  such  sei^vices  as 
outsourcing  were  mostly  a  U.S.  phe- 
nomenon. But  big  sei-vice  deals,  such  as 
the  $2.4  billion  conti'act  IBM  signed  with 
Cable  &  Wii'eless  Ltd.  in  September,  ai'e 
starting  to  open  up  overseas.  Now,  IBM 
has  a  $49  billion  backlog  of  seivice  con- 
tracts. That  should  smooth  the  bumps 
in  futiu'e  hardwai-e  product  cycles. 
DOWNSIDE.  What  could  slow  IBM's  mo- 
mentum? For  starters,  there's  the  Year 
2000  problem.  It  could  be  a  boon,  as 
customers  requii'e  moi'e  gear  and  ser- 
vices. Or  customers  could  postpone  new 
or-dere  for  big-ticket  items  such  as  main- 
frames to  focus  on  fixing  existing  pro- 
gi'ams.  That  chance  led  Gaiy  Helmig  of 
SoundView  Financial  Group  Inc.  to  cut 
his  estimate  of  IBM's  revenue  growth  to 
7%,  froin  10%  for  1999.  Concedes  Maine: 
"It's  difficult  to  detennine  whether  Y2K 
will  be  a  risk  or  a  benefit." 

In  addition,  the  mainfi'ame  boom  will 
subside  in  1999,  when  most  customers 
will  have  traded  up.  Then  mainframe 
sales  will  resume  then-  long-teiTn,  dowji- 
ward  trend.  Helmig  predicts  mainfi-ame 
sales  will  dechne  10%)  next  yeai-  fi-om  an 
estimated  $5.5  billion  this  year. 

What's  more,  in  its  PC  business,  IBM, 
like  Compaq  and  Hewlett-Packard,  is 
trying  to  come  up  with  a  distribution 
strategy  that  can  match  Dell,  which 
profits  handsomely  by  selling  direct.  A 
roller-coaster  oper-ation  for  IBM,  the  com- 
pany's PC  unit  eked  out  a  modest  profit 
last  quarter,  after  losses  dming  the  fii'st 
half  of  1998.  IBM  has  a  senior  exec 
studying  the  possibility  of  direct  sales. 
The  company  already  sells  some  PCs 
that  way,  but  analysts  don't  expect  it  to 
go  entirely  dii-ect.  Such  a  strategy  could 
backfire  if  it  turns  off  IBM's  dealers. 

IBM  may  have  to  fight  to  maintain  its 
PC  services  revenue,  too.  Rick  Nathen- 
son,  head  of  the  ser-vices  unit  of  Entex 
Information  Sei"vices  Inc.,  says  his  com- 
pany has  replaced  ibm  at  up  to  eight 
companies,  including  AlliedSignal,  which 
has  30,000  PCs.  ibm  says  desktop  ser- 
vices revenue  continues  to  gi-ow. 

So  far,  investors  are  bullish.  Wonders 
Helmig:  "If  there  is  a  slowdown  in  the 
second  half,  will  investors  look  i-ight 
thi'ough  it?"  If  they  have  stuck  with 
IBM  through  the  years  of  lean  gi'owth, 
then  the  answer  is  probably  yes. 

By  Ira  Sager  in  New  York 


COMMENTARY 


By  Richard  A.  Melcher 

MONSANTO  MAY  BE  COUNTING 
ITS  CHICKENS 


In  his  optimistic  moments,  Robert 
B.  Shapiro  likes  to  compare  his 
agriculture  and  pharmaceutical 
company  to  Microsoft  Corp.  and 
Intel  Corp.  Monsanto  Co.  is  provid- 
ing the  chemical  equivalent  of  chips 
and  operating  systems  in  genetically 
engineered  seeds  licensed  to  farm- 
ers. But  perhaps  Shapiro  should 
compare  Monsanto  to  medical 
biotech — an  industry  that  for  two 
decades  has  shown  huge  promise, 
soaked  up  billions 
in  investment,  and 
produced  only  a 
handful  of  winning 
products. 

Indeed,  the  60- 
year-old  exec  could 
use  some  optimism 
right  about  now.  As 
recently  as  June,  it 
seemed  Shapiro  had 
found  a  way  to  I'eal- 
ize  Monsanto's  plan 
to  blend  seeds, 
biotech,  and  dnigs 
into  a  "life  sciences" 
behemoth.  He 
agi'eed  to  merge  h\> 
$7.5  billion  company 
with  American 
Home  Products 
Corp.,  nearly  twice 
its  size,  hoping  for  financial  stability 
and  access  to  global  markets.  But 
the  deal  collapsed  in  October,  leaving 
his  team  to  cobble  a  Plan  B.  They're 
gearing  up  to  sell  off  $1  billion  in  as- 
sets and  raise  $4  billion  in  new  debt 
and  equity. 

Does  the  life  sciences  dream  still 
hold  promise?  Yes,  say  industiy  ana- 
lysts, investors,  and  executives,  who 
insist  that  farmers  will  buy  genetical- 
ly engineered  seeds.  And  Monsanto's 
track  record  proves  as  much: 
Monsanto-engineered  seeds  for  soy- 
beans and  com  have  gi-abbed  37% 
and  15%,  respectively,  of  all  U.  S. 
plantings  in  less  than  three  years. 

Certainly,  the  list  of  companies 
joining  Monsanto  in  life  sciences, 
from  DuPont  and  Novartis  to 
Hoechst  and  Dow,  suggests  the  field 
is  promising.  But  that  very  msh  into 


SHAPIRO:  Seeing  the  bright  side 


the  business  is  part  of  Monsanto's 
problem.  A  scramble  for  assets 
pushed  Monsanto  to  rush  into  acquii 
tions  of  four  seed  outfits  in  the  past 
six  months,  spending  $6  billion. 
LITTLE  POP.  The  huge  spending 
comes  as  Monsanto  is  trying  to  roll 
out  yet  more  new  seed  technology 
and  a  series  of  new  products — led 
its  arthritis  drug,  Celebrex — at  its 
G.  D.  Searle  drag  unit.  As  a  result, 
Monsanto  expects  little  pop  in  earn- 
ings in  the  next  tv 
years.  Shapiro  is 
telling  investors  tl 
$4  billion  it  hopes 
to  raise  will  tide  i1 
over.  Yet,  says  A. 
Nicholas  Filippello 
director  of  investo 
relations,  "this  do( 
not  mean  we  vrill 
slam  the  door  on 
some  kind  of  busi- 
ness combination; 
Analysts  and  indu 
trj^  officials  say 
Monsanto  could  pi 
with  any  big  rival 
DuPont  and  Nova 
tis  are  mentioned 
most  often. 

Longer  term,  it' 
not  certain  that  co 
sumers  and  regulators  will  accept  tl 
next  phase  of  hfe  science — plants  ai 
processed  foods  that  include  every- 
thing from  vaccines  to  cholesterol- 
lowering  compounds.  "There  is  a  hi 
question  about  whether,  what,  or  h( 
soon  a  payback  there  will  be,"  says 
Charles  S.  Johnson,  chairman  of  see 
producer  Pioneer  Hi-Bred  Interna- 
tional Inc. 

Which  is  why  Shapiro  prefers  tc 
look  on  the  bright  side.  He  has  sol 
Wall  Street  on  the  idea  that  there' 
life  in  life  sciences.  And  he  has  goi 
a  long  way  toward  recasting  a 
stodgy  chemicals  and  ag  company. 
But  it  will  be  a  long  time  before 
Shaph'o  can  know  whether  Monsar 
will  be  the  Intel  of  life  sciences  or 
another  tech  wannabe. 


Melcher  is  Chicago  bureau  ch 
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THE  PRESS 


IS  A  REVIVAL  UNDER  WAY  AT 

THE  CHRISTIAN  SCIENCE  M0NIT0R1 

A  venerable  paper  has  faith  that  a  fresh  format  will  lure  readers 


UPDATE:  For  the  Boston  headquarters,  a  new,  ynultimillion  dollar  newsroom 


Can  The  Christian  Scieyice  Monitor, 
the  original  national  daily,  stage  a 
comeback?  The  paper  has  lost  two- 
thirds  of  its  circulation  in  the  past  10 
years  and  hasn't  tiu-ned  a  profit  since 
1956.  And  for  the  fiscal  year  ending 
Apr.  30,  it  is  expected  to  lose  $18.1  mil- 
lion, its  biggest  shortfall  in  a  decade. 

Any  sharp-eyed  executive  would  pull 
the  plug.  But  the  Clnistian  Science  Pub- 
lishing Society  is  no  ordinary  business — 
it's  a  vital  element  in  the  mission  of  the 
Chui'ch  of  Christ,  Scientist.  So  the  Mmi- 
itor  is  set  for  a  massive  revival.  Con- 
struction has  begim  on  a  renovation  of 
its  Boston  headquarters,  including  a 
high-tech  newsroom.  And  on  Nov.  16,  a 
redesigned  Mmiitor — aimed  at  attracting 
a  wider  audience — appeared.  The  pub- 
lisher is  more  than  doubling  spending 
on  marketing  and  is  exploring  home  de- 
livery, instead  of  using  U.  S.  mail. 
BANKROLLED.  Not  that  any  of  these 
moves  is  aimed  at  a  return  to  black  ink. 
"It  would  be  difficult  if  I  had  to  face 
shar-eholders,"  admits  John  L.  Selover, 
who  oversees  the  Monitor  as  manager 
of  the  publishing  operation.  But  making 
money  has  never  been  the  Monitor's 
goal.  Chronic  losses  are  covered  by  the 
church,  which  views  the  paper  "as  a 
public  service,"  says  Selover-,  who's  also 
vice-chairman  of  the  church's  board. 
Selover's  aim  is  to  "reach  a  wider  au- 


dience," thus  restoring  the  Monitor's 
clout  and  its  role  as  a  paper  that  pre- 
sents in-depth  coverage  of  serious  is- 
sues. The  Monitor  was  the  last  major 
initiative  of  church  founder-  Mar-y  Baker 
Eddy,  who  launched  it  in  1908  to  give 
reader-s  a  sober-  alter-native  to  the  day's 
sensational  pi-ess.  By  1988,  when  circu- 
lation peaked  at  242,000,  its  award-win- 
ning joiunalism  regular-ly  put  it  "on  lists 
of  the  top  10  or  20  paper's  in  the  U.  S.," 
notes  Sig  Gissler,  a  pr'ofessor  at  Colum- 
bia University's  Gr-aduate  School  of 
Jour-nahsm  and  for-mer  editor  of  the  Mil- 
waukee Journal.  Even  now,  the  Monitor 
r-emains  an  excellent  paper-,  with  six 
Pulitzer  prizes  under  its  belt. 


T'HK C;HRlS'nyWSciEN(;t.  MONITOR 
ap'-''«?  Inspecting  Iraq:  Chapter  Closed.' 


_"•>■  Inf-Jifon 
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Tbeperted 
teierkMwife, 

States  hit  height 
of  boom  cycle 

The  Monitor's  troubles  began  : 
the  chm-ch  put  the  paper  on  the 
burner  to  pur-sue  a  disastrous  foray 
broadcasting.  By  the  time  the  ch 
pulled  the  plug  on  TV  in  1992,  Ic 
exceeded  $300  million.  There's  m( 
for-  the  paper  again — but  it  will  be  1 
er  to  make  it  a  "must  read,"  caul 
Gissler  In  the  Monitor's  heyday,  " 
didn't  have  much  national  competit 

Indeed,  the  Monitor  is  now  the 
also-ran  in  a  high-stakes  race.  USA 
day,  The  New  York  Times,  and  The 
Street  Journal  all  have  million-plus 
culations.  And  the  Los  Angeles  T 
has  just  added  its  own  national  edi 
"It  wiW  be  very  difficult  for  the  Mo; 
to  make  a  significant  impact,"  says  n 
paper  consultant  John  Morton. 
BIFOCAL  SET.  The  Monitor  is  also  1 
years  behind  on  the  business  side, 
vertising  nor-maUy  accounts  for  75% 
paper's  r-evenues,  but  it's  an  a: 
thought  at  the  Monitor,  which  ofter 
votes  less  than  two  pages  to  ads. 
ver-tising  "will  be  very  hard 
attract" — given  the  paper's  small  c 
lation,  war-ns  Morton,  and  given  th(| 
erage  reader's  age:  61.  More  circul; 
would  help.  But  "we  would  need 
300,000  readers  to  break  even," 
Selover. 

Still,  there's  no  doubting  the  zea 
chur-ch  brings  to  this  effort.  The  A 
tor  has  hiked  salaries  and  hired 
new  editorial  employees,  boostin 
editorial  payroll  by  $2.3  milhon.  In 
uary,  it  will  open  its  12th  foreigi 
reau.  The  new  design  boosts  by  89 
space  allocated  to  news,  while  usi 
cleaner  layout  to  draw  attention  t 
Monitor's  blend  of  in-depth  cove 
with  trends  in  education  and  the 

To  pr-omote  the  paper,  Selover  pi 
$500,000  ad  campaign  in  The  New 
Times,  The  Wall  Street  Journal 
other  national  publications.  In  Janu; 
$2  million  dir-ect-mail  campaign  is  s 
uled  to  begin.  Selover  says  he  may 

  a  national  deal  for  r 

ing  delivery 
months. 

How  well  can 
Monitor  do?  Witl 
church  apparently 
ing  to  subsidize  th 
per  indefinitely. 
Monitor  should  be 
to  continue  its  s{ 
brand  of  jour-nahsn 
past  the  millenniuir 
cjuestion  is:  How 
people  will  be  p 
attention? 

By  Willii 
SymoTids  in  E 


DESIGN  AND 
CONQUER:  A  cleaner 
revamp,  with  ynore 
space  for  news 


m 


110,000  employees  in  60  countries 
and  sales  of  US  $16  billion, 

the  heart  of  ALSTOM  beats  for  ail  its  customers. 


ALSTON 

www.alstom.com 
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INFORMATION  AGE 


THE  DIGITAL 
CHILDREN'S  CRUSADE 

Cyberkids  are  taking  on  big  issues-with  a  corporate  assist 


How  many  kids  does  it  take  to 
change  the  world?  Thi'ee  thousand 
or  so  should  get  the  ball  rolling, 
figures  the  Media  Lab  at  Massachusetts 
Institute  of  Technology.  That's  how 
many  10-  to  16-year-olds  fi-om  139  na- 
tions ai'e  taking  part  in  Junior  Summit 
'98,  an  ambitious  experiment  to  tell 
adults  what  the  new  digital  generation 
has  to  say. 

For  thj'ee  months,  Hnked  by  the  In- 
ternet and  language-translation  tech- 
nologj^  the  youngsters  have  been  de- 
bating online  the  issues  they  beheve 
children  can  act  on,  including  poverty, 
malnutrition,  technology  access,  and  ed- 
ucation. And  at  a  meeting  in  Cambridge, 
Mass.,  on  Nov.  21,  100  delegates  will 
lay  out  their  agenda.  It  will  be,  says 
Media  Lab  Director  Nicholas  Negi'o- 
ponte,  a  wake-up  call  to  the  world's 
powerful,  but  technology-challenged, 
gi'ownups.  "Their  biggest  problem  is 
that  they  arrived  on  the  planet  too 
soon,"  he  says.  "The  way  they  can  ad- 
dress this  is  by  interacting  with  kids." 
Executives  and  politicians  have  been 
invited  to  observe,  and  delegates  will 
present  theii"  I'ecommendations  by  video 
link  to  the  U.  N.  General  Assembly. 

The  Media  Lab  solicited  participation 
for  the  summit  from  1  million  kids  via 
ministries  of  education,  cultural  and 


school  groups,  and  the  Internet.  Appli- 
cants were  judged  on  essays,  music,  or 
gi'aphic  images  that  described  global 
problems  and  solutions.  By  this  sum- 
mer, the  roster  was  in  place,  and  re- 
searchers fanned  out  to  set  up  comput- 
ers in  schools  and  community  centers 
for  participants  who  didn't  have  them. 

The  scale  of  the  effort  has  captm*ed 
the  imaginations  of  Citigroup,  lego 
Group,  and  Swatch  Group,  each  of  which 
paid  $300,000  to  sponsor  the  $2  million 
project.  (MIT  is  picking  up  much  of  the 
rest.)  LEGO  and  Swatch  already  have 
products  aimed  specifically  at  young, 
tech-sav\Y  consumers.  Swatch,  for  one, 
plans  to  make  delegates  the  fii'st  test 


BEYOND  SURFING 


Agenda  for  Junior  Summit  '98 

JUNIOR  WORLD  BANK  To  provide  loans  for 
computer  and  Internet  access  j^^* 

CHILDREN'S  BILL  OF  RIGHTS  Would  include 
universal  access  to  local  phone  service 

KIDS'  PRESS  CORPS  To  focus  attention  on 
global  issues  concerning  children 

GOVERNMENT  ADVISORY  TEAMS  To  give 
kids  input  on  tech  policy 

DATA:  MIT  MEDIA  LAB 


WIRED:  Junior  Summit  '98  delegat 
receive  pagers  for  the  conference 


group  for  a  w^istw■atch  that  marks 
ternet  time,"  a  metric  system  thai 
\ides  the  day  into  1,000  "Swatch  be 
But  the  real  opportunity,  say 
sponsors  and  corporate  observer 
eluding  Eastman  Kodak,  IBM,  and  I 
is  to  see  how  the  kids  use  digital  t 
nology.  "This  is  not  something  tec 
cratic,"  says  Yarm  S.  Gamaixl,  presi 
of  the  Swatch  Telecom  unit.  "It's 
something  boiing  and  chewed  on  fc 
years."  Execs  anticipate  the  chanc 
encounter  outside-the-box  thinking 
see  wiiat's  on  kids'  minds,  and  per 
to  stiike  spai'ks  that  could  lead  the: 
\iew  theii'  businesses  in  a  different  1 
NO  BIG  DEAL  So  how  does  the  first 
ital  generation  approach  technoh 
For  one  thing,  "we  don't  make 
deal  out  of  it,"  says  16-year-old  Cai 
an  T^ipora  Mankovskj'.  "We  just  d( 
That  widespread  nonchalance  surpi 
Junior  Summit  director  Justine  Cai 
an  MIT  assistant  professor.  "It  m 
me  wonder  whether  the  kids  have 
past  the  stage  where  they  think 
digital  w^orld  is  the  be-all  and  end-a 
w^hei-e  they  can  make  change  using 
nology  where  it  is  more  appropriat 
Those  who  travel  to  Massachuil 
will  report  back  to  their  online  pi 
using  Inteniet-linked  whiteboards 
two-way  pagers  from  Motorola 
They'll  propose  resolutions  on  a 
dren's  Bill  of  Rights  and  kids'  re 
sentation  in  theii'  nations'  govemm 
Their  object:  more  roles  for  kids 
delegate  Makonnen  David  Hannah 
who  advises  the  govemment  of  Jan 
on  kid-fiiendly  technology  pohcies 
They'll  also  lobby  for  universa 
cess  to  phone  sei-vice  to  get  other 
wired.  And  they'll  hash  out  the  pr( 
al  for  a  Junior  World  Bank,  finance 
coii^orations,  government  gi'ants, 
private  donations,  that  would  pre 
financing  to  equip  schools  with  I 
net-ready  computers  and 
work  connections. 

If  it  all  sounds  mushy 
open-ended,  that's  by  de 
Negroponte  and  his  sui 
organizers  say  their  poi 
to  force  closure.  Ra 
they  are  pushing  the  ki( 
set  their  owti  priorities- 
to  use  their  new  colle 
voice  to  make  some  noise, 
it  change  the  world?  Fo: 
nior  Summit's  3,000  pa 
pants,  at  least,  it  alreadyjjt 

By  Paul  C.  Judge  in  ( 
bridge,  Mass. 
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VEL  ANYWHERE  WITH  CONFIDENCE.  CHOOSE  HARDSIDP  ,  . 

3ugh  on  your  luggage  Which  is  uih„  q^m      ,  "  'nternational  travel  can  C-« 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


HEADLINER:  J.T.  BATTENBERG  III 


DRIVING  SOLO-AT  LAST 


DaimlerChrysler  isn't  the 
only  new  company  in 
Detroit.  As  expected,  Gen 
eral  Motors  said  on  Nov. 
16  that  it  will  give 
Delphi  Automo- 
tive its  indepen- 
dence, starting 
with  an  public 
offering  of  up 
to  19%  of  the 
$31.4  billion  auto 
parts  subsidiary- 
which  is  expected  to 
raise  $1.5  biUion. 

Leading  Delphi  is  J.  T. 
Battenberg  III,  55,  a  cai-eer 
GM  exec.  Battenberg  has 
been  overhauling  the  unit 
since  1992.  "We  will  be 
quite  a  different  company," 
he  says.  Already,  he  has 
cleaned  house.  In  the  past 
four  years,  he  closed  over 
50  plants  and  sold  17  opera- 


tions. GM  plans  a  $200  mi 
lion  to  $250  million  fourt' 
quarter  charge  at  Delphi 
write  down  assets  and 
pare  headcount. 
That's  sui'e  1 
raise  the  ire  ( 
the  United  I 
Workers.  So 
will  his  effor 
to  get  out  of 
gm's  contract 
with  the  UAW, 
which  pays  workei 
$45  an  hour  in  wages  an 
benefits — more  than  twii 
what  parts  makers  pay. 
"Would  I  like  a  sepai'ate 
agreement?  Sure,"  he  sa 
"But  it's  still  early  in  th( 
game."  And  when  it  con 
to  the  UAW  and  gm,  the 
game's  outcome  is  alway 
doubt. 

By  Keith  Naugi 


LIVENT  STAGES 
A  MELODRAMA 

THE  PLOT  THICKENS.  LIVENT, 

the  Toronto-based  produc- 
tion company  that  dazzled 
Broadway  with  big-budget, 
musical  extravaganzas,  filed 
for  Chapter  11  bankruptcy 
protection  on  Nov.  18.  The 
company  blames  its  woes 
on  financial  irregularities  it 
says  were  spawned  by  for- 
mer CEO  Garth  Drabinsky. 
The  company,  now  run  by 
former  brokerage  chief  Roy 
Furman,  also  sued  Drabin- 
sky and  associate  Myron 
Gottlieb  for  fraud,  seeking 
about  $147  million  in  dam- 
ages, and  formally  fired  both 
men.  Among  other  things, 
Livent  alleges  the  men  got 
kickbacks.  Drabinsky,  in 
turn,  announced  that  he  is 


CLOSING  BELL 


WHIPSAW  WEEK 

Hewlett-Packard  may  be  the 
granddaddy  of  Silicon  Valley 
companies,  but  lately  its 
stock  has  been  as  volatile  as 
that  of  an  Internet  startup.  It 
rose  from  49y^  on  Oct.  7  to 
66/  on  Nov.  16  due  to  an 
improved  outlook  for  PC  sales 
and  prospects  for  new  printer 
products.  But  on  Nov.  17, 
after  HP  reported  just  a  4% 
rise  in  quarterly  sales  and 
hinted  at  continued  softness, 
the  shares  fell  9.4%,  to  60K. 
Wall  Street's  message:  Cost- 
cutting  is  fine,  but  investors 
want  the  20%-plus  earnings 
growth  of  the  mid-1990s. 

f,8  


^   illlll-M 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


suing  Michael  Ovitz, 
Livent's  controlling  share- 
holder, along  with  Furman 
and  others,  for  damages 
totaling  .$65  million.  Gottlieb 
expects  to  sue  as  well. 

RITE  AID  ENLARGES 
ITS  MEDICINE  CHEST 

RITE  AID  CHAIRMAN  AND  CEO 

Martin  Grass  has  a  new  pre- 
scnption  for  gi'owth.  On  Nov. 
17,  the  44-year-old  Grass  an- 
nounced he  would  shell  out 
$1.5  billion  in  cash  to  buy 
Eli  Lilly's  pharmacy  benefits 
management  unit,  PCS.  The 
move  is  hkely  to  make  Rite 
Aid  a  more  appealing  part- 
ner to  HMOs.  It  comes  as 
Grass,  son  of  Rite  Aid 
founder  Alex  Grass,  contin- 
ues an  aggressive  expansion 
of  the  drugstore  chain  that 
has  included  a  series  of  ac- 
quisitions and  the  opening  of 
1,040  stores  since  1995. 

SAVING  TEL-SAVE 
FROM  RED  INK 

TEL-SAVE.COM  WANTS  A  BET- 
ter  connection  to  profits. 
On  Nov.  16,  the  New  Hope 
(Pa.)  long-distance  discounter 
named  Gabriel  Battista  its 
CEO.  Battista,  formerly  CEO 
of  Network  Solutions,  the 
company  that  doles  out  In- 
ternet domain  names,  hopes 
to  stop  losses — .$41.7  million 
in  the  third  quarter — by 
adding  wireless  and  local 
phone  services.  Like  the 
long-distance  service,  they 
will  be  sold  via  America  On- 
line and  direct  marketing. 
Tel-Save  has  been  losing 
money  because  of  high  up- 
front fees  it  paid  aol.  Bat- 
tista will  also  help  develop 
a  Web  site  as  another  dis- 
tribution channel. 


A  NEW  MEMBER  OF 
BOEING  S  CREW 

B0EiN(;  has  landed  debo- 
rah  Hopkins,  44,  as  chief 


financial  officer,  filling  a  slot 
open  since  former  CEO  Boyd 
Givan  retired  Sept.  1.  Hop- 
kins, who  was  CF(  »  of  Gener- 
al Motors  Europe,  will  have 
her  hands  full  at  Boeing, 
which  is  trying  to  modernize 
its  troubled  operations,  com- 
bine several  information 
systems,  and  more.  But  her 
experience  outside  aero- 
space, including  a  KrJ-year 
stint  at  Unisys,  should  help 
her  be,  as  CEO  Phil  Condit 
says,  "an  agent  of  change." 

PAC  MAN  OF  THE 
TRASH  INDUSTRY? 

TRASH  talk:  garbage  COLOS- 
SUS Waste  Management  is 
"disappointed,"  the  company 
says,  by  the  .Justice  Dept.'s 
objections  to  its  eftbits  to  bag 
Eastei'n  Environmental  Ser- 
vices for  about  $1.2  billion  in 
stock.  Justice  on  Nov.  17 
joined  with  New  York,  Penn- 
sylvania, and  Florida  to  ask 
a  federal   court  to  block 


the  deal  on  anticompe 
grounds,  sending  E{ 
shares  tumbling  14%  oi 
17.  Tlie  immediate  issue 
York  State's  $6  1 
garbage  hauling  con 
When  the  job  was  fir 
in  October,  USA  Was 
Houston,  Waste  Manag 
of  Chicago,  Eastern  En 
mental,  and  Browning- 
Industries  were  the  to 
tenders.  Since  then, 
Waste  has  acquired 
Management  and  tak 
name.  Now  it  wants  E{ 

ET  CETERA ... 

■  Cisco  Systems  and  I 
will  link  their  netw( 
hardware  and  softwar 

■  Euro  Disney's  secor 
profits  rose  16%  ,  thai 
longer  hotel  stays. 

■  A  federal  grand  jury 
evidence  on  Beverly  1 
prises'  Medicare  billin 

■  K-tel  shares  plunge 
18  as  the  company  was 
faces  delisting  of  its  s 
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See  a  World  of  Enterprise 
Technology  Solutions 


It:  Dec.  7-10, 1998  •  Expo:  Dec.  8-10, 1998  •  Jacob  K.  Javits  Convention  Center  •  New  York,  NY 


iva™  Business  Expo"'  and  COMDEX/Enterprise' '  events 
:ome  together  to  create  a  Conterence  and  Exposition  that 
information,  education  and  demonstrations  of  real-world 

ji  ated  solutions.  This  is  an  all-inclusive  industry  event  where 
ill  gain  vital  insight  on  application  development,  servers, 
ises,  network  infrastructure,  systems  management  tools  and 

II  See  the  full  spectrum  of  technology  solutions  available, 
arn  to  use  them  to  your  full  competitive  advantage. 


Register  today  to  attend  in-depth  Conference  Sessions,  Seminars 
and  Tutorials  showing  you  true  business  solutions.  And  don't  miss 
the  Exposition  offering  an  interactive  tour  of  the  products  and 
technologies  available  to  build,  manage  and  support  your  business 
applications.  Whether  you  are  looking  to  identify  solutions  to 
specific  business  problems,  manage  the  implementation  of 
enterprise  solutions  or  actually  create  the  solutions  themselves, 
make  plans  now  to  attend. 


THE  ENTERPRISE  SOLUTIONS  EVENT 

Java" 
Business 
Java  Expo 

Enterprise 

AGCE8ADX 


To  register  or  for  more  information:  www.eventinfo.zdevents.com  /  888-528-2397  (Int'l: +1-781-433-1665) 


Sun 


230  ZIFF-DAVIS 

.SOFTBANK 
company 


JNC  LLP  IBm. 


jDEdy«i^  011  e  oraclg;  I  Sybase 


e  1998  ZD  events  Inc.  M  rights  resened.  ZD  Events.  COHDEX/£nterprise.  Internet  Business  £xpo.  and  Business  £xpo  are  liademailcs  of  ZD  Events  IrK..  and  may  be  leglsteied  m  the  U3.  and  other  countries. 
Sun.  Sun  Microsystems,  the  Sun  logo.  tova. »» Java  Coffee  Cup  logo  and  au  )avo-based  moms  ore  trodemorte  or  registered  trodertwrks  of  Sun  Mlctosgsteiis.  Inc..  In  (he  United  States  and  other  countries. 


Eslirnaiecl  authorized  IBM  Reseller  Puce  loi  model  2626-201)  Actual  pricss  tnay  wry  tvlHz  denotes  miciopocessor  internal  clock  speed  only;  other  tactcrs  may  also  affect  application  performance.  GB=billion  bytes  when  refernng  to  HOD  ca^ 
rele-'pnced  in  this  ad  iric'ude  an  operating  system  IBM  product  names  are  Iradmarks  ol  International  Business  Machines  Corporation,  Intel  Inside  and  Pentium  are  registered  Irademarks  of  Intel  Corporation,  ©  1998  IBIvl  Corp  All  rights  ri 


pentium*JI 


RULES. 
WHAT  RULES? 


INTRODUCING  THE  IBM  THINKPAD  390  SERIES 


Who  said  notebook  computers  were  just  for  the  big  budget  guys''  TheThinkPad  390  gives  small  business  professions*' 

in 

a  fully  integrated  desktop  alternative  at  a  small  business  price.  It's  got  a  huge  active  matrix  screen,  a  built-in  CD-ROM  ai  [^j^ 
floppy,  high-performance  stereo  speakers,  and  a  keyboard  so  roomy  you  forget  it's  a  notebook.  All  the  power  you  need 
at  a  price  you  can  handle.  See  the  full  line  of  ThinkPads  at  www.ibm.com/thinkpad  or  call  1  800  426  7255,  ext.  50i 

Intel  processors  (up  to  266  MHz)  /  Up  to  4.3GB  hard  drive  / 12.1"  or  14.1"  screen  /  CD-ROM  /  From  $1,7J- 


■ 


fashington  Outlook 


ED  BY  OWEN  ULLMANN 


IE  FRIENDS  OF  BOB: 

HO  HAS  LIVINGSTON'S  EAR 


ese  da>s,  the  phone  in  Wasliington  lobbyist  Jay  Stone's  of- 
ce  rings  nonstop.  No  wondei'.  He's  a  member  of  Wash- 
igton's  most  exclusive  new  club:  the  Friends  of  Bob. 
business  anxious  to  make  connections  to  House  Speaker- 
nate  Bob  Livingston,  the  once-obscui-e  lawmaker's  asso- 
;  are  being  avidly  courted  in  a  mad  scramble  for  Capitol 
nfluence. 

)ne  became  an  fob  more  than  35  years  ago,  when  he 
jivingston  partied  together  at  Tulane.  Stone  worked  on 
gston's  fu'st  House  run  and  remains  a 
iant.  Besides  Stone,  Livingston's  pow- 
twork  is  a  tliick  gTimbo  of  Louisiana 
ex-aides  tui'ned  lobbyists,  and  New 
ns  execs  like  Frank  B.  Stewart  Jr., 
nan  of  funeral-home  operator  Stewait 
prises  Inc.  Now,  eveiyone  wants  en- 
"People  I  haven't  talked  to  in  years 
iddeiily  my  best  Mends,"  says  an  ex- 
,0  Livingston  who  is  now  a  business 
ist. 

Appropriations  Committee  chahman, 
^ston  styled  liimself  as  a  scoiu'ge  of 
■ovemment.  But  like  his  Senate  coun- 
t,  Majority  Leader  Ti-ent  Lott  of  Mis- 
pi,  Livingston  has  worked  overtime 
ei'  lai'gesse  back  home.  He  channeled  millions  to  sliipyai'ds 
efense  contractors.  One  of  the  biggest  winners:  New  Or- 
shipbuilder  Avondale  Industries  Inc.,  where  Livingston 
is  mother  once  worked.  It  has  received  more  than  .$1  bO- 
i  federal  conti'acts  since  1995. 

BOYS.  All  together,  Livingston's  buddies  in  defense, 
y,  shipping,  agi'icultui'e,  insurance,  and  medicine  con- 
ed neai'ly  50%  of  the  $2  miUion  he  i-aised  for  Ms  reelection 
is  leadership  committee,  bob's  (Building  Om-  Bases)  pac. 
jston's  Bob-o-Grams — he  sent  checks  to  97  gop  candi- 
-built  up  cliits  that  aided  liis  leadersliip  bid. 
contrast  to  Newt  Giiigiich,  whose  imier  cii'cle  was  a  mix 


APITALWRAPUP 


BUSINESS  BUDDY:  The  Speaker-to 


of  consei-vative  theoreticians  and  veteran  pols,  Livingston  con- 
fides mainly  in  tiTisted  Hill  colleagues.  Louisiana  gop  Repre- 
sentatives Jim  McCreiy  and  John  C.  Cooksey  are  among  his 
closest  fiiends. 

Beyond  the  Bayou  Boys,  confidants  tend  to  be  Appropriations 
panel  members  and  fellow  committee  chairs,  among  them  Bill 
Ai-cher  (R-Tex.)  of  Ways  &  Means  and  Commerce's  Tom  Bliley 
(R-Va.).  Livingston's  vow  to  restore  the  clout  of  committee 
chiefs  has  business  lobbyists'  heaits  afluttei"  because  they  thiiik 
it  will  become  easier  to  win  pet  provisions. 

Already,  lobbyists  close  to  Livingston 
have  helped  liim  raise  scads  of  cash.  Stone, 
who  works  for  Van  Scoyoc  Associates  Inc., 
hosted  an  early-November  fimd-raiser  in 
Chicago  that  raked  in  $25,000  for  hob's  pac. 
Ex-aide  Dean  R.  Sackett  III,  vice-presi- 
dent of  the  National  Association  of  Profes- 
sional Insiu'ance  Agents,  has  tapped  trade 
associations  on  Livingston's  behalf.  Other  K 
Street  connections  include  fonner  Louisiana 
Representative  W.  Henson  Moore,  now  CEo 
of  the  American  Poorest  &  Paper  Assn., 
and  Texaco  Vice-Pi-esideiit  James  C.  Piiiitt, 
also  a  fonner  Livingston  aide. 

Whose  clout  might  suffer  under  Liv- 
ingston Inc.?  Environmentalists,  for  one,  feel  a  chill  in  the  am 
"Livingston  has  an  abysmal  envii'onmental  record,"  says  Daniel 
J.  Weiss,  political  director  of  the  Sieira  Club.  Religious  Right 
activists  aren't  tluilled,  either.  As  Sjjeaker,  Livingston  aims  to 
keep  spending  bills  fi-ee  of  controversial  riders  on  abortion 
and  human-rights  violations. 

Living-ston's  Cajun  ca(b"e  may  lack  the  uitellectucil  pretensions 
of  Gingiich's  liigh  command.  But  with  revolutionary  fervor 
out  and  dealmaking  in,  business  reps  know  exactly  how  to 
cope.  They're  calling  anyone  with  even  the  remotest  Liv- 
ingston connection — and  reaclung  for  their  checkbooks. 

By  Amy  Bornis  (Did  Paula  Dn'ijer 


GREENS  FLEX  THEIR  MUSCLE 


ERSITY  GOP-SmE 

)u'll  be  seeing  a  lot  of  Representa- 
J.  C.  Watts  Jr.  (R-Okla.)  now  that  he 
won  an  upset  victoiy  for  the  No.  4 
se  GOP  leadership  post.  The  only 
k  Republican  in  Congi-ess,  Watts  is 
^enic  and  articulate — just  the  ticket 
lis  new  job  as  top  communicator  of 
50P  message.  The  party  will  also 
vcase  Representative  Jennifer  B. 
n  (R-Wash.),  even  though  she  was 
)le  to  oust  Dick  Amiey  of  Texas  as 
3rity  Leader.  A  gi-acious  loser,  she 
try  to  close  the  cop's  gender  gap. 


►  They  may  be  on  the  outs  with  the 
new  House  Speaker  (above),  but  envi- 
ronmentalists have  growing  clout  at 
the  ballot  box.  All  five  Senate  candi- 
dates on  the  League  of  Conservation 
Voters"  hit  list  lost  on  Nov.  8,  while 
the  League's  top  10  enviro-friendly 
candidates  won.  The  Sierra  Club  says 
a  last-minute  blitz  helped  defeat  anti- 
green  GOP  House  candidates  in 
Kansas  and  Washington.  The  environ- 
mentalists' early  target  for  2000:  Sen- 
ator Rick  Santorum  (R-Pa.). 


PHILLY.  THE  OOP'S  FUTURE? 

►  Republican  insiders  were  stunned 
when  the  (;op  decided  that  on  the 
whole,  it  would  rather  be  in  Philadel- 
phia for  its  2000  national  convention. 
Why  the  home  of  the  cheese  steak? 
The  GOP  was  lured  by  the  city's  new 
arena  and  the  political  possibilities. 
Although  Bill  Clinton  carried  Penn- 
sylvania in  '92  and  '96,  Republicans 
hope  to  win  back  many  of  the  state's 
blue-collar  ethnics  and  affluent  subur- 
banites. The  GOP  also  wants  to  show  it 
will  be  competitive  in  the  Northeast. 
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Presenting  our  Latest  co 
Ladies  and  gentlemen. 


Interactive  online  billing.  Sort.  Tr<j 


^    You're  never  going  to  look  at  your  phone  bill  quite  the  same  way  again.  Introducing  our  online  bi 
\    system,  e-magine."  Now  you  can  access  your  account  in  ways  you  never  before  thought  possible.  F 
/   through  your  Internet  browser.  Sort  and  analyze  calls  by  account  code,  length  of  call,  originating  nurr 
terminating  number,  almost  any  way  you  want.  Download  the  data  for  your  own  use.  Even  pay  your  bill  i: 


yze.  Right  on  the  Web. 


online.  You  see,  we've  made  it  our  mission  in  life  to  make  sure  that  small  and  mid-sized  companies  get  the 
same  advantages  as  the  bigger  guys.  Local.  Longdistance.  High-speed  Internet. 
All  compliments  of  our  little  12-inch  antenna  on  the  roof  of  your  office  building. 

No,  this  isn't  a  dream.  It's  Teligent.  For  more  information,  visit  us  at  www.teligent.com.   ^  IGll^GlIC 

The  Smart  Way  To  Communicate 


International  Business 


EUROPE 


BOSSES 

UNDER 


(CLOCKWISE  FROM  LEFT)  DORM  ANN,  VON  PIERER,  kM 


European  CEOs 
are  scrambling  to 
meet  the  demands 
of  shareholders 


Chi'istian  Strenger,  an  unassuming 
55-year-ol(l,  hai-dly  looks  like  a 
guy  who  could  send  tremors 
down  (•f:()s'  spines.  But  as  chief 
executive  of  DWs,  Deutsche  Bank's  mu- 
tual-fund arm,  he  controls  assets  of 
nearly  $95  billion.  Since  the  early  1990s, 
he  has  quietly  prodded  companies  to 
boost  shareholder  i-eturns,  and  lately  he 
has  made  real  headway.  In  just  the  past 
two  weeks,  three  {.)illai's  of  (-iermany 


Inc. — conglomerate  Siemens,  retailer 
Metro,  and  most  I'ecently,  chemical  mak- 
er Hoechst — have  launched  or  sped  up 
long-awaited  restructurings,  partly 
thanks  to  Strenger's  persistence. 

After  years  of  sti'uggling  behind  the 
scenes  to  influence  corporate  behavior, 
shareholders  across  Em-ope  are  starting 
to  achieve  results.  In  recent  months, 
they  have  fii'ed  CEOs  and  dismissed  en- 
tire boards.  They  have  bl(jcked  plans  to 
relocate  corporate  headquarters  and 
forced  companies  into  greater  disclo- 
sure. And  they  have  banded  together  to 
prod  corporate  laggards  into  restruc- 
turings and  mergers. 

The  rise  of  shareholder  activism 
comes  just  as  Europe's  CEOs  are  under 
pressure  ft'om  powerful  global  forces  to 
iinprove  performance.  For  one  thing, 
the  ongoing  crises  in  Asia  and  Russia 
are  hurting  their  bottom  lines.  Perhaps 


more  important,  the  advent  of  the  ^ 
cm-rency  is  changing  the  way  equit 
vestors  approach  Europe.  Beginnii 
Jan.  1,  stocks  in  all  Em-opean  Moni 
Union  nations  will  be  piiced  in  em'c 
institutions  and  individuals  alike  ai 
creasingly  looking  outside  theii'  nat 
borders  for  higher  returns.  "Inve 
will  make  their  comparisons  on  a 
European  basis,"  says  Michael  To 
managing  director  at  Moi'gan  Sti 
Dean  Witter  in  London. 
TATTERED  STRATEGY.  Even  some  o: 
rope's  most  seemingly  impi-egnablf 
porate  fortresses  are  under  fii-e  (t; 
The  ('EOS  of  these  companies  may  t 
their  problems  on  economic  tumult 
investors  aren't  accepting  any  exc 
Take  British  Airways,  which  bills 
as  "The  World's  Favourite  Air! 
With  the  unraveling  of  its  long-pla 
alliance  with  American  Airlines 


tURMqiL 
WTHE 


HOECHST 


TELECOM  ITALIA 


PHILIPS 


MTA:  BUSINESS  WEEK 


After  promising  for  years 
to  turn  Hoechst  into  a  hfe- 
sciences  company,  CEO 
Jurgen  Dormann  is  spinning 
off  the  chemical  busmess, 
and  there  are  rumors  of  a 
merger  with  Rhone-Poulenc. 


A  management  shakeup  and 
a  flagging  stock  price  brought 
down  former  Chairman  Gian 
Maria  Rossignolo  in  October. 
His  replacement,  Franco 
Bernabe,  faces  stiff  competi- 
tion from  telecom  upstarts. 


Amid  plant  closings 
a  failed  joint  venture 
with  the  U.S.'s  Luce 
Technologies  in  celli 
phones,  opposition 
to  CEO  Cor  Boonstra 
IS  growing. 
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iiy's  international  strategy  is  in 
and  its  stock  price  has  halved 
lie  start  of  the  year,  ceo  Bob 
^  is  feeling  the  heat,  as  some  of 
iu:gest  investors  start  to  question 
adership.  Says  one:  "Two-and-a- 
irs  after  announcing  the  merger, 
I '  to  ask  whether  tliis  could  have 
lone  differently." 

>licly  voicing  doubts  about  a  cor- 
•  chieftain  mai'ks  a  di-amatic  shift 
iropean  fimd  managers.  Until  now, 
crfonnance  was  lai'gely  measm-ed 
that  of  other  managers  in  the 
iiintiy.  Now  that  they  must  com- 
iLernationally  for  investment  cap- 
ley  are  far  more  eager  to  wring 
-I  out  of  then-  assets.  "There  has 
-ea  change  in  the  willingness  of 
onal  investors  to  flex  then-  mus- 
lys  Stewart  Bell,  research  dii-ec- 
Pension  &  Investment  Reseai'ch 


Consultants  Ltd.,  which  has  about  55 
pension  funds  as  clients. 

Strenger  has  long  agitated  for  faster 
change  at  chemical  giant  Hoechst,  which 
is  trying  to  focus  itself  on  life  sciences. 
Partly  in  response  to  Strenger  and  oth- 
er investors,  the  $26  billion  giant  on 
Nov.  17  announced  that  it  would  break 
itself  up  into  a  drug  company  and 
Celanese,  a  separately  listed  chemical 
concern.  "We  see  the  pressure.  We  are 
facing  it.  We  are  prepared,"  says  ceo 
.Jiirgen  Dormann. 

Scintiny  of  Dormann  is  likely  to  con- 
tinue. Since  he  surprised  investors  by 
reversing  com'se  on  a  restiiictuiing  plan 
last  yeai-,  Hoechst's  stock  has  been  more 
volatile  than  many  other  German  blue 
eliips.  But  in  the  past  month,  the  shares 
have  jumped  35%  on  talk  that  Hoechst 
will  merge  with  France's  Rhone-Poiilenc 
Inc.  A  deal  could  be  announced  soon. 


say  an  investment  banker  and  a 
management  consultant  close  to 
Hoechst. 

Investors  are  taking  aim  at 
other  big  European  companies. 
Swiss  industrial  conglomerate 
Alusuisse-Lonza  is  talking  with 
Gemrnn  energy  giant  VIAO  about 
merging  their  packaging  busi- 
nesses. Although  the  companies 
have  been  flirting  for  years,  this 
time,  investors — including  Switz- 
erland's fearsome  Martin  Ebner, 
who  has  an  11.2%  stake  in 
Alusuisse — are  making  it  clear 
that  they'd  like  to  see  action. 
Similarly,  to  keep  institutional 
investors  content,  Siemens  ceo 
Heinrich  von  Pierer  announced 
earlier  this  month  that  he  would 
divest  $10.2  billion  in  businesses, 
including  the  chips  unit. 

Some  institutional  investors  in 
Europe  are  joining  forces  to 
push  for  change.  In  March,  15 
Dutch  pension  funds  with  $42 
billion  worth  of  holdings  in 
Dutch  companies  teamed  up  to 
investigate  the  corporate-gover- 
nance practices  of  all  companies 
on  the  Amsterdam  market  in- 
dex. At  the  top  of  then-  liit  list  is 
long-struggling  Ftoyal  Philips 
Electronics  (page  54).  Fund  managers  at 
its  Mar.  13  annual  meeting  protested  a 
juicy  options  scheme,  then  worth  $175 
million,  that  Philips  had  put  in  place 
without  fully  disclosing  its  details  to  in- 
vestors. Comjjany  officials  promised  to 
take  investors'  objections  into  account 
when  handing  out  options  this  year. 
BITTER  PILL.  Institutions  have  another 
hght  to  pick  with  Philips  CEO  Cor  Boon- 
stra:  a  controversial  antitakeover  plan 
that's  up  for  renewal  next  year.  Warns 
Paul  Frentrop,  co-dh-ector  of  Dutch  Cor- 
porate Governance  Services:  "We  can't 
let  them  have  an  eternal  poison  pill." 
Many  analysts  say  Philips  would  gener- 
ate more  value  if  it  were  broken  up. 

There  could  be  more  showdowns  as 
American  institutions  partner  with  Eu- 
ropeans to  tui'n  up  the  heat  on  compla- 
cent managers.  California  Public  Em- 
ployees' Retirement  System  (CalPEKS), 


lEMENS 


BRITISH  AIRWAYS 


ALCATEL 


BAAN 


.sure  from 
ZEO  Heinrich 
announced  in 
hat  he  will  divest 
jn  worth  of 
,  including 
jeration. 


Its  alliance  with  American 
Airlines  recently  unraveled, 
and  its  share  price  is  half 
what  it  was  a  year  ago. 
Some  institutional  investors 
question  CEO  Robert  Ayling's 
leadership  and  strategy. 


Serge  Tchuruk  issued  a  profit 
warning  in  September.  Now, 
Alcatel  is  being  sued  by 
angry  shareholders  of  DSC, 
the  Texas  company  Tchuruk 
bought  two  weeks  before 
he  announced  the  problem. 


After  a  $43  million  earnings 
hit  this  spring,  the  Dutch 
software  maker's  stock 
plummeted,  shareholders 
began  probing  murky 
accounting,  and  CEO  Jan 
Baan  stepped  down  in  July. 


BUSINESS  WEEK  /  NOVEMBER  30,  1998  53 


International  Business 


with  assets  of  more  than  $126  billion,  is 
on  the  verge  of  announcing  alliances 
with  local  investors  in  Britain,  France, 
Germany,  and  Japan.  CalPERs  has  neai'- 
ly  doubled  its  international  ecjuity  hold- 
ings since  1995,  to  $22.8  billion  in  1998. 
So  it  wants  to  participate  in  efforts  to 
boost  shareholder  value  in  the  biggest 
foreign  markets  where  it  has  holdings. 

In  .Januaiy,  CalPP:RS  announced  that  it 
would  invest  $200  million  in  London- 
based  Active  Value  Capital,  a  small  fund 
that  targets  underperforming  compa- 
nies and  aims  to  shake  them  up.  Ac- 
tive Value  Capital  has  successfully  tak- 
en on  such  British  companies  as 
footwear  maker  Scholl,  whose  chairman 
was  ousted  and  whose  stock  pnce  has 
since  risen  steeply. 

While  Active  Value  Capital's  man- 
agers don't  flinch  from  confrontation, 
Hermes  Lens  Asset  Management  fund, 
launched  on  Oct.  1,  takes  a  different 
approach.  Giant  British  pension  fund 
Hermes  teamed  up  with  well-known 
U.  S.  shareholder  activist  Robert  A.  G. 
Monks,  who  has  waged  war  on  such 
American  underperformers  as  Sears, 
Roebuck  &  Co.  "We  are  able  to  talk  to 
companies  beliind  closed  doors  and  have 
a  significant  impact,  especially  when  we 
coordinate  with  other  shareholders," 
says  fund  cKo  Peter  Butler. 
U.S.  EFFECT.  At  least  some  European 
companies  ai'e  getting  the  message.  Like 
Germany's  Hoechst  and  Siemens,  for- 
mer monopoly  Telecom  Italia  has  re- 
sponded to  shareholder  demands — and 
watched  its  stock  recover.  The  telecom 
giant  last  month  replaced  Chairman 
Gian  Maria  Rossignolo  with  turnaround 
artist  Franco  Bernabe.  All  eyes  are  on 
Bernabe,  who  made  troubled  oil  giant 
EN'I  efficient  and  i)rofitable,  to  work  the 
same  magic  in  his  new  job. 

Of  coui'se,  companies  that  have  raised 
money  in  the  U.  S.  or  merged  with  an 
American  company  are  quickly  getting 
in  line  with  Anglo-American  practices. 
DaimlerChiysler  is  setting  up  a  perfor- 
mance-related pay  scheme  unlike  any- 
thing seen  in  Europe  before.  And  a  new 
generation  of  European  managers  rec- 
ognize that  unless  they  make  share- 
holder value  a  priority,  raising  capital 
will  be  tough  for  them  in  the  future. 
Plenty  of  European  companies  still  don't 
get  it.  But  the  cozy  world  in  which  Eu- 
ropean managers  could  shrug  off  in- 
vestors' concerns  without  feeling  the 
consequences  is  fast  disappearing. 

By  Julia  Flynn  in  London,  with 
Thane  Petersoti  and  Karen  Lowry 
Miller  in  Frankfurt,,  William,  Echiksoi 
in  Brussels,  Gail  Edmondson  in  Paris, 
and  bureau  reports 


A  SHAKEN  LEADER  AT 
PHILIPS'  HELM 


Of  all  the  European  chief  execu- 
tives on  the  hot  seat  recently, 
none  has  come  under  gi'eater 
pressui'e  than  Royal  Philips  Elec- 
tronics CEO  Cor  Boonstra.  In  the 
past  month,  he  has  stirred  controver- 
sy by  pulling  the  plug  on  a  mobile- 
phone  venture  with  Lucent  Technolo- 
gies Inc.  and  announcing  the  closiu'e 
of  one-quarter  of  the  company's  230 
factories  worldwide. 

Those  moves  have  come  just  as 
Boonstra  grapples  with  personal 
troubles.  First  there  was  his  public 
liaison  with  Sylvia  Toth,  54,  one  of 
the  Netherlands'  richest  women. 
Well-known  in  society,  she  made  her 
fortune  by  founding  and  later  selling 
the  temporary-work  company  Con- 
tent Beheer.  Boon- 
stra's  high  stepping, 
heavily  reported, 
rankled  Philips  old- 
liners.  Far  graver, 
on  Nov.  13,  thugs 
broke  into  the  Boon- 
stras'  chateau  in 
Belgium  and  abduct- 
ed his  estranged  ^_  ^ 
wife,  Hansje  Boon- 

stra-Raatjes.  They  t 
later  left  her  bound 
and  beaten  south  of 
the  Hague.  Police  ,  , 

are  probing  if  the  | 
attack  was  an  act  of  P 
vengeance  against 
Boonstra  or  Philips. 
Now  i-umors  are 


swiiiing  that  the  60-yei 
old  may  step  down. 
Pliihps  denies  it,  sayinj 
only  that  Boonstra  is 
tremely  upset."  Still,  ] 
recently  said  he  plans 
retire  in  two  years — ea 
er  than  expected  in  a 
company  without  a 
mandatoiy  ceo  retirern 
age.  There's  no  doubt  1 
blows  to  Boonstra  havi 
left  a  shaken  leader  at 
helm  of  the  electronics 
ant.  Boonstra  refused 
be  interviewed  for  this 
stoiy. 

STOCK  FALL.  If  Boonst 
is  to  lead  the  long-awa 
Philips  turnaround,  this  is  his  tim 
rally.  In  his  first  two  years  as  CE( 
he  has  made  dramatic  changes 
loading  Polygram  Records,  for 
pie.  But  there  has  been  no  payoff. 
Operating  earnings  are  expected  t 
be  down  3%  this  year,  to  $1.3  billi 
on  $38  billion  in  sales.  And  the  st( 
has  fallen  40%  since  its  July  high. 

Boonstra  faces  plenty  of  opposi- 
tion. At  headquarters,  people  clos' 
the  company  say,  execs  grouse  ab 
him  pushing  them  for  retums  whi 
cell  phones  post  a  $525  million  los 
this  year.  Ti-aditionalists  still  objei 
to  the  former  Sara  Lee  exec  as  ai 
outsider.  They  resent  that  he  mo\ 
the  company  from  Eindhoven  to  i 
sterdam.  And  a  former  ceo,  Wissi 
Dekker,  called  Bo 


— u 
exs 


SOCIALITE:  Close  friend  Toth 


stra's  behavior 
Dutch." 

As  Boonstra  re 
covers,  he'll  have 
mobilize  his  team 
tougher  missions. 
Now,  probably  th 
most  he  can  hope 
is  to  nudge  Philip 
down  the  road  to 
ward  success.  It's 
likely  to  be  a  far 
fi-om  the  transfer 
tion  he  intended 
when  he  started, 
By  Stephe 
Baker  in  Paris  a 
William  Echiksi 
in  Brussels 


J 
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IF  WE  PACKED  ANY  MORE  AIRLINES 
INTO  OOR  REWAROS  PROGRAM, 
YOO'O  HAVE  TO 
CHECK  IT  AT  THE  GATE. 


With  our  rewards  program  you  don't  get  just  one  airline  to  use  your 
miles  on.  You  get  24  different  airlines-not  to  mention  their  partners. 
And  since  there's  no  mileage  cap  or  expiration  date,  you  have  the  power 
to  use  your  miles  as  you  wish,  when  you  wish.  Also,  to  help  you  any  time 
you  need  it,  we  make  sure  a  real  person  answers  the  phone,  24  hours  a 
day.  Should  your  business  trip  run  longer  than  expected,  don't  worry, 
we  give  you  the  convenience  of  an  extra  billing  period  to  pay  when  you 
need  it,  interest-free.  And,  of  course,  the  Diners  Club  Card  is  welcomed 
by  airlines,  hotels,  car  rental  companies  and  millions  of  other  places 
you  go.  Give  us  a  call  at  1  800  2  DINERS.  You'll  be  surprised  by  the 
amount  of  benefits  one  card  company  can  offer. 


Yii^k  Dinets Club 


BREAKING  THE  PLASTIC  MOLD: 


corp  Diners  Club  Inc      www  dinersclubus  com 
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CHINA 


SO  MUCH 

FOR  COMPETITION 

Beijing  slaps  on  price  controls  to  stanch  deflation 


Sliifeng  Group,  a  northern  Chinese 
manufactui'er  of  farm  vehicles  for 
the  huge  rural  sector,  had  high 
hopes  after  beating  out  rivals  and  be- 
coming the  largest  producer  in  China. 
Its  goal  was  to  sell  600,000  vehicles  and 
reach  $300  million  in  sales  this  yeai'.  But 
regulators  in  Beijing  had  other  plans. 
They  slapped  state-owned  Shifeng  with  a 
$110,000  fine  and  forced  it  to  scale  back 
production  by  507c.  The  crime:  The  effi- 
cient producer  was  selling  its  products 

THE  PRICING  DILEMMA 


THE  PROBLEM 


Overcapacity  in  many  industries,  falling  con- 
sumer demand,  and  a  flood  of  cheap  imports 
are  setting  off  price  wars  across  China 


prises  are  losing  money,"  says  Men 
Xiaowei,  an  official  at  the  State  Eco- 
nomic &  Trade  Commission.  "If  every- 
body continues  selling  their  products  so 
cheaply,  that  will  mean  a  major  loss  of 
state  capital"  and  lower  tax  revenues  for 
the  government. 

Deflation  coupled  with  slower  economic 
gi'owth  is  a  gi'owing  jjroblem.  October 
saw  a  2.9%  drop  in  prices,  the  13th 
str-aight  month  of  decline.  Cheap  im]:)oits 
fi'om  the  rest  of  Asia  ai-e  washing  up  iti 


up  production  in  hopes  of  gi'abbing 
port  mai'kets  in  the  region.  But  with 
Asian  economic  crisis,  Cliina  now  fine 
self  with  far  too  many  TV  produc 
fines.  Industry  leader  Sichuan  Ch 
hong  Electronics  Co.,  for  one,  welco 
efforts  to  halt  price-cutting.  It  has 
reported  its  suggested  prices  to  the 
price  biu'eau  of  the  State  Econom 
Ti'ade  Commission,  which  will  soor 
price  minimums.  Gong  Yu,  directo 
Changhong  Electronics'  pricing  dej 
ment,  complains  that  comiDetitoi-s  are 
ing  their  35-inch  color  TVs  for  arc 
$500,  up  to  40%  less  than  Changho 
"It's  a  vicious  competition  and  could 
ger  a  financial  crisis  for  Cliina,"  he 
"Everyone  is  losing  money,  and 
enteiprises  won't  be  able  to  pay  off 
loans  to  banks." 

Cliina's  sugai-  industiy  likewise  fin( 
self  with  mountains  of  oversupply. 


THE  THREAT 


Lower  prices  are  causing  deflation,  putting 
pressure  on  Beijing  to  devalue  the  yuan,  and 
could  put  inefficient  companies  out  of  busi- 
ness, creating  more  unemployment 


THE  SOLUTION 


Set  minimum  selling  prices  in  21  industries, 
ranging  from  sugar  and  glass  to  TV  sets  and 
autos 


THE  RISK 


Tlie  controls  will  be  difficult  to  enforce  and 
are  likely  to  delay  much-needed  industrial 
reform 


too  cheaply — about  $30  cheaper  than  its 
competitor's  $700  price. 

It's  not  just  faiTn  equipment.  Beijing 
officials  wonied  about  the  Chinese  econ- 
omy are  now  setting  minimum  prices  in 
21  industries,  ranging  fi*om  electronic  ap- 
pliances to  sugar  processing.  The  aim  is 
to  stop  the  price  wars  that  tlireaten  to 
destabilize  Cliinese  industiy,  paiticulaiiy 
state-owned  enteiprises. 
SMUGGLED  GOODS.  The  policy  shift 
smacks  of  communist-era  controls.  Not 
long  ago,  China's  leaders  were  praising 
competition  as  a  means  of  weeding  out 
the  most  inefficient  companies.  But  now 
they  claim  that  by  tinkering  with  prices 
and  blunting  competition,  they  can  keep 
imemplo.\Tnent  fi'om  rising  and  stave  off 
political  problems.  "Many  state  enter- 


China's  mai'kets,  aiMmu  lo  deflationary 
pressui'es.  And  while  Beijing  is  trying 
to  beat  back  rampant  smugglei's,  such 
low-price  goods  ai'e  adding  to  price  pres- 
siu'e.  Economic  gTowth,  forecast  at  8% 
this  year,  is  unlikely  to  meet  that  tai'- 
get — meaning  that  the  Cliinese  economy 
will  fall  short  of  its  job-creation  goals. 
Unsold  inventories  are  adding  to  the 
woes.  Ailing  state  enteipiises  keep  ci"ank- 
ing  out  products  they  can't  really  sell. 
As  a  result,  some  $500  bilhon  worth  of 
goods,  totaling  55%^  of  gi'oss  domestic 
product,  is  piling  up  in  warehouses. 

China's  rv  manufactiu-ei's  ai'e  the  most 
visible  example.  With  ciUTent  sales  just 
half  of  capacity,  they  are  struggling 
tlirough  a  paiticulaiiy  binital  price  war. 
In  recent  years,  TV  makers  have  i-amped 


l';iii.'red       by   PRICE  WARS  C/ 

smuggled  goods   now  has  too  nii^ 
and    production  production 
costs  that  ai'e  too 

high,  the  industry  will  set  mini 
prices  in  late  November  Sugar  costs 
per  ton  to  process  in  Cliina,  while  v 
sale  prices  have  slid  below  $;320. 
mated  losses  for  the  industry  liit 
million  last  yeai;  says  one  official 
Guang-xi  Sugar,  Tobacco  &  Wine 
Now,  with  the  recent  bankiTiptcy  c 
of  Cliina's  lai-gest  producer,  Acheng 
ar  MOl,  which  went  under  with  del 
$85  million,  the  price  policy  ha: 
on  a  paiticular  urgency.  "The  whc 
dustiy  has  been  dumping  its  prod: 
says  the  Guangxi  official.  i 
China's  car  industrv  is  in  almc 
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alphi  Automotive  Systems  offered  the  first  standard  dash-mounted  radio  as  a  way 

"talk"  to  drivers  back  in  1936.  Today,  we  continue  to  develop  advanced  vehicle 
)mmunication  systems  like  Radio  Telemetry  that  help  Indy  Racing  teams  win  races 
'  monitoring  real-time  performance  data  of  cars  on  the  track.  Soon,  Delphi  will  bring 
/o-way  computer  communication,  information  and  entertainment  into  the  vehicles 
)u  drive.  With  operations  in  37  countries,  Delphi  is  uniquely  positioned  to  meet  the 
^eds  of  auto  manufacturers  around  the  world.  To  learn  more  about  our  innovative 
isiness,  visit  us  at  www.delphiauto.com. 
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bad  shape.  With  more  than  100  producers 
scattered  across  the  country,  China  has 
capacity  estimated  to  he  twice  this  year's 
output  of  1.6  million  veliicles.  Growth  in 
auto  sales  has  fallen  from  what  in  re- 
cent years  often  exceeded  50%  annually 
to  an  estimated  4%  for  this  yeai',  say  in- 
dustry anfUysts.  And  rampant  smuggling 
is  believed  to  have  brought  in  more  than 
100,000  cars  last  year.  The  car  glut 
touched  off  a  price  war  eai'lier  this  yeai; 
witii  Cliina's  foreign  automobile  manu- 
factiu-ers  dropping  sticker  prices  by  as 
much  as  20%.  "That's  crazy.  We  couldn't 
continue  like  that,"  says  the  head  of  the 
Beijing  office  of  one  Western  auto  maker 
in  China.  Yet  companies  like  Genei"al  Mo- 
tors Coip.  are  still  plunging  ahead  with 
billion-dollar  investments,  despite  cars 
being  more  expensive  now  in  Cliina  than 
in  the  rest  of  the  region. 
BARTER.  In  response  to  the  price  wars, 
the  State  Economic  &  Trade  Commis- 
sion (SETC)  announced  in  late  October 
that  Cliina's  top  13  auto  manufactui'ers 
would  now  follow  Ministiy-set  minimum 
prices.  Despite  concerns  about  Beijing 
bureaucrats  taking  over  price  policy,  most 
manufacturers  seem  pleased  with  the 
props.  "If  everyone  cuts  their  prices, 
eveiyone  loses,"  says  Zhang  Suixin,  chief 
representative  of  the  Beijing  office  of 
Volkswagen,  wliich  dominates  China's  cai- 
marlcet  tlirough  a  Shanghai-based  joint 
venture.  Regardless  of  whether  they 
agree,  car  manufacturers  are  legally 
bound  to  follow  the  new  mles. 

Even  so,  Beijing  may  have  some  trou- 
ble making  the  rules  stick.  Many  car- 
makers ai"e  now  so  strapped  that  they 
end  up  paying  theii'  suppliers  in  cars 
rather  than  cash — using  barter — which 
is  estimated  to  total  some  20%  to  30%-  of 
business  today.  That  means  even  less 
control  over  final  prices,  as  cash-himgry 
suppliers  unload  vehicles  cheaply  into  the 
already  saturated  market. 

And  lack  of  unanimity  among  Beijing 
policymakers  may  allow  some  cracks  in 
the  new  dii'ectives.  While  the  setc  fully 
backs  piice  controls,  officials  at  the  State 
Development  &  Planning  Commission 
(siJpf:)  are  strongly  opposed,  saying  that 
controls  are  anticompetitive.  "The  out- 
come of  price  controls  is  to  protect  the 
backwaixl  and  finastrate  the  advanced,"  a 
vice-du-ector  at  the  SDPC  was  quoted  as 
saying  in  the  official  China  Daily. 

Such  backroom  discord  among  Chi- 
nese policymakers  is  sure  to  confuse  for- 
eign investors  and  Chinese  businesses 
alike.  But  until  Chinese  policymakers  can 
step  up  gi'owth  and  whittle  down  excess 
capacity,  the  deflationary  spir-al  will  con- 
tinue— and  so  will  the  meddling. 

By  Dexter  Roberts  in  Beijing 


COMMENTARY 


By  Mark  L.  Clifford 


TOUGH  LOVE:  JUST  WHAT  ASIA  NEEDS 


Participants  knew  the  latest  Asia 
Pacific  Economic  Cooperation 
summit  in  Kuala  Lumpur  would 
be  tense,  given  the  stresses  of 
Asia's  crisis  and  the  turmoil  in 
Malaysia,  this  year's  host.  But  no 
one  quite  expected  U.  S.  Vice-Presi- 
dent Al  Gore  to  lob  a  hand  grenade 
into  the  proceedings.  At  a  banquet 
on  Nov.  15,  Gore  lauded  the  "brave 
people  of  Malaysia" 
in  their  struggle  for 
reform.  It  was  a 
direct  slap  at  long- 
serving  Prime  Minis- 
ter Mahathir 
Mohamad,  who 
recently  sacked  his 
reform-minded 
deputy,  Anwar 
Ibrahim,  and  put  him 
on  trial.  Gore's 
speech  came  per- 
ilously close  to  call- 
ing for  Mahathir's 
overthrow. 

The  howls  of  out- 
rage have  yet  to  sub- 
side. Malaysian  For- 
eign Minister 
Abdullah  Badawi  at- 
tacked Gore's  speech 
as  "gi'oss  inteifei'ence 
in  the  internal  affairs 
of  the  country,"  calling 
it  a  "brazen  violation" 
of  international  norms. 
The  Malaysians  drew 
an  unlikely  voice  of 
support  from  New 
Zealand  Prime  Minis- 
ter Jenny  Shipley,  who  called  Gor-e's 
speech  "megaphone  diplomacy." 

Ultimately,  Gore's  act  made  sense. 
It  sent  a  clear  signal  that  the  U.  S. 
has  decided  that  only  "tough  love"  in 
Asia  can  result  in  str-onger,  healthier 
trading  partners.  Now,  Washington 
needs  to  exploit  this  episode  to  get 
meaningful  things  done. 
RUDE  SPEECH.  Gore's  statement  was 
rude,  even  hostile.  It  had  an  element 
of  grandstanding  from  a  presidential 
candidate  who  can  act  like  a  crusader 
for  democracy  at  little  cost. 
Malaysians  may  be  enr-aged,  but  they 
don't  vote  in  U.S.  primaries.  While 
the  U.  S.  has  called  for  gr-eater 


democr^acy  in  Asia  for  decades,  mai 
argue  frontal  attacks  only  make  in- 
transigent leaders  dig  in  their  heels 
But  the  speech  may  do  more  goo 
than  harm.  'The  U.  S.  delegation  to 
APEC  had  to  take  a  strong  stand.  Ot 
ervdse,  Asians  would  have  conclude 
that  the  U.  S.  puts  expediency  befoi 
reform.  Gore  has  also  single-handed 
tur-ned  APEC — until  now,  an  ineffecti 
talk  shop — into  a 
potentially  valuable 
forum  for  Pacific  Ri 
nations.  Maybe  othe 
participants  at  futui 
APEC  conferences  w 
now  speak  their 
minds. 

Ironically,  Gore 
gave  Asians  just 
what  they've  been 
asldng  for:  strong  v 
sion  fr'om  the  U.  S. 
The  crisis,  traumat 
as  it  is,  presents  ar 
opportunity  for 
change.  Now  that 
cold  war  is  over  an 
Asia  has  lost  its 
swagger,  Washingt( 
can  put  for-ward  an 
agenda  of  pohtical 
and  economic  free- 
dom. Gor-e  signaled 
other  ways  the  kin 
of  Asia  poHcy  the 
U.S.  wants.  He  als 
unveiled  a  $10  billi 
U.S.  and  Japanese 
support  package,  b 
made  it  clear  that 
cash  would  only  come  in  exchange 
for  deep  r-eforms  of  regional  banks 
U.  S.  policymakers  have  to  folio 
up  with  more  substantive  action. 
The  $10  billion  is  a  start.  But  ove 
hauling  entir-e  financial  systems 
takes  a  sustained  effort.  It  means 
helping  train  a  cadr*e  of  specialists 
It  means  helping  build  a  free  pres 
and  impartial  courts— and  convinc 
ing  entrenched  rulers  that  democi 
cy  yields  payoff.  And  that  will  cos 
a  lot  more  than  the  Vice  Presiden 
speech  let  on. 


Correspondent  Clifford  covers 
Asia7i  economies  from  Hong  Koru, 
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The  power  to  simplify: 

Sometiines,  it  means  inventing  new  ways 
to  keep  you  in  touch  as  you  travel. 


Delphi  Automotive  Systems  is  leading  the  way  in  bnnging  satellite  communications 
into  the  car  you  dnve.  Our  Mobile  Media  System  will  deliver  E-mail,  provide 
directions,  let  you  order  a  movie,  play  a  game  and  more,  all  through  your  car's 
computer.  Developed  in  combination  with  IBM',  Netscape"  and  Sun  Microsystems^ 
many  of  these  advanced  features  are  already  being  designed  into  vehicles  you  will 
be  driving  in  the  coming  years.  By  developing  the  smart  systems  of  tomorrow, 
Delphi  is  uniquely  positioned  to  meet  the  needs  of  auto  manufacturers  around  the 

eWorld.  To  learn  more  about  how  we  simplify  things  for  car  and  truck  makers, 

|v(sit  www.delphiauto.com. 

All  product  names  and  trademarks  are  the  registered  marks  of  the  respective  companies. 
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c--commerce  sites  use  Oracle'.  And  with  the  introduction  ot  Oracle8/  .  things  will  get  even  better.  To  find 


Microsoft 


why  Oracle  is  the  foundation  of  the  Internet,  visit  us  at 
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ternational  Outlook 


TED  BY  JOHN  TEMPLEMAN 


OW  EUROPE'S  RIGHT  CAN  FIND 
TS  WAY  OUT  OF  THE  DESERT 


'  '  fter  years  in  the  political  desert,  Europe's  left  is  fii-mly 
1  back  in  powei'.  Riding  the  coattails  of  Britain's  Labour 
J  Prime  Minister  Tony  Blair,  they  won  by  ditching  Social- 

leology  and  occupying  the  political  center.  So  complete  is 
1  ■  victory — they  govern  in  13  of  the  15  European  Union 
i:  ms — that  right-wing  paities  from  France's  Gaullists  to  the 
I  ish  Tories  look  as  sidelined  as  the  left  once  did. 

irty  strategists  on  the  right  look  longingly  upon  the 
1  s  rebound  of  America's  Republican  Party, 
f  so  far,  no  European  version  of  the  Contract 
.\merica  is  in  sight.  Nor  is  another  Thatch- 

y!e  revolution  likely  to  emanate  from 

i  lin's  demoralized  Conservative  Party  any- 
t,  soon.  Leader  WilUam  Hague  vows  to  retake 
ti  center — but  he's  building  a  myopic  Little 
E  ander  party  whose  main  pohcy  is  an  anti- 
E  ipean  stance. 

C  PETENCE.  Desperate  as  the  right's  situation 
n  X  seem,  it  is  not  hopeless.  The  left  won 
V'  ;  by  pledging  to  slash  double-digit  unem- 
_pi  nent  rates.  But  their  policies  of  income  re- 
di  bution  and  Keynesian  deficit  spending  won't 

ii  er  the  goods,  especially  if  the  global  econo- 
m  ilts  into  recession.  Besides,  massive  indus- 
ti'  restractming  sparked  by  the  amval  of  the 
ei  on  Jan.  1  will  snuff  out  jobs  and  endanger 
■   governments.  "Elections  ai'e  no  longer  about 

igy  but  the  competence  of  political  lead- 
i  says  Philippe  Moreau  Defai-ges,  a  consultant 
at  e  French  Institute  for  International  Relations  in  Paris. 

I'prisingly,  Germany's  Christian  Democratic  Union,  the 
la    rictim  of  Eui"ope's  pink  tide,  may  have  the  best  chance 

versing  it.  Defeated  Chancellor  Helmut  Kohl  quickly 

ed  aside  to  make  way  for  a  new  CDU  leader — Wolfgang 
Sc  ible,  a  brilliant  tactician  who  led  the  party  in  the 
_  Bi'  estag.  Since  the  Social  Democratic  Party's  Sept.  27  vie- 
to  Chancellor  Gerhard  Schrodei"'s  government  "has  made 

i 


SCHAUBLE:  Tiirln-Ktn 


lots  of  mistakes  already,"  says  Ulrich  Schroder,  an  econo- 
mist with  Deutsche  Bank  in  Frankfurt.  Proposed  reforms 
to  finance  modest  personal  tax  cuts  by  raising  tax  biu'dens  on 
companies,  for  instance,  have  ahenated  the  business  commu- 
nity. Rolling  back  Kohl's  limited  social  secmity  refonns,  such 
as  restricting  sick  pay,  will  also  add  to  costs  and  dim  chances 
of  an  upsui'ge  in  jobs. 

Unless  the  pragmatic  Schroder  quickly  asserts  control 
over  the  spd,  led  by  his  old-line  Socialist  Fi- 
nance Minister,  Oskai'  Lafontaine,  the  new  cohort 
of  young,  refomiist  t:i)Li  leaders  that  Schauble  is 
promoting  could  have  a  much  easier  job  than 
they  expect.  Besides,  Sclii-oder's  government  is 
an  uneasy  coalition  with  the  Green  Party,  pro- 
moter of  vote-killer  ideas  such  as  further  in- 
creasing Germany's  sky-high  gasoline  taxes. 
"INTELLECmALLY  PREPARED."  France's  centei-right 
is  hobbled  by  aging  leaders  who  refuse  to  budge. 
Although  President  Jacques  Chii'ac  and  others 
launched  the  Alliance  for  France  in  June  to  weld 
splintered  center-light  parties  into  one,  he  hasn't 
quelled  internal  rivahies.  Some  leaders  even  part- 
nered with  the  extreme  right  National  Front  to 
win  local  election  iimoffs  earlier  this  year. 

Judging  by  Spain's  center-right  Popular  Party, 
that's  the  wrong  route  back.  The  party  leader. 
President  Jose  Maria  Aznar,  molded  himself  in 
Blair's  image  to  topple  his  Socialist  livals  in  1996. 
He  projected  his  party  as  competent  to  manage 
strong  economic  gi'owth  but  still  sensitive  to  social  issues 
ranging  from  pensions  to  labor  refonns.  "Tliey  ai*e  doing  a  good 
job,"  says  Jose  Man'a  Pujol  Aitigas,  president  of  auto-parts 
maker  Ficosa  International.  "They  are  prepared  intellectually 
and  professionally."  That's  what  the  rest  of  Europe's  right 
still  needs  to  do. 

By  Gail  Edmondson  in.  Paris,  with.  TluDie  Peterson  in 
Frankfurt  and  Margaret  Popper  in  Madrid 


GLOBAL  WRAPUH 


EARLY  VOTE  IM  TURKEY? 

16  year-old  secular  government  of 
dsh  Prime  Minister  Mesut  Yilmaz 
be  forced  into  early  genei-al  elec- 
I  s.  The  Prime  Minister  is  accused 
Slping  a  businessman  with  mob 
I  lections  gain  control  of  Ttirkbank 
recent  privatization.  Yilmaz 
es  the  allegations.  But  they  have 
\  vned  censure  motions  from  two 
I  tsition  parties  and  the  Republican 
j  )le's  Party,  which  normally  sup- 
I  s  Yilmaz. 

Imaz  is  trying  to  stay  in  power. 


at  least  until  parliament  has  approved 
his  1999  budget  in  late  December,  to 
improve  economic  stability  ahead  of 
elections  scheduled  for  April.  But 
now,  Turkey  faces  the  prospect  of 
early  elections  that  are  hkely  to 
produce  another  rickety  multiparty 
government. 

TOURISM  IN  NORTH  KOREA 

►  Cash-strapped  North  Korea  could 
earn  big  money  from  the  10  million 
South  Koreans  eager  to  visit  the  land 
of  their  birth.  Hyundai,  the  Seoul- 
based  chaebol,  started  running  $2,400 


cruises  to  the  North  in  mid-Novem- 
ber and  pays  Pyongyang  a  fee  of  $300 
per  head.  It  will  also  spend  $1  billion 
to  develop  Diamond  Mountain,  the 
cruise  destination,  as  a  resort. 

But  Pyongyang  isn't  courting 
tourists  with  the  usual  siren  songs.  It 
has  told  them  they  face  fines  up  to 
$4,600  if  caught  littering,  igniting  fires, 
pocketing  rocks  or  plants,  or  urinating 
in  public.  With  Hyundai  warning  them 
not  to  discuss  politics  or  complain 
about  communist  slogans  daubed  on 
scenic  rocks,  only  the  hardiest  re- 
turnees are  booking  the  craises. 
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n  Japan,  truth  comes  in  several 
forms.  There  is  the  pohte  truth — 
the  version  of  reahty  that  one  pre- 
sents to  strangers,  and  the  less  pub- 
lic truth  that  a  Japanese  shares  with 
his  intimates.  Perhaps  a  Japanese 
)any  will  proclaim  all  is  well,  while 
icecutives  negotiate  with  creditors  for 
:  loans.  No  one  thinks  this  violates 
:ode  of  honor:  As  long  as  the  execu- 
privately  acknowledge  the  real  trath, 
are  free  to  retail  another  version  of 
ts  at  large. 

;t  what  if  someone  does  not  even  know 
the  private  tnath  really  is?  In  that 
the  system  loses  its  moorings.  Tliis 

condition  prevailed  at  the  highest 

of  government  a  few  weeks  ago, 
the  ruling  Liberal  Democratic  Party 

was  cobbling  together  the  bank 
it.  Piime  Minister  Keizo  ObucM  could 
et  the  banks  to  spell  out  the  size  of 
problems. 

the  U.S.  and  Em'ope,  officials  would 
called  in  the  bank  chiefs  and  gi-illed 
But  this  is  Japan,  where  another's 
is  not  challenged  directly — only 
ely.  So,  as  investors  waited  for  Japan's 
to  collapse,  members  of  Prime  Min- 
Obuchi's  bi-ain  trust,  the  Economic 
igy  Council  (esc),  started  tapping 
letwork  of  anonymous  soiu'ces  witliin 
's  Ohtemachi  financial  district.  The 
nth  started  trickling  back,  and  it  was 
ng.  Despite  theii"  chiefs'  denials,  most 
top  money-center  banks  were  neai-ly 
5nt.  And  the  official  estimate  of  $600 
in  problem  loans  was  a  fai-ce:  The 
3r  was  almost  $1  trillion.  Terrified,  ldp  negotiators 
3d  a  $500  billion  rescue  plan  thi'ough  the  Diet.  "The 
s  was  very  strange,"  says  Iwao  Nakatani,  an  economics 
sor  at  Hitotsubashi  University  and  an  esc  member, 
inge,  but  telling.  In  just  the  past  few  months,  the  Japan- 
ve  embai'ked  on  a  staitling  process  of  rooting  out  nasty 
about  theii"  system.  Just  a  short  time  ago,  no  one  would 
acknowledge  that  the  Japan- 
ese model  was  ftmdamental- 
ly  flawed.  Now,  bookstores 
are  full  of  titles  such  as 
Meltdown,    The  Great 
Crash,  and  The  Extinc- 
i     tioii  of  Yen  Assets.  The 
\     fears  ran  down  to  office 
'     temps  waiting  to  be 
dismissed,  housewives 
scrimping  as  their  husbands  see 
wages  cut,  and  students  dreading  an  imemployed 
Half  of  those  polled  recently  by  the  Banl^  of  Japan  felt 
IS  the  worst  recession  in  living  memoiy.  They  doubted 
mpanies  could  protect  theii-  jobs  and  feared  a  fiscal  cri- 
gered  by  an  aging  populace. 

<IG  ROT.  Even  the  govermnent's  latest  moves  have  a 
if  panic  about  them.  On  Nov.  16,  Obuchi  revealed  a 
e  of  $200  billion  in  new  tax  cuts  and  public  works 
;g — about  5%  of  gross  domestic  product — all  to  stave  off 
t  depression.  Investors  took  the  package  as  a  sign  that 
functional  economy  needed  more  Ufe  support, 
vaunted  coiporate  sector  is  also  showing  the  rot.  At  the 
f  1998,  the  Japanese  could  comfort  themselves  that 


THE  PILLARS  ARE 
GRUMBLING 


KEIRETSU 


They  used  to  provide  cheap  cap 
ital,  steady  management,  reli- 
able partners,  and  friendly 
shareholders  for  big  Japanese 
companies.  But  the  system  has 
dulled  Japan  Inc.'s  competitive- 
ness and  created  unsustainable 
levels  of  debt. 


JOBS  FOR  LIFE 


This  doctrine  produced  a  hard- 
working and  passive  labor  force. 
Now,  it's  strangling  companies 
that  need  to  restructure  and 
locking  in  layers  of  management 
that  block  innovation. 


THE  MINISTRIES 


In  Japan's  statist  capitalism, 
bureaucrats  channeled 
resources  into  export  industries 
that  boomed  for  years.  Now, 
they  have  to  deregulate  the  con- 
sumer economy  to  prevent  a 
slide  into  depression.  None 
of  the  bureaucrats  is  trained 
for  the  task. 


big  companies 
economy  alive, 
at  the  risk  of 
deficit  to  $400 


their  flagship  manufactm-ers  remained  se- 
cm'e  fi'om  meltdown.  But  Hitaclii  Ltd.  and 
Tosliiba  Coip.  ai'e  showing  theii'  fii-st  losses 
since  the  war.  Nissan  Motor  Co.,  the  sec- 
ond-biggest carmaker,  can  barely  service 
$20  billion  in  debts  and  is  asking  the  state- 
owned  Japan  Development  Bank  for 
million  in  credit. 

The  tottery  state  of 
means  that  to  keep  the 
exports  must  rise  fast, 
boosting  the  U.S.  trade 
billion.  Policymakers  at  the  Ministry  of 
Finance  (MOF)  are  telling  U.S.  and  Euro- 
pean counterparts  that,  even  with  the 
stimulus  program,  the  transition  to  a 
stronger  economy  will  take  two  years,  so 
only  West-bound  exports  can  keep  facto- 
ries humming.  This  admission  stems  fi'om 
another  failm-e:  Planners  thought  tetheiing 
Japan  to  Asia  with  exports  and  invest- 
ments would  gTiarantee  growth  for  years. 
The  crisis  shattered  that  plan. 
PESSIMISM.  Skeptics  would  say  there  is 
notliing  new.  Public  works  have  always  flg- 
ured  prominently  in  ldp  rule.  And  the 
Japanese  have  always  had  excuses  to  ramp 
up  exports.  Yet  something  is  profoundly 
different  about  the  latest  cycle,  and  it's  not 
just  the  level  of  pessimism.  It's  also  the 
mounting  evidence  that  the  institutions  that 
built  Japan  Inc.  can  no  longer  deliver 
gi'owth  and  prosperity.  From  the  tightly 
connected  companies  called  keiretsu  to  the 
once-uifallible  M(  )F,  the  pOlai's  of  the  system 
are  crambling. 

Gloomy  stuff.  But  the  Japanese  are 
drawing  on  their  disOlusionment  to  start 
a  healthy  debate  on  what  comes  next.  Many  of  the  ideas  are 
startling.  Policymakers  and  coiporate  chiefs  are  saying  the 
debt-laden  keiretsu  will  have  to  slim  down  dramatically.  Others 
are  assessing  the  impact  of  mass  layoffs.  Economists  tliink 
billions  in  public  works  must  be  shifted  from  the  country- 
side— the  LDP  stronghold — to  the  cities,  wliich  need  fiber-optic 
systems  and  other  hardware  of  the  networked  age. 

Leaders  in  the  debate  ai'e  the  members  of  the  esc,  a  group 
of  top  executives  and  academics  set  up  by  Obuchi.  The  council 
wants  to  roll  back  government's  role  in  everyday  life  and 
biing  Japan  up  to  global  standards  of  transparency  and  effi- 
ciency. One  member,  radical  economist  Takatoslii  I  to  of  Hitot- 
subaslii  University,  tliinks  only  complete  abolition  of  most  eco- 
nomic regulations  wiU  save  Japan.  Tliat's  why  many  in  the  ldp 
lobbied  to  keep  him  off  the  ESC. 

Other  figiu'es,  such  as  the  influential  Minister  of  International 
Ti'ade  &  Industiy  Kaoin  Yosano  call  for  a  hai'sh  U.  S.-style  lib- 
ei'iilization  of  Japan's  distribution,  energy,  and  finance  industries, 
coupled  with  a  European-style  national  job-retraining  pro- 
gram. "People  have  to  accept  some  economic  pain,"  he  says,  but 
"the  Em'opean  approach  toward  unemployment  is  very  good." 

Another  plan  is  to  create  the  Idnd  of  high-consumption 
economy  that  could  sustain  a  vibrant  seivice  industiy.  Vice-Min- 
ister for  International  Finance  Eisuke  Sakaldbara  is  calling  for 
another  Rebuilding  the  Jaj^anese  Ai'chipelago  campaign.  The 
fii'st  one,  led  by  Prime  Minister  Kakuei  Tanaka  dming  the 
eaiiy  1970s,  transferred  huge  sums  to  the  countiyside  for 
bridges  and  highways  and  created  a  corrupt  nexus  of  politicians 
and  constraction  companies. 

The  second  such  campaign  would  focus  on  liberating  con- 
sumer spending  through  broad  expansion  of  the  housing 
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stock  and  lifestyle-oriented  public  investments.  And.  yes. 
that  would  involve  more  risk-linked  private  and  government 
investment,  plus  a  fai-  bigger  presence  of  foreign  companies. 
"M'e  have  to  plow  oui'  excess  [funds]  into  domestic  si^ending!" 
says  Sakakibai-a. 

There  would  be  a  huge  human  cost  to  such  change.  Keio 
University  economist  Heizo  Takenaka.  also  a  member  of  the 
ESC.  figui*es  that,  on  top  of  the  3  million  ah-eady  unemployed,  an 

additional  6  million  to  7 
million  sui-plus  work- 
ers are  being  canned 
by  .Japanese  compa- 
nies. "Nearly  10  million  will  probably  need  job  retraining," 
Takenaka  says.  That  means  one  in  even'  six  workers. 

Yet  planners  at  the  Ministry  of  International 
Trade  &  Industiy  (miti)  think  that  drastic  deregulation  Avould 
transfoiTn  such  fields  as  logistics,  distribution,  energj;  infor- 
mation, finance,  and  telecommunications  along  U.S.  lines, 
and  so  would  push  up  gdp  by  6'~c  over  a  five-yeai-  period. 
More  jobs  would  be  created  to  replace  the  ones  lost.  Con- 
sumer prices  would  di'op  di"amatically.  And  ordinaiy  .Japanese 
might  finally  enjoy  the  living  standai'ds  that  have  always 
been  denied  them. 

To  expect  a  gi-oundswell  of  support  for 
such  change  would  be  like  asking  U.  S.  auto 
workers  a  decade  ago  to  demand  that  Gener- 
al ^Motors  Coi-]3.  fire  them  for  the  good  of  the 
countiy.  So  Tok^•o  officialdom  must  sell  a  pi"o- 
gi-am  of  wTenching  dismption  to  a  society 
tliat  cheiishes  haiTnony  and  exi^ects  imending 
handouts.  Nobody  has  tlie  nen"e  to  deliver  the 
message  yet.  But  so  many  fault  lines  are 
emerging  that  maybe  the  message  wiU  be- 
come self-e\ident. 

The  fault  lines  start  at  the  top.  The  ldp 
is  still  pretty  much  itm  by  the  generation 
that  rebuilt  postwai-  Japan.  Kenichi  Oliniae. 
foiTner  partner  at  consultants  McKinsey  & 
Co.  in  Japan,  tliinks  tliis  age  gi'oup  is  still 
pining  for  the  gloiy  days.  "Its  almost  like 
after  the  battle  of  Midway."  he  says. 
"Eveiybody  thought  we  were  still  winning 
the  wai'."  Yet  plenty  within  the  ldp  are  ag- 
itating for  wholesale  changes.  They  include 
a  younger  set,  such  as  former  Bank  of 
Japan  official  Yasuhisa  Shiozaki.  47.  who 
fell  out  with  ]\Iiyazawa  on  bank  refonn.  Ju- 
nichiro Koizumi.  56.  advocates  selling  off 
the  state-run  Postal  Savings  Service  to 
weaken  the  ministries. 

INTERNECINE  STRIFE.  With  the  pohtical  dis- 
sent comes  an  outbreak  of  intemecine  stiife 
in  Japan  Inc.  Tlie  casualties  ai'e  mounting. 
Banks  are  cutting  off  smaller  companies 
right  and  left.  In  October,  new  bank  lending 
feU  'i.'y'c.  the  biggest  year-on-yeai*  ch"op  since 
the  Bank  of  Japan  has  been  keeping  records. 
Hence,  the  devastating  nan  of  banki-uptcies 
recently.  Strains  are  showing  even  inside 
the  sprawling  keireUa.  Yeai's  ago.  Western 
academics  man'eled  at  Japan's  consensual 
capitahsm.  where  boiTow"ers  took  equity  po- 
sitions in  banks  to  ensm-e  a  steady  flow  of 
low--cost.  patient  capital. 

But  today,  many  of  these  comj^anies  ai'e 
dumping  theu-  cross-shai'eholdings  to  fi'ee 
up  badly  needed  funds,  and  they  ai'e  reneg- 
ing on  alhances  with  weaker  partners.  At 
the  stait  of  the  decade,  rougWy  two-tliii"ds  of 


JAPANOPHOBIA:  THE  BAD 
NEWS  ABOUT  THE  ECONOMY 

B&NKS  HAVE  STOPPED  LENDING... 

GROWTH  IN  NEW  BANK  LOANS- 


JAN.  '98 
▲  PERCENT 


the  stock  mai'ket's  tradable  shai-es  were  locked  up  in  s 
networks.  Now.  it's  less  tlian  .50%  and  falling  fast.  At  the  pc 
ei-ful  Mitsubishi  Coi-p.,  Chaii-man  Minoru  MaMhai-a  th 
keiretsu  equity  networks  ai-e  a  waste  of  precious  capi 
For  him,  looking  for  alliances  or  a-edit  outside  of  the  gi-ou]; 
no  longer  an  act  of  coi-porate  treason.  In  fact,  Mitsubishi's 
bled  Friday  Night  Club  meetings  of  top  executives,  once 
tense  strategic  sessions,  have  turned  into  social  gatheiin 
"'We  discuss  a  few  things  um-elated  to  business  and  then 
off  to  dinner."  he  says. 

"A  SEA  OF  RED  INK."  Some  of  the  banks  are  also  tning  to 
tance  themselves  fi'om  this  seLf-destiiictive  system.  Fuji  B 
Ltd.  has  long  been  at  the  center  of  tlie  Fuyo  keiret.su,  which 
eludes  Nissan  and  Canon.  Now,  the  bank's  portfolio  is  bulg 
with  bad  debt,  much  of  it  owed  by  Fuyo  companies.  But  i 
move  of  sui-piising  candor,  Fuji  Bank  is  opening  up  its  book; 
public  sanitiny.  And  Pi-esident  Yoshiro  Yamamoto  is  seeking 
chents  and  allies  based  on  theii"  perfoi-mance — ^not  theii-  kei 
su  hnks. 

Thus  in  May,  Yamamoto  approached  Dai-Ichi  KangA'o  B 
about  a  joint  takeover  of  Yasuda  Tnist's  pension-managem 
business.  "Japan's  cun-ent  pension  system  is  on  the  vei-ge  of 
lapse,"  says  Yamamoto,  who  sees  a  big  b 
ness  in  helping  companies  meet  their  obli 
tions  to  employees.  Yamamoto  also  hope: 
clinch  a  tie-up  with  a  Western  investm 
bank.  He  foresees  a  big  mai-ket  in  buy 
and  selling  keiretsu  assets  as  the  gi'oups 
stinicture. 

The  banks  ai"e  also  attacking  theii-  lo 
at  the  MOF.  For  yeai"*.  the  banks  would  cI 
nel  cheap  loans  to  the  mof's  favorite  con 
nies.  secm'e  in  the  knowiedge  that  the 
would  disa-eetly  bail  them  out  in  case  of  0 
ble  and  never  ask  the  tough  questions  i 
might  trigger  an  investor  panic.  But  now. 
investors  assume  the  woi-st  about  the  banl 
sector,  so  there's  no  reason  for  banks  to 
up  to  the  MOF. 

Instead,  the  banks  now  consider  the 


PERCENT  •'EAR 


OCT 

jYEAR 


COMPANIES  ARE  FAILING. 


AND  UNEMPLOYMENT  IS  JUMPING 


UNEMPLOYED 


JAN  '98 
A  PERCEN' 

DATA- SVCiUlJiI  SWii: 


SEPT 


as  Enemy  No.  1.  It's  the  MOF  that  i-uns  | 
.S2  tiillion  Postal  Sa^ings  Senice.  the  woi 
biggest  bank,  which  competes  du-ectly 
commercial  banks  for  depositors'  funds, 
banks'  trade  gi'oup  is  backing  calls  to 
vatize  the  postal  bank  to  deprive  the  mo; 
its  power.  Meanwhile,  critics  ai*e  assai 
the  MOF  for  its  poUcy  calls  in  iimning 
economy. 

Deregulation  initiatives  ai*e  adding  to 
pressm-e.  Japan's  skies,  for  example,  ai-e 
ting  less  fiiendly.  Two  discount  caniers.  ' 
niai'k  Airlines  and  Hokkaido  Interna:. 
Aii-Une.  wiH  soon  start  fljing.  Both  ai-e  of 
ticket  discounts  of  ob'vc  to  bO'~c.  Now,  J. 
Ail-lines  Co.  and  AH  Nippon  Aii'Iines  hav 
match  these  fai-es  and  wiing  out  costs,  f 
Japan  .Aii-lines  Pi-esident  Isao  Kaneko:  "H  ' 
can't  be  competitive,  we  may  faE  into  a  s€ 
red  ink." 

Tlius  ai-e  mai'ket  forces  pushing  their 
into  the  system.  If  c-ompanies  have  to  c-om 
for  capital,  cliief  executives  wiU  get  moK 
rious  about  cost,  profit  gi-owth.  and  man 
able  debt.  If  job  secmity  isn't  such  a  ; 
thing,  then  maybe  coiporate  loyalty  won' 
either  A  more  dATianiic  en\ii-onment  m 
seed  the  gi-owth  of  the  next  Sony  Coi-p, 

That  promising  \ision  lies  within  Jaf 
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[AND  KEEP  YOUR  HEART  HEALTHY.] 


/ Jeing  true  to  yourself  means  listening  to  your  heart.  And  if  you  listen  close  enough,  you'll  hear 


lut  natural  Vitamin  E  from  ADM.  Made  from  soybeans,  natural  Vitamin  E  is  a 
)werful  antioxidant  that  can  help  you  maintain  cardiovascular  health,  as  w  ell  as  a 


J    healthy  cholesterol  level.  Which  is  good  news  for  ever\'one  who's 
looking  out  for  their  heart.  Look  for  natural  Vitamin  E  in  leading 


ands  of  dietary  supplements.  Because  if  you  don't  listen  to  your  heart,  who  will? 
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sp.  Yet  without  refoiin,  Tokyo  will  face  a  fai'  more  complex 
systematic  crisis  early  next  centmy,  when  the  burden  of 
iging  populace  sti'etches  the  nation's  financial  resources  to 
breaking  point.  Japan's  best  companies  and  its  young 
nt  will  steadily  migi'ate  out  of  the  country,  and  the  bank- 
crisis  will  become  permanent.  "I  can't  unagine  we  can  sus- 
the  current  system  for  another  10  years,"  says  Minora 
•i,  president  and  chief  executive  of  Mori  Building  Co.  and 
5SC  member. 

ji  unreformed  Japan  will  just  keep  building  up  trade  sur- 
as so  big  that  they  destabilize  the  world  economy.  Seeking 
ler  yield,  the  Japanese  have  invested  much  of  the  suiplus 
U.  S.  Treasuries.  But  a  big  chunk  of  this  capital  also  fueled 


the  speculative  bubbles,  overcapacity,  and  foreign-debt  bur- 
dens that  sent  East  Asia  into  crisis.  If  the  Japanese  cannot  in- 
vest more  of  their*  money  pradently  at  home,  then  the  risk  of 
more  bubbles  is  high. 

It's  a  mind-boggling- 
challenge.  Former 
McKinsey  strategist 
Ohmae  thinks  the  ral- 

ing  elite  should  draw  inspiration  from  Japan's  twentysome- 
thing  generation  of  Nintendo  kids.  "These  young  people 
know  that,  when  things  don't  work,  they  hit  the  reset  button," 
he  says.  A  nice  metaphor.  If  only  it  were  so  easy. 

By  Brian  Bremner  in  Tokyo 


Special  Rep%t 


COMMENTARY 


By  Robert  Neff 


A  MAJOR  ROADBLOCK  TO  REFORM:  THE  U.S. 


When  asked  who  really  runs 
Japan,  the  Japanese  man- 
agement guru  Kenichi 
ihmae  sometimes  answers: 
The  United  States."  It's  more 
lan  a  glib  remark.  A  strong 
rgument  can  be  made  that 
ipan  can't  and  won't  change  in 
16  way  the  U.  S.  publicly 
jmands  because  of  the  very 
iture  of  the  two  countries' 
terdependence.  Ironically, 
oreover,  the  U.  S.  in  some 
ays  is  shielding  Japan  from 
■assure  to  change. 
Since  World  War  II,  Japan  has 
rved  essentially  as  a  U.  S.  vas- 
1  state.  The  U.  S.  has  provided 
I-  most  of  Japan's  defense, 
tided  its  foreign  policy,  and 
rovra  open  American  markets 
its  ever  expanding  export  ma- 
ine.  The  vassal  has  provided 
e  U.S.  with  key  strategic 
oducts  ranging  from  semicon- 
ctor-production  equipment  to 
;er  diodes  while  recycling  its 
lions  into  the  American  econo- 
/.  If  Japan  got  into  serious 
ril,  the  U.  S.  would  rescue  it. 
id  despite  howls  fi'om  industry, 
ishington  would  let  Japan's 
ide  surplus  soar  further. 
N  FIX.  The  reality  is  that 
Jan's  economy,  the  world's  second- 
:gest,  has  become  too  important  to 
nper  with.  Thus,  in  1995,  when  a 
iring  yen  put  seemingly  life- 
eatening  pressure  on  Japanese  ex- 
ters  and  banks,  the  U.  S.  Trea- 
•y  Dept.  teamed  up  with  Tokyo  to 
ei-vene  massively  in  foreign-ex- 
mge  markets.  Just  last  month, 
;asury,  the  U.  S.  Federal  Reserve, 
1  the  Ministry  of  Finance  acqui- 
ed  in  a  market-driven  strengthen- 
of  the  yen.  Had  the  yen  kept 
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sliding,  it  would 
have  impaired 
Japan's  ability  to 
raise  money  over- 
seas and  further 
depressed  its  econ- 
omy. China  would 
have  had  to  deval- 
ue, and  the  fallout 
would  have  been  vicious. 

Washington  hasn't  acted  out  of 
pm"e  altraism.  After  the  1995  inter- 
vention, a  weaker  yen  meant  the 
U.  S.  didn't  need  to  raise  interest 
rates,  averting  pr-eelection  recession. 
And  by  easing  pressure  on  Japan's  fi- 
nancial system,  the  U.  S.  helped  pro- 
tect the  largest  buyer  of  Treasury 
bonds.  In  1998,  October's  yen  i-ise 
sated  U.  S.  industry  demands  for 
curbing  cheap  Japanese  imports. 
Thus  are  Japan  and  the  U.  S. 


caught  in  a  fatal  embrace.  "The 
U.  S.  borrows  ft'om  Japan  to  buy 
imports,  and  Japan's  exporters 
use  the  pr-ofits  to  build  mor'e  ca- 
pacity to  sell  to  the  United 
States,"  says  Clyde  V. 
Prestowitz,  president  of  the  Eco- 
nomic Strategy  Institute,  a 
Washington  think  tank.  "Any 
breakdown  in  the  flow  threatens 
the  global  economy."  That's  be- 
cause loss  of  Japanese  funds 
would  likely  for-ce  interest-rate 
hikes  in  the  U.  S.  and  crimp  glob- 
al liquidity.  So  despite  Washing- 
ton's r-hetoric,  the  U.  S.  can  only 
go  so  fai'  in  prying  change  out  of 
Japan.  "If  Japan  did  what  the 
U.S.  says  it  wants  Japan  to  do, 
tliere  would  be  tremendous  eco- 
nomic upheaval  in  Japan,"  says 
R.  Taggart  Murphy,  author  of 
The  Weight  of  the  Yen. 

The  U.  S.  has,  of  course,  ex- 
tr-acted  many  reforms  and  conces- 
sions fr-om  Japan  over  the  years.  But 
they  have  been  piecemeal.  Japanese 
leaders,  used  to  being  led  by  the  nose 
by  bui'eaucrats,  lack  the  expertise  to 
do  the  bureaucrats'  work.  And  the 
MOF  is  so  weakened  by  recent  scan- 
dals and  its  economic  mismanagement 
that  it  is  afi-aid  to  do  anything.  Be- 
sides, Japanese  elites  know  the  score. 
"Ther-e  is  not  a  single  official  in  the 
MOF  who  knows  a  world  wher-e  the 
U.  S.  doesn't  bail  out  Japan,"  says  a 
for-mer  vice-ministei-  of  finance.  Blame 
for  Tokyo's  failui'e  to  deal  with  its 
globally  debilitating  r-ecession  and 
banking  crisis  doesn't  only  rest  with 
its  pai-alyzed  decision  makers.  It  is 
shared  by  Washington's  readiness  to 
keep  Japan  Inc.  in  business. 

Neff  is  a  contributing  editor  based 
in  Japan. 


HIGH-TECH  GIANTS 
ON  THE  ROPES 


They're  getting  pummeled 
by  price  erosion,  shrinking 
markets,  and  smaller, 
nimbler  outfits 

Hidetaka  Yamamoto,  a  computer 
engineer  at  Toshiba  Corp.,  heads 
an  elite  product  development  unit 
with  a  long  list  of  achievements. 
Backed  by  an  annual  budget  of  $100 
million,  his  gi'oup  helped  create  Toshiba's 
hit  digital  videodisk  (nVD)  players,  its 
Libretto  notebook  P('s,  a  clevei'  interac- 


Special  Report 


tive  TV  scheme,  and  two  dozen  other 
digital  offerings. 

These  triumphs  have  generated  a  lot 
of  buzz  inside  Toshiba.  There's  just  one 
small  blot  on  Yamamoto's  record:  None 
of  the  products  cascading  ft-om  his  unit 
has  contributed  a  penny  in  profits  to 
Toshiba,  whose  Japan  operations  just 
posted  a  $53.3  million  loss  for  the  first 
half  of  fiscal  1998,  ended  last  September. 
(Revenues  were  down  12%,  to  $11.9  bil- 

T4  BUSINESS  WEEK  /  NOVEMBER  30,  1998 


lion.)  Now,  to  cut  costs,  Yamamoto  is 
slasliing  the  number  of  projects  by  two- 
thirds  and  reducing  his  staff  of  130  by 
nearly  half.  "We've  just  started  to  de- 
velop a  new  business,"  he  laments.  "But 
in  the  current  climate,  we  have  to  be 
profitable  or  die." 

It's  a  lament  heard  all  across  Japan's 
high-tech  landscape.  Fierce  competition 
has  stripped  away  profit  margins  on 
most  consumer  products — even  glam- 
orous new  gizmos  such  as  dvds.  Foreign 
companies,  led  by  Microsoft,  dominate 
personal-computer  software  and  net- 
working. Japanese  giants  still  have  a 
tight  giip  on  big-ticket  items  such  as 
electric  power  plants,  high-speed  trains, 
and  mighty  mainframe  computers.  But 
after  six  years  of  economic  funk,  de- 
mand for  these  products  has  shriveled. 

That  has  taken  a  toll  on  heavy  in- 
dustrial suppliers  and  gadget  makers 
alike.  Hitachi  Ltd.,  the  tech  sector's 
biggest  basket  case,  slid  $1.03  billion 
into  the  red  for  the  fii"st  fiscal  half.  The 
loss  could  double  by  the  time  Hitachi 
closes  its  books  on  Mar  31,  1999.  Fujit- 
su Ltd.  and  Mitsubishi  Electric  Corp 
are  struggling  to  eke  out  slim  profits, 
while  NE(;  Corp.  will  probably  show  a 


BRIGHT  SPC 
Fujitsu  flat-par;] 
displays  light  u! 
the  New  York 
Stock  Exchangi 

loss  next  Mai 
Even  Sony  Ci 
which  posted  reu 
profits  in  1997, 
pects  pretax  pn 
for  the  full  yeah 
sink  62%. 

The  contrast 
the  U.  S.  couldii' 
more  stark.  Just 
at  mai'ket  capilii 
tion.  Between 
and  1997,  the 
of  America's  toj 
information-techi 
gy  companies  si  i 
300%,  accordin: 
merger-and-ac(  i 
tion  investment 
Broadview  Inti 
tional  in  Fort  . 
N.J.,  fi-oiTi  $230  billion  to  $915  hi\}i 
Mai'ket  cap  for  Japan's  top  compani' 
this  sector  actually  dropped  59f 
the  same  time,  from  $380  billion  to 
billion,  Broadview  reports. 

Although  the  specifics  vary,  a 
Japan's  major  electronics  playersiii 
struggling  with  similar  challei 
bloated  payrolls  and  bureaucratic 
agement  hierarchies,  severe  price 
sion  in  consumer  markets,  and  a 
of  new,  drop-dead  products  that  ^ 
out  from  the  noise. 

But  the  worst  is  yet  to  come 
the  financial  sector  stagnating  and 
sumer  confidence  at  an  all-time 
Japan's  domestic  economy  may  si 
2%  this  year.  In  Koi-ea  and  Soutl 
Asia,     meanwhile,  recession 
squelched  demand  for  Japanese 
tronic  components  and  capital  gi 
Without  that  outlet,  Japan's  electr 
makers  have  little  hope  of  expo 
their  way  back  to  health. 
"SCRAP  AND  BUILD."  Now,  for  the 
time,  economists  are  discussing  the  ^ 
sibility  of  bankinptcies  among  bluf 
sogo  manufacturers — vertically 
grated  electronics  giants  like  TosK! 
Hitachi,  and  Mitsubishi,  that 
everything  from  chips  and  batteri 
power  plants  and  automated  asse 
plants.  "The  old  system  isn't  workii 
we  have  to  scrap  and  build," 
Masahiro  Akutsu,  a  senior  reseaf 
at  the  Mitsubishi  Research  Ins(i 


(of/ 


and  author  of  several  books  on  tlj 
dustry.  "For  that  to  happen,  we 
some  failures  among  the  sogo  c(  pa 
nies."  Unlike  Japan's  ailing  banki 
electronics  giants  aren't  consid 
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Morgan  Stanley  Dean  Witter  European  Growth  Fund  Class  B 

(AMONG  819  INTERNATIONAL  EQUITY  FUNDS) 

Morgan  Stanley  Dean  Witter  Prime  Income  Trust* 

(AMONG  1,491  TAXABLE  BOND  FUNDS) 

**** 


Morgan  Stanley  Dean  Witter  American  Value  Fund  Class  B 

(AMONG  2,678  DOMESTIC  EOUITY  FUNDS) 

Morgan  Stanley  Dean  Witter  Balanced  Growth  Fund  Class  C 

(AMONG  2,678  DOMESTIC  EQUITY  FUNDS) 

Morgan  Stanley  Dean  Witter  Dividend  Growth  Securities  Class  B 
(AMONG  2,678  DOMESTIC  EQUITY  FUNDS) 

Morgan  Stanley  Dean  Witter  Global  Dividend  Growth  Securities  Class  B 

(AMONG  819  INTERNATIONAL  EQUITY  FUNDS) 

Morgan  Stanley  Dean  Witter  Global  Utilities  Fund  Class  B 

(AMONG  819  INTERNATIONAL  EQUITY  FUNDS) 

Morgan  Stanley  Dean  Witter  Diversified  Income  Trust  Class  B 

(AMONG  1 ,491  TAXABLE  BOND  FUNDS) 

Morgan  Stanley  Dean  Witter  Short-Term  Bond  Fund 

(AMONG  1,491  TAXABLE  BOND  FUNDS) 

Morgan  Stanley  Dean  Witter  World  Wide  Income  Trust  Class  B 
(AMONG  1 ,491  TAXABLE  BOND  FUNDS) 

Morgan  Stanley  Dean  Witter  Tax-Exempt  Securities  Trust  Class  D 

(AMONG  1,581  MUNICIPAL  BOND  FUNDS) 


Overall  Morningstar  Ratings  as  of  9/30/98 


Now  the  only  question  is:  Which  ones  are  best  for  you? 

Call  1-800-THE-DEAN  to  talk  to  one  of  our  Financial  Advisors  today. 


Measuring  Success  One  Investor  At  A  Time™ 

MORGAN  STANLEY  DEAN  WITTER 

ti  mber,  past  performance  cannot  guarantee  future  results.  You  may  have  a  loss  or  gain  when  you  sell  your  shares, 
m  securities  and  markets  pose  different  and  possibly  greater  risks  than  those  customarily  associated  with 


I  ^tic  securities,  including  currency  fluctuations  and  political  instability',  www.deanwitter.com/funds 


suit  of  market  volatility,  current  performance  may  vary  from  what  It  was  during  the  period  in  which  the  ratings  were  assigned. 

our  free  brochures  and  prospectuses,  which  contain  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectuses  carefully  before  you  invest  or 

loney 

1*  gstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  September  30, 1998.  Overall  ratings  are  calculated  from  the  fund's  3-,  5-  and  10- 
erage  annual  total  returns  (when  applicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate  fee  adjustments)  and  a  risk  factor  that  reflects  fund  per- 
ces  below  90-day  T-bill  returns.  These  ratings  are  subject  to  change  each  month.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars,  the  next 

'  receive  4  stars  and  the  next  35%  receive  3  stars.  European  Grovrth  Fund  Class  B  received  5  stars  for  5  years  (of  359  international  equity  funds)  and  3  years  (of 

'  :ds).  Prime  Income  Trust  received  5  stars  for  5  years  (of  940  taxable  bond  funds)  and  3  years  (of  1 ,491  funds).  American  Value  Fund  Class  B  received  5  stars  for 
s  (of  713  domestic  equity  funds),  3  stars  for  5  years  (of  1,584  funds)  and  4  stars  for  3  years  (of  2,678  funds).  Balanced  Growth  Fund  Class  C  received  4  stars 

"  ars  (of  2,678  domestic  equity  funds).  Dividend  Growth  Securities  Class  B  received  4  stars  for  10  years  (of  713  domestic  equity  funds),  5  years  (of  1,584  funds) 
ears  (of  2,678  funds).  Global  Dividend  Growth  Securities  Class  B  received  4  stars  tor  5  years  (of  359  international  equity  funds)  and  3  years  (of  819  funds), 
'tilities  Fund  Class  B  received  4  stars  for  3  years  (of  819  international  equity  funds).  Diversified  Income  Trust  Class  B  received  4  stars  for  5  years  (of  940  taxable 
nds)  and  3  stars  for  3  years  (of  1 ,491  funds).  Short-Term  Bond  Fund  received  4  stars  for  3  years  (of  1 ,491  taxable  bond  funds).  World  Wide  Income  Trust  Class 

[•  'ed  4  stars  for  5  years  (of  940  taxable  bond  funds)  and  5  stars  for  3  years  (of  1 ,491  funds).  Tax-Exempt  Securities  Trust  Class  D  received  4  stars  for  1 0  years  (of 

i-  nicipal  bond  funds)  and  3  years  (of  1 ,581  funds)  and  5  stars  for  5  years  (of  943  funds).  Ratings  are  for  the  share  classes  indicated:  other  share  class  ratings 

a  y.  Past  performance  is  no  guarantee  of  future  results. 
;s  not  expected  to  be  any  secondary  trading  market  in  shares  of  Prime  Income  Trust,  which  is  a  continuously  offered  closed-end  fund.  Investors  should  consider 

e  t  an  illiquid  investment.  However  each  quarter  the  Trust  will  consider  making  tender  offers  for  shares  at  net  asset  value, 

!0i  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Dean  Witter  Reynolds  Inc.  member  SIPC. 

©  199S  Morgan  Stanle)'  Dean  Witter  Distributors  Inc.  Member  SIPC. 


answers. 


ts  in  over  100  countries.  We've  even  turned  bur  experience  in  solving  tough  problems  into  leading-edge  to^i 


r 


s  in  time  and  money.  For  more  answers,  better  answers,  reach  us  at  www.compaq.com/do  or  1-800-AT-COMPAQ. 


JAPAN'S  HIGH-TECH 
BALANCE  SHEET 


MERITS 


=r       ►  World-class  manufacturing 

'gl^T^  ^      market  share  in  key 
'"T^ ;  components 

►  Well-funded  corporate  labs 

►  Educated,  motivated  labor  fori 


DEMERITS 


►  Weak  grasp  of  PC  software/ 
networking 

►  Depressed  domestic  economy 

►  Poor  management  of  research 

►  Dearth  of  venture-capital 
funding 


SmMPED 

Foreign  companies, 
led  by  Microsoft, 
dominate  personal- 
computer  software 


mergers,  much 
less  acquisition 
by  foreign 
competitors. 
But  that  day 
could  come. 
"Toshiba  and 


Hitachi  have  a  lot  of  expertise  that 
would  be  very  attractive  for  U.  S.  com- 
puter companies,"  notes  Hiroshi  Inose, 
director  general  of  the  National  Center 
for  Science  Information  Systems  and 
head  of  the  Education  Ministiy's  Sci- 
ence Council. 

For  decades,  the  sogo  makers  grew 
and  diversified  through  internal  expan- 
sion. Constantly  adding  new  manufac- 
turing units  for  parts,  products,  and  as- 
sembly systems,  they  developed  into 
industrial  one-stop  shopping  centers, 
cushioned  all  the  while  by  dependable 


Special  Report 


contracts  from  government  agencies  and 
from  companies  in  their  respective 
keiretsn — interdependent  chains  of  tight- 
ly linked  businesses. 

Superficially,  these  giants  resembled 
General  Electric  Co.  and  IBM.  But  there 
was  no  Jack  Welch  or  Lou  Gerstner  to 
keep  an  unforgiving  eye  on  the  bottom 
line.  In  Japan,  top  brass  didn't  worry 
much  if  a  few  units  posted  losses.  As 
long  as  the  economy  grew,  they  could 
offset  red  ink  in  one  division  with  prof- 
its in  another. 

Now,  the  long  recession  has  ripped 
the  logic  from  this  integi'ated  business 
model.  By  the  mid-1990s,  unable  to 
mask  the  red  ink,  all  the  large  players 
had  shuttered  some  production  lines. 
But  top  management  at  most  compa- 
nies was  paralyzed.  Bound  by  social  and 


cultural  constraints,  none  has  carried 
out  the  necessary  bloodletting.  In  Sep- 
tember, Hitachi  President  Tsutomu 
Kanai  declared  that  his  company  was 
facing  "its  worst  crisis  in  histoiy."  But 
his  plans  to  restructure  the  company's 
workforce  involved  shedding  just  4,000 
jobs  out  of  71,000. 

Smaller  electronics  players  are  in  bet- 
ter shape.  Sanyo  Electric  Co.,  a  medi- 
um-size Osaka-based  electronics  compa- 
ny, has  weathered  the  recession  by 
hewing  to  a  few  key  components,  such 
as  solar  cells  and  pickups  for  computer 
CD-ROMS.  To  sm-vive,  says  Fusao  Terada, 
head  of  Sanyo's  research  and  develop- 
ment, "companies  must  concentrate  on 
core  areas  of  business."  That  has 
worked  in  Sanyo's  case.  With  no  expo- 
siu'e  to  memoiy  chips,  it  has  managed 
to  keep  sales  at  least  flat,  and  its  shai'es 
are  suddenly  looking  attractive  to  in- 
vestors. Without  the  crippling  overhead 
that  vertical  integi'ation  brings,  small 
and  fleet-footed  high-tech  companies 
have  outmaneuvered  the  giants  in  bur- 
geoning niches. 

The  growing  rift  between  large  and 
small  was  on  display  at  the  annual 
Japan  Electronics  Show  in  October. 
Sony,  Fujitsu,  and  Matsushita  Electric 
Industrial  Co.,  maker  of  Panasonic 
goods,  wowed  the  crowds  with  innova- 
tive gadgets,  from  ultrathin  PCs  and 
palm-size  cell  phones  to  dazzling  flat- 
panel  displays.  But  the  real  stars  were 
the  smaller,  specialized  companies  like 
Murata  Manufacturing  Co.,  which  em- 
ploys 4,500  staff  in  Tenjin,  near  Kyoto. 
Japan's  largest  maker  of  ceramic  capac- 
itors, or  condensers,  used  to  control 
electric  flow,  Murata  showed  off  its  lat- 
est devices  for  digital  television  and 
next-generation  cell  phones. 

Players  large  and  small,  however,  ai'e 


struggling  to  become  more  compel 
globally.  In  this  task,  their  problems  k 
gin  with  an  education  system  that-ie 
spite  calls  for  reform — stresses  ' 
learning  at  the  expense  of  creati 
That  worked  fine  when  all  a  large  i 
pany  required  was  obedient,  self-s 
ficing  workers.  But  now,  businesses 
talented  engineers  and  managers 
can  take  risks. 

RESEARCH  GAP.  If  the  large  electro 
makers  hope  to  bounce  back,  the\ 
also  need  to  expand  their  science 
technology  base.  In  Japan,  pri 
companies  account  for  80%  of  the  l 
try's  R&D  spending.  But  they  poui 
bulk  of  it,  62%,  into  projects  aimt 
commercial  products,  according  tt 
latest  survey  by  the  Managemei 
Coordination  Agency  in  Tokyo. 
24%  of  the  funds  go  to  foster  pre  : 
mercial  knowhow,  with  basic  rese' 
receiving  a  measly  14%.  In  the  1 
by  contrast,  universities  and  go\ 
ment  institutes  account  for  64%  of 
R&D  spending. 

It  will  be  some  time  before  une 
sities  are  able  to  fill  the  gap.  \' 
the  Education  Ministry  is  spruciri 
university  research  laboratories 
providing  funding  to  boost  the  nu 
of  PhDs  awarded,  schools  still  lacl 
ficient  funds  to  conduct  breakthi 
research. 

Kenichi  Aral,  a  molecular  biol: 
who  heads  the  University  of  To 
Institute  of  Medical  Science,  dcii 
hold  out  much  hope  for  quick  ch?g 
"Japan  still  has  a  feudal  mind  - 
he  says.  "That  was  fine  during 
catch-up  period,  but  it's  not  goii 
help  us  to  develop  new  indus."i 
for  the  next  centm-y."  Time  for  thfe 
dal  era  to  end. 

By  Irene  M.  Kimii  /«  'k 
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ime  to  push  the 

success  button 

The  AT&T  Direct®  Service  Speed  Dial  Button 

The  fast  and  easy  way  to  call  worldwide  from  overseas.  And  share  the  big  win 

with  the  home  office. 

s        all        within        your        reach.       f~     ^  i^TfilT 


re  fast 


Calling  the  world  from  many  foreign  hotels  is  as  eas)a 
pushing  a  button.  With  the  world's  most  powerful  network 
AT&T  Direct'  Service  Speed  Dial  Button  conn 

you  automatically  from  your  room  to  the  boardroom. You 
even  use  your  AT&T  Calling  Card  or  any  of  these  cr 
cards.  Like  they  say  good  news  travels  fast. 


www.att.com/travelt 


•9I 


Use  the  AT&T  Direct  Service  Speed  Dial  Button  at  these  fine  hotels: 


■ .  * 


Holiday  Inn  Tokyo 
Commercial  Center 
HOLIDM  INN 
WORLDWIDE 
Tokyo,  Japan 
Tel.:  8 1  3  3553  6161 


Convenient  central  location: 
close  to  Tokyo  Central  Station 
(Bullet  Train  Terminal)  and 
Tokyo  City  Air  Terminal;  1.5km 
to  Ginza,  Kabuki  Theater 
Tokyo  Forum  Convention  Center 
Subway  station  right  off  the 
Hotel's  doorway;  four  stops 
to  Akihabara  Electric  City. 
Restaurant  and  bar  meeting/ 
conference  room  for  60  guests 
maximum.  119  guest  rooms. 
Rooftop  swimming  pool.  Room 
upgrade  sub|ect  to  availability. 


^  -\^o(uSxu3  Tokyo 

Commercial  Center 


1 

! 
1 

i 
! 

i 

! 

! 
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Pathumwan  Princess 
Hotel 
ROYAL  PRINCESS 
HOTEL  &  RESORT 
Bangkok,Thailand 
Tel.:  662  216  37009 


Centrally  located,  witi 
easy  reach  of  the  businl 
district  the  Pathumwan  PrincJ 
Hotel  features  a  well-equipd 
Business  Center,  secretarial  s| 
vices,  fax,  e-mail,  data  ports  ; 
access  to  flight  reconfirmatid 
In  fact,  you'll  find  everythj' 
you  need  for  a  pleasant  jI 
productive  stay. 


0  n 


t's        all        within        your  reach 

Iredn  card  calling  subject  to  availability  Payment  terms  sub)ect  to  your  credit  card  agreement  Collect  calling  is  available  to  the  US.  only 


ATsr 


he    button  that 


World  Trade  Center 
Grand  Hotel  Zhejiang 

Hang  Zhou,  China 
Tel.:  86  571  7990888 

Located  in  the  heart  of  Hang  Zhou's  business  and  educational 

;nters,a  short  drive  iVom  West  Lake  and  a  half-hour  from  the  airport. 

le  5-star,  state-of-the-art  facility 
i  :ludes  a  hotel,  convention  center 

riety  of  meeting  and  banquet 
,  ■cms,  office  plaza  and  executive 

lors  for  the  business  traveler 


iili  if  tu- 


Novotel  Hefei 
ACCOR  ASIA  PACIFIC  HOTELS 
Hefei,  China 
Tel.:  86  551  288  7777 

Novotel  Hefei  is  an  international  4-star  hotel  situated  on  Wu  Hu 
Road,  opposite  the  Bao  Zheng  Memorial  Temple.  Whether  for 
business  or  leisure,  you  are  within 
an  easy  walk  to  the  heart  of  the 
city  by  wandering  through  the 

AccoR 

ASIA  PACIFIC 


side  streets  of  the  Bao  River 


SuCasa  Service  Apartments 
Kuala  Lumpur,  Malaysia 
Tel.:  603  451  3833 

^t  SuCasa,  you  can  enjoy  the  flexibility  of  weekly  monthly  or  long- 
n  stays.  Located  near  the  city  centre  and  close  to  offices, 
sassies  and  shopping  complexes,  our  180  one  and  two-bedroom 
es  are  fully  equipped  with 
hens,  lounges  and  dining  areas. 

11  enjoy  security,  card  room 
2SS.  and  our  wonderful  restau- 

,bar  and  swimming  pool. 


0 

SuCasa  Service  Apartments 


Conveniently  located  in  the 
downtown  commercial  and 
shopping  center,  only  15km 
from  Taichung  Airport,  Grand 
Formosa  Taichung  presents  a 
gourmet  paradise  with  eight 
restaurant  venues.  Cuisine  styles 
include  Cantonese,  Californian, 
Italian.  Caribbean.  Malaysian 
andTeppanyaki.We  also  provide 
24-hour  room  service. 


Grand  Formosa 
Taichung 
CF(AND  FORMOSA 
INTERNATIONAL  HOTELS 
Taichung,  Taiwan 
Tel.:  886  4  328  8000 


ft 


s        all        within        your  reach. 


The     button  that 


g 
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Oriental  Hotel 
Wuhan,  P.R.  China 
Tel.:  86  27  85888668  or  1868 

Located  just  20  minutes  from  the  airport.  Oriental  Hotel  is  an 
outstanding  example  of  18th-century  elegance  and  refinement. 
The  Royal  Garden  Atrium  seats  300  guests,  and  this  is  the  only  hotel 
in  the  city  that  features  a  touch  of 


continental  romance.  Our  multi- 
function rooms  are  equipped 
with  the  latest  amenities  to 
accommodate  any  event  in  style. 


tr  ^  +  1? 


Agora  Garden 
Taipei, Taiwan 
Tel.:  886  2  8780  5168 


Agora  Garden  is  an  elegant, 
Mediterranean-style  complex 
designed  with  your  needs  in 
mind. We  feature  213  beautifully 
appointed  apartments  with 
comprehensive  kitchenettes, 
along  with  a  gym.  swimming 
pool,  European-equipped  spa, 
and  superb  western  and 
Chinese  dining.  We  also  have 
state-of-the-art  conference 
and  office  facilities — all  within 
walking  distance  of  Taipei 
World  Trade  Center 


AGORA  GARDEN 


all  within 


Lakeshore  Hotel 
Hsin  Chu.Taiwan 
Tel.:  886  3  5203181 

Excellent  for  business  travelers.  Just  ten  minutes  away  from  H; 
Chu's  Science  Park  and  the  downtown  area.  Our  main  building  fac> 
the  park  and  lake  and  our  lovely  garden  area  looks  out  onto  beautift 
villas.  We  have  two  restaurants  which  serve  delicious  western  ,ir. 
Cantonese  food. We  also  offer  room  service,  a  business  center,  meetr 
and  banquet  room,  a  health  club 
with  swimming  pool,  free  shuttle  to 
downtown,  and  24-hour  security. 
Email:  tokeshoregmsp.hineLnet 
URL  hxip.i\vww.\Qkt$hor^.cam.\iN   


I 


This  deluxe.  5-star  hoti 
is  conveniently  located  ii 
downtown  Silom,  in  the  heai 
of  Bangkok's  major  busines 
,ind  entertainment  district,  ami 
overlooks  Lumpini  Park 
green  oasis  in  the  midst  of  thilU 
city.This  hotel  has  384  superioj*. 
rooms.  I  19  landmark  suites  an( 
30  heritage  suites. 


The  DusitThani 
Bangkok 
LEADING  HOTELS 

OF  THE  WORLD 
Bangkok,Thailand 
Tel.:  662  236  0450  9 


your 


reach 


1 1 998  AT&T  All  Rights  Reserved 


jhe  Corporation 


iTRUCTURINGS 


AN  CALLAWAY 
IND  THE  GREEN? 

h  sales  of  its  Big  Bertha  club  off,  it's  struggling 


Ion't  ask  Ely  Callaway  if  he's  too 
old  to  return  as  chief  executive  of 
the  world's  lai'gest  golf-equipment 
maker.  At  79 — or,  as  he's  quick 
lint  out,  79V. — he  has  lost  none  of 
rive.  "It's  reinvigorating,"  Callaway 
111'  his  October  comeback,  'Z'A  years 
lie  stepped  aside,  to  rescue  the 
lany  he  founded  16  years  ago.  Be- 
.,  as  board  chairman,  he  already 
coming  to  work  at  8  a.m.  every 
He  just  stays  later  now.  Adds  Call- 
""s  physician,  Dr.  Joseph  A.  Capozzi: 
at  least  20  years  younger  than 
hronological  age." 
luthful  vigor  will  come  in  handy, 
Jallaway  Golf  Co.'s  ball  has  landed 
sand  trap.  Its  difficulties  go  far  be- 
the  fallout  from  the  financial  crisis 
sia,  a  region  that  accounts  for  more 
20%  of  Callaway's  sales,  and  last 
er's  El  Nino-dampened  weather, 
certainly  help  explain  an  expected 
slide  in  industrywide  club  ship- 
to  $2  billion  this  year.  But  Call- 
's problems  ai'e  of  a  different  order: 
income  plunged  84%  in  the  thu-d 


quarter,  to  $5.8  million,  as  sales  slid 
33%,  to  $172.9  million.  "They're  sicker 
than  the  industiy  in  total,"  says  George 
Montgomery,  president  and  CEO  of 
archrival  Taylor  Made  Golf  Co. 

The  deeper  problem  for  Callaway  is 
that  while  management  focused  on  an 
ill-fated  expansion  into  ancillaiy  busi- 
nesses, its  key  franchise — the  Big 
Bertha  line  of  metal 
woods — rapidly  lost 
share  in  a  market 
that  had  gTown  satu- 
rated. In  U.  S. 
woods,  Callaway's 
share  sank  to  33%' 
last  September,  fi-om 
49%  in  October,  1997, 
according  to  industiy 
estimates.  In  part, 
that's  because  up- 
start rivals  Orlimar 
Golf  Equipment  Co. 
of  Haywood,  Calif., 
and  Adams  Golf  Inc. 
of  Piano,  Tex.,  have 
grabbed  a  combined 
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BACK  TO  THE  FUTURE:  Callaway,  79, 
returned  as  CEO  in  October 

share  of  22%  in  woods  in  September, 
ft'om  zero  a  year  earliei*.  Although  Call- 
away remains  the  top  maker  of  woods 
and  "ii-ons,  with  1997  sales  of  $842.9  mil- 
lion and  operating  income  of  $221.2  mil- 
lion, it's  slipping  fast.  This  year,  ana- 
lyst Shawn  C.  Milne  of  Hambrecht  & 
Quist  projects  sales  of  $691  milhon  sales 
and  operating  income  of  just  $50  million. 
PRICEY  STICKS.  The  reason:  In  the  eai-ly 
1990s,  Callaway  prospered  thanks  to  the 
large,  heavy  heads  on  its  Big  Bertha 
clubs.  Those  heads  provide  a  bigger 
"sweet  spot,"  helping  golfers  hit  balls 
farther  and  straighter.  But  they've  been 
widely  imitated,  and  many  avid  golfers 
now  have  all  the  newfangled  clubs  they 
need.  Also,  Callaway's  premium  prices 
left  a  big  opening  for  newcomers.  Call- 
away cut  prices  on  its  metal  woods  by 
11%  to  17%-  in  May,  but  they're  still  high- 
er than  rivals.  Many  first-time  golfers 
balk  at  paying  more  than  $400  for  the 
costliest  Big  Berthas.  Nomi  Schifman, 
48,  a  computer  executive  shopping  for 
clubs  at  Las  Vegas  Discoimt  Golf  &  Ten- 
nis in  the  Westwood  neighborhood  of 
Los  Angeles,  figiu'es  he  saved  hundreds 
of  dollai's  going  with  King  Cobras  fi-om 
Fortune  Brands  Inc.  "The  featm-es  at- 
tracted me  to  Callaway,  but . . .  the  costs 
jump  out  at  you  ]:)retty  fast,"  he  says. 

To  stem  its  market-share  slide,  Call- 
away now  must  show  it  can  regain  an 
innovative  edge.  A  lot  rests  on  new 
clubs  expected  fi-om  Callaway  in  Janu- 
ary. Ely  Callaway  won't  comment  on 
them  except  to  say  the  company  won't 
abandon  its  focus  on  bigger  club  faces. 

Meanwhile,  Callaway  has  wasted  no 
time  addressing  the  company's  prob- 
lems since  returning  as  CEO,  at  the 
board's  request,  on  Oct.  15.  On  Nov.  11, 
he  said  he  would  slash  about  700  jobs, 
or  24%  of  the  workforce,  by  yearend. 

And  he  ousted  Don- 
ald H.  Dye,  56,  a 
longtime  associate 
who  became  ceo  in 
May,  1996.  Dye  took 
the  fall  for  not 
puUing  the  plug  soon 
enough  on  overly 
ambitious  invest- 
ments in  interactive 
Web  sites,  golf-book 
publishing,  and  com- 
puterized swing- 
analysis  centers. 
Those  ventures  in- 
volved big  up-front 
costs  and  would  have 
taken  years  to  pay 
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off,  if  ever.  All  are  now  being  closi. 

As  chainnan,  Callaway  signed  off  n 
those  investments.  "We  were  too  oi- 
mistic  about  our  abilities,"  he  ackncl- 
edges.  At  least  one  big  investor  say? 
is  satisfied  with  the  restructuring  th 
now  in  place.  But  Pat  Becker,  the  c 
investment  officer  of  Becker  Ca]j 
Management  Inc.  in  Portland,  Ore.,  s 
he  views  Callaway's  return  as  a  sin 
term  solution.  "He's  been  a  great  vis 
ary  and  mai'keting  guy,  but  I  think  t 
have  to  get  somebody  [else]  in  thert 
they  don't,  it  suggests  that  they're  u]) 
sale,"  says  Becker,  whose  company  hi 
about  1.3  million  shai'es.  Investors  ■ 
tainly  seem  happien  After  sliding  frci 
1997  high  of  38  to  10!4  in  October, 
stock  has  jum{)ed  20%,  to  about  12,  ^ 
Callaway's  return. 

LEVERAGE.  Callaway's  biggest  gan. 
now  is  a  bid  to  enter  the  ultracomj: 
tive  golf  ball  market.  That  $1  bil 
global  business  is  more  stable  t 
clubs,  since  players  can  forgo  bu\ 
new  clubs  but  not  balls.  And  with  | 
tax  profits  of  up  to  25%,  it's  lucratt 
But  it  is  dominated  by  a  handful  oi!i 
ants,  including  Spalding  and  Fori 
Brands'  Titleist.  Wliat's  more,  Nike 
Taylor  Made,  a  unit  of  Gennany's  . 
das-Salomon,  also  plan  to  enter  the  i 
That  could  shaiply  sUce  margins.  "T 
see  a  flood  of  new  balls,  and  whei 
Callaway  can  get  enough  shai"e  rem 
to  be  seen,"  says  Milne. 

Still,  Becker  and  others  argue 
Callaway's  move  into  golf  balls,  n 
likely  in  Januai-y,  2000,  could  effecti 
leverage  its  brand  name.  It  cert;i 
makes  more  sense  than  interac 
games  and  design  centers,  they  say. 
one  thing,  golf  balls  involve  equipii 
and  manufacturing,  not  Web  sites 
real  estate.  Callaway  plans  a  direct 
tack  on  Titleist,  the  top  maker  of 
mium  balls,  with  a  ball  that  it  cl; 
will  have  a  superior  "feel  and  S( 
and  control."  The  pressure  is  intent^; 
come  up  with  some  sort  of  edge:  ( ! 
away  is  spending  $150  miUion  to  de 
and  develop  the  baU  and  build  a  198, 
square-foot  plant  down  the  street  1- 
its  Carlsbad  (Calif.)  headquarters. 

Callaway  asseits  that  despite  the  > 
pany's  downtimi,  fundamentals — sue 
an  aging  population  that  tends  to  s] 
more  on  golf — ai'e  fiiTnly  in  place  1 
tm-nai'ound.  "The  company  can  be 
on  its  way  where  it  ought  to  be,  easi 
two  years,"  he  says.  But  that  ma.  I 
wishful  thinking.  The  course  suddi 
has  grown  crowded,  and  the  next  rn 
wiW  not  be  as  forgiving. 

By  Steven  V.  I 
in  Carlsbad,  ( 
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EXPENSIVE  LOSERS:  Despite  a  dismal  season,  the  Redskins  could  fetch  over  $500  million 


FOOTBALL 


WHY  PETER  ANGELOS 
WANTS  THE  REDSKINS 

It's  got  as  much  to  do  with  baseball  as  it  does  with  football 


It's  no  big  deal  anymore  when  Balti- 
more lawyer  Peter  G.  Angelos  peels 
off  a  few  million  bucks  and  annexes 
another  piece  of  his  beloved  hometown. 
Last  week,  he  bought  a  237-acre  horse 
fann  a  few  fiu'longs  from  the  city  line. 
That  came  on  the  heels  of  news  that  he's 
financing  a  splashy  new  downtown  build- 
ing to  be  adorned  with  a  Times  Square- 
style  news  ticker  Count  on  that  ticker-  to 
dish  up  the  latest  on  the  Baltimore  Oii- 
oles — Angelos  owns  them,  too. 

But  many  in  Baltimoi'e  were  siuprised 
when  Angelos  revealed  that  he  had  his 
sights  on  the  WasMngton  Redskins.  "Am 


I  serious?  Of  coiu'se  I'm  serious 


says 
law  office. 
Inner  Hai- 


Angelos  fi'om  his  22nd-flooi 
where  the  view  of  Baltimor-e';- 
boj-  goes  on  for  miles. 

The  estate  of  late  owner  Jack  Kent 
Cooke  is  selling  the  team  and  the  80,116- 
seat  Jack  Kent  Cooke  Stadium  in  a 
Washington  subm'b  for  a  price  expected 
to  top  .$500  million.  A  deadline  of  Nov.  Z.i 
has  been  set  for  initial  bids. 

As  many  as  10  investor  gi-oups  could 
bid,  including  New  York  real  estate  and 
banking  baron  Howard  Milstein;  Daniel 
Snyder,  the  33-year-old  founder  of  a 
Maiyland  communications  company;  and 
John  Kent  Cooke,  president  of  the  Red- 
skins and  son  of  the  late  owner.  To  that 
list,  add  Angelos,  a  shrewd  tn'al  lawyer 
from  East  Baltimore  who  made  his  foi'- 


time  extracting  rich  settlements  on  behalf 
of  sliipyard  workei*s  exposed  to  asbestos. 
Tliat  undeiwote  his  pur-chase  of  the  Ori- 
oles in  1993  for  $173  milhon,  then  a 
record  for  a  ball  club. 

Now,  Angelos  is  neaiing  another  mam- 
moth payday.  For  his  work  on  Mary- 
land's lawsuit  against  the  tobacco  indus- 
try, Angelos,  69,  stands  to 
collect  12.5%,  or  as  much 
as  $500  million  over  the 
next  25  yeai-s.  Sm-e,  he  may 
have  the  cash  to  buy  the 
Redskins.  But  in  Baltimore, 
Pete-watchers  are  wonder- 
ing why  he  would  want  to. 

This  hard  scrabble  city 
and  the  nation's  austere 
capital,  though  a  mere  37 
miles  apart,  have  never 
been  especially  chummy. 
Novelist  Tom  Clancy,  a  Bal- 
timore native  who  was 
raised  on  the  Baltimore 
Colts,  summed  it  up  once.  During  the 
years  the  city  had  no  NFL  fi-anchise,  he 
was  asked  if  he'd  ever  i-oot  for  the  Red- 
skins. Clancy  replied:  "I'd  sell  my  chil- 
dren to  the  gypsies  fh-st." 

For  his  part,  Angelos  insists  that  he 
simply  sees  the  Redskins  as  a  business 
deal.  The  team  has  sold  out  every  home 
game  since  1966  and  rakes  in  its  shai'e  of 
a  new  TV  deal  that  pays  the  nfl  $17.6 


ANGELOS:  A  fat  pay- 
day from  tobacco? 


billion  over  8  yeai's.  "Why  wouldn't  i 
interested  in  an  economically  succes 
franchise?"  says  Angelos. 
BASEBALL  PITCK  In  addition,  ovming 
Skins  might  help  Angelos  address  a 
tentially  sei-ious  problem  facing  the 
oles.  The  club  draws  roughly  25%  o 
3.5  million  annual  attendance  fi-om 
Washington  area,  fans  the  team  risk^ 
ing  if  Major  League  Baseball  pemii 
fi-anchise  to  move  to  Northern  Vii-g 
Baseball  moves  are  rare — no  team  a. 
relocated  since  Washington  lost  its  f  n- 
chise  in  1972.  But  Northern  Yhy 
keeps  comirig  up  as  a  potential  honn 
the  i-evenue-stai-ved  Montreal  Expo; 
1996,  when  Maryland  wa*^  approving  i 
ey  for-  impr-ovements  ai-ound  Cooke 
dium,  Angelos  worked  behind  the  scit 
to  win  a  provision  effectively  elimiit 
ing  the  facility  as  a  teri' 
r-ary  home  for  an  MLB  ( 

"If  he  owned  the 
skins,  I  believe  it  wl 
help  him  block  a  basa 
team  in  the  metropolj 
Washington  area," 
Thomas  V.  "Mike" 
Ji-.,  pi-esident  of  the 
land  state  senate  ar|" 
longtime  Redskins  se^)^ 
ticket  holder  "He'd  ha\  a 
inoi-dinate  amount  of  ijiv 
ence.  Fact  is,  he'd  be 
of  the  fi'anchises  in 
Wasliington  r-egion." 
In  fact,  Angelos'  bid  faces  obstE 
NFL  lilies  bar  "cross-ownei'ship": 
trolling  owners  can't  acquir-e  tean 
other  pro  leagues.  One  exception  i 
ovmers  seeking  more  teams  in  the 
market.  Angelos  contends  that  the 
oles  and  Redskins  ai-e  in  the  same  ia 
ket.  The  league  disagi-ees.  But  if  AnJl< 
knows  how  to  do  anything,  it's  negoi 

By  Mark  Hyman  in  Baltiw"' 
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dollars  Apotex  had  spent  on  LI. 

Since  then,  Olivieri  and  Apotex  have 
been  at  war.  Each  has  prominent  scien- 
tific supporters,  and  the  public  fight  is 
becoming  a  textbook  case  of  how  rela- 
tions can  go  wrong  between  scientists 
and  drag  companies.  It  is  also  feeding 
feai's  in  academe  that  special  interests — 
corporations,  lawyers,  or  others — are 
increasingly  willing  to  muzzle  dissenting 
researchers.  Last  year,  in  a  New  Eng- 
land Journal  of  Medicine  aiticle  entitled 
"The  Messenger  Under  Attack."  Dr. 
Richard  A.  Deyo  of  Seattle  called  for 
"prompt  and  unambiguous  responses 
ft'om  universities  and  professional  oi'ga- 
nizations"  to  back  researchers.  The 
Olivieri  affair  echoes  the  case  of  Dr. 
Betty  Dong — a  University  of  California 
researcher  who  fought  corporate 
lawyers  for  years  before  getting 
permission  last  year  to  publish 
negative  information  on  a  thy- 
roid drag  made  by  Knoll  Phar- 
maceutical Co. 

Between  Olivieri  and  Apotex, 
the  vitriol  is  flowing  both  ways. 
"She  is  wrong,"  asserts  Spino. 
He  says  Olivieri  is  "highly  opin- 
}    ionated,"  and  that  "if  you  don't 
see  things  the  way  she  wants, 
then  you're  wi'ong."  Olivieri's  tart 
response:  "They  underestimated  me 
as  a  woman  and  a  scientist.  They've 
underestimated  my  ability  to  say,  'No — 
I'm  not  going  to  be  bullied.'  These  peo- 
ple thought,  'We'll  just  railroad  this 
dumb-looking  little  blonde.'  Bloody  hell." 
Both  sides  have  threatened  legal  action, 
though  neither  has  moved  into  court. 
POTENTIAL.  For  all  the  current  rancor, 
the  collaboration  between  Olivieri  and 
Apotex  got  off  to  a  promising  start.  In 
the  late  1980s,  Olivieri,  a  Hai-vard  Uni- 
x  ersity-trained  researcher,  became  in- 
trigued with  deferiprone,  dubbed 
LI.  Reseaix'hers  at  Ciba-Geigy  Ltd. 
(now  Novartis)  had  rejected  it  foi- 
thalassemia,  a  kind  of  anemia,  be- 
cause of  such  side  effects  as  buth 
defects.  But  Olivieri  thought  it 
could  be  helpful.  In  199:^),  Apo- 
tex began  fimding  studies  de- 
signed by  Olivieri  in  which 
more  than  180  j^atients  in 
Toronto,  Montreal,  Phila- 
delphia, and  Italy. 

In    1995,  Olivieri 
published  an  upbeat 
New  England 
Journal  aiticle  on 
LI.  Its  potential 
seemed  enormous: 
Pills  could  replace 
infusions  that  thou- 
sands of  thalassemia 


Science  &  Technology 


patients  undergo  nightly  to 
cut  hazardous  u-on  levels. 

But  soon  after  her  upbeat 
1995  iindings,  Olivieri  began 
to  see  signs  that  LI  was  fail- 
ing in  longtime  users.  "I 
wanted  to  tell  the  patients 
there  was  a  problem,"  she 
says,  but  "business  interests 
prevented  that  from  hap- 
pening easily.  And  business 
interests  have  attempted  to 
cover  it  up."  Spino  denies 
any  covenap. 

The  case  is  hardly  that 
simple.  Officials  at  Apotex 
mustered  some  iinpressive 
scientists  who  said  Olivieri 
was  mistaken.  A  dozen  sci- 
entists— some  involved  in 
the  tests,  some  not — looked 
over  her  data.  "The  data  we 
had  did  not  substantiate  the 
claim  that  there  was  a  loss 
of  efficacy,"  says  Dr.  Elias 
Schwartz,  a  hematologist  at 
Alfred  I.  duPont  Hospital  for  Children 
in  Wilmington,  Del. 

The  scientific  issues  are  not  cleai-cut. 
Even  one  of  Olivieri's  co-investigators. 
Sick  Kids  reseai'cher  Dr.  Gideon  Koren, 
disputes  her  findings.  But  Olivieri  has 
supporters,  too.  "The  data  ai-e  veiy  dis- 
tui'bing,"  says  Dr  Gaiy  M.  Brittenham, 
a  Columbia  University  hematologist  who 
worked  with  Olivieri.  Dr.  David  G. 
Nathan,  a  thalassemia  expert  and  pres- 
ident of  Dana-Farber  Cancer  Institute 
in  Boston,  says  LI  "is  largely  ineffectu- 
al...  it  just  doesn't  work  well  in  most 
patients."  In  an  editorial  in  the  New 
England  Journal,  researchers  said 
Olivieri's  findings  differed  ft-om  those  of 
some  othei'  studies.  They  concluded  that 
"a  concerted  effort"  is  needed  to  ascer- 
tain Li's  safety  and  efficacy. 
DISMISSED.  Olivieri  was  angered  by 
the  company's  refusal  in 
early  '96  to  change  the  con- 
sent form  to  flag  the  drug's 
ineffectiveness.    At  that 
point,  she  did  not  yet  think 
the  drug  was  harmful.  She 
then  went  to  the  ethics 
board  at  Sick  Kids  and  was 
told  to  advise  patients  and 
regulators  in  Ottawa  about 
her  concerns.  Apotex'  re- 
sponse was  swift:  It  halted 
the   Toronto   trials  while 
keeping  the  others  going. 


of  a  diTJg  she  does  not  believe  works." 

Relations  really  got  ugly  then.  Apo- 
tex, noting  Olivieri  had  signed  a  confi- 
dentiality agTeement,  suggested  repeat- 
edly that  it  would  sue  her  if  she  went 
public  with  the  test  results.  Inftuiated, 
she  detailed  her  womes  about  the  dnag 
at  a  late  1996  scientific  conference.  Then, 
last  August,  she  published  her  criticiue 
of  the  drag  in  the  New  England  Jour- 
nal. She  even  cited  data  showing  that 
the  diTjg  seemed  to  be  causing  a  hard- 
ening of  the  liver  in  some  patients.  Apo- 
tex, admitting  it  did  not  want  to  sully 
its  image  by  taking  a  researcher  to 
court,  did  not  sue  her 

Ohvieri,  angiy  that  Sick  Kids  failed  to 
back  her  against  Apotex'  legal  threats, 
asked  the  hospital  to  endorse  her  and  to 
reveal  its  ties  with  Apotex.  She  and 
her  supporters  suspect  company  dona- 

ANATOMY  OF  A  DISPUTE 

■  Dr.  Nancy  Olivieri,  originally  a  booster  of  a  drug  to  treat 
the  blood  disease  thalassemia,  became  convinced  that  the 
drug  was  ineffective — and  possibly  harmful. 

■  Apotex,  the  drug's  maker,  said  it  would  sue  her  if  she  vio- 
lated a  confidentiality  agreement  by  speaking  out  about  the 
drug.  Senior  Vice-President  Michael  Spino  said  Apotex'  ex- 
perts and  a  dozen  other  investigators  thought  she  was  wrong. 

■  Olivieri,  bristling  at  what  she  said  was  an  attempt  to 
muzzle  scientific  debate,  defied  Apotex  by  publishing  her 


"She  is  wrong..! 
If  you  don't 
see  things  the 
way  she  wants, 
then  you're 
wrong" 

MICHAEL  SPINO 

Research  chief,  Apotex  Inch 


tions  to  the  hospital  bouji 
administrators'  silence.  i| 
Kids  stoutly  denies  that.y 

The  hospital  says  it 
tried  to  stay  above  the  i 
"Scientific  disagreements 
cur  all  the  time,"  says 
Alan  L.  Goldbloom,  a  he 
tal  vice-president.  "We 
ommend  that  people  put 
theii'  material  and  let  it 
out  in  the  literatui-e."  As  for  Apo 
thi'eats,  he  says  Olivieri — not  the 
pital — signed  the  confidentiality 
adding  that  she  had  privately  obtaini 
lawyer,  so  she  didn't  need  a  hospita 
toi'ney.  Still,  Sick  fvids  has  change( 
practices  to  prohibit  researchers 
signing  such  contracts  without  its 
ful  review. 

TAPPED?   Life  is  now  tougher 
Olivieri.  She  says  Sick  Kids  twice 
to  fire  her.  The  hospital  disputes 
And  she  fears  her  office  phon 
tapped.  She  is  smarting  ft-om  Sp 
claims  that  her  studies  were  de 
flawed.  And  she  has  squabbled  witY. 
leagues  who  sided  with  Apotex.  Sh( 
also  rallied  many  Sick  Kids  doctoi 
push  for  a  full-blowii  inquhy  by  ex] 
acceptable  to  her.  Instead,  the  h 
tal's  board  is  expecting  a  revie 
events  by  its  appointed 
side  experts  on  Nov.  30 
The  Olivieri  affair 
likely  to  fade  away 
Apotex  has  wi'apped  ui 
trials  and  is  seeking  app 
for  LI  in  Europe  and  C 
da,  though  not  yet  ir 
II.  S.    However,  app] 
could  be  jeopardized  a  Bi 
searchers  debate  wh( 
the  dnig  is  helpful  or  Y 
ful.  And  since  Olivieri's 
ings  are  likely  to  be  cc 


And  it  dismissed  Olivieri  as    ^on^e/ns  in  the  prestigious  New  England  Journal  of  Medicine,    ered  by  regulators,  sh( 


international  coordinator. 
Spino's  explanation  is  that 
she  could  not  be  the  princi- 
pal investigator  "in  studies 


■  Apotex  maintains  the  drug  is  helpful,  arguing  that  the  dispute 
should  not  deny  patients  a  potentially  live-saving  treatment. 


Apotex  may  see  a 
each  other  in  coming  y 
By  Joseph  1 
in  To 
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(Smoothus  Talkus  Reptilius) 


it  make  any  sudden  moves.  Keep  your  ears  open. 
I  trust  your  instincts.  That's 
best  advice  we  can  give     ■  *^ 
)meone  looking  for  a  new 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  fmancials,  human  resources,  procurement 
and  supply  chana  process  suites 


^   ^      '^  'V'^   *  ^'^'^d  the  mdustry  in  providnig 

ness  management  system.  »/^  "'  ^^»v''  ^     nmovative  ways  to  gather,  process  and 


awson  Software,  we  encourage 
to  take  your  time.  Talk  to  the 
ent  customers  of  every  software 
ider  you're  considering.  Find  out  whether 

features  you  saw  in  the  demo  are 
illy  up  and  running  elsewhere.  Ask 
t  service  and  support.  And,  of  course, 
ibout  the  products.  Are  they  fully 
rated?  Process  oriented?  Web  accessible? 


access  vital  intormation.  We  were  the 


-•r     ■  A       '^^^'^^  '•^  Utilize  web  technology,  enablmg 
our  customers  to  share  information  more  freely 


and  cost-eftectively.  Our  Selt-Evident  Applications'" 
practically  eliminate  training  costs.  And  our 
people  are  known  tor  their  accessibility  and 
J^.  straightforwardness.  In  other  words, 

we  don't  bite.  Visit  Lawson  Software  at 
www.lawson.com/guide  or  call  1-8UU-477-1357. 
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imagine  a  world  which  gets  progressively  cleaner. 

Imagine  a  world  where  city  planning  actually  improves  the 
quality  of  people's  lives. 

Imagine  a  world  where  new  forms  of  communications 
technology  are  more  user-friendly. 

Vivendi  has  already  imagined  this  world.  What  is  more,  we 
have  begun  to  build  it.  Our  water  companies  are  continually 


improving  the  quality  of  supplies  to  more  than  80  mill 
around  the  world.  Our  waste  management  systems 
recycling.  Our  power-generating  stations  lead  the  wa; 
efficiency.  Some  even  use  waste  as  fuel. 

Thanks  to  Vivendi  companies,  transportation  syste 
across  Europe  are  better  planned  and  more  cost-effec 

Every  year,  our  construction  companies  manage  O' 


J 
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the  world.  Recent  projects  have  included  the  Stade 
Cairo's  new  rapid  transit  system  and  the  Vasco  da 
!  in  Lisbon. 

/e  also  become  a  major  player  m  the  field  of  com- 
,  providing  easy  access  to  mobile  phone  networks, 
and  digital  media. 

TTED     TO     MEETING     YOUR  LIFE 


Reading  this,  you  might  deduce  that  such  wide-ranging 
activities  are  commensurate  with  considerable  financial  growth. 

And  you'd  be  right.  Vivendi  is  one  of  Europe's  largest  companies, 
with  annual  revenues  approaching  $35  billion. 

All  things  considered,  it  seems  that  when 
the  customer  comes  first,  success  soon  follows. 

S     EVER-CHANGING  NEEDS. 

WWW  Vivendi, com 
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PHARMACEUTICALS 


NEW  TEETH 
FOR  OLD  PATENTS 

Brand  companies  find  new  ways  to  keep  generics  at  bay 


It's  a  blockbuster  that  Hollywood 
would  envy.  Since  its  approval  in 
1993,  the  allergy  diaig  Claritin  has 
fueled  Schering-Plough  Corp.'s  ex- 
ceptional growth.  In  1998,  the  line  of 
Claritin  products  is  expected  to  rack  up 
$2.1  billion  in  sales,  27%  of  Schering's 
total  revenues,  accounting  for  about  :j4% 
of  total  pi'ofits.  By  2002,  the  drug's  sales 
ai-e  likely  to  balloon  to  $4  billion,  accord- 
ing to  S(i  Co  wen.  But  that's  also  the  yeai- 
a  key  patent  on  Claritin  is  set  to  ex- 
pire— and  that  could  trigger  a  wave  of 
cheaper,  generic  ver-sions  able  to  snatch  a 
big  chunk  of  Schering's  mar-ket  in  just 
one  year 

Oi"  {Derhaps  not.  Analy.sts  and  tnvestoi-s 
are  increasingly  confident  that  Sobering 
has  found  the  right  fomiula  to  keep  the 
Claiitin  money  machine  chugging  along 


for  yeai's  beyond  2002.  Wliile  Schering 
won't  say  much  about  its  Claiitin  patent 
efforts,  industiy  obsei-vers  say  the  com- 
pany has  a  three-pronged  strategy  in 
mind:  using  secondaiy  patents  to  block  or 
delay  generic  competition;  lobbying  for  a 
patent  extension  in  Washington;  and  plan- 
ning the  rollout  of  a  follow-on  version  of 
Claritin  that  could  enjoy  patent  protec- 
tion thi-ough  2014.  Says  Cowen  analyst 
Stephen  M.  Scala  of  the  fortress  Scheiing 
has  constiTJcted  around  Claritin:  "It  is 
fonnidable." 

More  than  thi'ee  dozen  of  today's  most 
profitable  pharmaceuticals — accounting 
for  25%  of  U.  S.  prescription  sales — are 
due  to  go  off  jjatent  by  the  end  of  2002, 
according  to  consulting  fu-m  A.  T.  Kear- 
ney Inc.  If  the  makers  of  those  branded 
dnigs  delay  generic  entry  by  only  a  few 


months,  they  stand  to  gain  millions, 
brand  companies  have  gotten  far 
sophisticated  in  tenns  of  how  they 
tect  then-  franchises,"  says  hsbc  Se 
ties  Inc.  analyst  Jack  Lamberton.  A\ 
the  others  using  or  likely  to  use  si 
tactics  as  Schering  ai-e  Astra  Pha 
ceuticals,  the  maker  of  the  blockbusti 
cer  diiig  Prilosec;  Eli  Lilly,  with  th 
tidepressant  Pi'ozac;  and  Hoechst  M 
Roussel,  maker  of  Cardizem  CD 
medicine.  DuPont  Pharmaceutical; 
has  backed  laws  in  several  states 
could  provide  gi-eatei'  protection 
blood  tliinner  Coumadin.  More  big 
maceutical  makers  are  sm'e  to  folio 
NO  HOLDS  BARRED.  No  com})am 
moi'e  reason  to  fight  than  Sch( 
"Claritin  is  an  impoitant  produc 
Schering-Plough  and  we  fully  inte 
protect  and  strengthen  tlais  fi-anc 
says  the  company.  It  laid  the  gr 
work  eai'ly.  In  1984,  foiu-  years  after 
for  the  original  compound  patent,  S 
ing  applied  for  a  second  patent  to  c( 
key  biological  spin-off  of  Claritin 
molecule  formed  as  the  body  is  br^ 
down  the  drug,  called  a  metal 
Schering  can  ai'gue  that  any  comj 
generic  drug  that  produces  the 
metabolite  in  the  body  inliinges  o 
patent,  which  doesn't  ex{)ii-e  until 
That  means  competitors  might  hj 
come  up  with  a  generic  compound  1 
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~    Powered  Nerwork^. 


Putting  your  networking  business  our  for  bid  is  like 
putting  your  life  on  the  line.  You  want  to  be  certain  your 
ser\  ice  provider  has  the  right  combination  of  serv  ices  and 
technologies  to  meet  your  needs.  You  want  to  be  cenain  of 
a  reliable  connection.  \'ou  want  to  be  certain  of  corporate 
security.  You  want  to  be  certam  your  provider  can  grow 
with  your  busmess.  That's  where  the  Cisco  Powered 
Network  program  comes  in. 

The  Cisco  Powered  Network  symbol  is  your  assurance 
that  a  service  provider  is  powered  with  the  same  equipment 
that  vinually  all  the  Internet  traffic  travels  on  today.  Ask 
your  service  provider  if  they're  part  of  the  Cisco  Powered 
Network  program.  Or  \  isit  w\\-\v.cisco.com/cpn  to  find  a  list 
of  authorized  program  participants.  CiSCO  SYSTEMS 

And  take  the  uncertainty  out  of 
selecting  your  networking  partner. 
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metabolized  in  a  completely  different 
way — an  extremely  difficult  task. 

Whether  Schering  will  be  able  to  de- 
fend its  metabolite  patent  in  court  is  un- 
cleai'.  Legally,  metabolite  patents  have  a 
mixed  record.  Tlie  generic  company  IVAX 
Coip.  won  a  case  in  1996  challenging  a 
metabolite  patent  on  the  old  allergy  drug 
Seldane  by  arguing  that  the  patent  only 
covered  the  metabolite  comjwund  when  it 
was  created  synthetically,  outside  the 
body.  But  a  1994  case  involving  the  an- 
tibiotic Duricef  found  that  a  metabolite 
foiTned  in  the  body  could  violate  a  dmg- 
maker's  patent.  Legal  experts  figure 
Schering  will  have  to  show  that  it  took 
some  serious  work  and  brainpower  to 
identify  the  Claritin  metabolite  to  make 
the  case  that  it  deserves  a  separate 
patent. 

If  the  patent  does  succumb  to  legal 
challenges,  Schering  may  still  have  de- 
layed the  generics.  The  Food  &  Dioig 
Administration  must  put  a  30-month 
fi-eeze  on  a  generic-drug  application  if 
the  bi-anded  version's  company  sues  over 
patent  infringement.  Even  if  the  generic 
company  wins  fda  approval  once  the  30- 
month  delay  expb'es,  most  won't  risk  go- 
ing to  mai'ket  until  the  patent  litigation  is 
resolved — because  if  a  generic  di"ugmak- 


er  loses,  it  can  be  liable  for  damages 
based  on  the  brand's  lost  profits.  "That 
would  destroy  most  generic  companies," 
says  William  A.  Fletcher,  president  of 
generic  drugmaker  Teva  Pharmaceuti- 
cals USA. 

But  Scher-ing  isn't  taking  any  chances. 
This  fall,  the  company  pushed  for  federal 
legislation  that  would  allow  a  three-year 
extension  on  its  original  Claintin  patent. 

A  suit  over  patent 
infringement  could  put 
a  generic  drug  on  ice 
for  30  months 

The  proposed  legislation  addressed  so- 
called  "pipeline  dings"  that  were  already 
in  clinical  trials  when  the  drug  patent 
laws  were  overhauled  in  1984. 

Under  a  compromise,  the  law  gave 
those  drugs  an  extra  two  years  of  patent 
life  to  compensate  for  time  lost  due  to 
long  FDA  reviews.  Schering  is  arguing 
that  the  extension  on  pipeline  drags 
should  have  been  five  years,  the  same 


as  for  many  other  products.  "We  beli> 
[Claritin's]  patent  life  was  unfairly  sh«l 
ened,"  Schering  says. 

An  outcry  fi'om  consumer  groups  u 
generics  companies  squelched  Scherii,-' 
lobbying  push,  but  Senator  Orrini 
Hatch  (R-Utah),  co-author  of  the  H 
law,  has  already  said  that  Congr'= 
should  revisit  the  legislation.  Such 
bate  would  create  an  opening  for  Scl 
ing  to  reargue  its  case. 

Finally,  there  is  Schering's  trump  cit 
Late  last  year,  the  company  struq ; 
deal  with  Marlborough,  Mass.-based  dii 
maker  Sepracor  Inc.  to  develop  w 
may  be  a  more  potent  version  of  Clai 
now  in  its  final  phase  of  testing.  / 
lysts  figure  the  new  dnig  could  h 
the  market  as  early  as  2001. 

The  deal  was  a  cunning  stroke 
Sepracor  While  Schering  holds  a  In 
patent  on  the  Claritin  metabolite,  it 
er  patented  a  very  specific  use  of 
compound  in  treating  allergies,  gi'nj 
Sepracor  an  opening  to  quietly  obui 
what  is  called  a  method-of-use  patni 
That  gives  it  the  right  to  sell  a  ( 
based  on  the  Claritin  metabolite  for 
treatment  of  aUer'gies.  Schering  had 
choice  but  to  team  up  with  Sepraci 
develop  the  new  version. 
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GUARDING  THE  FORTRESS 

ig  drug  companies  are  fighting  generic  versions  of  their  best-selling  brands 

in  several  ways: 

ALL  IN  THE  LAWYERS  File  suits  charging  that  generics  violate  patents 
)vering  how  a  drug  is  made  or  how  it  is  broken  down  in  the  body.  Hoechst 
arion  Roussel  has  brought  such  suits  over  its  heart  medicine  Cardizem  CD. 

.OCK  THE  SWITCH  DuPont  Pharmaceuticals  pushed  laws  in  several 
3tes  that  could  make  it  tougher  to  switch  people  between  its  blood  thin- 
f  Coumadin  and  generic  versions,  arguing  such  changes  could  lead  to 
:orrect  and  dangerous  dosage. 

VEAK  THE  MOLECULE  Develop  new  forms  of  drugs  with  fewer  side 
■ects  or  better  potency,  as  Astra  is  doing  with  its  ulcer  drug  ♦ 
ilosec.  If  consumers  switch  to  the  improved  product,  the 
neric  version  of  the  older  drug  will  lose  out. 

'IE  WASHINGTON  FIX  Sobering  pushed  for  passage  of 
jislation  this  fall  that  could  result  in  an  additional  three  years 
patent  protection  for  a  group  of  drugs,  including  the  allergy 
jg  Claritin. 


he  partnership  could  be  bad  news 
the  generic-drag  companies.  If 
iring  launches  a  new  version  of 
itin  well  before  the  generic  prod- 
hit  the  market,  it's  likely  that  a 
i  number  of  users  will  stick  with 
Drand.  Pfizer  Inc.'s  heait  drug  Pro- 
ia  XL,  a  newer  version  of  an  old 
•,  has  already  proved  the  success 
ich  a  strategy.  "You  switch  all  the 


JJ 


patients  over  to  this  new  ver- 
sion," says  David  P.  Southwell,  chief  fi- 
nancial officer  at  Sepracor,  "and  you  es- 
sentially   have    a  patent-protected 
platforan  through  2014." 

Astra  Pharmaceuticals,  the  U.  S.  aiTn 
of  Sweden's  Astra  ab,  is  readying  an 
application  for  fda  marketing  approval 
of  a  new  stomach-acid  remedy  based  on 
its  ulcer  medicine  Prilosec,  currently 


the  biggest-selling  drug  in  the  world, 
with  $2.3  biUion  in  U.  S.  sales  last  year. 
Prilosec's  U.  S.  compound  patent  is  due 
to  expire  in  2001.  Astra  "could  take  the 
lai'gest-selUng  drug  in  the  world  out  an- 
other 12  years,"  complains  Bruce  L. 
Downey,  chief  executive  officer  of  gener- 
ic player  Barr  Laboratories  Inc. 

If  all  else  fails,  Schering  could  tiy 
to  make  the  original  Claritin  available 
over-the-countei'.  Certainly,  Claritin  is  a 
well-known  name.  In  the  first  half  of 
1998,  Schering  shelled  out  $66.7  million 
on  consumer  ads  for  Claritin,  accord- 
ing to  IMS  Health  Inc.  That  is  more 
than  was  spent  on  any  other  prescrip- 
tion drug. 

But  Schering  says  the 
company  has  no  plans  to 
rush  Claritin  to  the  over-the- 
counter  market.  "You  don't 
f  r^.:-r':,v    need  to  go  OTC  if  your  product 
is  blowing  eveiyone  away  on  the 
".^    prescription  side,"  says  Ronald 
J  J   M.  Nordmann,  partner  at  health- 
care money  manager  Deerfield 
Management  Co.  He  figures  the  com- 
pany may  decide  to  hold  off  on  an  over- 
the-counter  switch  until  the  2014  patent 
expiration  approaches.  By  then,  Scher- 
ing may  have  come  up  with  some  other 
armaments  for  its  fortress. 

By  Amy  Barrett 
in  Philadelphia 
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ogy  to  next-generation  IP  solutions.  For  details  contact  us  at  1-877-755-1680  or  visit  www.wconi.net/adv/aitl. 


Travel  the  world  smoothly  on  all  six  Star  Alliance™  airlines - 
United  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Vang. 

Apply  mileage  points  from  qualified  fUghts  on  any  of  the  six 
airlines  toward  your  overall  frequent  flyer  stauis. 

Indulge  yourself  in  any  of  our  partners'  lounges.  More  than 
190  around  the  world  are  open  to  eligible  First  and  Business 
Class  travelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
giving  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority  Check Tn  on  all  of  our  partners'  flights.  Regard- 
less of  the  airline  you're  flying,  a  priority  counter  awaits 
Star  Alliance  Gold  members. 

Be  more  confident  when  trying  to  fly  a  sold-out  flight.  Priority 
Wait-List  and  Priority  Standby*  put  Gold  and  Silver  members 
toward  the  top  of  the  list  on  any  Star  Alliance  flight. 


WAV  w.  star-a  1  li  ance  .com 


•Where  allowed  by  law. 


Priority  status  on  six  airlines. 


How  ka  mi\  wisn  wiifii  into  irmii  for  ihiy  crops. 


Oil  and  water  go  together.  When  you  find 
one,  you  find  the  other.  Which  means  we  end 
up  finding  millions  of  gallons  of  water  every  day. 

But  we  didn't  want  to  waste  it.  So  we  came 
up  with  an  innovative  way  to  use  it.  We  take 
water  we  don't  need  from  oil  fields  and  channel 
it  to  farms  all  over  the  California  Central  Valley. 


Where  water  Is  as  precious  to  farmers  as  oil  is  to 
us.  And  now,  green  acres  of  farmland  are  feeding 
people  coast  to  coast,  everything  from  apples  to 
oranges,  to  yes,  you  guessed  it,  watermelons. 

It's  one  more  way  our  relentless  pursuit  of 
energy  keeps  the  world  running.  Looks  like  that 
water  made  quite  a  splash. 
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-ROM  THIS  HERB.  A  BLOW  TO  THE  KIDNEYS 

lORE  BAD  NEWS  FOR  CONSUMERS  OF  HERBAL  SUPPLE- 

lents:  Doctors  at  the  Washington  University  School  of 
ledicine  in  St.  Louis  and  at  other  clinics  say  that  sus- 
ained  high  doses  of  an  energy-boosting  Chinese  herb 
ailed  ma  huang  can  cause  kidney  stones. 
In  the  July  issue  of  the  American  Journal  of  Kidney 
Hseases,  doctors  described  the  case  of  a  27-year-old 
odybuilder  who  was  hospitalized  four  times  with  kid- 
sy  stones.  Analyzed  at  Washington  University  and  at 
le  Louis  C.  Herring  &  Co.  lab  in  Orlando,  the  stones 
roved  to  be  95%  ephedrine,  an  adrenaline-like  sub- 
ance  that  is  used  to  treat  asthma  and  obesity, 
phedrine  has  also  been  Unked  with  hundreds  of  ad- 
;rse  reactions  including  strokes,  heart  attacks,  and 
I  ■izures.  And  it  is  the  active  ingredient  in  ma  huang. 
According  to  author  Dr.  Thomas  R.  Powell,  now  in 
ttsburgh,  the  St  Louis  patient  consumed  large  quanti- 
of  such  supplements  daily  for  more  than  a  year,  pri- 
to  the  kidney  stone  episodes.  Glenn  W.  Austin,  vice- 
esident  of  the  Herring  lab,  says  he  has  identified  200 
ihedrine-linked  kidney  stones  this  year,  compared  with 
3t  20  collected  in  1995.  □ 
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: SEVERAL  LEAVES  FROM 

blue  woad  plant,  add 
1  to  a  vat  of  water  con- 
ng  wood  ash  and  bran, 
)oil  continuously  till 
I'ater  turns  blue, 
is  formula,  which 
s  straight  out  of 
edieval  recipe 
,  may  be  the  ^ 
t  to   making  ; 
jeans  less  envi-  ,^ 
entally  damag- 
n  the  Nov.  19  is- 
if  Nature,  a  team 
■esearchers  from 
in's  University  of 
ng  reports  that  tex- 
;  lills  can  avoid  gen- 
g  toxic  waste  from 
dyes  if  they  use 
I  ional  practices, 
i  ore  it  can  be  used 
;  ye,  indigo  must  be 
!  d  to  make  it  wa- 
uble.  Modern  tex- 


>  DEAN: 

ty  old  denim 


tile  companies  do  this  by 
adding  sodium  dithionite,  a 
toxic  and  caustic  chemical 
that  generates  a  lot  of  waste. 
Instead,  recommends  Philip 
John,  the  principal  author, 
mills  should  dissolve  their  in- 
digo using  a  sulfur-eating 
bacterium  called  Clostridium 
that  he  now  knows  inhab- 
ited the  medieval  woad 
vats. 

It  all  sounds  simple 
enough.  But  even  John 
admits  that  there  are 
serious  drawbacks: 
K       The  bacteria  give 
p      off  a  noxious  smell — 
like  rotten  eggs.  And 
one  species,  if  ingest- 
ed, causes  botulism 
poisoning.   But  de- 
spite all  these  obsta- 
cles, Arthur  J.  Toom- 
pas,   the  corporate 
environmental  manag- 
er at  Cone  Mills  Coip., 
which  makes  the  indi- 
go    dye     for  Levi 
Strauss  &  Co.,  says  he 
will  continue  to  look 
into  the  benefits  of 
Clostridium. 

Ellen  Licking 


THOSE  LEAVES 
COULD  BE  LISTENING 

NEW   RESEARCH  SUGGESTS 

that  plants  may  get  the  mes- 
sage. A  team  of  scientists  at 
New  York  University  and 
the  Chinese  University  of 
Hong  Kong  have  found  that 
plant  cells  communicate  with 
the  same  chemical  sig- 
nals used  by  human 
brain  cells.  The  scien- 
tists, led  by  nyu  biol- 
ogist Gloria  M. 
Coruzzi,  identified 
molecules  called  glu- 
tamate  receptors, 
widely  believed  to 
exist  only  in  animals,  in 
the  mustard  plant  Ara- 
bidopsis  thaliana. 

Glutamate  signahng  plays 
a  vital  role  in  human  brain 
function  and  can  result  in 
epilepsy  or  Alzheimer's  dis- 
ease if  it  goes  awry.  But  in 
Arabidopsis  it  alerts  seed- 
lings to  the  presence  of  light. 
The  scientists'  finding  helps 
explain  why  certain  plant 


chemicals,  such  as  cocaine 
and  nicotine,  can  affect  hu- 
man brain  cells.  These  com- 
pounds may  be  components 
of  signaling  systems  that 
developed  eons  ago, 
before  plants  and  animals 
diverged  from  a  common 
ancestor. 

And  Coruzzi's  discovery 
could  have  profound  im- 
plications for 
drug  dis- 


covery and  testing.  Someday, 
pharmaceutical  companies 
might  be  able  to  use  plants 
to  test  the  effects  of  new 
Alzheimer's  diTigs  instead  of 
injecting  the  compounds  into 
lab  animals.     Ellen  Licking 


The  International  Electron 
Devices  Meeting  (lEDM)  is  a 
top  spot  for  peeking  at  the 
distant  horizons  of  chip  tech- 
nology. Here  is  a  preview  of 
some  items  that  will  he  the 
talk  of  this  year's  show,  on 
Dec.  6-9  in  Sail  Francisco: 
SYSTEM  CHIPS.  These  are  sin- 
gle slices  of  silicon  stuffed 
with  all  the  electronics  that 
many  products  need.  Chip- 
makers  believe  that  one-chip 
systems  will  be  common  soon 
after  2000.  But  combining 
memory  and  logic  circuits  is 
tricky,  because  the  two  types 
of  circuits  require  different 
processing  methods.  Repre- 
sentatives of  Mitsubislii  Elec- 
tric, Motorola,  and  nec  will 
discuss  newfangled  hybrid 
production  techniques. 
FOUR-GIGABIT  MEMORY  CHIPS  Re- 
searchers from  Samsung 
Electronics  will  display  tiny 


memory  cells  that  open  the 
door  to  chips  that  store  up 
to  4  billion  bits.  That's 
enough  to  hold  almost  two 
sets  of  the  Encyclopaedia 
Britannica.  Such  chips 
should  be  storming  the  mar- 
ket by  2005. 

FAR-OUT   TRANSISTORS.  While 

most  of  the  diipmaking  meth- 
ods to  be  discussed  at  the 
iedm  will  focus  on  shrinking 
transistors  to  around  the  0.1- 
micron  widths  needed  after 
2005,  the  researchers  at  Lu- 
cent Technologies  Inc.'s  Bell 
Laboratories  will  look  at 
what  it'll  take  to  trim  them 
to  0.01  micron.  That's  just  20 
silicon  atoms  across.  If  0.01- 
micron  transistors  become 
feasible — a  feat  that  is  not 
anticipated  before  2025 — then 
one  memoiy  chip  will  be  able 
to  store  25,000  sets  of  the 
Britaymica.  Otis  Port 
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YOU    CAN    ALMOST    SEE    YOUR  CUSTOMERS. 


he  faster  a  company  grows,  the  more  difficult  it  is  to  maintain 


customer  focus.  That's  why  PricewaterhouseCoopers  and  Siebel  Systems 


have  formed  a  global  alliance  to  deliver  world-class  solutions  for 


enterprise-wide  customer  relationship  management. 


PricewaterhouseCoopers  global  management  consultants  are 


already  at  work,  shaping  the  power  of  Siebel  sales,  marketing,  and 


customer  service  systems  to  the  unique  business  needs  of  leading 


organizations.  Our  solutions  are  helping  companies  such  as  Compaq 


and  American  International  Group,  Inc.  achieve  significantly  higher 


levels  of  customer  satisfaction. 


Can  we  help  your  organization  move  closer  to  your  customers? 


Please  give  us  a  call  at  1-800-720-3115  ext.  2650,  or  visit  us  at 


www.pwcglobal.com  or  www.siebel.com. 


PRICemTERHOUs^PERS  i 


Sales  •  Marketing  •  Customer  Service 


Delivering  Customer  Success 
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athmann  of  I( 'OS  knows 
mp  life  into  biotech 


George  Rathmann  is  a  nut  for 
games.  Back  in  the  late  1970s, 
when  he  was  the  research  chief 
for  Abbott  Laboratories,  a  co- 
worl<er  left  a  Rubik's  Cube  sitting  on 
Rathniann's  desk.  Entranced  by  the 
seemingly  simple  challenge,  Rathmann 
proceeded  to  spend  "night  and  day"  on 
the  puzzle  until  he  finally  solved  it — 
thi'ee  days  later.  Even  so,  that's  no  easy 
feat:  Out  of  43  quintillion  possibilities, 
there  is  only  one  con-ect  combination. 

These  days,  as  the  70-year-old  ceo  of 
icos  Corp.,  Rathmann  is  absorbed  in  solv- 
ing another  arduous  puzzle.  Rathmann 
joined  ICOS  shortly  after  its  founding  in 
1989.  Ever  since  he  has  been  working 
to  distinguish  the  Bothell  (Wash.)  com- 
pany from  hundreds  of  other  biotech 
startups  sti-uggling  to  turn  cutting-edge 
research  into  commercial  drugs.  Finally,  it 


looks  hke  the  years  of  hai"d  work  may 
pay  off:  Two  months  ago,  Rathmann  per- 
suaded Eli  Lilly  &  Co.  to  pump  at  least 
$75  million  into  the  development  of  a 
new  ICOS  anti-impotence  dnag. 

The  Lilly  deal  was  a  huge  coup;  exec- 
utives there  believe  icos  may  be  close  to 
coming  out  with  the  next  Viagi"a.  Tliey've 
got  good  reason  foi-  theii-  vote  of  confi- 

Friends  and 
associates  call  him 
"Golden  Throat"  for 
his  fund-raising  skill 


dence.  Rathmann  i 
had  plenty  of  couj:: 
his  long  career  i 
biotech  pioneer.  A( 
leaving    Abbott  i 
1980,  he   spent  j 
yeai"s  building  Ajt= 
Inc.,  based  in  Th 
sand    Oaks,  C; 
from  a  tiny  sta) 
into   a  $2.4  bil 
dynamo.  Sales  of  ■ 
key  drugs  develc 
under  Rathm 
made  Amgen 
biggest  biotech  ( 
pany  in  the  count 
"COMPASS."  Altlii . 
Rathmann   is  1 
known  outside 
liiotech  world,  w 
the  industry,  he 
made  his  name  ^ 
ting  hidden  trea 
in  ongoing  rese; 
"He's  like  a  conr 
pointing  in  the  i 
dii-ection,"  says  E 
Milligan,  formei- 
scientist  at  At 
and  now  a  bii 
venture  capitalist 
sits  on  the  ICOS  1 
Adds  James  D. 
son,  former  he; 
the  Human  Gei 
Pi-oject  to  map  hi 
genetic  code:  "Gt 
is  a  siu-vivor.  He': 
using  his  min( 
shape  science." 

But  unlike  i 
other  sclent 
Rathmann  is  a 
ter  of  raising  the 
ital  needed  to  develop  new  diiigs. 
ago,  friends  and  associates  dubbei' 
burly  and  affable  Rathmann  "& 
Throat"  for  those  money-raising 
ties.  And  it  was  Rathmann's  sn 
salesmanship  that  got  icos  rolling 
in  1990  at  a  dinner  with  Microsoft 
Chairman  William  H.  Gates  IH 
icos'  two  founding  partners,  R 
Nowinski  and  Christopher  Henne 
the  time  coffee  was  served,  ( 
agreed  to  write  a  check  for  $5  m 
"Bill  liked  the  idea"  of  icos,  says 
ney.  "Having  George  there  helpecf 
1994,  Gates  put  in  an  additional  $lj 
lion,  becoming  the  largest  sharel 
with  13%  of  the  company. 

Rathmann  won  over  Gates  the 
way  he  has  persuaded  so  many  (| 
to  invest  in  his  companies.  The 
spoken  Wisconsin  native  can  make 
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liake  25%  Off 


Any  purchase 


Go  to:  www.egin.coni 


At  www.egift.com  you'll  find  everything  from  jewelry,  gourmet  food  and 
crystal  to  flowers,  toys  and  cool  gadgets  -  all  gift-packaged  and  ready 
to  be  sfiipped  worldwide  via  Federal  Express"'. 

Questions?  Our  gift  finder  can  help  you  pick  the  right  gift  for  anyone,  or 
if  you  prefer,  one  of  our  gift  experts  can  take  your  call  24  hours  a  day. 
So  shop  online  and  save.  Now  through  November  29, 1998. 

Orders  placed  by  9pm  EST  can  be  delivered  early  the  next  day.* 


Great  gifts  for  everyone, 
starting  with  you. 


^  AOL  Keyword:  egift   Toll  Free:  1-877-344-3848 


*0n  most  items 

Copyright  ©  1998  egift  "  —  .\  CyberShop  Company  NA.sU.AQ  iCY!5P).  .'Ul  Rights  Reserved. 


Portability. 


Style.  Never  before  has  a  computer  so  elegantly 
streamlined  offered  such  formidable  power.  Presenting 
Portege"  301  OCT.  A  sculpted  sliver  of  magnesium- 
alloy  casing.  Concealing  the  greatest  capabilities 
Toshiba  has  ever  offered  in  a  portable  this  compact. 
It's  the  executive  privilege  with  a  very  practical  purpose. 


Size.  It's  the  ultimate  traveling  com 
Barely  three-quarters  of  an  inch 
Under  3  lbs.  light.  Portege  3010CT 
discretely  wherever  you  go,  yet  it 
features  like  a  full-sized  keyboard 
generous  10.4  "  TFT  active  matrix  d 


©1996  Toshiba  America  Information  Systems,  Inc  Portege  la  a  trademark  of  Tosfiiba  America  Information  Systems,  Inc  *3600  KB/s  maximum  data  transfer  rate  Intel  Inside  logo  and  Pentium  are  reel 


The  perfect  balance. 


Performance. 

Power.  Portege  301  OCT  is  ready  for  virtually 
anything.  An  Intel  Pentium'  processor 
with  MMX  '  technology,  266MHz.  A  4.3 
billion-byte  hard  drive,  32MB  of  high  speed 
EDO  DRAM  and  a  128-bit  NeoMagic" 
graphics  controller.  Plus  a  56K  modem. 

TOSHIBA 

The  World's  Best  Selling  Portable  Computers, 


Expansion.  The  possibilities  are  endless. 
With  an  optional  lightweight  battery,  two  PC 
Card  slots,  an  optional  PC  Card  24X*  CD-ROM 
and  standard  port  expander.  It's  the  ideal 
balance  of  portability  and  performance.  Call 
1-800-TOSHIBA  or  click  on  www.toshiba.conn. 


oration  All  products  and  names  mentioned  are  the  property  of  their  respective  companies  All  specifications  arid  availability  are  subject  to  change  All  rights  reserved 


People 


Rathmann  faces  plenty  of  hurdles  at  ICOS:  The  compa 
is  burning  through  cash,  and  any  profits  are  years  awa 


the  most  complex  mysteries  of  human 
DNA  research  comprehensible.  At  the 
same  time,  he  doesn't  mince  words 
about  the  risks  of  investing  in  biotech, 
including  the  dangers  for  a  small  com- 
pany like  ICOS  in  dealing  with  giant 
chug  companies.  "You  must  protect  your 
research  instead  of  selling  off 
ideas  . . .  too  early  in  the  game,"  wanis 
Rathmann.  "You  hold  on  almost  to  the 
point  of  desperation,  and  then  you  get 
some  sort  of  breakthrough." 

If  living  close  to  the 
edge  dnves  Ratlimann, 
he  has  picked  the  light 
industiy.  Although  bio- 
engineering  is  produc- 
ing radical  new  drags, 
developing  one  can  cost 


imaging  business,  according  to  Milligan. 
"Thei'e  is  no  better  culture  than  3M  to 
learn  about  risk-taking  and  translating 
science  and  technology  into  commercial- 
ly successful  products,"  says  Rathmann. 

Wlien  Litton  Industries  Inc.  offered 
him  the  chance  to  head  its  newly  foiTned 
medical-systems  imit,  Rathmann,  by  then 
the  father  of  five,  went  for  it.  It  was  the 
worst  decision  of  his  life,  he  now  says. 
During  the  early  1970s,  Litton  was  buy- 
ing businesses  left  and  right  to  boost 
sales.  The  result: 


GEORGE  RATHMANN 

BORN  1928,  Milwaukee 

EDUCATION  BS,  chemistry, 
Northwestern  University;  PhD, 


chaotic  management 
and  little  coordina- 
tion among  divi- 
sions. Lacking  man- 
agement training 
and   in  the  dark 


up  to  $500  million.  And    c'^?'^.'!^/}'!    about  what  was  ex- 


icos,  even  with  its 
Lilly  partnership,  faces 
daunting  hui'dles. 
The  company  burned 
tlu'ough  $42  million  last 
yeai'  for  trials  on  fom- 
new  drags.  Profits  are 
still  years  away. 
IMPATIENT.  It  wasn't 
money  that  drew 
Rathmann  to  chem- 
istry when  he  was 


UNREALIZED  AMBITION 

To  become  an  Olympic  skier 

BIGGEST  PROFESSIONAL 
ACHIEVEMENT  Developing 
Epogen,  a  red-blood-cell  stimu- 
lant that  has  provided  huge  ben- 
efits to  dialysis  patients 

WORST  CAREER  MOMENT 

Resigning  from  Litton  Industries 
after  failing  as  head  of  its  med- 


pected  of  liim,  Rath- 
mann floundered.  In 
1974,  he  says,  "I  left 
before  I  was  escort- 
ed out." 

But  Rathmann 
landed  on  his  feet 
as  the  head  of 
diagnostic  research 
at  Abbott  Labs, 
where  he  developed 
tests  to  detect  preg- 


gTOwing  up  in  Milwau-     i^^.L^y^^^'T.^.^L^i^'Pl^   nancy  and  certain 


kee.  As  a  teenager,  he 
used  his  grasp  of 
chemical  reactions  to 
create  spectacular  ex- 
plosions in  the  neigh- 
borhood. He  now  says 
his  early  pyrotechnics 


CURRENT  PROJECT  Developing 
a  new  anti-impotence  drug 

BEST  THING  ABOUT  BEING 
AN  ENTREPRENEUR  Freedom 
to  pursue  promising  ideas 

FAMILY  Married,  five  children 


diseases  in  early 
stages.  It  was  a  big 
break.  Discovering 
his  "golden  throat," 
Ratlimann  liu'ed  top 
scientists  fi"om  com- 
petitors and  acade- 


display  was  mostly  in-   '   mia  and  put  them 

tended  to  imi^ress  his    HOBBIES  Avid  Seattle  Superson-     to  work  on  projects 
ics  fan;  skiing  at  second  home  m 
Vail,  Colo.;  chess;  Scrabble 


high  school  girlfriend, 
Joy.  It  worked:  The 
couple  liave  been  mar- 
ried since  1950.  An  impatient  youth, 
Rathmann  completed  his  BS  in  chem- 
istry at  Northwestern  University  by 
age  18.  But  he  was  so  irate  when  the 
university  denied  liim  entry  into  medical 
school  that  he  huffed  off  to  Princeton 
University  to  get  a  PhD  in  chemistiy 
instead.  He  landed  his  first  job  with  3M 
Co.  as  a  plastics  researcher. 

Although  highly  regarded,  he  was 
never  considered  a  star  during  his  21 
years  at  3M.  Still,  Rathmann  doesn't  re- 
gret liis  time  there.  He  helped  develop 
Scotchgard,  one  of  3M's  most  success- 
ful products,  and  managed  its  medical- 


that  have  since  pro- 
pelled the  division 
into  Abbott's  most 
profitable.  But  Rathmann  also  sternly 
cut  dead-end  projects.  "He's  got  all  the 
right  ingredients  in  one  complete  pack- 
age," says  BioGen  Inc.  Chah'man  James 
Vincent,  who  hired  Rathmami  at  Abbott. 

In  1980,  Rathmann  took  a  leave  to 
study  molecular  biology  at  the  Univer- 
sity of  California  at  Los  Angeles.  But 
when  he  got  to  California,  a  UCLA  pro- 
fessor impressed  with  Rathmann's  busi- 
ness background  invited  him  to  head 
Amgen,  then  a  tiny  new  biotech  stiutuji. 
"I  was  stricken,"  says  Joy  Rathmann 
of  the  move  west.  "But  it  was  the  best 
thing  we  ever  did."  On  his  way  out  the 


door,  Rathmann  even  talked  Abbot 
investing  $5  million  in  the  startup 

Once  at  Amgen,  Rathmann  cju 
raised  an  additional  $14  milhon.  Ai\i 
launch,  the  company  gi'ew  so  fasi 
Ratlimann  moved  liis  office  into  a  i 
in  the  parking  lot  to  make  space  fi 
work.  But  it  was  three  nerve-rai 
yeai-s  before  the  company  hit  pay  di 
fact,  Rathinann  says  he  was  on  the  ■ 
of  pulling  the  plug  on  research  ti 
cover  the  protein  responsible  for  ^ 
lating  red  blood  cell  production  win 
team  made  its  brealdhimigh.  Then, 
mami  had  to  fight  off  a  series  of  ]  > 
disputes  with  rival  Genetics  Institui 
the  end,  the  research  led  to  E])- 
which  has  become  a  bilhon-dollar 
by  improving  the  lives  of  hundre 
thousands  of  dialysis  patients. 
GOOD  READING.  Rathmann,  by 
wealthy,  quit  Amgen  in  1988  to 
more  time  with  his  family  and  "le 
younger  generation  run  things, 
two  years  later,  he  was  back  at 
vrining  and  dining  Gates  and  othi 
vestors.  "It  was  the  science  that 
him  back  in,"  says  his  wife.  "He 
couldn't  leave  it  alone."  Still,  the 
manns  make  a  point  of  taking  the 
to  hop  around  the  country  in  thei 
vate  jet  for  regular  visits  with 
five  grown  children  and  eight  g 
children.  Always  the  proud  dad, 
his  daughter  Peggy  recently  publis 
pojuilar  children's  book,  he  sent 
to  dozens  of  investors. 

They  would  have  been  happy 
without  the  book.  Since  icos  weni 
lie  at  $8  in  1991,  it  has  outperfc 
most  of  its  peers.  Shares  traded  ai 
as  $25  last  August  and  ai-e  now  at 
$20 — largely  on  expectations  tha 
will  eventually  hit  it  big  vnth 
drug.  Rathmann  wants  to  be  a 
when  that  day  comes,  icos,  he  sa; 
like  reading  a  gi-eat  book.  You  w 
see  how  it  comes  out." 

But  the  clock  is  ticking.  "Eve 
would  love  to  have  George  right 
thick  of  things  forever,"  says  Jan 
LeCocq,  CEo  of  Gryphon  Science 
an  ICOS  board  member.  But  unless 
is  a  genetic  breakthrough  in  the 
process,  Rathmann  will  soon  hi 
turn  his  attention  to  fbiding  a  sue 
And  that  will  no  doubt  prove 
tougher  than  solving  a  Rubik  pu: 
By  Seanna  Bi 
in  Bothell, 
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SAVIN  IS 
WORKING 


TO  BE  YOUR  NEKT 
DOCUMENT  OUTPUT 
COMPANY. 


COPIER  t  FDCSIMILE 


At  Savin  we  have  one  simple  goal.  To  be  the  one  document 
output  company  that  answers  all  your  document  handling  needs. 
^  That's  why  we've  been  working  overtime  to  bring  you  the 

illiTJ>iH('liMil'll(llfHi1il  forward-thinking,  award-winning  technology  essential  to  boosting 
productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable 


1998 


digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  — 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin 
we're  working  hard  on  becoming  the  fastest,  most  responsive  name  in  the 

# business.  With  smart,  highly-trained  Savin  professionals  who  will  do  what- 
ever it  takes  to  give  you  the  satisfaction  and 
service  you  deserve. 
[         To  find  out  just  what  we'll  do  to  be  your 
1^  next  —  and  last  —  document  output  company, 
contact  us  at  1-800-234-1900  or  www.savin.com. 


sai/in 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER  ' 

SAVIN  COPPORAT10N,333  LUDLOW  ST,  STAMFOPD.CT  06904 
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Renaissance  Rendezvous.): 


)tels 


Discounts  up  to 

40° 


0 


I'er  Room  Per  Niglit 
Thursday  -  Sunday 


Work.  Chores.  "To  Do"  lists.  Isn't  it  time 
you  got  away  for  a  little  fun?  (You  remember  fun,  don't  you?)  It's  time  for 

a  Renaissance  Rendezvous.  The  price  alone  is  relaxing.  You'll  experience 
Renaissance  Hospitality."  It  means  if  you  make  a  request,  it  is  graciously  attended  to. 

No  matter  what.  Call  1-800-HOTELS-l  and  ask  for  the  Renaissance  Rendezvous  rate  or-  visit  us  a 


renaissancehotels.com.  It's  the  perfect  getaway  when  you're  feeling  wound  up. 

It's  time  for  a  Renaissance. 


Participating  Renaissance  Locations 

Locdtion/Hotel  Weekends 

Arizona 

'•Renaissance  Cottonwoods  Resort,  Scottsdale  ino.  i-jan  loi  $150 

California 

Renaissance  Long  Beach  Hotel,  Long  Beach  $89 

Renaissance  Los  Angeles  Hotel-Airport,  Los  Angeles   $71 

Renaissance  Beverly  Hills  Hotel,  Los  Angeles   $184 

'•Renaissance  Esmeralda  Resort,  Palm  Springs  inovi-dec  24)  $134 

'•Renaissance  Stanford  Court  Hotel,  San  Francisco  iNo»22feb  in  ....$189 

Renaissance  Pare  55  Hotel,  San  Francisco  $169 

Colorado 

Renaissance  Denver  Hotel,  Denver  $49 

Washington,  DC 

Renaissance  Mayflower  Hotel  $105 

Renaissance  Washington,  DC  Hotel    $69 


Location/Hotel  Weekends 
Florida 

Renaissance  Orlando  Hotel -Airport,  Orlando  $79 

Renaissance  Orlando  Resort,  Orlando  $169 

Georgia 

Renaissance  Concourse  Hotel,  Atlanta    $69 

Renaissance  Atlanta  Hotel-Downtoviin,  Atlanta   $79 

•Renaissance  Pinelsle  Resort,  Lake  Lanier  Islands   $79 

Renaissance  Waverly  Hotel.  Atlanta   $79 

Illinois 

Renaissance  Chicago  Hotel,  Chicago   $119 

Renaissance  Oak  Brook  Hotel,  Chicago  $69 

Renaissance  Springfield  Hotel,  Springfield  $59 

Maryland:  Renaissance  Harborplace  Hotel,  Baltimore inov  15  jan  301  ..$119 
Massacttusetts:  Renaissance  Bedford  Hotel,  Bedford   $67 


RENAISSANi 

HOTELS  AND  RESORT 


Location/Hotel 

Missouri:  Renaissance  St.  Louis  Hotel-Airport,  St 
New  York 

'Renaissance  New  York  Hotel,  New  York  tax  12-J3n.i4i 
Renaissance  Westchester  Hotel,  White  Plains  . 
Ohio:  Renaissance  Cleveland  Hotel,  Cleveland. 
Tennessee:  Renaissance  Nashville  Hotel,  Nashville 
Texas 

Renaissance  Dallas  North  Hotel,  Dallas   

Renaissance  Houston  Hotel,  Houston  

Washington 

Renaissance  Madison  Hotel,  Seattle  

Canada 

■Renaissance  Fallsview  Hotel,  Niagara  Falls  

•Renaissance  Vancouver  Hotel  Harbourside,  Vancoi 


1  Program  Participation  dates  vary  *Rates  available  7  days  a  week.  Limited  number  of  rooms  available  at  listed  rates  from  November  1,  1998  to  February  14,  1999.  Rates  av. 
'.hrough  Sunday.  A  Tfiursday  night  requires  a  Friday  night  stay.  Rooms  with  a  premium  view  or  location  may  be  priced  higher.  Rates  are  per  night  and  subject  to  change 
Some  blackout  dates  and  length  of  stay  restrictions  apply.  This  rate  is  not  available  to  groups  of  10  or  more  rooms,  or  with  other  promotional  offers.  ©1998  Renaissance  Hot 
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;WEETHEART, 
iET  ME  REWRITE 

irt  Zuckerman's  media  empire  is  not  having  a  good  year 


Iortimer  B.  Zuckerman  is  known 
as  a  perpetual-motion  mogul 
who  glides  easily  among  the 
worlds  of  real  estate,  finance, 
ishing,  and  punditry.  But  even  for 
it  has  been  an  unusually  hectic 
•  In  June,  for  the  sixth  time  in  the 
eai's  he  has  owned  the  weekly  news 
azine  U.  S.  Newa  (&  World  Report, 
eplaced  the  editor.  On  Nov.  13,  in 
itest  bid  to  boost  the  fortunes  of  his 
York  City  tabloid,  the  Daily  News, 
;erman  hustled  in  a  new  Sunday 


editor.  And  a  Moscow  tabloid,  launched 
in  May  with  his  backing,  is  on  its  last 
legs  amid  Russia's  economic  ciisis.  "The 
effective  revenues  went  down  when  peo- 
ple had  to  choose  between  newspapers 
and  bread,"  Zuckemian  says  glumly. 

But  Zuckerman's  most  pressing- 
problem  has  been  at  Applied  Graphics 
Technologies  Inc. — the  company  that 
he  and  his  partner,  Fred  Drasner,  took 
public  in  1996 — which  manages  the 
preparation  of  digital  images  for  ad- 
vertisers and  publishers  (including  The 
McGraw-Hill  Companies,  publisher  of 
BUSINESS  WEEK).  Stock  in  fast-growing 
AGT  rocketed  from  an  initial  public  of- 
fering price  of  12  a  share  to  62  in  Oc- 
tober, 1997.  Then  it  surprised  investors 
with  an  earnings  warning  in  October 
and  saw  its  stock  plummet  to  7.  That 
nearly  vaporized  Zuckerman's  22% 
stake,  sending  it  from  $309  million  to 
$35  million. 

ON  HOLD.  AciT's  tumble  is  only  the  most 
pressing  of  several  challenges  to  Zuck- 
erman's master  strategy.  To  fiuther  tap 
the  surging  equity  markets,  he  had  in- 
tended to  take  two  more  companies 
public — his  media  holdings  and  a  com- 
pany that  prints  glossy  items  such  as 
brochures  and  calendars.  Today's  dicey 
IPO  market  and  competitive  threats  to 
his  media  empire  are  putting  those 
plans  on  hold. 

ZuckeiTnan  isn't  feeUng  too  much  pain 
from  his  paper  losses,  though.  More 
than  a  year  ago,  he  and  Drasner 
shrewdly  sold  a  chunk  of  act  shares, 
at  $43  apiece,  tucking  away  a  total  of 
$140  million.  Zuckei-man  also  holds  $165 
million  worth  of  stock  in  Snyder  Com- 
munications Inc.,  a  direct  marketing 
business  they  helperl  stait.  And  his 
chief  asset  remains  liis  $270  mil- 
lion stake  in  Boston  Proper- 
ties Inc.,  the  thiiving  real  es- 
tate company  he  co-founded 
28  years  ago  and  took  public 

STILL  UPBEAT:  Zuckerman 
is  waiting  for  the  right 
time  to  tap  the  markets 


*\>>XarriotfREWARDS' 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
Your  clients  can  earn  points  at 
eight  different  hotel  brands  and 
over  1,300  locations  worldwide. 
Call  1-800-249-0800. 


Other  Renaissance  Locations: 
North  America:  Florida:  St.  Petersburg 
Hawaii:  Maui  •  Texas:  Austin,  Dallas 
South  America:  Brazil:  Sao  Paulo  •  Caribbean 
Dominican  Republic:  Santo  Domingo  • 
Jamaica:  Ocho  Rios  •  U.S.  Virgin  Islands 
St.  Thomas  •  Europe:  Austria:  Vienna  (2) 
Salzburg  •  Czech  Republic:  Prague  •  France 
Pans  •  Germany:  Chemnitz,  Cologne 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig 
Munich  •  Russia:  Moscow  •  Switzerland 
Zurich  •  The  Netherlands:  Amsterdam 
United  Kingdom:  London  Heathrow  •  Turkey 
Antalya,  Istanbul  •  Asia-Pacific:  China:  Hon| 
Kong  (3)  •  India:  Goa  •  Japan:  Gifu,  Naruto 
Okinawa,  Sapporo,  Tokyo  •  Korea:  Seoul  < 
Malaysia:  Kuala  Lumpur  (2),  Melaka 
Sandakan  •  Myanmar:  Yangon  •  Philippines 
Manila  •  Vietnam:  Saigon  (2)  •  Australia 
Sydney  •  Middle  East:  Egypt:  Alexandria  •  Israel: 
Jerusalem  •  United  Arab  Emirates:  Dubai 
Look  for  these  new  locations  opening  soonj 
United  Kingdom:  Gatwick,  Manchester, 
Reading  •  Israel:  Tel  Aviv  j 


.  It's  time  f pr^  3, j^e^aissa^^ 


since  1912  Swiss 


Even  it  altitude  records  aren't  in  your  fligtit  plans,  consider  ttie 
FORTIS  Pilots  Automatic  Chronograpti  Facts,  ensured 
accurate  by  the  automatic  self-winding  Swiss  movement,  are 
presented  crisply  on  its  uncluttered  dial  Minimum  glare  and 
maximum  luminosity  are  ttie  aims  of  its  supremely  functional 
design,  whicfi  features: 

♦  Matte-finistied  stainless  steel  case 

♦  Anti-retlecti«e  coating  on  both  sides  of  the  crystal. 

♦  Large  face  with  high-contrast  dial. 

♦  Tritlum-coated  hands  and  indices  for  night  legibility 

♦  A  fail-safe  power  source  automatic  self-winding  movement 

Favored  by  combat  and  commercial  pilots  the  world  over, 
FORTIS  Watches  are  at  home  with  vibrations,  extreme 
altitudes,  and  G-Forces.  For  these  reasons,  when  taste 
and  necessity  demand  a  quality  aviation  watch, 
we  ask  that  you  consider  FORTIS. 

The  Fortis  Pilots  Automatic  Chronograph  (shown  above)  $1300 
and  other  Fortis  timepieces  are  available  from  $395  and  up  at' 


2640  Pvlission  Street  Sar.  Manno  CA  91108  Telephone:  310-275-7700 


For  a  FORTIS  catalog  or  to  find  the  closest; 
autfibfized  deafer  to  you,  please  caill: 
800-358-921 2  or  71 7-822-1 900 
Visit  us.  bn  the  web  at  www.foMiswatch.com 
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last  year.  Says  Zuckerman:  "My  net 
worth  is  now  down  to  a  level  I  never 
thought  I'd  get  up  to." 

Which  isn't  to  say  the  meltdown  at 
A(;t  is  being  taken  lightly.  Last  month 
Drasner  resigned  as  head  of  the  maga- 
zine group — encompassing  U.S.  News, 
The  Atlantic  Monthly,  and  Fast  Corn- 
pamj — and  parachuted  in  to  run  agt 
day  to  day.  The  pre-press  company  had 
been  clocldng  25%  profit  grouth,  large- 
ly by  sewing  up  outsourcing  contracts 
with  publishers  and 
other  companies.  But 
Devon  Group  Inc.,  a 
competitor  it  accjuired 
in  Febniary,  fell  short 
of  targets.  At  the 
same  time,  agt's 
pipeline  of  new  con- 
tracts dried  up.  Dras- 
nei'  says  management 
suffered  from  "victory 
lap  syndrome"  but  in- 
sists that  the  situation 
is  now  under  control 
and  gTowth  rates  will 
be  restored.  So  fai",  the 
stock  has  recovered 
slightly,  to  14.  Still,  an- 
alyst Robert  P.  CiuTan 
at  Men-ill  Lynch  &  Co. 
warns  of  a  "credibility 
problem,  and  it'll  take 
time  for  that  to  be 
rebuilt." 

NOT  IMMUNE.  Mean- 
while, in  real  estate — 
where  Zuckennan  says 
he  is  having  his  best 
year  ever — Boston 
Properties'  stock  has 
been  under  pressure. 
The  real  estate  invest- 
ment trust  owns  116 
office  properties  con- 
centrated in  the  Northeast  and  San 
Francisco,  totaling  21.5  million  square 
feet.  Tlie  REIT  went  public  in  June,  1997, 
at  25  and  reached  as  high  as  37,  but 
has  fallen  back  to  30.  Wliile  the  stock  is 
down  9%  this  year,  that's  a  far  better 
showing  than  the  Morgan  Stanley  REIT 
Index,  which  is  off  17%  (chart).' Why? 
Analysts  praise  Boston  Properties'  port- 
folio, which  includes  the  recent  purchase 
of  San  Francisco's  Embarcadero  Cen- 
ter, and  for  developing  properties,  such 
as  the  two  sites  it  recently  scooped  up 
in  New  York's  Times  Square. 

Still,  the  company  isn't  immune  to 
feai-s  that  the  real  estate  market  has 
peaked.  "Boston  Properties  has  signifi- 
cant exposure  to  the  financial  services 
industry,"  notes  analyst  David  Kostin 
of  Goldman,  Sachs  &  Co.  And  it  is  heav- 
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ily  skewed  to  the  fortunes  of  New  S!t 
City,  where  three  towers  accounts 
43%  of  its  annualized  incom.e.  , 
New  York's  prosperity  has  also  bfe 
key  to  the  Daily  News.  But  the  )j 
year-old  investment  will  need  mor(it 
pay  off.  Zuckerman  says  the  papejj 
profitable  but  having  only  an  "aversjl 
year.  One  reason:  the  two-year-old  j( 
sault  on  the  Sunday  edition  by  its  s 
er  I'ival,  the  New  York  Post,  owne 
Rupert  Murdoch.  Sales  are  down 
952,000  before 
Sunday  Po.st 
launched  with  a 
25c   cover  price 
$1.50  for  the  NeivM 
the  six  months  erfe 
Sept.  30,  the  Surjft 
News  sold  an  aveite 
of  810,000  copies,  & 
the  Audit  Bureau 
Circulations  Inc.  (|h 
Post  reported  Surja 
circulation  of  38210 
and  now  sells  for  0( 
vs.  the  News's  il, 
Zuckerman  and  Eas 
ner  don't  release  fiii 
cial  results  but  sajiin 
culation  is  now  risjg 
Whether  they  (a: 
ever  take  their  mi 
holdings  public  wilik 
pend     on  deriin 
steady,  growing 
its  from  the  Nm 
says  newspaper  m 
lyst  John  Morto,  t 
Morton  Research  b 
"Obviously,  Murdrb 
starting  a  SundajB 
per  has  hurt  themfjl 
says.  So  Zuckei] 
has  tapped  veter 
itor  Edward  A. 
ner  to  oversee  the  edition  of  the 
per  that  accounts  for  40%  of  its  o\ 
revenues.  But  instead  of  reportir 
Daily  News  Editor-in-Chief  D 
Ki'enek,  Kosner  reports  to  Zucken 
editorial  chieftain,  Harold  M.  E 
This  has  fueled  speculation  that  Ki 
will  be  the  latest  in  Zuckerman' 
terie  of  departing  editors.  Zucke^ 
denies  this.  ^'i 
And  true  to  form,  he  is  relentli 
upbeat  despite  the  new  pressures  11 
him,  especially  at  his  public  comp; 
"You  have  to  recognize  that  you 
own  the  assets  anymore,  you  own 
in  that  company,"  he  says.  "You're 
different  kind  of  treadmill."  And, 
found  with  agt,  the  treadmill  can 
sionally  come  to  a  jolting  stop. 

By  Ricfmrd  Siklos  in  New 
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visionary. 


There  are  those  who  can  see  the  long-term  potential 
of  their  information.  Because  they  have  chosen  a  partner 
who  can  help  them  better  access  and  manage  their  storage. 
They  are  the  people  who  count  on  StorageTek! 

Right  now  our  Storage  Area  Networks  are  revolutionizing 
the  way  information  is  managed — with  the  world's  only 
open,  intelligent,  integrated  architecture  that  interfaces 
with  both  Fibre  Channel  and  SCSI.  So  you  can  deliver  a 
level  of  accessibility  never  before  possible.  With  the 
'flexibility  to  anticipate  change,  and  the  scalability  to 
take  your  company  well  into  the  future. 

Ill  us  at  1-800-STORTEK  or  visit  us  on  the  Web 
:ause  when  it  comes  to  storage  solutions  that 
your  business  forward,  seeing  is  believing. 


/ww.sto  ragetek.com/visi  on 


StorageTek. 

Information  Made  Pou  etfiil 


©  1998  Storage  Technology  Corporation.  All  rights  reserved. 
StorageTek  is  a  registered  trademark  and  Information  Made" 
Powerful  is  a  trademark  of  Storage  Technology  Corporation. 


s  early  October,  and  Richard  E.  Rainwatei-  should  be  in 
ealmaking  heaven.  The  stock  mai'ket  has  just  wi-apped  up 
s  worst  three-month  performance  in  eight  years.  In- 
estors  are  worrying  about  hedge-fund  losses,  emerging- 
;et  collapses,  even  a  U.  S.  recession.  For  an  investor 
lainwater,  it's  a  classic  opportunity.  A  teenage  Texas  drag 
turned  Wall  Street  legend,  he  built  a  billion-dollar-plus 
ne  by  buying  into  beleaguered  businesses  at  discount 
s,  sometimes  cutting  four  or  five  deals  over  several 
;  hnes  simultaneously. 

t  on  this  breezy  fall  morning,  the  54-yeai--old  Rainwatei' 
icing  deals.  He  isn't  tiying  to  find  his  next  Walt  Disney 
r  Honeywell  Inc.,  to  name  two 
anies  he  bought  when  they 
cheap.  Rather,  Rainwater  is 
ig  for  Doodle — his  and  wife 
D.  Moore's  puppy,  who  has  es- 
from  the  play  area  of  their 
on  New  York's  Upper  East 
An  elevator  excursion  down  to 
rivate  terrace  quickly  reveals 
he  four-month-old  keeshond  is 
and  sound.  And  as  he  plays 
with  his  pup,  the  ever  cool, 
ack  Rainwater — clad  in  polo 
khaki  shorts,  and  tasseled 
with  no  socks — appears  in  no 
to  return  to  the  fiiiancial  fi-ay. 
e.  Rainwater  sees  opportunities.  "There's  no  telling 
nuch  money  I  could  make  going  out  and  doing  deals 
now,"  he  says.  But  Rainwater  just  can't  get  excited, 
ever  had  so  much  liquidity  at  such  a  time  of  great  op- 
lity — and  had  so  little  interest,"  he  says  calmly.  "I  just 
'eel  the  obsession  or  the  passion  to  go  out  and  do  an- 
deal  or  create  another  company. . . .  After  30  years,  I'm 
the  deal  business."  Indeed,  Rainwater's  enthusiasms 
un  more  to  golf  and  such  good  works  as  financing  a 
for  disadvantaged  children  in  his  hometown  of  Fort 
.  For  four  years,  Moore,  a  former  Chemical  Bank  ex- 
has  been  managing  his  billion-dollar  investment  port- 
bid  since  Febnaary,  Moore  and  Rainwater's  long-time 
r,  John  C.  Goff,  have  been  handling  new  deals, 
there's  a  problem:  Rainwater's  empire  is  a  mess.  His 
)ets  on  three  sectors — energy,  real  estate  investment 


He's  a  legendary 
dealmaker.  But  his 
holdings-in  real 
estate,  energy,  and 
health  care-are 
headed  downriver 


tnxsts,  and  health  cai'e — "are  all  in  the  crapper  at  the  same 
time,"  says  pal  Heniy  R.  Silverman,  chairman  and  ceo  of 
Cendant  Corp.,  though  he  feels  that  Rainwater's  bets  will 
eventually  pay  off.  Since  January,  Rainwater  says,  his  net 
worth  has  fallen  29%  to  $1.2  bilUon.  His  real  estate  investment 
tnist.  Crescent  Real  Estate  Equities  Co.,  has  pulled  out  of 
more  than  $2  billion  worth  of  deals  since  July,  prompting 
lawsuits  from  two  prospective  partners. 
STICK  WITH  IT.  With  his  reputation  as  a  rainmaker  at  stake. 
Rainwater  is  spending  more  time  on  damage  control.  He's 
turning  up  the  heat  on  managers  of  his  companies  to  cut 
costs.  And  after  his  wife  asked  for  help.  Rainwater  has  played 
a  more  direct  role  in  managing  his 
investments.  "Dai'la  doesn't  have  the 
skill  set  to  manage  in  chaotic  mar- 
kets," he  explains.  One  gets  the  sense 
Rainwater  is  tiying  to  work  less  and 
play  more,  but  he  can't  just  yet.  "I've 
always  had  tliis  pliilosophy  that  if  you 
start  something,  you  stick  with  it," 
Rainwater  says.  "I'm  retiring  from 
doing  any  more  deals,  but  I'm  not 
retuing  from  taking  care  of  the  old 
deals  that  I'm  still  responsible  for." 

There's  a  lot  of  damage  to  undo 
(charts,  page  114).  Crescent,  Rain- 
water's REIT,  stumbled  badly  when  it 
ventured  from  office  buildings  into 
gaming  and  health  care;  its  stock  price  has  dropped  44% 
fi'om  its  52-week  high,  to  under  $23.  Sister  company  Crescent 
Operating  Inc.  has  plunged  to  imder  $4,  fi-om  $24  at  its  initial 
public  offering  in  June,  1997. 

Depressed  oil  prices  have  battered  shares  at  Pioneer  Nat- 
ural Resources  Co.,  the  successor  to  corporate  raider  T. 
Boone  Pickens'  Mesa  Inc.,  which  Rainwater  rescued  from 
the  brink  of  banki^iptcy  in  June  of  1996.  It  has  fallen  57%' 
fi'om  its  52-week  high,  to  under  $15.  Ditto  at  oil-drilling  fii-m 
ENSCo  International  Inc.,  down  71%  ft'om  its  high. 

Rainwater's  medical  investments  are  in  intensive  care: 
Magellan  Health  Services  Inc.,  which  runs  psychiatric  hos- 
pitals owned  by  Crescent,  is  dowTi  66%  fi-om  its  high,  to  $10. 
Columbia/HCA  Healthcare  Inc.,  Rainwater's  hospital  compa- 
ny, has  tumbled  37%,  to  under  $22.  The  company  is  the 
target  of  a  federal  health-care  fraud  probe.  Even  the  stock 
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of  Fresh  Choice,  Inc.,  a  54- 
unit  restaurant  chain  that 
Rainwater  owns  an  interest 
in,  has  slumped  this  year, 
from  S  to  VA. 

"Some  of  the  magic  that  had 
been  associated  with  Rainwater 
is  gone,"  concedes  Andrew  A. 
Davis,  portfolio  manager  of 
Davis  Real  Estate  Fund  in 
Santa  Fe,  N.  M.,  which  jumped 
into  Crescent  Real  Estate  Eq- 
uities at  its  1994  IPO.  "It  was  a 


Taking  a  Big  Hit 

Rainwater's  real  estate,  energy,  and  health-services 


"We  knew  he  had  done  some 
gi-eat  things  professionally.  We 
respected  his  enthusiasm  and 
intelligence."  Davis  still  owns 
Crescent,  but  other  investoi's 
ai'e  less  forgiving.  Says  Michael 
R.  Spohn,  principal  of  energy- 
research  company  Petroleum 
Group  Inc.:  "I  think  [Rain-  - 
water'sl  halo  has  tarnished."  _ 
NOT  SO  BAD.  For  his  part, 
Rainwater  stands  by  his 
record.  "People  are  correct  in 
that  we  have  made  mistakes,"  he 
the  time.  There  are  some  things 


properties,  plus  smaller  ventures,  slumped  29%  this  year 
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says.  "But  that  happens  all 
we  did  at  eveiy  company 
I've  ever  been  associated  with — Disney,  Honeywell,  company 
after  company — that  we  wish  we'd  never  done."  Still,  he 
says,  "when  I  sit  back  and  look  at  my  results,  I  say  the  col- 
lective decisions  I've  made,  from  the  time  I  started  to  date, 
appear  to  be  sound.  They  have  not  been  flawless . . .  but 
they've  created  a  lot  of  fortunes — not  only  for  me." 

That's  for  siu'e.  Since  leaving  his  money-management  post  for 
the  oil-rich  Bass  family  in  1986  to  concenti'ate  on  his  own  in- 
vestments. Rainwater  says  he  has  racked  up  a  net  annualized 
compounded  i-ate  of  retm-n  of  26%.  This  year  marks  only  the 
second  time  in  Rainwater's  cai-eer  that  liis  net  worth  will  fall. 
And  of  the  six  companies  in  which  he  holds  lai'ge  stakes,  Mag- 
ellan is  the  only  one  that  has  fallen  below  his  purchase  price. 


Nor  was  Rainwater  exs 
blindsided  by  recent  ma 
tui-moil.  In  early  1997,  he 
so  worried  that  he  move 
shield  the  40%  of  his  net  w 
that  wasn't  tied  up  in  his 
six  public  companies.  The 
ry  of  activity  included  yan 
$70  million  out  of  hedge  t 
and  hawking  private  hole 
such  as  50%'  of  Dallas' 
Hotel  Crescent  Court  and 
in  the  Texas  Rangers  bas 
team — the  latter  two  m 
bringing  in  $25  million  ea 
VERY  LIQUID.  As  a  result, 
18-month  period  culminatii 
mid-1998.  Rainwater  went 
owing  $100  million  to 
debt  free  and  sitting  on 
million  in  cash,  with  a  $25( 
lion  credit  line  to  boot, 
so  stupid  because  I  saw 
train  coming  down  the  tr 
he  says.  "I'm  not  used  to 
ing  dovra  years." 

But  he  is  used  to  ha 
money,  even  though  he  was  bom  into  modest  circumsta 
Rainwater's  mother  worked  as 
a  J.  C.  Penney  Co.  saleswoman. 
His  father — of  predominantly 
Lebanese  origin  with  a  touch 
of  Cherokee  Indian  blood,  hence 
the  family  name — joined  a  trad- 
ing business  founded  by  Rain- 
water's maternal  gi-andfather,  a 
Lebanese  immigi-ant.  Rainwa- 
ter inherited  his  family's  work  ethic.  "Part  of  Richard's 
cess,"  says  Morton  H.  Meyerson,  a  Crescent  directoi 
Rainwater  investment  partner,  "is  that  he  has  this  i  j.. 
grant  mentality  of  being  veiy  driven,  working  very  hare 
really,  really  wanting  to  be  successful." 
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Wife  Darla  Moore  h 
taken  over  half  of 
the  dealmaking  for 
Rainwater-and  mo 
the  top-level  firing 
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Three  pillars 
of  his  empire 
cracked  at 
the  same 
time 


REAL  ESTATE 


Stellar  REIT  Crescent  found  its 
worthi  eroded  by  a  foray  into 
casinos  and  a  tricky  sidestep 
into  health  care — and  now  it's 
pulling  out  of  deals. 
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i water  likes  to  win — and  it  shows.  He's  a  man  who 
<rnre.  Since  cutting  back  on  his  work  two  years  ago, 
■)•  says  he  has  exercised  so  religiously  that  his  weight 
ii  from  225  pounds  to  185  pounds  and  his  body  fat 
to  19%.  And  he  still  brags  about  his  drag-racing  ex- 
rk  in  high  school.  Riding  a  souped-up  Buick,  Rain- 
es he  set  a  record  at  a  local  raceway  by  going  unde- 
ucarly  30  weeks  in  a  row.  Rainwater  still  competes  as 
(xl  car  owner  and  likes  to  take  his  dragsters  out  for 


jjractice  spins,  sometimes  with  Moore  riding  shotgun. 

Moving  quickly  has  always  been  Rainwater's 
style.  His  big  break  in  business  came  early.  A  math 
and  physics  major  at  the  University  of  Texas  at 
Austin,  he  headed  off  to  Stanford  University's  Grad- 
uate School  of  Business  with  only  $400  and  a  car  to 
his  name.  But  there  he  became  fast  fiiends  with  fel- 
low Fort  Worth  native  Sid  R.  Bass.  And  after  a 
two-year  stint  as  a  Goldman,  Sachs  &  Co.  trader. 
Rainwater  went  to  work  for  the  Basses. 

Cutting  deals  for  the  family,  Rainwater  concen- 
trated on  picking  up  shares  in  blue  chips  hke  Texa- 
co Inc.  and  Disney  when  they  were  cheap.  As  a  re- 
sult, the  Bass  empire  gi"ew  from  $50  million  when  he 
joined  in  1970  to  more  than  $5  billion  when  he  left  in 
1986.  "Richard's 
style  has  always 
been  to  buy  when 
no  one  else  wants 

to  buy  and  sell  when  everybody  wants  to  get  into 
it,"  says  David  Bonderman,  who  worked  for  Sid 
Bass's  brother,  Robert.  "The  cim  of  Richai-d  is  that 
he  is  one  of  the  best  value  investors  of  all  time." 
HEALTHY  PROFIT.  Rainwater'  proved  that  again  after 
leaving  the  Basses  with  his  $100  million  nest  egg. 
Rainwater's  ftrst  solo  deal,  ensco  International,  is 
now  one  of  the  world's  largest  oil-drilling  firms.  To- 
day, Rainwater's  6%  stake  is  valued  at  more  than 
$100  million.  The  mother  of  all  investment  jackpots 
was  Columbia/HCA.  In  the  late  1980s,  Rainwater 
surmised  that  the  cost-cutting  strategies  that 
worked  in  other  industries  could  be  applied  to  health 
care.  So,  on  Oct.  19,  1987,  the  day  of  the  stock 
market  crash.  Rainwater  launched  Columbia  Hospital  Corp. 
with  a  rambunctious  health-care  buyout  specialist  named 
Richard  L.  Scott.  Putting  up  $125,000  each,  they  formed  a 
partnership  to  buy  two  hospitals.  Inside  of  a  decade,  the  op- 
eration was  the  world's  largest  hospital  company.  By  the 
time  Rainwater  left  Columbia's  board  to  concentrate  on  Cres- 
cent Real  Estate  Equities,  his  investment  had  grown  to 
some  $300  million — a  2,400%  return. 

In  1991,  Rainwater  made  one  of  his  most  important  deals, 
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Rainwater's  legendary  loyalty 
extends  to  energy,  which  he 
believes  must  pay  off  in  the  lon^ 
run.  But  low  prices  have  shut 
off  any  short-run  profit  gushers. 
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Columbia/HCA  is  now  the  target 
of  a  federal  investigation  into 
health-care  fraud,  and  its  value 
has  sickened  significantly  since 
the  probe  began. 
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The  Internet  has  created  new  worlds  of 
opportunity  for  companies  looking  to 
improve  customer  relations  and  expand 


HBHi  their  business.  But  what  if  the  Internet's 

bxpans  ion 


Integrated  On-Demand  Network 

potential  could  be  increased  exponentially, 
to  offer  unparalleled  speed,  access  and 
security?  Tliat  s  why  we're  mtroducing  Sprint 
ION,'"  Integrated  On-Demand  Network. 
A  revolutionar\'  breakthrough  in  integrated 
communications.  Sprint  ION  is  designed  to 
provide  secure,  high-speed  data  information 
links  with  guaranteed  quality  of  service. 
So  E-commerce  becomes  a  more  viable, 
efficient  and  cost-effective  way  for  you 
to  conduct  business.  And,  by  delivering 
real-time,  two-way  multimedia  communica- 
tions -  anytime  and  anywhere  -  Sprint  ION 
will  enable  you  to  enrich  your  customer 
relationships.  It  delivers  sokitions  to 
help  grow  your  current  market  base  and 
unlimited  business  opportunities  for  your 
expjinsion  in  the  fliaire.  www.sprint.com/ion 


Sprint 


We  help  your  business  do  more  business 


THE  LEGAL  SHARK 

Lawyer  Gerald 
Haddock  found  the 
loophole  that  allowed 
a  REIT  to  provide 
health-care  semces 
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manying  feisty  investment  banker  Moore.  The  couple  shares 
an  interest  not  only  in  business  but  in  fitness  and  health 
foods  (though  when  Moore  returns  to  her  native  South  Car- 
olina she  re-subscribes  to  the  creed  that  "the  meaning  of 
life  can  be  found  in  fried  gizzards").  Their  Manhattan  condo 
features  a  floor-to-ceiling  oil  painting  of  Moore  dressed  as  a 
Southern  belle.  And  they  are  a  playful  couple,  finishing  each 
other's  sentences  and  even  debating  in  front  of  a  visitor 
about  whether  Rainwater  should  give  away  his  money  before 
or  after  he  dies.  Moore  says  he  should  do  it  sooner  rather 
than  later  so  he  can  see  the  results. 

Moore,  43,  came  into  the  mamage  having  made  a  bundle 
for  herself  by  salvaging  bankiupt  companies  for  Chemical 
Bank  in  the  late  '80s.  But  now  she  does  things  the  Rainwater 
way.  "I'm  learning  at  the  foot  of  the  master,"  says  Moore. 

When  Rainwater  stepped 
down  from  the  Colum- 
bia/HC.'i  board  in  1994, 
Moore  replaced  him.  Two 
years  later,  she  left  to  become  a  du^ector  at  Atlanta-based 
Magellan,  where  she  and  Rainwater  had  just  bought  a  12% 
stake.  And  since  1994,  she  has  managed  Rainwater's  portfolio 
as  president  of  Rainwater  Inc. 

BAD  COP.  Moore's  emergence  freed  up  Rainwater  to  look  at 
the  big  pictm-e.  "I'd  been  working  for  over  25  years,  and  I'd 
made  a  gTeat  deal  of  money,"  offers  Rainwater  "Alter  you're 
successful  and  wealthy,  buying  another  car  or  a  house  just 
doesn't  do  it  for  you,  and  you're  left  thinking,  'Wliat  now?'  I 
thought  I  could  keep  making  money  or  I  could  do  something 
else  with  my  Life  and  let  Daria  begin  learning  how  to  play  for 
me  the  role  I  once  played  for  Sid  Bass." 

Moore  jumped  in  with  both 
feet,  playing  bad  cop  to  Rainwa- 
ter's good  cop.  It  was  Moore  who 
helped  Rainwater  dismiss  Pickens 
as  CEO  of  Mesa.  And  after  the  Co- 
lumbia investigation  became  public, 
she  played  a  key  role  in  helping 
Columbia's  board  oust  Richard 
Scott — over  Rainwater's  objections. 


THE  DEALMAKER 

Longtime  partner  John 
Goff  runs,  with 
Moore,  the  newest 
vehicle  for  Rainwater 
investments 


To  this  day.  Rainwater  says 
lumbia's  board  should  never 
fii'ed  Scott.  "I  asked  everyone 
same  thing:  'Why  are  you  c 
this?'"  Rainwater  says.  "Anct 
only  reason  I  got  was  because : 
didn't  think  he  was  the  right  ii 
son  to  deal  with  the  govenii' 
That's  not  a  reason  to  term  i 
him.  If  that's  the  case,  I  said,  let's  go  hire  someone  to 
with  the  government." 

Such  loyalty  is  quintessential  Rainwater,  say  fiiends  at 
sociates.  "Once  he's  behind  people,  he  tends  to  stick 
them  for  a  long  time — sometimes  too  long,"  Mooi"e  says  i 
wicked  Southem  drawl.  "Richard  is  really  conflict-aclvei 
on  the  other  hand,  thiive  on  controversy.  I  don't  shrinl<  • 
it.  My  knees  don't  go  weak." 

NOT  BORED.  Moore,  in  fact,  says  she  enjoys  the  current 
lenge  of  managing  Rainwater's  money.  "I  pretty  much  s; 
five  years  and  watched  the  stocks  go  up  every  day,  up  ' 
day,  up  eveiy  day.  Ho  hum,  ho  hum ...  Oh  look,  we've 
another  $20  million.  Oh  God,  that  was  so  boring." 
Moore  is  having  fim.  "I  love  the  carnage,"  she  says.  " 
are  dead  bodies  all  over  the  street." 

Fi-om  here  on,  Moore  and  Goff  will  handle  Rainw 
new  investments  thi'ough  a  vehicle  named  Goff  Moore  S 
gic  Partners.  "I'm  passing  the  dealmaking  mantle  on  tn 
la  and  John,"  Rainwater  says.  So  far,  Goff  Moore  has 
moving  slowly,  buying  oil  and  gas  stocl«,  mortgage-back^ 
cvuities,  and  high-yield  bonds.  "Things  are  still  bi-utal,' 
Moore. 

Rainwater  found  that  out  in  the  oil  market.  He  mail 
that  rising  global  demand  will  push  oil  prices  up  to 
where  between  $20  and  $40  a  barrel  in  two  to  five 
With  crade  hovering  at  $13,  Rainwater  reckons  OPi; 
miscalculated  by  failing  to  adjust  to  weak  Asian  de 
But  he  says  that's  a  temporary  development  and  h 
sunk  20%  of  his  fortune  into  the  sector.  "It  takes  an  en(  i 
amount  of  self-confidence  to  stick  to  your  guns  when  << 
body  around  you  is  saying  it'll  never  work.  But  th; 
been  the  key  for  Richard,"  says  Moore.  "Nobody  can  tal  i; 
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10  OUT  OF  12  OF  THE  WORLD'S 
LARGEST  CAR  MAKERS  USE  LOTUS. 


In  the  auto  industiy  alone,  there  are  over  250,000  Lotus  Notes'  users.  But  that's  just  the  tip  of  the  story. 

With  Notes,  Chrysler  and  its  suppliers  have  cut  costs  by  $2.5  billion.  Daimler-Benz  has  cut  the  time  it 
takes  to  implement  engineering  changes  by  60%.  General  Motors  uses  Domino'"  to  manage  communications 
with  its  8,400  U.S.  dealers.  And  Lotus  Notes  and  Domino  are  becoming  the  industry  standard  tor  managing 
interenteiprise  design,  research  and  supply  chain  collaboration.  So  does  this  make  us  the  standard  or 
automatic?  To  tind  out  more,  visit  our  Web  she  at  www.lotus.com/worktheweb 


Lotus. 


An  IBM  Company 


1 19,500  Lolus  Business  Partners  un  provide  solutions  for  you  toijay.  For  more  information,  call  1 800  872-3387,  exl  E287,  In  Canada,  call  1 800  GO  LOTUS  ©1998  Lotus  Development  Corporation,  an  IBM  company.  All  nghts  resen;efl.  Loius  and  Lotus  Notes  are  re^steted 
lematks  and  Domino  and  Work  ttie  Wet)  are  liademarlis  of  Lotus  Development  Corp,  IBM  is  a  registered  tradertiaili  of  Iniemational  Business  Macfiines  Corp  All  ottier  company  names  and  products  are  regslered  trademarlo  and/or  trademailis  of  their  respective  companies. 


into  or  out  of  something  once  he  has  made  a  decision." 

Rainwater's  Pioneer  crew,  led  by  CEO  Scott  D.  Sheffield,  is 
hunkenng-  dowii.  Having  lost  $108.6  milhon  so  far  tliis  year,  it 
laid  off  850  employees  and  sold  $410  million  worth  of  oil  and 
gas  fields  in  Texas  and  Oklahoma.  And  soui-ces  say  more  re- 
stiuctming  is  coming.  "Rainwater  and  Sheffield  ai'e  making  the 
light  moves,"  says  Leigh  Goehiing,  vice-president  at  Pniden- 
tial  Investments,  which  boosted  its  Pioneer  stake  in  October 

Crescent  Real  Estate  Equities  has  its  own  set  of  troubles. 
Operating  somewhat  like  a  venture-capital  fund,  Crescent 
snapped  up  $3.8  billion  in  assets  between  1994  and  1997 — 
everything  fi'om  office  buildings  to  cold-storage  units  and 
hotels — at  deep  discounts.  Over  the  same  period,  its  funds 
from  operations — the  best  measure  of  REIT  performance — 
soared  nearly  870%.  Its  share  price  follou^ed,  rising  215%. 


Cover  Story 


Crescent  succeeded  by  buying  mostly  top-notch  office 
buildings  at  ftre-sale  phces.  Banking  on  an  oil  recoveiy,  Rain- 
water picked  up  the  bulk  of  these  in  the  energy  belt,  partic- 
ularly Dallas  and  Houston.  Despite  the  fall  in  oil.  Rainwater 
was  right  that  local  economic  conditions  would  improve,  and 
he  was  able  to  raise  rents  as  a  result.  The  problem  was 
that  as  conditions  stabilized,  it  became  harder  to  find  cheap 
properties — and  Crescent  began  making  riskier  bets. 

Ill  -January,  1998,  for  e.xample,  the  company  said  it  planned 

to  enter  the  Las  Vegas 
gambling  biz  by  buying 
Station  Casinos  Inc.  for 
$(585  million.  Rainwater 
ojjted  to  roll  the  dice  after  a  1997  Labor  Day  weekend  spent  in 
Vegas  at  a  rock  and  roll  revival.  Buying  Station,  he  says,  was 
a  safer  way  to  play  the  game  because  it  caters  to  locals  rather 
than  touiists.  But  investors  thought  Crescent  oveipaid.  After 
its  shares  tanked,  Crescent  called  off  the  deal  in  Augiist. 
REALTY  RETREAT.  Canceling  deals,  in  fact,  has  become  some- 
thing of  a  pattern  in  the  Rainwater  emph'e  lately.  Only  days 
after  the  Station  debacle,  a  comple.x  deal  involving  90  psy- 
chiatric hospitals  controlled  by  Rainwater  entities  came 
unglued.  Crescent  had  bought  the  hospitals  last  year  from 
Magellan.  But  KF.rrs  aren't  supposed  to  own  businesses  with 
substantial  nonrent  revenues.  So  Gerald  Haddock,  a  lawyer 
and  close  associate  of  Rainwater's,  came  up  with  a  loophole 


whereby  hospital  operations  were  put  in  the  hands  of  ( 
ter  Behavioral  Health  Systems  (cbhs),  a  joint  ventui  i 
tween  Magellan  and  Crescent  Operating. 

Under  the  plan,  Crescent  Operating  was  supposed  ti 
shai-es  so  it  could  buy  out  Magellan's  50%-  stake.  But  wit  I 
psychiatric  hospitals  struggling.  Crescent  Operating  c 
off  the  agTeement.  "cbhs  has  been  a  huge  disappointm 
says  Joe  Harvey,  director  of  research  at  investment 
Cohen  &  Steers  Management  Inc.,  a  large  sharehold. 
both  of  the  Crescent  companies.  "The  bottom  line  i.-. 
Crescent  guys  missed  it  on  this  one." 

On  the  property  side.  Haddock  says  Crescent  is  "st 
the  table,"  tiying  to  close  a  deal  wdth  Reckson  Associate> 
alty  Corp.  of  Melville,  N.  Y.,  to  buy  Tower  Realty  Ti'u 
New  York  REIT.  However,  in  July,  Crescent  called  off  a 

THE  NEW  FOCUS 

Rainwater  is  financ" 
a  school  and 
day-care  center  for 
disadvantaged  chil 
in  Fort  Worth 


million  San  Diego 
deal.  And  in  Septemb 
backed  out  of  a  $450 
lion  purchase  from 
dential  Insurance  Co. 

"Crescent  is  reacti 
changes  in  market  p 
and  getting  out  of 
that  no  longer  make 
to  them,"  says  analyst 
Lutzius  at  Green  S 
Advisors  Inc.,  a  real 
investment  fii-m.  But 
doesn't  cut  it  with  e 
one.  "You  don't  bust 
because  market 
change,"  says  Frede' 
Carr  Jr,  principal  a 
Penobscot  Group  Inc.,  a  realty  investment  reseai'ch  co" 
"They  could  become  known  as  a  company  that  doesn't 
deals,  and  that  will  huit  them." 

But  Rainwater  says  his  concern  these  days  is  do' 
money  rather  than  making  it.  In  fact,  he  plans  on 
away  his  fortune — after  providing  for  his  family  and  s 
aside  a  $120  million  trust  for  Stanford  and  the  Univers 
South  Cai'olina,  Moore's  alma  mater.  Rainwater's  philant 
is  modeled  on  liis  business  strategy.  Spot  a  good  progTa 
ly,  help  get  it  started,  then  move  on.  These  days,  he's 
some  100  progTams,  including  the  Fort  Worth  Save  0" 
dren  Learning  Center  "Doing  tliis,  I  could  live  the  rest 
life  getting  up  in  the  morning  and  saying,  'Boy,  I've  re" 
something  worthwhile  to  do  today,' "  he  says.  "I  don't 
sanly  feel  that  way  about  doing  another  business  deal 
Maybe.  Rainwater,  after  all,  still  keeps  score.  Sitting 
floor  of  his  condo  with  Doodle  and  Daiia,  he  asks  his 
I  were  enthusiastic  and  got  up  early  and  went  to  all 
meetings  and  really  pushed  it  hard,  you  think  in  the  n 
yeai's  I  could  add  another  zero  to  my  net  worth?"  Moor 
he  could.  Rainwater  smiles  and  nods  affirmatively, 
years  from  now,  I  could  have  something  like  $15 
huh'.""'  Rainwater  is  thinking  it  over. 

By  Stephmiie  A)iderso)t  Forest  in  New  York,  with  Ka 
Morris  in  Los  Angeles,  Amy  Barrett  in  Philadelphi 
Susa)i)i  Rutledge  and  Barbara  Silverbush  in  New  Yo 
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MANAGEMENT  CONSULTING 
FIRMS  USE  LOTUS. 
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They  use  Lotus  Notes"  and  Domino'"  because  they  provide  the  security  and  stability  required 
to  manage  massive  amounts  of  data  and  information  across  large  enterprises.  Because  they 
allow  teams  to  collaborate  in  real  time  across  multiple  platforms  and  time  zones  for  increased 

productivity  and  efficiency  via  the  Web.  And,  in  short,  because  they  offer  the  smartest  tools  for 
serious  strategic  advantage.  To  find  out  more,  visit  our  Web  site  at  www.lotus.com/worktheweb 


Lotus. 


An  IBM  Company 


19,500  Lotus  Business  Partners  can  provide  soluUons  for  you  today.  For  more  inlormalion,  a\\  1  800  872-3387,  ext  E288.  In  Canada,  call  1  800  GO  LOTUS.  ©  1998  Lotus  Development  Cotporauon,  an  IBM  company.  All  riglits  reserved.  Lotus  and  Lotus 
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A     S  T  A  N  D  A 


www.slanrJarclandpoors.com/ralirKj-. 


)  be  a  global  company  you  need  the  expertise  to  conduct 
tsiness  without  borders.  You  need  to  forge  the  kmd  of 
lationships  that  enable  you  to  navigate  local 
irket  conditions.  At  Standard  &  Poor's  Ratings 
rvices,  these  beliefs  have  been  part  of  our  culture 
r  nearly  a  century.  Our  ratings  give  borrowers  and  lenders 
i  ability  to  make  well-informed  financial  decisions.  Each 


STANDARD 
&  POORS 


ratmg  mcorporates  the  analytical  excellence,  objectivity 
and  integrity  that  have  made  our  name  a  global  standard. 

And  by  having  one  of  the  largest  staffs  of  credit 
professionals  located  on  virtually  every 
continent,  in  every  major  financial  market, 
Standard  &  Poor's  Ratings  Services  covers  the  world 


as  only  a  true  leader  can.  Mhmsiontil  IhcMcGrawHUK  nmluima 


Finance 


INVESTIGATIONS 


BROKEN  TRUST  AT 
BISHOP  ESTATE? 

Assets  of  $6  billion  may  have  been  seriously  mismanaged 


When  Hawaiian  Princess  Ber- 
nice  Pauahi  Bishop  died  more 
than  100  years  ago,  it  was  her 
dream  to  estabUsh  a  school  in 
Hawaii  that  would  last  forever.  To  that 
end,  the  Princess  created  a  trust  tlaat 
included  vast  lands  in  Hawaii  to  which 
she  was  the  sole  heir.  Today,  the 
Princess'  assets,  called  the  Bishop  Es- 
tate, are  worth  between  $6  billion  and 
$10  billion  and  include  piime  real  estate 
in  Waikiki  and  a  9.5%  stake  in  Goldman 
Sachs.  But  her  philanthropic  trust — 
created  to  ensure  that  native  Hawaiian 
children  get  a  decent  education — is  be- 
ing rocked  by  a  slew  of  embarrassing 
allegations.  On  Sept.  10,  State  Attorney 
General  Margery  S.  Bronster  charged 
the  estate's  tinstees  with  financial  mis- 
management, excessive  compensation, 
and  kickbacks.  The  five  trustees  deny 
any  wTongdoing,  but  two  are  cooperat- 
ing with  Bronster.  Two  grand  juries 
and  the  Internal  Revenue  Service  are 
also  investigating  the  estate.  It's 
enough  to  make  a  princess  weep. 

Bronster  also  took  the  imprecedented 
step  of  asking  the  Hawaii  Pi-obate  Coiul 
to  immediately  remove  four  of  the  five 
tnastees  and  to  place  the  tinst  in  re- 


ceivership to  prevent  further  damage 
to  the  tnist  or  its  beneficiaiies — the  stu- 
dents of  Kamehameha  Schools,  the  ones 
owned  and  operated  by  the  Bishop  Es- 
tate. Probate  Com!  Judge  Colleen  Hu'ai 
is  expected  to  rule  on  the  Attorney 
General's  request  in  a  few  weeks. 

Three  of  the  tnistees  claim  the  in- 
vestigation reflects  the  political  motives 
of  Governor  Benjamin  J.  Cayetano. 
They  say  he  used  the  trust  affair  to 
bolster  his  successful  reelection  cam- 
paign and  take  the  electorate's  mind  off 
the  faltenng  economy.  "The  Attorney 
General  is  clearly  a  political  appointee," 
says  tiiistee  Hemy  H.  Peters,  a  foiTner 
speaker  of  the  state  House  of  Repre- 
sentatives. "She  is  only  accountable  to 
the  Govei'nor." 

WEB  OF  PARTNERSHIPS.  The  trustees 
also  include  former  State  Senate  Presi- 
dent Richard  S.  H.  Wong,  Democratic 
Party  politico  Gerard  A.  Jervis,  and 
Marion  Mae  Lokelani  Lindsey,  a  well- 
connected  fonuer  state  education  official. 
Of  the  five,  the  only  one  with  any  real 
business  experience  is  Oswald  K.  Sten- 
der,  a  former  chief  executive  of  the  $2 
billion  Campbell  Estate  family  tmst  in 
Kapolei,  Hawaii.  Stender  and  Jei^'is  are 
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THE  TRUSTEES:  They  suij  they've  done  better  than  other  charitable  trusts 


helping  the  Attorney  General's  in 
Bronster  alleges  that  trustees 
about  $100,000  each  in  impropei 
missions  to  maintain  their  comj 
tion  levels  in  a  year  when  est  a 
vestments  performed  poorly.  Ai 
estate,  according  to  the  Attorney 
eral,  paid  off  campaign  debts  t'l 
Hawaii  legislators  who  have  bt- 
strumental  in  protecting  the 
interests.  Bishop  Estate  att 
William  C.  McCorriston  deniec 
trust  funds  were  being  used  d: 
to  pay  campaign  debts. 

Much  of  the  trust's  portfc 
slu-ouded  In  secrecy  and  hidden  w 
Byzantine  web  of  paitnerships  t) 
elude  for-profit  subsidiaries  and 
companies.  So  it's  no  easy  task 
point  the  estate's  performanct 
tiustees  claim  that  froiri  1980  t 
the  estate  posted  an  annualized 
on  investments  of  17.3%.  That  mi 
be,  but  in  recent  years  the  reco 
been  abysmal.  According  to  a  Jul^ 
Aithm-  Andersen  &  Co.  report  c< 
sioned  by  the  Probate  Court  a 
leased  in  October,  the  tioist's  ass 
tween  1992  and  1996  averag 
annual  retuni  of  only  2.4% 

Lately,  things  haven't  been  go 
well  at  the  school,  either.  The 
hameha  Schools,  with  moi'e  thai 
students  from  preschool  throug 
gi'ade,  has  an  annual  operating  1  saj 
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of  $100  million. 


at  the  hilltop  campus,  which 
>  Honolulu  and  the  Pacific 
loast  that  more  than  90%  of 
■s  go  on  to  college.  But  that 
statistic  may  be  at  risk:  As  the 
i'sy  has  heated  up,  teachers 
departing.  Last  spring,  the 
•arned  that  its  accreditation 
'  in  jeopardy. 


Hvo  grand  juries  and  the  Internal 
Revenue  Service  are  in  vestigating 
Bishop  Estate.  The  allegations  include: 

►  Charges  by  the  Hawaii  Attorney 
General's  office  of  mismanagement, 
excessive  compensation,  and  kick- 
backs. The  trustees  deny  the  charges. 

►  One  employee,  a  former  state  sena- 
tor, charged  $21,000  on  estate  credit 
cards  for  bar  tabs  at  strip  clubs.  He 
later  repaid  the  money  but  only  after 
he  was  issued  a  retroactive  pay  raise. 

►  A  $1.5  million  investment  in  a 
software  startup  where  a  brother-in- 
law  of  a  trustee  worked  went  sour.  An 
executive  at  that  company  pleaded 
guilty  to  money  laundering. 

►  An  Arthur  Andersen  report  said 
that  trustees  ignored  advice  to 
diversify  the  trust's  holdings  into 
liquid  equities. 

DATA.  COURT  DOCUMENTS 


le  meantime,  the  salaries 
trustees  have  been  on 
3.  Selected  by  the  State 
le  Coml,  the  tmstees  re- 
)mpensation  based  lai'ge- 
sliding-scale  commission 

1  various  estate  income, 
ig  rent  from  properties 
/alities.  Annual  paychecks  have 
from  $;30,000  in  1962  to  well  over 

0  in  1997,  making  the  trustees 
lest  paid  at  any  educational  tmst 
ountiy,  according  to  the  Attorney 
.  But  in  May,  in  the  face  of  gi-ow- 
ilic  outrage,  the  Hawaii  legisla- 
5sed  a  law  that  would  allow  it  to 

2  ti-ustees'  compensation, 
estate's  fortunes  began  sagging 
early  1990s,  when  Hawaii  real 
went  into  free  fall,  producing 
;nancial  setbacks.  In  a  number 
iJand  real  estate  investments. 
Estate  got  stuck  with  bad  com- 

1  paper  and  took  an  ecjuity  stake 
lased  the  entu-e  pi'operty  rather 


than  foreclosing  on  the  loans.  Some  of 
the  investments  have  been  i-ecouped, 
but  many  have  failed  to  turn  around. 
The  Arthm-  Andersen  report  found  that 
the  trastees  I'epeatedly  ignored  the  ad- 
vice of  outside  advisers  to  diversify 
their  holdings  into  liquid  equities. 

During  the  Attorney  General's  inves- 
tigation, it  was  also  discovered  that  a 
Bishop  Estate  employee,  who  is  a  foirner 


she  reimbursed  the 
company  for  the 
flight. 

The  trust  tried  to 
make  money  in  high 
tech.  But  it  lost  $1.5 
million  in  a  1997  in- 
vestment in  KDP 
Technologies,  which 
planned  to  put  actors' 
resumes  and  video 
clips  on  the  Internet 
for  casting  calls. 
Randy  Stone,  the 
brother-in-law  of  es- 
tate trustee  Wong, 
was  a  paid  consultant 
to  KDP.  Estate  attor- 
neys say  Stone,  a 
movie  producer,  was 
a  valid  consultant. 
KDp's  treasurer,  Ben- 
jamin Franklin  Bush 
III,  was  later  con- 
victed of  money  laun- 
dering and  fraud. 

The  trustees  still 
maintain  the  trust's 
performance  is  better 
than  comparable 
charitable  trusts. 
They  claim  some  of  their  investments — 
including  the  $500  million  put  into  the 
Goldman  Sachs  deal — were  home  runs. 
HIGH  SCHOOL  PETITION.  But  such  home 
runs  could  well  turn  into  fouls.  The 
estate's  stake  in  Goldman,  once  esti- 
mated to  be  valued  as  high  as  $3  bil- 
lion, could  now  be  worth  only  half  that, 
because  of  the  decline  in  financial 
stocks.  The  estate's  22%-  share  in  Peo- 


Bishop  Estate  averaged  annual  growth  of  2.4%  from 
1992  to  1996,  says  an  Arthur  Andersen  report. 
Trustees,  it  says,  often  ignored  their  outside  advisers 


Hawaii  state  senator,  charged  $21,000  on 
estate  credit  cards  for  bar  tabs  at  strip 
clubs.  The  employee,  Milton  Holt,  has 
reimbm'sed  the  estate  but  only  after  he 
was  issued  a  retroactive  pay  i-aise.  The 
Attorney  General  also  alleges  that  a 
handful  of  prominent  politicians  and 
fi  lends  of  the  trastees  ai'e  on  the  Bishop 
Estate  payi'oll  in  do-nothing  jobs. 

The  estate,  according  to  Bronster, 
awarded  a  $3.4  million  computer  con- 
tract in  1994  to  a  company  at  the  behest 
of  trustee  Lindsey,  oveniding  staff  rec- 
ommendations. The  company.  Educa- 
tional Management  Group,  flew  Lind- 
sey in  a  private  jet  to  the  1997  Super 
Bowl  in  New  Orleans.  Her  lawyer  said 


pie's  Bank  of  California  looked  solid 
when  it  went  pubhc  in  May  at  14/1.  It 
is  now  trading  at  $10. 

Half  of  the  high  school  students  at 
Kamehameha  Schools  have  signed  a 
petition  to  remove  the  trustees.  The 
investigation  and  court  proceedings 
could  result  in  heavy  fines  or  the  re- 
vocation of  the  estate's  tax-exempt  sta- 
tus. And  if  the  gi-and  juiies  retiuTi  rec- 
ommendations to  pursue  criminal 
charges  against  some  or  all  of  the 
trustees,  Hawaii's  old-boy  network 
would  be  dealt  a  crushing  blow.  The 
benevolent  act  of  a  princess  has  turned 
into  a  legal  war  in  paradise. 

By  Alex  Salkever  in  Honolulu 
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WHY  FUND  FEES 
ARE  SO  HIGH 

A  series  of  lawsuits  points  a  finger  at  "co-opted"  directors 

High  mutual-fund  expenses  can  eat 
away  at  shareholder  pi'ofits,  and 
numerous  lawsuits  have  tried  in 
vain  to  force  fund  companies  to 
lower  their  fees.  But  a  series  of  suits 
filed  in  recent  weeks  attacks  the  fee  issue 
in  an  imusual  way — by  challenging  the 
independence  of  fund  directors.  The 
shareholder  suits  against  Fitlelity,  Pni- 
dential,  T.  Rowe  Price,  BlackKock,  and 
P.KA  Associates  claim  directors  consent- 
ed to  high  fees  only  after  being  "co- 
opted"  by  fund-management  companies 
through  high  compensation  and  ap- 
pointments to  multrple  fund  boards 
within  the  same  fund  company.  Direc- 
tors "are  no  longer  independent 
watchdogs,"  the  suits  contend. 

Secmities  lawyers  say  the  suits 
ai'e  a  long  shot.  But  they  sj^ot- 
light  a  highly  charged  issue  that 
may  prompt  regulators  and  leg- 
islators in  Washington  to  take 
action.  The  Securities  &  Ex- 
change   Commission  recently 
launched  a  review  of  how  direc- 
tors set  fees.  And  the  chairman 
of  the  House  Commerce  Commit- 
tee is  considering  jjroposing  leg- 
islation next  yeai'  that  would  re- 
quire more  detailed  fee  disclosiu'e. 
"BAD  JOKE."  P'und  fees  have  come 
to  the  forefront  becau.se  critics  be- 
lieve that  even  though  fund  assets 
have  quadioipled,  to  $5  trillion,  in  the 
1990s,  the  companies  are  not  sharing 
the  benefits  of  economies  of  scale  with 
investors.  After  all,  it  doesn't  take  twice 
as  many  peojjle,  computers,  or  offices 
to  i-un  a  .$2  billion  fund  instead  of  a  $1 
billion  fund.  So  as  a  percentage  of  the 
fund  assets,  management  fees  should 
fall  as  the  assets  increase.  Instead,  the 
average  expense  ratio  for  an  equity  ftind 
is  1.53%,  or  $1.53  per  $100,  vs.  1.25%  in 
1985,  according  to  Morningstar  Inc. 

Independent  directors,  by  law,  are 
supposed  to  I'epresent  shai-eholders.  But 
critics  say  they  do  a  poor  job  when  they 
allow  fees  to  rise.  "P'und  directors  are, 
to  a  very  major  extent,  sort  of  a  bad 
joke,"  says  John  C.  Bogle,  founder  of 


Maryland  law  that  restricted  diret 
from  sitting  on  multiple  boards.! 
case  is  still  pending. 

The  decision  prompted  the  atto  i 
who  brought  the  Strougo  case  to 
that  ruling  to  bring  five  new  suit- 
lenging  fund  fees.  The  suits  clani 
the  fees  that  were  approved  by 
directors  are  invalid  because  the  < 
tors  serve  on  multiple  boards  v 
the  same  fund  complex  and  are 
not  truly  independent. 
LONG  ODDS.  The  suit  against  Vv 
Investments  contends  that  "the  fee- 
ing by  Fidelity  has  been  especiall} 
matic."  Fidelity  assets  under  m;i 
ment  jumped  from  $36  billion,  tn 
billion  from  1985  to  1995,  and  nui 
ment  fees  were  inci-eased  fi'om  1.0.'^ 
assets  under  management  to  1.14 
assets.  The  higher  fees  resulted 
extra  .$288  million  in  revenue  f( 
delity,  the  suit  claims.  Fidelity  hi 
board  of  directors  representing 
263  fimds,  and  9  of  the  12  dii'eeto 
independent.  Fidelity's  independe 
rectors  are  paid  in  excess  of  $200 


One  suit  contends  th 
"the  fee-gouging 
Fidelity  has  been 
especially  dramatic 


Vanguard  Group,  which  has  the  indus- 
try's lowest  fees. 

The  recent  suits  follow  a  surprising 
court  decision  in  May  that  opened  the 
door  for  a  legal  assault  on  independent 
directors.  In  a  .suit  in  federal  couit  in 
Maryland,  Robert  Strougo,  a  sharehold- 
er in  Scudder  Kemper  Investments 
Inc.'s  Brazil  Fund,  charged  that  a  cozy 
relationship  between  independent  di- 
rectors and  Scudder  management  led 
to  the  directors  approving  a  rights  of- 
fering that  can  dilute  the  value  of  the 
shares.  At  the  Brazil  Fund,  four  of  the 
seven  independent  directors  serve  on 
other  Scudder  fund  boards.  Scudder 
moved  to  dismiss  the  case,  but  the 
judge  allowed  it  to  proceed,  citing  a 


year.  "Our  shareholders  are  well- 
sented  by  talented  and  knowled 
directors,"  says  a  Fidelity  spokesv 
"We  are  in  full  compliance  with  t 
vestment  Company  Act  of  1940  a 
will  defend  oui'selves  vigorously." 
sentatives  of  T.  Rowe  Price  Ass( 
Pnidential,  and  BlackRock  say  th 
are  without  merit,  bea  Associates 
not  be  reached  for  comment. 

Barry  Barbash,  former  direc 
mutual-fund  regulation  at  the  SEi 
the  suits  have  a  slim  chance  if  th( 
in  on  the  issue  of  directors  serv 
multiple  boards.  The  sec  has  a 
the  practice  since  at  least  1970.  E 
Barbash,  an  attorney  with  Shear 
Sterling  in  Washington,  believe: 
pendent  directors  might  not  be 
clear.  "You  might  have  a  case 
can  show  that  independent  du'ect 
not  in  fact  independent,"  he  say; 

The  betting  is  that  the  latesli 
attack  on  fees  will  fail.  But  theh. 
holders  can  still  win  if  regulati- 
gin  to  champion  the  cause  of  h  iw 
By  Geoffrey  Smith  in  oi 


I 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

A  NEW  GLEAM  ON 
NEWMONT'S  GOLD 

Anyone  for  gold?  Recently,  gold 
stoclts  have  reappeared  on  some  in- 
vestors' screens.  "Incredible  as  it 
sounds,  industry  fundamentals — the 
cash  ^ow  and  production  costs — are 
improving,  despite  gold's  stagnant 
price,  so  we've  been  loading  up  on  cer- 
tain stocks,"  says  Vince  Carino  of 
Brookhaven  Capital  Management  in 
Palo  Alto,  Calif.  His  top  choice,  based 
on  fimdamentals  and  a  possible  buy- 
;«  out:  Newmont 

LACKING  LUSTER     Mining  (nem). 
UTELY  Gold  producers 

have  been  in  a 
bear  market 
since  February, 
1996,  when  the 
metal  peaked  at 
$420  an  ounce. 
This  has  "kept 
most  investors 
cautious,"  says 
Michael  Dudas, 
an  analyst  at 
Beai"  Stearns.  He 
notes  that,  from 
peak  to  trough, 
the  price  of  gold 
itself  has  dropped  36%,  while  gold 
stocks  have  tumbled  70%.  But  now,  he 
says,  "gold  is  back  ft-om  the  depths." 

Newmont,  the  top  producer,  with 
operations  on  four  continents,  will  be  a 
big  winner  if  the  price  recovers,  be- 
cause the  company  hasn't  hedged  its 
output  in  fomard  contracts,  says  Cari- 
no. And  even  with  the  price  of  gold 
at  less  than  $300  an  ounce,  Newmont 
has  upped  its  output  from  3.9  million 
ounces  to  4  million,  with  its  produc- 
tion cost  pegged  at  $187  an  ounce — 
equal  to  costs  in  1997,  he  notes.  Cash 
flow  per  share,  he  figui'es,  has  jumped 
from  $1.72  in  1997  to  $1.90  in  1998. 

Carino  expects  the  price  of  gold  to 
rebound  in  three  to  six  months  as  the 
gold  supply  stabilizes — after  producing 
nations  such  as  Russia  and  Korea  com- 
plete their  "panic  selling."  Once  in- 
vestoi"s  see  a  tumai'ound  in  supply  and 
demand,  gold  stocks  will  push  higher. 

When  such  a  change  comes,  says 
Caiino,  big  jjroducei's  that  have  hedged 
their  output,  such  as  Barrick  Gold,  will 
look  to  buy  unhedged  producers  such 
as  Newmont.  Shai-es  of  Newmont  hit 
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35X  a  year  ago  but  fell  to  13!/!  in  late 
August.  They  have  since  raUied  to  22. 
He  expects  that  if  the  price  of  gold 
recovers  to  $400,  Newmont  stock  will 
top  its  1996  high  of  60K. 

WILL  A  EURO  BUYER 
REV  UP  CUMMINS? 

Shares  of  Cummins  Engine  (cum)  in 
Columbus,  Ind.,  the  top  producer 
of  diesel  engines  for  tiucks,  power  gen- 
eration, and  construction  tractors, 
haven't  been  tiu'bochai'ged.  From  a  52- 
week  high  of  69,  the  stock  is  down  to 
39.  Eamings  disappointments  due  to 
stiff  competition  have  flattened  the 
stock.  "Weaker  margins  and  deterio- 
rating end  markets  could  spell  trouble 
for  1999,"  warns  Tobias  Levkovich,  an 
analyst  at  Salomon  Smith  Barney,  who 
has  a  hold-neutral  rating  on  Cummins. 

Yet  some  pros 
have  been  buying  SLOWED  TO 
in.  Bai-gain  hunt-  IDLING  SPEED 
ing?  Well,  yes — 
and  they're  also 
betting  on  fresh 
rumors  that  the 
company  is  up  for 
sale.  They  main- 
tain that  a  big 
European  auto 
maker  is  interest- 
ed in  expanding 
its  truck  opera- 
tions in  the  U.  S. 
and  that  Cum- 
mins is  the  top 
target. 

EH  Lustgarten  of  Schroder,  a  New 
York  investment  finn,  who  has  a  neuti-al 
rating  on  the  stock,  notes  that  "there 
have  always  been  mmors  about  Cum- 
mins," but  he  doesn't  give  them  much 
credence.  Levko\ich  disagi^ees,  he  thinks 
Cummins  is  on  several  big  companies' 
takeovei-  target  lists.  Takeover  oi-  no, 
one  investment  banker  maintains  that, 
at  its  ciUTent  price,  Cummins  is  "aw- 
fully cheap" — consideiing  its  10  price- 
earnings  ratio,  its  book  value  of  $39, 
and  its  market  leadei-ship.  He  puts  the 
value  of  Cummins  stock,  which  hit  83 
last  year,  at  50  a  share. 

Cuminins,  which  posted  sales  of  $5.6 
billion  last  year,  derives  nearly  50%  of 
sales  from  the  automotive  (mainly 
tinick)  markets.  Heavy-duty  engines 
account  for  about  half  of  automotive 
sales.  EaiTiings  in  1999  should  dip  to 
$3.40  a  share,  figures  Salomon's  Lev- 
kovich, from  1998's  estimated  $3.55.  A 
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Cummins  spokeswoman  says  the  c( 
pany  isn't  looking  to  be  acquired. 

MIAMI  COMPUTER'! 
SALES  HEAD  NORTI 

Miami  Computer  Supply  (Mcsc)  i 
in  Florida  (it's  in  Dayton),  aii' 
doesn't  sell  computers.  It  sells  1, 
mundane  items — such  as  computer 
cartridges,  diskettes,  and  piintei 
bons — to  small  businesses.  What 
tinguishes  Miami  Computer  is  its  ,-; 
which  have  more  than  tripled  in  a  \ 
to  $325  miUion.  And  net  income 
jumped  from  .$2.2  million  in  1997  i 
estimated  $7.2  million  this  year  1 
wonder  that  Miami's  stock  has  clii; 
from  S;^  on  Dec.  16,  1997,  to  IH 
Nov.  17,  1998.  Has  Miami  hit  its  i 

Far  fi'om  it,  says  Elhott  Schlan^ 
Lynch,  Jones  &  Ryan,  a  research 
tique  in  Cleveland,  whose  12-mc 
target  for  the  stock  is  32.  He  is 
couraged  that  49%  of  the  stocl 
owned  by  insiders,  who  keep  buyi 

Schlang  thinks  Miami  will  be 
to  sustain  its  growth  thi-ough  inte 
expansion  and  acquisitions.  In  the 
five  years,  eamings  have  gi'ovm 
compounded  yearly  rate  of  20 
through  internal 
gi'owth.  Counting 
acquisitions,  Mia- 
mi has  gi'own  at 
56%  a  year,  notes 
Schlang.  Among 
this    year's  six 
buys  is  Canada's 
Axidata,  viith  an- 
nual sales  of  $150 
million. 

Miami  CEO 
Michael  Peppel 
says  the  deal  will 
push  up  earnings 
as  "it  opens  up 
Canada  to  our 
products."  The 
company  will  "continue  to  make  a 
sitions  as  long  as  they  are  accreti^ 
our  eamings,"  says  Peppel,  who  se 
least  one  more  buy  before  yeai'end 
alysts  figui'e  Axidata  wiU  add  5?  a 
to  Miami's  eamings  in  1999.  Schlani 
ures  Miami  will  earn  63g  a  share 
yeai'  and  79c  in  1999  (excluding  A 
ta),  up  fi-om  39^  in  1997. 
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So  far,  the  antitrust  trial  hasn't  sullied  the  Gates  "brand" 


The  allegations  paint  a  pictirre  of  a 
modem  day  robber  baron.  Govem- 
ment  trustbusters  have  accused 
William  H.  Gates  III,  the  legendaiy 
founder  of  Microsoft  Coip.  and  a  billion- 
aii'e  50  times  over,  of  using  his  company's 
monopoly  position  in  crucial  computer 
software  as  a  bludgeon  to  intimidate 
competitors  and  suppliers  alike.  But 
while  Microsoft  may  be  the  Standard  Oil 
of  computing,  Bill  Gates  is  no  John  D. 
Rockefeller. 

Like  most  high-profile  trials,  the  anti- 
trust extravaganza  stai'ring  Bill  Gates  is 
being  played  out  in  two  couits:  the  couit 
of  law  and  the  coiut  of  public  opinion. 
Rockefeller's  1906  antitrust  trial  left  a 
taint  over  the  industrialist  that  not  even 
gai'gantuan  philantlu'opy  could  fiilly  mask. 
In  contrast,  the  Bill  Gates  aura  is  so 
far  undamaged.  Indeed, 
viewed  from  some 
angles,  his  image — 
think  of  it  as  "Brand 
Bill" — may  be  actually 
enhanced  by  the  ver- 
bal pundifest  going  on 
in  Waslungton. 

The  Gates  legend  is 
by  now  familiar:  He 
ch'opped  out  of  Hai-vai'd 
at  age  20  to  found  what 
became  the  most  pow- 
eiful  software  company 
in  the  world  and  amass 
the  biggest  fortune  in 
America.  His  legions  of 
admii'ers  hail  him  as  a  vi- 
sionary genius  who  can 
discern  the  far-reaching 
effects  of  technology  long 
before  anyone  else — a 
reputation    Gates  has 
carefully  cultivated  with 
speeches  and  books  such 
as  his  1996  best-seller. 
The  Road  Aliead.  Gates, 
who  stalled  out  tinker- 
ing on  a  school  computer, 
has  come  to  embody  one 
of  America's  most  cher- 
ished archetypes:  the  self- 


made  entrepreneur  who  succeeded 
through  sheer  talent  and  ambition. 

By  most  measui'es,  the  flesh-and-blood 
Gates  has  come  off  far  less  admirably  in 
his  videotaped  performance  at  his  com- 
pany's antitnist  trial.  He  squirms  and 
hedges.  He  ai'gues  with  prosecutors  over 

Has  Justice  unwittingly 
provided  a  forum  that 
allows  Gates  to  resume 
his  long-lost  role  as 
scrappy  underdog? 


WIPES 


the  definition  of  commonly  used  w 
including  "we"  and  "compete." 
rounds  of  his  deposition  show  him 
ing  obfuscatoiy  answers  and  sa; 
don't  recall"  so  many  times  that 
the  presiding  judge  had  to  chi 
Worse,  many  of  the  technology  c 
denials  and  pleas  of  ignorance  have 
dii-ectly  refuted  by  prosecutoi-s  with 
pets  of  E-mail  Gates  both  sent  an 
ceived.  And  it's  fai-  fi-om  over:  The 
emment  has  taped  more  than  20 
testimony  from  Gates,  which  it 
play  in  snatches  as 
the  trial  imvrinds  over 
the  next  two  months. 

But  has  the  unflat- 
tering portrait  caught 
on  tape  done  anything 
to  damage  the  care- 
fully cultivated,  near- 
mythic  Brand  Bill?  So 
far,  not  much.  Even 
as  prosecutors  try  to 
drive  home  the  notion 
that  Gates  is  notliing 
more  than  an  overgrown  schoolyai  i 
ly,  his  popularity  remains  large 
dented.  In  a  recent  BUSINESS  WEf:is 
ris  poll,  32%  of  those  surveyed  a( 
Gates,  a  slight  ch'op  fi'om  the  379; 
able  rating  he  got  in  June,  bef  n 
ti-ial  began.  But  only  8%  of  thosi 
veyed  recently  had  an  unfa\  < 
view — imchanged  from 
In  part,  that's  hi 
many  Americans  ai't 
ly  paying  attention.  I ' 
intense  media  cover; 
the  trial,  54%  of  thos 
veyed  said  they  wei 
aware  of  his  testi 
And  the  likelihood 
even  those  who  have 
about  it  have  seen  11 
liis  supposedly  dam 
peifomiance  themsel 
LIONIZED.     But  pe 
more  telling,  many  oi 
who  have  heard  oi 
about  the  testimony 
making  judges  laug 
lawyers  squawk  ac 
like  what  they  see:  ( 
those  who  ai"e  awai'e 
trial  have  a  favorabli 
of  the  shifting,  henii 
dodging  BOl  Gates. 
experts  don't  expect 
nimibers  to  change 
say  the  trial,  which 
ines  whether  Gattj 
Microsoft  have  gro^ 
powerful,  is  unliki 
topple  him  from  lul 
status.  After  all,  bj 
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the  world's  most  poweiful  softwai'e  com- 
pany is  what  made  him  an  icon  in  the 
first  place. 

So  what  has  changed  since  Teddy 
Roosevelt's  trustbustei-s  went  after  Rock- 
efeller? For  one  thing,  by  the  time 
Rockefeller  was  in  the  witness  chair, 
there  had  been  15  years  of  mucki'aking 
stories  and  state  cases  attacking  him, 
says  Ron  Chemow,  author  of  Titan:  The 
Life  of  John  D.  Rockefeller  Sr.  And  in 
spite  of  government  investigations  and  li- 
val  complaints.  Gates  has  been  lionized  in 
a  way  Rockefeller  never  was.  Gates  is 
the  boy  genius  who  helped  get  the  U.  S. 
out  of  the  doldnmis  of  the  '70s  when  we 
worried  if  we  could  ever  compete  with 
the  Japanese,  says  Chemow.  "People  as- 
sociate Bill  Gates  with  the  resumption  of 
U.  S.  technological  supremacy  in  world 
markets,"  he  says.  "He's  a  heroic  figure 
in  that  sense." 

The  resilience  of  the  Gates  aura  also 
says  something  about  America's  sense 
of  fair  play.  As  Newt  Gingiich  and  eveiy 


For  Americans,  big  isn't 
necessarily  bad.  Big  is  safe. 
Big  will  be  here  tomorrow 


other  Republican  who  bet  on  the  down- 
fall of  Bill  Clinton  can  attest,  public  re- 
action to  a  man  imder  fii-e  is  complex. 
Call  it  the  rule  of  unintended  percep- 
tions. When  Ken  Starr  succeeded  in 
proving  Clinton  a  liar,  the  President's 
approval  rating  soared,  while  the  spe- 
cial prosecutor  was  vilified.  Many  Amer- 
icans, it  seemed,  were  repelled  by  the 
spectacle  of  a  relentless  government 
agent  endlessly  pm'suing  the  President. 

Something  similar  may  be  happening 
vrith  Gates.  Some  see  Gates  as  a  victim 
of  similai-  prosecutorial  overkill.  Ah-eady, 
47%  of  people  polled  think  the  govern- 
ment is  unfaii'ly  hampeiing  Gates,  vei"sus 


just  34%  who  think  he  has  too 
power  in  his  industry.  "Bill  Gate 
showing  the  government  for  what  ii 
Our  government  is  not  about  heli 
business,  it's  about  exploiting  it," 
Michael  Branch,  a  Detroit  doctor  ii 
viewed  recently  as  he  shopped  for  a 
ware.  "Gates  built  a  better  mousep' 
Leave  him  alone." 

Indeed,  in  a  jjei-vei-se  way,  doing 
with  the  government  plays  to  ;r 
strengths  of  the  Gates  legend.  1 
him  get  back  to  his  roots  as  a  scr; 
underdog  vrilhng  to  do  battle  with, 
dusti-y  behemoths  such  as  IBM.  Uiji 
tingly,  prosecutors  may  have  pro\'( 


BUSINESS  WEEK/HARRIS  POLL 


THERE'S  SOMETHING  ABOUT  BILL 


There's  nothing  like  a  successful  track  record  to  per- 
suade U.S.  consumers — or  voters — to  overlook  unsa- 
vory behavior.  Although  his  court  testimony  has  been 
so  evasive  as  to  leave  the  judge  laughing,  Bill  Gates  re- 

WHO'S  WATCHING? 

Have  you  read  about,  heard  about,  or  seen  excerpts  from  Bill 
Gates's  testimony  in  Microsoft's  ongoing  antitrust  trial? 

TOTAL  MICROSOFT  USERS 

Read  about  it  16%  24% 

Heard  about  it  19%  23% 

Seen  excerpts  11%  12% 

None  54%  41% 

HOW'S  HE  DOING? 

Do  you  have  a  generally  favorable  or  unfavorable  impression  of 
BiU  Gates? 

NOVEMBER  JUNE' 

Favorable  32%  37% 

Unfavorable  8%  8% 

Don't  know  60%  55% 

CHANGING  YOUR  mTnD? 

Over  the  course  of  Microsoft's  trial,  has  your  opinion  of 
BiU  Gates... 

TOTAL  MICROSOFT  USERS 

Improved  6%  6% 

Worsened  6%  9% 

Stayed  the  same  75%  81% 

Don't  know  13%  4% 


mains  an  admired  business  figure.  Even  as  government'- 
prosecutors  drill  into  the  practices  of  the  company  and 
the  motives  of  the  man,  consumers  still  see  many  of  tl- 
positive  attributes  of  an  American  business  hero  in  Gati. 

DESCRIBE  THE  MAN 

Which  one  of  these  words  or  phrases  comes  closest  to  your 
view  of  Bill  Gates? 

TOTAL         MICROSOFT  USERS 

Entrepreneurial  32%  41% 

Brilliant  28%  32% 

Computer  geek  13%  13% 

Arrogant  10%  6% 

Bullying  2%  3% 

Don't  know  15%  5% 


WHO'S  RIGHP 

Which  one  of  the  following  statements  comes  closest  to  your 
opinion  about  Bill  Gates  and  Microsoft? 

TOTAL 

Bill  Gates  has  too  much  power 

over  the  computer-software  industry  34% 

The  government  is  hampering 

Bill  Gates's  ability  to  compete  freely  47% 

Don't  know  19% 

EDITED  BY  KEITH  H.  HAMMONDS 


MICROSOFT  USER! 


.38% 


.53% 
..  9% 


Survey  of  1,010  adults  conducted  from  Nov.  11-15,  199 
for  BUSINESS  WEEK  by  Louis  Harris  &  Associates  Inc.  44%  u 
Microsoft  products. 

*June  '98  data  from  CBS/ New  York  Times  poll  of  1,216  adul 
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Gates  with  the  one  foixtm  where  h( 
ci'edibly  take  on  the  role  of  an  u 
David  batthng  an  evil  Goliath, 
are  plenty  of  businesspeople  out 
quietly  cheeiing:  'Go,  Bill,  go,' "  sa; 
ward  Segal,  an  expert  in  crisis  c( 
nications  in  Washington,  D.  C. 
standing  up  to  the  goveniment." 
AWE-INSPIRING.  Then  there's  th( 
stance  of  the  government's  com 
Image  experts  say  the  very  attr 
that  have  em-aged  goveniment  pr 
tors  are  the  ones  that  made  G 
hero.  The  chai-ge  that  he  is  big  anc 
ei'ful  inspires  awe  in  Gates's  ad: 
and  security  in  his  customers, 
good  in  this  business.  Big  is  gi"( 
says  youi-  company  is  going  to  be 
tomoiTow  when  I  need  to  caU  th 
line,"  says  Alan  Adamson,  manag 
rector  for  Landor  Associates  Inc., 
keting  consultant  finn. 

Microsoft  continues  to  exude 
dence.  "People  are  more  interes 
our  products  than  they  ai'e  in  ou 
briefs,"  says  Chief  Operating  OfBc( 
Hei'bold.  Still,  there's  clearly  so 
work  afoot  to  buff  the  boss's  imag 
move  reminiscent  of  fallen  fin 
Michael  Milken's  trips  to  the  b; 
with  disadvantaged  schoolkids,  the 
has  lately  seen  a  big  dose  of  the 
side  of  Gates.  Just  like  a  dish  det 
that's  billed  as  tough  on  gi-eas 
month  and  soft  on  youi-  hands  th( 
different  facets  of  the  Gates  my 
are  being  showcased.  At  the 
Comdex  show.  Gates  aii-ed  a  self- 
cating  video  poking  fun  at  hims 
week  before  that,  a  Good  Mi 
America  appearance  interspersed 
ences  to  the  trial  with  shots  of 
i-eading  to  his  two-year-old  daugh 

Will  Bi-and  BUl's  reputation  slij 
trial  is  stUl  in  its  eai'ly  stages,  and 
no  telling  how  the  gi-ound  could 
the  Justice  Dept.  wins  its  case 
whatever  Gates's  faults,  he  is  a 
mate  business  hero  and  the  world' 
successful  baby  boomei;  vrith  the  p 
exception  of  that  other  beleaguere 
executive.  Bill  Clinton.  Execs 
around  the  globe  troop  to  his  hea 
ters  in  Redmond,  Wash.,  hoping 
glimpse  of  how  he  does  it.  At  pub 
peai-ances,  he's  mobbed  for  his  autc 
"Tills  case  will  say  a  lot  about  w) 
heroes  are,"  says  W.  Michael  Ho 
executive  director  of  Bentley  C( 
Center  for  Business  Ethics  in  Wa 
Mass.  Based  on  the  evidence  so  fai 
people  aren't  going  to  let  the  g 
ment  tell  them  who  the  bad  guys 

By  Ellen  Neubonie  in  New  Yon 
Steve  Hamm  in  Sa7i  MaUo,  Calij 
bureau  reports 
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MEET  MICROSOFT'S 
ENFORCER 

Joachim  Kempin  rules  PC  makers  with  carrots-and  sticks 


HEAD  DEALMAKER:  Justice's  case  will  put  Kempin  in  the  spotlight 


Theodor  Lieven  doesn't  mince 
words  when  it  comes  to  Microsoft 
Corp.  or  Joachim  Kempin,  the 
company's  chief  negotiator  with 
PC  makers.  Lieven,  the  fomier  chief  ex- 
ecutive officer  of  German  PC  manufac- 
turer Vobis  Microcomputer,  accuses  Mi- 
crosoft of  using  strong-aiTn  tactics  that 
prevented  Vobis  from  selling  software 
that  competed  with  Windows.  And 


Kempin?  He  made  an  offer  for  licensing 
Windows  that  Vobis  couldn't  refuse. 
"What  he  said  to  us  was:  'Take  it  or 
leave  it,' "  recalls  Lieven.  "What  he 
meant  was  'Take  it  or  die.' " 

Those  are  harsh  words  coming  from 
the  former  ceo  of  a  PC  maker  that  i-elies 
so  heavily  on  Microsoft  software.  But 
there  may  be  more.  In  the  next  few 
weeks,  the  Justice  Dept.  plans  to  intro- 


duce  at  least  eight  depositions  fi-oii 
executives  in  the  Microsoft  antitrusi 
al,  including  statements  from  exe^j: 
Dell,  Gateway,  and  Hewlett-Paclt 
The  depositions  are  expected  tcj 
open  for  the  first  time  the  comple>j 
secretive  relationships  between 
crosoft  and  PC  makers  who  load 
machines  with  Windows  and  othe 
crosoft  software.  Tr-ustbusters  are 
ing  to  show  that  Microsoft  has 
unfair  advantage  of  its  monopoly 
operating  software  to  extend  its  p| 
into  other  markets — a  charge  the 
pany  denies. 

Whether  Justice 
will  succeed  is  gi'ist 
for  water-cooler  de- 
bate. But  one  thing 
is  clear:  Kempin,  the 
55-year-old  executive 
who  has  quietly 
worked  for  years  as 
Microsoft's  PC  deal- 
maker,  will  be  in  the 
spotlight.  Not  only 
will  his  negotiations 
be  dissected,  but  the  Justice 
expected  to  giill  Kempin  when 
pears  as  a  defense  witness  next 
"The  way  Microsoft  treats  the  PC 
ers  is  where  the  rubber  meets  th 
in  the  raw  exercise  of  their  power,'jB 
Richard  Gray,  an  antitrust  lawyi 
San  Jose,  Calif.  He  says  the  tric^ 
Justice  will  be  making  a  distincticii) 
tween  what  PC  makers  have  agi*el 
in  their  Windows  contracts  and  an  t 
nipulations  that  aren't  covered  if 
agi'eements. 

NO  INTERVIEWS.  So  who  is  this  lil 
known  Microsoft  executive?  In  Pli 
cles,  Kempin  is  called  Bill  Gates';" 
forcer,"  a  hard-driving  Gennan  wl,, 
spent  a  dozen  years  turning  MicrA 
PC  sales  unit  into  a  money-mintin  J 
chine.  One-third  of  Microsoft's  $ 
lion  in  revenues  last  quarter  came 
sales  to  PC  makers — fueled  by  roj 
that  analysts  say  average  $45  p 
foi-  Windows  98  and  about  $90  foi 
dows  NT  Workstation. 

Intensely  private,  Kempin  d 
gi-ant  interviews.  "He  doesn't  lil 
limelight,"  says  Carl  Gulledge,  a  »; 
keting  manager  in  Kempin's  org 
tion.  Instead,  Kempin  spends  mi 
his  time  jetting  around  the  wo 
keep  tabs  on  his  vast  network  of  1 
customers.  On  the  ground  neel 
crosoft's  headquarters  in  Redl 
Wash.,  he  zips  about  in  a  F 
Maranello  sports  car.  Fly-fishing 
of  his  few  pastimes. 

But  Kempin  hasn't  had  man: 
ments  to  relax  since  he  came  tcl 
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for  Microsoft  in  1983,  after  stints  at  the 
European  operations  of  Digital  Equip- 
ment Corp.  and  Apple  Computer  Inc. 
He  made  his  mark  as  Microsoft's  man- 
ager for  Germany,  then  came  to  the 
U.  S.  in  1987  to  i-un  PC  sales.  He  took 
over  world  PC  company  sales  in  1991. 

While  othei*s  laid  the  basis  in  the  '80s 
for  Microsoft's  ties  with  PC  makers,  it 
was  Kempin  who  persuaded  Compaq 
Computer,  IBM,  and  others  to  install 
Windows  on  PCs  before  they  shipped — 
which  gave  Microsoft  the  upper  hand 
after  its  software  became  the  dominant 
operating  system.  "He's  the  engine  that 
drives  the  close  relationships  with  the 
PC  makers,"  says  Craig  Mundie,  senior 
vice-president  for  Microsoft's  con- 
sumer platfonn  gi'oup. 

With  gi-ay-blond  hair  and  a 
creased  face,  Kempin  comes 
across  as  more  the  nimpled  col- 
lege professor  than  the  enforcer. 
He's  anything  but  easygoing, 
though.  PC  executives  who  face 
him  across  the  negotiating  table 
say  he  usually  dictates  temis — 
softly,  forcefully,  with  little  com- 
promise. "He's  the  guy  holding 
the  foiu"  aces,"  says  a  PC  execu- 
tive. "He  doesn't  have  to  make  a 
lot  of  noise  because  he's  got  the 
winning  hand." 

Kempin's  success  is  ciucial  to 
Microsoft.  Once  a  year,  he  and  the 
PC  makers  negotiate  Windows'  li- 
cense royalties — based  on  expect- 
ed volume  sWpments  and  the  mix 
of  U.  S.  and  foreign  sales.  PC  mak- 
ers can  get  discounts  of  a  few-  dol- 
lars per  computer  by  adding  fea- 
tures that  take  advantage  of 
technology  in  Windows.  And 
they  get  cooperative  mai'keting 
money  for  putting  Microsoft  lo- 
gos on  theii"  PCs,  shipping  boxes 
and  Web  sites. 

ANONYMOUS  GRIPES.  Microsoft 
gains  a  tremendous  strategic  ad- 
vantage from  these  lopsided  arrange- 
ments. Because  of  its  iron  grip  on  the 
basic  software,  it  can  fold  new  features 
into  Windows  and  compel  PC  makers  to 
adopt  it  rather  than  an  alternative — 
thus  beating  back  threats  from  rivals 
such  as  browser  maker  Netscape  Com- 
munications Coi-p.  "This  guy  desei-ves  a 
big  bonus,"  says  Ken  Wasch,  executive 
director  of  the  Software  Publishers 
Assn.,  of  Kempin.  "He  has  got  them 
quaking  in  their  boots." 

And  gnashing  their  teeth.  Few  PC 
company  executives  will  criticize  Mi- 
crosoft on  the  record,  but  anonymously 
they  unload  ample  fiustrations.  Their 
latest  gripe:  Kempin  isn't  sharing  their 


pain.  While  consumer  PC  prices  have 
dropped  by  half  in  the  past  year,  Mi- 
crosoft's Windows'  pricing  has  held 
steady,  and  some  PC  makers  complain 
that  their  royalty  payments  have  even 
gone  up — something  Microsoft  denies. 
One  executive  at  a  top  10  PC  company 
says  his  price  rose  fi'om  $53  for  Win95 
to' $60  for  Win98.  And  Windows  now 
accounts  for  6%  of  the  average  cost  of  a 
PC,  compared  with  3.6%  two  years  ago, 
according  to  Dataquest  Inc. 

To  keep  PC  makers  in  line,  Kempin 
makes  liberal  use  of  both  the  caiTot  and 
the  stick,  say  PC  executives.  For  in- 
stance, to  help  corporate  users  move 
from  Wm98  to  the  more  expensive  Win- 


HOW  KEMPIN  CRACKS  THE  WHIP 

Joachim  Kempin,  Microsoft's  senior  vice-president, 
manages  the  company's  crucial  relationships 
with  PC  makers.  Here's  how  he  does  it: 

PRICE  BREAKS  Kempin  negotiates  Windows 
licenses  with  PC  makers  once  a  year.  Prices  are 
based  on  volumes  sold,  but  makers  get  a  few  dol- 
lars off  each  copy  of  Windows  by  using  Microsoft's 
latest  technologies.  That  keeps  them  aligned  with 
the  software  giant's  strategic  initiatives — such  as 
the  universal  serial  bus  (USB),  which  links  periph- 
erals to  PCs.  The  USB  was  shipped 
as  part  of  Windows  98. 


0 


BIG  ORDERS  Microsoft  also  sells 
mice,  keyboards,  and  software  appli- 
cations to  PC  makers.  While  orders 
for  Windows  and  other  products  are  not  tied 
together,  PC  executives  say  privately  that  they 
believe  they  get  discounts  for  ordering  a  wide 
range  of  Microsoft  products. 

MARKETING  DOLLARS  Kempin  persuades 
PC  makers  to  promote  Microsoft's  technolo- 
gies, such  as  Windows  and  the  Internet 
Explorer  browser,  by  offering  them  money  for 
featuring  its  brands  on  their  PCs,  shipping  boxes, 
and  Web  sites. 


dows  NT  Workstation,  he  offers  PC  mak- 
ers discounts  if  they  increase  the  per- 
centage of  Windows  NT-equipped 
machines  they  sell.  One  major  PC  maker 
says  he  was  offered  $3  off  eveiy  copy  of 
Windows  if  15%  of  his  company's  ma- 
chines carried  NT. 

But  if  a  PC  maker  strays,  watch  out. 
Consider  Vobis.  In  1991,  Lieven  began 
shipping  large  numbers  of  comjjuters 
with  Digital  Research  Inc.'s  dr-dos  op- 
erating system.  But  he  claims  Kempin 
threatened  to  more  than  double  his 
price  for  Windows  if  he  didn't  stop  sell- 
ing DR-DOS.  Three  years  later,  he  held 
his  ground  on  selling  pes  with  ibm's  ()S/2. 
He  says  Microsoft  responded  by  not  let- 


ting Vobis  test  an  early  versi( 
Win95  for  three  cmcial  months,  ti 
ening  its  ability  to  ship  Win95  P( 
time.  "We  had  to  give  up,"  he  says 
crosoft  denies  any  wrongdoing  and 
Vobis  chose  Microsoft's  software 
finding  scant  demand  for  dr-dos. 
ALL  CONTENT?  Lieven  admits  that 
pin  can  be  generous — but  says  it's 
if  things  are  going  his  way.  For  ( 
pie,  Lieven  says  Kempin  assured 
that  it  would  be  the  first  in  Germs 
get  Microsoft's  ms-dos  5.0  software 
dropped  DR-DOS.  And  after  the  D 
victoiy,  he  paid  Vobis  roughly  $50,( 
make  up  for  copies  of  software  i 
paid  for  but  wouldn't  ship. 

Win95  turned  out  to  be  a 
to  most  PC  makers — driv 
25%  unit  sales  increase  that 
then  17%  and  16%  increase 
two  following  years.  So  ii 
wonder  that  some  industry 
utives  are  genuinely  fiiend 
ward  Kempin  and  Microsoft. 
James  P.  McDonnell,  sales  i 
tor  for  hp's  commercial  pel 
ness:  "The  relationship  beti 
Microsoft  and  the  PC  makii 
pretty  positive  now — thouii. 
course,  we'd  love  to  see  a  U 
deal  on  pricing." 

That  doesn't  me; 
makers  are  content 
don't  relish  beinjj 
modify  producers 
role  has  been  redi. 
distributing  Microsoft  sol; 
So  they  search  for  ways  i 
ferentiate  their  products  1 
eluding  the  latest  advaii 
hai'dwai'e  or  software  add 
September,  Dell  Computet 
announced  new  entry-lex  - 
equipped  with  its  own  sii; 
browser.  "They  haven't 
any  roadblocks,"  says  Pai 
senior  vice-president  foi 
home  and  small-business  i; 
Indeed,  pc  executives  say  K 
has  been  allowing  them  a  little 
leeway  since  the  antitinst  case  wa 
Still,  they  have  to  play  by  his  i 
and  that  rankles  some  of  them  . 
government  has  asked  Judge  TI 
Penfield  Jackson  for  a  mling  that 
give  PC  makers — not  Microsoft- 
over  what  customers  see  when 
first  stall  then-  computers.  And  yi 
bet  plenty  of  PC  executives  will  b( 
ing  for  government  lawyer  David 
when  he  gets  Kempin  on  the  w 
stand  next  month. 

By  Steve  Ha  mm  in  San  il 
Calif.,  with  Gail  Edmondson  in 
and  Peter  Burrows  in  San  Mateo, 
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I  Need  Consistent 

Information 


But  It  Has  To  Be 

Reliable 


And  1  Need  It 

Quick 


1^ 


The  SAS^  Data  Warehousing  Solution 


Data  Warehousing 
Product  of  the  Year 


Maximum  Return 
on  Investment 

Information  Integrity 
and  Quality 

Integrate  Diverse 
Business  Entities 

Strategic  Partnerships 

Web  Enabled 

Year  2000  Compliant 


So  much  business  mfomiation.  Scattered  m 
so  many  places  throughout  your  company 
Is  It  any  wonder  you  find  it  difficult  to  get 
your  hands  on  |ust  the  right  tacts  to  tuel 
effective  decisions? 

The  SAS  Data  Warehousmg  Solution — from 
the  leading  decision  support  provider — 
delivers  consistent,  reliable,  and  timely  infor- 
mation nght  when  you  need  it.  Infomiation 
you  can  bank  on.  Information  you  can  build 
on.  Infomiation  you  can  explore  Irom  every 
angle  and  present  in  any  fomiat. 

Find  out  why  more  than  3.5  miUion  decision 
makers  m  every  comer  of  the  world  rely  on 
a  single  software  for  mlonnation  delivery 
and  discovery  Visit  us  at  wvmsas.com/dwb 
for  more  details  and  to  request  a  free  SAS 
Data  Warehousing  mouse  pad. 


Turning  Data 
Into  the  Right 
Information... 
To  Help  You 
Reach  The 
Right  Decisions 


/M 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Malting 


www.sas.com/dwb  E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyrigtit  ©  1998  by  SAS  Institute  Inc 


Announcing  The  8th  Annual  Business  Wi 


TURBULENC 

RISK  AND  REWARD  IN  Tl 


Addressing  Today's  Concerns. 
Positioning  for  Tomorrow's  Opportunities. 

Being  a  CFO  today  is  a  daunting  endeavor.  Turmoil  in  the 
international  markets,  demanding  shareholder  expectations, 
and  shifting  priorities  at  home.  Today's  CFO  has  to  be  mno- 
vative,  ensuring  continued  corporate  performance  whatever 
the  external  challenges.  And  m  the  current  market,  discern- 
ing value  is  as  important,  and  as  complicated,  as  creating  it. 

What  better  place  to  address  the  potential  risks  and  rewards 
than  at  The  Eighth  Annual  Business  Week  Forum  of  Chief 
Financial  Officers.  In  a  focused,  retreat  setting,  you'll 
gather  to  exchange  ideas  and  experiences  with  your 
fellow  CFOs  from  the  nation's  largest  and  most  presti- 
gious companies. 

These  CFO  perspectives  will  be  complemented  by  other 
critical  voices  that  affect  business  strategy  -  the  CEO, 
board  members,  customers,  and  shareholders.  Together, 
you'll  gain  fresh  insights  as  to  why  turbulence  in  the  global 
economy  is  influencing  business  strategy  in  corporations 
across  America  and  how  you  can  determine  the  right 
course  of  action  for  your  company. 

Reserve  your  place  now  at  The  Eighth  Annual  Business 
Week  Forum  of  Chief  Financial  Officers  and  make  sure  today's 
moves  are  positioning  you  to  win  in  tomorrow's  market. 
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Information  Technology 


COMMENTARY 


By  Marcia  Stepanek 


WHAT  SMART  CARDS  COULDN'T  FIGURE  OUT 


L 


ast  fall,  when  ushering  in  so- 
called  small  cards  on  Manhat- 
tan's Upper  West  Side,  Hemy 
Miindt,  executive  \'ice-president  of 
MasterCai'd  International  Inc.,  pre- 
dicted confidently:  ""^Vhat  we're  doing 
todaj'  is  launching  a  revolution.  It 
will  stait  here  today  and  expand 
across  the  U.  S." 

The  long-awaited  test  was  the  na- 
tion's fii-st  of  digital  cash  outside  the 
controlled  confines  of  a  company,  mil- 
itaiy  base,  or  college  campus,  where 
the  cai'ds  ai-e  used  for  pmx-hases  and 
a  host  of  other  functions.  But  now,  a 
yeai-  after  Mtmdt's  hopeful  predic- 
tion, it's  cleai"  no  revolution  is  in 
sight.  Smait  cards — plastic  cards  em- 
bedded with  computer  microchips 
that  can  store  cash — didn't  catch  on 
in  this  thi-ee-squai'e-mile  neighbor- 
hood. Indeed,  the  60,000  Manhattan 
residents  who  canied  the  cai'ds 
spent  about  SI  million  using  smart 
cai'ds  duiing  the  past  year,  just  a 
fraction  of  total  commerce.  That 
prompted  the  test's  four  co-spon- 
soi-s — MasterCai'd,  \'isa  Internation- 
al, Chase  Manhattan  Bank,  and 
Citibank — ^to  announce  on  Nov.  3 
that  they  wiU  pull  the  plug. 

The  problem?  Residents  and  mer- 
chants in  this  middle-class 
neighborhood  saw  no  cleai* 


advantage  :   rhese  cards.  In  addition 
to  cash,  shoppei-s  handily  use  credit 
and  debit  cards,  so  why  add  another 
piece  of  plastic  to  theu-  wallet?  Mer- 
chants didn't  hke  them,  either.  The 
smart-card  machines  were  imreliable, 
and  not  aU  of  the  devices  could 
process  the  vaiied  smart  cai'ds.  Of 
the  600  merchants  who  accepted  the 
machines  a  yeai"  ago,  fewer  than  200 
still  have  them  today.  Says  Scott 


ZABAR'S  GOLDSHINE:  They're  "a  pain  in  the  mck 


Goldshine.  manager  of  Zabar's  DeK  & 
Gourmet  Foods:  "There  were  two 
different  tj^jes  of  smart  cards  and 
two  different  technologies — and  four 
different  companies  behind  it  all. 
Bottom  line?  Smart  cai'ds  ai'e  dimib. 
a  pain  in  the  neck." 

Ti'ouble  is,  they  didn't  have  to  be. 
Promoters  might  have  had  better 
luck  if  they  had  agi'eed  to  use  a  sin- 
gle technology',  rather  than  each 
backing  different  kinds  of  smait-card 
systems.  Many  Upper  West  Side 
merchants  refused  to  instaU  more 
than  one  kind  of  smait-cai'd  reader, 
or,  frustrated,  did 
not  install  either — 
despite  being  given 
demonstration  mod- 
els at  no  chai*ge. 

Moi-e  important, 
the  cards  might 
have  been  more 
popular  if  they  had 
done  more  than 
simply  stash  cash 
for  store  piu*chases. 
Midtiial  sm'\'eys  by 
Citibank  showed  that  consumers 
wanted  to  use  their  cai'ds  to  ride  the 
bus,  take  the  subway,  or  make  phone 
calls.  In  Manhattan,  the  only  non- 
shopping  use  of  the  cards  was  also 
the  most  popular:  laundromats — part- 
ly because  users  thought  the  cards 
pro\ided  a  smidgen  of  security.  "In 
some  laundiies,  people  without  the 
cards  couldn't  use  the  machines.  So 
cai'dholders  felt  safer,  and  the  wait 


•  n  Manhattan,  smart 
cards  stumbled: 
Too  many  issuers, 
too  manv  tech 
systems,  and  not 
enough  uses 


to  use  the  machines 
was  shorter,"  says  Wa 
ter  A.  Effross,  an  E- 
cash  expert  at  Ameri- 
can University  in 
Washington,  who  moni 
tored  the  experiment. 

The  wisdom  of  a 
smaiter  smart  card 
should  have  been  ob\i 
ous.  Just  look  at  eoUej 
campuses.  At  Florida 
State  University,  sma 
cai-ds  have  been  a  hit 
because  they've  becon 
practically  indispens- 
able: Students  there  u 
them  to  pay  their  tu- 
ition,  eat  in  the  caf- 
eteria, borrow  Hbrarj'  books,  rent 
\ideos,  and  gain  access  to  donnito- 
ries  and  online  study  groups.  In  Ei 
rope  and  Asia,  where  the  cards  are 
populai;  they  often  store  not  only 
money  but  also  personal  and  coi-po- 
rate  data  such  as  medical  histories 
and  security  clearances. 
ONUNE  REVIVAL?  So  what  could  tun 
things  ai'ound  for  smait  cai-ds  in 
America?  Pi-omoters  should  look  to 
commerce,  where  there's  a  need  for 
"smart"  pajTnent  system  that  can  a 
cept  small  transactions  without  cre( 
caixl-size  charges.  Some  companies 
ready  ai'e  headed  there.  Microsoft 
Coi-p. — just  days  after  the  Manhatt 
trial  coUapsed — announced  it  nill  uj 
veil  a  smart-cai'd  reader  for  PCs  eai 
next  yeai".  And  in  a  pilot  with  Mon- 
dex  USA,  an  electronic-pa\Tnents  fir 
owned  by  seven  banks,  about  40 
WeUs  Fai-go  &  Co.  employees  in  S 
Fi-ancisco  have  staited  tapping  intt: 
the  Internet  to  transfer  funds  from 
then-  bank  accounts  to  their  smart 
cards,  then  using  the  cards  to  buy 
low-cost  items  fi-om  online  stores. 

\\Tiether  or  not  E-commerce  can 
give  smait  cards  a  jump  stait  in 
America,  the  ultimate  problem  is  n 
with  the  technology'  but  with  the  a 
ity  of  mai-ketei-s  to  de\'ise  cards  th 
consumers  want  and  need.  Until  tb 
as  Goldshine  says:  "There  has  got 
be  a  simpler  way  to  buy  a  bagel." 


Stepanek  covers  information- 
technology  issues  for  business  we 
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PRESENTATIONS 


EVEN    FROM    THE    BACK    ROW,    THEY'LL    GET    THE    BIG    I  D  E  A 


No  matter  the  Image  or  light  conditions,  no  matter 
how  large  the  meeting,  you  can  give  them  what 
they  always  want — a  brilliant  presentation.  It 
can  happen  if  you  present  with  the  Toshiba 
TLP-7il  LCD  Projector.  It  features  a  iVIicro 
Lens  Display  that  beams  out 

of  brightness.  Such  power  guaran- 
tees that  your  images  will  be  Incredibly  bright 
and  vibrant — nven  in  large,  fully  lit  rooms.  A  true 
XGA  display  projects  the  sharpest  images  possible, 


and  a  high-resolution,  built-in  document  camera  gives 
those  Images  dramatic  detail.  VCR,  DVD  and 
computer  Inputs  add  even  more  impact, 
while  you  gain  flexibility  with  the  wireless 
remote  control  and  built-in  laser  pointer. 
Incredibly,  all  of  this  presentation  power  is 
easily  portable,  weighing  in  at  just  18 
pounds.  For  our  LCD  product  line  brochure  or 
the  location  of  a  dealer  near  you,  visit  us  online  at 
or  call 


In  Touch  wltti  Tomorrow 

TOSHIBAI 
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PRESENTATIONS 
WORK 


ansport  Your  Audience  More  Efficiently 


you  were  setting  out  on  a  trip  from  New 
)rk  to  San  Francisco,  would  you  Just  step 
it  the  front  door  and  walk  west? 
obably  not  Yet  every  day,  thousands  of 
ople  present  information  to  audiences 
ing  nothing  more  than  the  spoken  word 
the  equivalent  of  a  coast-to-coast  stroll 


y  presentatiof"!  is  a  journey; 
audience  starts  at  one  place, 
through  the  information  you 
'er,  you  hope  to  convey  them 
specific  destination.  If  you 
stand  up  and  start  talking,  it's 
you  were  asking  them  to  walk 
e  miles  with  you  —  and  the 


chances  are  good  that  some  will 
drop  out  along  the  way,  and  end 
up  some  place  other  than  where 
you  intended. 

According  to  Knowledge 
Industry  Publications,  studies 
show  that  the  average  person 
only  remembers  one-fifth  of  what 


they  hear.  Visual  images  have 
been  shown  to  improve  learning 
by  up  to  400%.  If  you  need  to  get 
your  content  across  to  your  audi- 
ence, you  need  to  make  your  pre- 
sentation visually  engaging  to 
help  reinforce  your  spoken 
words. 

So  whether  you're  addressing 
colleagues  about  company  oper- 
ations, or  talking  to  prospective 
customers  about  your  products, 
or  even  working  with  a  group  of 
people  to  get  them  to  reach  a 
decision  on  an  issue,  make  visu- 
als a  key  component  of  your  pre- 
sentation to  get  your  audience  to 
your  intended  destination  more 
quickly  and  effectively. 


!  Teclinoiogies  Inc. 

IE 

lOJECTORS 
CKED  BY 
IE  PROS 


many  digital  projectors 
)u  have  in  your  company? 
or  three,  or  maybe  a 
nor  so?  Caribiner 
lational  (www.caribin- 
m)  has  a  few  more  than 
3,500  projectors,  to  be 
.  And  they're  all  Multi- 
t)  MT  Series  units 
I  NEC  Technologies, 
aribiner  is  a  leading, 
integrated  business 
Tunications  firm  based 
w  York.  In  addition  to  a 
range  of  other  services, 
)mpany  provides  audio- 
rental  equipment  for  a 
/  of  settings,  including 
acts  for  in-house  ser- 


Multisync  MT1030 


From  sub-lO-pound  ultra- 
portable  units  to  full-featured  desktop  units,  there's  an 
NEC  MultiSync  projector  that  will  get  the  job  done. 


vices  at  600  major  hotels 
throughout  North  America. 
As  £  result,  the  company  is 
picky  about  the  projectors 
that  they  pick. 

Stanley  Egerson  is  the 
director  of  product  manage- 
ment for  rental,  and  he  points 
out  that  it's  not  enough  for  a 
projector  to  be  bright  and 
have  excellent  image  quality. 


In  order  to  sur- 
vive in  the  rental 
market,  it  also 
has  to  be  dur- 
able. "It  doesn't 
matter  what 
other  advant- 
ages a  projec- 
tor might  offer;  if 
it  doesn't  work, 
we  can't  rent 
it.  We  can  count 
on  our  NEC 
MultiSync 
projectors  to  be  dependable 
and  reliable.  And  if  we  do 
have  problems,  NEC  pro- 
vides good  support  through 
their  InstaCare  24-hour 
replacement  program  so  the 
projector  is  back  in  service 
promptly."  The  NEC  projec- 
tors provide  flexible  perfor- 
mance. "When  a  customer 
walks  into  a  meeting  at  one 


"It  doesn't 
matter 
what  other 
advantages 
a  projector 
might  offer; 
if  it  doesn't 
work, 
we  can't 
rent  it..." 
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of  our  hotels  —  with  either  a 
laptop  or  a  video  tape  —  we 
know  that  the  projector  will 
be  able  to  display  the  image 
well,"  reports  Egerson.  Other 
projectors  may  be  particular- 
ly good  at  one  task,  but  in 
evaluations  at  trade  shows, 
in-house  testing,  and  in  the 
field,  Egerson  and  his  col- 
leagues have  found  that  the 
NEC  projectors  provide  the 
best  all-around  performance. 
He  notes  that  Caribiner  has 
acquired  a  number  of  audio- 
visual rental  companies  in 
recent  years,  and  those 
companies  had  also  selected 
NEC  as  their  projector  of 
choice.  You  may  not  have  a 
need  for  thousands  of  pro- 
jectors, but  whether  you 
need  a  hundred  of  them  or 
just  one,  you'll  want  the 
same  flexibility,  ease  of  use, 
dependability,  and  reliable 
support  —  along  with  bright 
images  and  excellent  picture 
quality  —  that  you'll  find 
across  the  NEC  Technologies 
projector  line.  From  sub-10- 
pound  ultraportable  units  to 
full-featured  desktop  units, 
there's  an  NEC  MultiSync 
projector  that  will  get  the  job 
done. 


NEC  Technologies,  Inc. 
Itasca,  IL 
800-NEC-INFO 
www.nectech.com 


Beat  the  Clock 

A  presentation  that's  too  short 
for  the  allotted  time  is  almost  as 
bad  as  one  that  runs  way  too 
long.  Run  through  your  presen- 
tation a  few  iimes  —  not  to 
memorize  it  — but  to  make  sure, 
that  the  timing  is  about  right. 


Epson  America 

IFU  1  FOWER 
IN  YOUR 
PRESENTATIONS 

For  a  presentation  that  packs 
a  punch,  you  want  vivid, 
detailed  images  that  fill  the 
screen  with  color.  Two  new 
products  from  Epson  deliver 
the  power  to  get  your  mes- 
sage through  to  your  audi- 
ence. Clip  art  and  generic 
photos  don't  have  the  impact 
of  custom  images,  and  you 
can  easily  make  your  own 
with  the  PhotoPC  750Z  digi- 
tal camera.  The  camera  can 
create  24-bit  full-color  images 
at  resolutions  up  to  1600  by 
1200,  and  stores  them  on  a 
convenient  8MB  CompactFlash 
removable  memory  card. 
The  3x  optical  zoom  glass 
lens  gives  the  equivalent  of  a 
35-105mm  zoom  lens  on  a 
standard  35mm  camera,  and 


an  interlocked  zoom  or 
optical  viewfinder  gives 
an  accurate  preview  o 
image  before  you  take  i 

You  can  use  the  2 
active  matrix  color  LCD  ( 
on  the  back  of  the  cams 
check  out  your  picj 
before  or  after  you  \ 
them.  A  solar  energy  cd 
the  camera  provides  li 
power  for  the  LCD  |di 
extending  battery  life.  i| 
camera  comes  with  foiii 
rechargeable  batteries  ii 
portable  charger,  but| 
can  use  any  AA  battei 
And  you  send  your  pic| 
to  a  computer  via  a  e 
connection,  to  a  tele  = 
using  a  video  connectic 
print  them  directly  on  ■ 
Epson  ink  jet  printers  \\  . 
using  a  computer. 

Once  you  have  th( 
tures  in  your  present 
you'll  want  your  audier 
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's  the  world's  smallest  projector.  Periods 


The  new  In  Focus*  LP425.  The  small  projector  that 
looks  great — even  with  the  lights  on.  For  a  free  demo: 
www.infocus.com/avb  or  1-800-294-6400 

The  projector  that  won  PC  Magazine's  Editors'  Choice  Award 
just  got  brighter— the  new  In  Focus  LP425  personal  projector. 
It  fits  in  the  same  bag  with  your  notebook  and  has  700  lumens 
of  brightness,  yet  weighs  just  6.8  pounds.  And,  as  the  industry 
leader,  we've  got  a  full  line  of  projectors  to  choose  from, 
including  this— the  world's  smallest. 

InFbcus 

Project  yourself." 


DispuvMate  ^ 

iTEttSINSTRUMENnnCHNOLOGY      Besi  image  Ouainy  olp 
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Cool. 


Cool  and  Silent. 


The  Hopper. 

The  first  fully  featured  ultra  portable  Multimedia  Projector. 


Please  visit  our  booth  at  Comdex  (#L2625) 

Now  you  can  keep  the  focus  on  your  presentation  and  not  on 
a  noisy  cooling  fan.  The  Hopper  performs  silently  -  four  times 
more  silent  than  its  nearest  competitor'  .  To  find  out  how  you 
can  present,  pack  and  go  with  the  coolest  projector  around, 
visit  our  web  site  at  www.philipslcd.com  or  call  today 

Tel.  1-800-504-9978 

*  Based  on  Natlab  test  august  1998  at  33dB(A) 
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otoPC  750Z 


Create  24- 
full-color  images  at  resolutions 
to  1600  by  1200. 


inputs  for  computer  and 
video  sources. 


I  'reciate  the  rich  colors 
i!  lOUt  having  to  lurn  off  the 
■!  m  lights.  That's  where 
[I   new  PowerLite  7500C 
:;  les  into  play.  Weighing 
[i'  9.4  pounds,  the  projec- 
t  is  rated  at  800  ANSI 
I  ens  —  brighter  than 
r  y  desktop  projectors, 
i    7500C  uses  a  lamp 
V  the  same  120  watt  rat- 
it  as  used  in  other  projec- 
\'   but  Epson  has  found  a 
to  get  more  light  from 
t'   lamp    and    onto  the 
;  en.  Each  cell  in  the  0.9- 
I    XGA   (1024   by  768 
!  lution)  LCD  panels  has  a 
1  oscopic  lens  attached 
(  e  back  layer.  These  tiny 
f  5S  catch  the  light  that 
\  d  otherwise  be  lost  by 
ng  the  opaque  portions 
1  le  panel,  and  bend  the 
)  ns  so  that  they  pass 
igh  the  transparent  part 
'  e  cells.  Tiny  metal  divi- 
ii  between  the  cells  also 
-  ;e  light  loss  and  cross- 
i  0  further  improve  image 
I  y.  The  PowerLite  7500C 
■  has  Epson's  SizeWise 
"  lology  to  scale  up  VGA 
SVGA  images,  and 
.  down  SXGA  (1280  by 
.  I.  The  projector  comes 
I  a  remote  control  that 
:les  mouse  functions,  as 
iias  stereo  sound,  and 


Epson  America 
Torrance,  CA 
800-GO-EPSON 
www.epson.com 


In  Focus 


1 


PROJECTING  A 
BETTER  IMAGE 


What  would  you  do  if  you 
were  about  to  open  a  1,000- 
seat  telephone  call  center, 
and  you  had  to  train  staff  not 
just  to  sell  your  company's 
products  and  provide  techni- 
cal and  customer  support, 
but  also  train  staff  to  sell  and 
support  outside  client  prod- 
ucts as  well?  If  you  are  Tom 
Anderson,  with  CompUSA, 
you'll  pay  special  attention 
to  the  training  and  meeting 
room  facilities.  And  a  key 
component  in  the  whole 
operation  is  a  series  of  In 
Focus  digital  projectors. 

CompUSA's  nine  training 
rooms  are  filled  almost  con- 
stantly. In  the  past,  trainers 
relied  on  overhead  projec- 
tors and  transparencies  to 
deliver  the  content,  but  they 
were  cumbersome  to  handle 
and  did  not  add  much  zing  to 
the  presentations.  Anderson 
has  found  that  the  use  of 
projectors  has  led  presen- 
ters to  make  their  images 
more  creative  and  engaging, 
which  in  turns  makes  both 
staff  training  and  client  pro- 
spect meetings  more  effec- 
tive. Even  outside  vendors 
who  come  in  to  conduct 
training  on  their  products  have 
started  to  take  advantage 
of  the  multimedia  projection 
facilities  for  their  presen- 
tations. The  nine  training 


rooms  are  outfitted  with 
I  n  Focus  LitePro  420 
portable  projectors.  Small 
and  unobtrusive,  the  420s 
still  project  images  bright 
enough  that  the  room  lights 
can  be  left  on,  making  it  eas- 
ier for  the  staff  to  take  notes 
during  the  training  sessions, 
and  for  subtle  details  — 
such  as  instructor  facial 
expression  and  body  lan- 
guage —  to  help  keep  the 
participants  focused  on  the 
material. 

When  prospective  clients 
are  brought  in  to  tour  the 
facility  and  hear  about  the 
offered  services,  the  sched- 
ules include  sessions  in  the 
two  executive  briefing  rooms, 
where  In  Focus  LitePro  725 
projectors  display  bright 
images  on  rear-projection 
screens.  The  presentations 
include  a  mix  of  graphics 
and  photographs,  and  the 
end  result  is  that  the 
prospects  come  away 
impressed  with  the  compa- 
ny's operation.  "Quite  a  few 
people  comment  specifically 
about  the  projection  sys- 


"They  are 
impressed 
by  the 
bright, 
crisp  and 
clear 

images..." 


In  Focus  Training:  Applicatioii 

 Even  out- 
side vendors  who  come  in  to  conduct  training  on 
their  products  have  started  to  take  advantage  of  the 
multimedia  projection  facilities  for  their  presentations. 
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terns,"  according  to  Anderson. 
"They're  impressed  by  the 
bright  and  crisp  and  clear 
images.  "The  client  briefings 
work  so  well  that  CompUSA 
has  purchased  an  additional 
pair  of  In  Focus  projectors  to 
take  on  the  road  for  presen- 
tations at  client  sites,  and  has 
two  more  on  order.  With  a 
digital  presentation,  they  can 
easily  update  or  modify  images 
at  home  or  on  the  road.  By 
making  just  a  few  changes, 
their  sales  staff  is  able  to  cre- 
ate a  presentation  that  is  cus- 
tomized specifically  for  the 
individual  client.  For  small 
briefings  or  large  groups,  at 
the  home  facility  or  in  the 
clients'  offices.  In  Focus  pro- 
jectors are  helping  CompUSA 
get  the  message  across. 

In  Focus 
Jj  Wilsonville,  OR 
800-294-6400 
www.infocus.com 


Be  Sparing  with  Special  Effects 

Variety  may  be  the  spice  of  life, 
but  don't  create  a  multimedia 
stew  that  is  so  spicy  that  it's  dif- 
ficult to  consume.  Current  pre- 
sentation software  makes  it 
easy  to  add  everything  from 
animated  text  to  sound  tracks 
to  clips  from  movies,  but  just 
because  you  can  doesn't  mean 
that  you  should.  Only  add  visu- 
al or  sound  effects  where  there 
is  a  good  reason  to  use  them, 
or  else  they  can  be  distracting 
or  even  annoying  to  the  audi- 
ence. A  surprising  effect  here  or 
there  in  a  presentation  can  be 
much  more  effective  at  adding 
interest  and  emphasis  to  your 
content  than  a  steady  stream  of 
flying  words  and  swirling 
sounds. 


^Mips  ElectroniGS 

)F  SILENCE 


Perhaps  you've  experienced 
this  firsthand.  You  sit  down  in 
a  conference  room  next  to  a 
typical  LCD  projector  and,  as 
the  presenter  gets  ready  to 
start,  the  projector  is  turned 
on.  All  of  a  sudden,  you  think 
you're  seated  next  to  a  small 
jet  aircraft  with  its  engine 
aimed  right  at  you!  The  drone 
of  the  fan  makes  it  difficult  to 
hear  the  presenter's  voice, 
and  even  more  difficult  to 
concentrate  on  the  content 


projectors  provide  less  r 
and  weight  for  cooling  c 
ponents  such  as  fans. 

The  engineers  at  P\ 
Consumer  Electronics  I' 
tackled  this  problem  h 
on,  and  the  first  produc, 
benefit  from  their  effor' 
the  new  Hopper  SV10  por 
projector.  At  just  ove 
pounds,  it  is  light  enouc 
take  anywhere.  And  \' 
you  start  to  make  your) 
sentation,  you  won't  ha^' 
shout  to  be  heard; 
Hopper  SV10  runs  at  ju  . 
decibels,  which  is  muchc 
eter  than  the  backgro 


PhUips  LIMESCO; 


LIMESCO  technology  allows  the  Hopper  SV ' 
display  images  from  VGA  (640  by  480)  to  SXGA  (1200  by  1024).  At  just 
12  pounds,  it  is  light  enough  to  tai<e  anywhere. 


of  the  presentation. 

The  ideal  projector  should 
make  no  more  noise  than  a 
laptop  computer.  It  should 
blend  into  the  background  of 
the  environment,  and  not  be 
a  noisy  and  distracting  intru- 
sion. Yet  as  projector  manu- 
facturers strive  to  make  their 
products  lighter  and  brighter, 
the  noise  problem  gets  worse. 
Brighter  images  can  require 
brighter  lamps,  which  gener- 
ate more  heat.  More  heat  can 
affect  the  image  quality  of  the 
sensitive  liquid  crystal  panels 
inside  the  projector,  so  the 
entire  system  must  be  well 
ventilated.  Smaller  and  lighter 


noise  level  in  an  av 
office,  and  about  as  qw. 
the    average    home  ' 
room.  This  is  also  at  lea; 
times  quieter  than  com|eti 
projectors. 

How  can  this  projec 
so  silent?  Philips  eng 
have  designed  the  Phil 
System  (PAS)  which  ( 
cooling  air  past  the  0.-' 
poly-silicon  LCD  pane 
the  lamp  along  separate  f 
This  provides  more  ef  c 
and  efficient  cooling 
moving  the  air  a  shortr 
tance.  And  heat  sensorv;! 
in  the  projector  autom;:ici 
adjust  the  speed  of  tl'  fc 
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YOU'VE  GOT  TO  SEE 


r 

COLOR. 


HERE  YOU 

SEE  HER  i 

• 

EVERY 

.  GOLDEN 

STRAND  ^ 

OF  HAIR, 

Just  like  her,  this  incredible  projector  can  easily  hold  an  audience.  Because  instead  of 
having  only  one  imaging  processor  like  other  ultraportables,  the  PowerLite"  5500C  was 
born  with  three  -  for  the  brilliance  of  a  large  projector,  without  the  bulk.  In  fact,  at 
650  ANSI  lumens  and  only  9  1/2  pounds,  this  little  baby  will  have  everyone  going  ga-ga. 

THE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  3  LCDs  BRIGHT-  91/2  LBS  LIGHT. 

Epson";  the  world  leader  in  high-performance  portable  projectors,  brings  you  a  full-featured  ultraportable  with: 
Exclusive  SizeWise"  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
remote  control  and  amazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  projectors, 
call  1-800-442-1977  (ask  for  Oper.  3118)  or  visit  www.epson.com. 

Epson  IS  a  registered  trademark  of  Seiko  Epson  Corp  PowerLite  and  SizeWise  are  trademarks  ol  Epson  America,  Inc  "5'1998  Epson  America,  Inc  Projected  image  simulated  for  publication 

For  More  Information  Circle  Free  Product  Info  No.  85 


Canon's  Breakthrough  Technology 
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Unretouched  image 
of  the  area  below 
President  Grant's 
beard  on  a  $50  bill, 
taken  with 
Canon  s  DZ-3600U. 
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FOR  PURCHASE  AND  TECHNICAL  ASSISTANCE 
CALL  (516)328-5960. 
E-mail  us  at  vcsd@cusa.canon.com 

FOR  LITERATURE  AND  THE  DEALER  NEAREST  YOU, 
CALL  1-800OKCANON. 

Website  @  http:/ /www.usa.canon.com 


Canoi 


Visual  ComuNiCATioN  Systems  Divisic 

Canon  is  a  registered  trademark  of  Canon,  Inc    (Q)1998  Canon  USA,  ' 


For  Mom  information  Oirole  Fmo  Product  Info  No.  84 
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seded  so  that  they  run  as 
tly  as  possible, 
he  Hopper  SV10  has  a 
e  resolution  of  800  by 
(SVGA),  but  the  Philips 
:SCO  technology  allows 
:lisplay  images  from  VGA 
by  480)  to  SXGA  (1200 
024).  The  Philips  120 
UHP  lamp  is  rated  for 
)  hours  with  virtually  no 
in  light  output,  and  pro- 
an  image  rated  at  a 
t  600  ANSI  lumens.  It  is 
it  enough  and  light 
gh  to  take  on  the  com- 
3n,  but  it  sets  a  new 
ard  for  quiet  operation. 

s  Consumer 

onics 

:a,  GA 

04-9978 

philipslcd.com 


ElectPoniGS 

RELESS 
)NDER 

alk  confidently  into  the 
iQ  room,  plug  your  Sharp 
isionS  into  an  electrical 

boot  up  your  laptop, 
art  your  presentation. 

wrong  with  this  picture? 


Where's  the  step  where 
you  fish  about  in  your  carry- 
ing case  for  the  right  cable  to 
connect  the  projector  to  the 


resize  images  from  VGA  (640 
by  480)  to  SXGA  (1200  by 
1024).  The  projector  is  easy 
to  set  up,  thanks  to  manual 


Sharp  NotevisionS 


Sharp  NotevisionS  comes  with  standard  features  missing  from 
competing  models.  A  full  featured  remote  control,  a  wireless  mouse  receiver  to  attach  to  your 
computer,  and  cables  for  PCs  and  Macs  to  connect  the  projector  directly  to  the  computer. 


laptop?  What  happened  to 
fumbling  with  the  portable's 
hatches  to  find  the  right  con- 
nector for  the  cable?  It's  no 
mistake;  you  can  skip  those 
steps  with  this  projector. 

The  NotevisionS  actually 
lets  you  transmit  images 
from  your  computer  to  the 
projector  using  an  invisible 
infrared  connection,  using 
Sharp's  IrCOM  feature.  In 
fact,  you  can  also  use  other 
devices  with  IrDA  ports  to  trans 
mit  images,  including  hand- 
held PCs  and  digital  cameras. 

At  about  10  pounds,  the 
NotevisionS  is  light  enough  to 
go  anywhere,  and  its  bright 
image  is  rated  at  600  ANSI 
lumens.  The  three-panel  0.9- 
inch  polysilicon  LCD  panels 
have  a  native  resolution  of 
1024  by  768  pixels  (XGA), 
and  Sharp's  ImageACE  tech- 
nology  can  automatically 


focus  and  zoom  on  the  lens, 
and  a  digital  keystone  cor- 
rection feature  that  pre- 
serves the  perfect  shape  of 
the  image.  An  autoSYNC 
feature  also  adjusts  to  the 
incoming  signal,  automati- 
cally sizing  and  centering  the 
image  and  eliminating  jitter. 

The  NotevisionS  also 
comes  with  standard  fea- 
tures that  are  missing  from 
some  competing  models. 
You  get  a  full-featured  remote 
control  with  backlit  buttons, 
including  remote  mouse 
functions.  There's  a  wireless 
mouse  receiver  to  attach  to 
your  computer,  and  cables 
for  PCs  and  Macs  if  you  want 
to  connect  the  projector 
directly  to  the  computer. 

The  projector  has  two 
computer  inputs,  plus  a  video 
input  that  accepts  either 
composite  video  or  S-Video 


"At  about 
10  pounds, 
the  Note- 
visions 
is  light 
enough  to 
go  any- 
where..." 


Biere  You're  Headed 

jentation  is  a  trip  — 
sr  it's  a  five  minute  sales 
report  or  a  day-long  lec- 
and  you're  asking  your 
ce  to  come  along  with 
le  least  you  can  do  is  let 
low  where  you're  taking 
The  old  adage  says  to 
3m  what  you're  going  to 
y  it,  and  then  tell  them 
Du  told  them."  So  start 
telling  them  what  the 
your  message  is,  so 
in  know  when  they've 
1  the  destination. 
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signals  from  VCRs  and  video 
cameras.  And  the  projector 
even  has  a  feature  that  lets 
you  place  your  own  company 
logo  or  other  information  on 
the  screen  when  the  projec- 
tor is  not  receiving  an  image 
signal. 

Light,  bright,  and  able  to 
get  images  from  your  com- 
puter without  a  cable,  the 
NotevisionS  makes  portable 
presentations  easier  and  bet- 
ter than  ever. 


Sharp  Electronics 
Corporation 
Mahwah,  ND 
888-LCD-SHARP 
www.sharp-usa.com 


Toshiba  America 


1 


.j^ilGHTNESS 
BREAKTHROUGH 


The  larger  your  screen,  the 
more  light  you'll  need  to  pro- 
ject an  image  that's  bright 
enough  to  view  with  the  room 
lights  turned  on.  Most  port- 
able projectors  are  bright 
enough  to  fill  a  small  screen 
which  is  fine  if  you  only  have 
a  few  people  in  your  audi- 
ence, but  for  larger  groups 
you  need  larger  images.  And 
you  need  a  brighter  projec- 
tor —  like  the  new  MediaStar 
TLP-710U  and  TLP-711U 
models  from  Toshiba. 

Most  of  the  light  that 
comes  from  an  LCD  projec- 
tor's lamp  never  reaches  the 
screen;  it  gets  lost  along  the 
way.  These  new  projectors 
use  Micro  Lens  Array  tech- 
nology which  places  a  tiny 
lens  behind  cell  in  their  three 
1.9-inch  polysilicon  LCD 
panels.  The  lenses  focus  the 


light  from  the  projector's 
lamp,  and  pass  more  of  it 
through  the  transparent  por- 
tion of  cells,  avoiding  the 
opaque  portions  that  would 
block  the  light. 

This  technology  pro- 
duces projectors  that  are 
roughly  twice  as  bright  as 
models  of  similar  size  and 
weight.  The  TLP-710U  and 
TLP-711U  are  rated  at  a  bril- 
liant 1,400  ANSI  lumens  — 
bright  enough  for  a  25-foot 
image  for  large  audiences  — 
yet  they  weigh  under  15  and 
20  pounds  respectively. 

Both  projectors  have 
1024  by  768  pixel  (XGA) 
native  resolution,  though 
they  are  capable  of  display- 
ing compressed  SXGA  (1200 
by  1024)  and  UXGA(1600  by 
1200)  resolution  images  using 
Toshiba's  T-ForcMK2  tech- 
nology. They  are  also  ready 
for  digital  television  and 
DVD,  supporting  both  the 
traditional  4:3  aspect  ratio 
images  and  the  new  wide- 
screen  16:9  formats.  The 
projectors  have  inputs  for 
both  data  and  video  signals. 

The  MediaStar  TLP-711U 
adds  a  color  document  camera 
to  the  projector.  Its  840,000 
pixel  camera  can  send  images 
of  paper  or  small  three- 
dimensional  objects  to  the 
projector  for  display.  The  cam- 
era also  swivels  560  degrees, 
so  you  can  also  use  it  to 
show  large  items,  such  as 
wall  charts  or  objects.  It  can 
even  be  used  for  teleconfer- 
encing applications. 

The  projectors  come  with 
many  other  features,  includ- 
ing a  multi-function  remote 
control  that  includes  wire- 
less mouse  and  laser-pointer 
functions,  so  you  can  run 
your  entire  presentation  from 


Toshiba 


TLP-711U^ 


A  brilliant  1,4C 
ANSI  lumens  bright  enough  fi 
25-foot  image  for  large  audie 


a  single  device. 

If  you  don't  want  to  I 
your  audience  in  the  da 
your  next  presentation,  ^ 
find  that  Toshiba  has  a  t 
idea  with  the  new  Medi; 
TLP-710U  and  TLP-. 
projectors. 

Toshiba  America  Consu 

Products 

Wayne,  N] 

800-346-6672 

www.toshiba.com/tacp 


Make  a  List;  Check  it  Twici 

Professional  pilots  use  c 
lists  to  make  sure  everyt 
in  working  order  before  th 
to  take  off,  and  pres 
should  be  no  different.  M 
checklist  of  all  the 
required  to  set  tip  and  te 
equipment,  and  to  mak 
you  have  everything  you 
before  you  start.  Then  ! 
enough  time  before  the  pi{ 
tation  to  go  over  the  ch( 
carefully,  item  by  item,  £ 
deal  with  any  problem 
might  crop  up  at  th 
moment. 
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projector  that's, right  for  you.  Audiences  will  marvel  at  the  vivid  imagety  that  comes  with  our  AccuBlend  "  technology.  You'll  love  the  ease 
5?.  the  reliability,  and  the  assurance  of  our  InstaCare^'  24-tiour  replacement  guarantee'.  The  complete  line  of  Mu'fti$ync  projectors.  There's  one 


(.?';'■■;><         ■  St!S(>lu!v.oflS 
IMtiSyxe  a  Sean  '  -•;       .-t^i  ficTi^MS 

590-1306  Jamens    \  %M!tSM-m 


Road  wariitiis,  ymr  prsisctot  is  tej^lji. 


for  your  exact  needs,  whether  you're  projecting  first 
quarter  earnings  or  ttte  fourth  quarter  score. 
NEC  Technologies,,; Expect  more.  Experiencb  more. 


NEC 


To  learn  more,  and  enter  to  win  a  20"  MultiSync  LCD  monitor,  call  toll-free  (877)  487-8555.  Or  visit  us  at  www.nec.com/nectech/mtlt 
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Notevision5 


unlevel    the    playing  field 


We  Made  Our 
XG  A    COM  PACT 
S  o   PRESENT  f  I? 

I^  R  I  E  N  D  L  Y 
You'll  Almost 
Think 
WE  READ 
YOUR  MIND. 


LCD  SIS 


Astound  your  audience!  Amaze  your  peers! 
The  magnificent  Notevision5  LCD  projector  is 
not  only  mind-boggling  witli  its  XGA  resolution 
and  compact  size,  but  it's  ultra  presenter  friendly. 

Set-up's  a  no  brainer  with  its  color  coded 
cables.  Just  connect  and  project.  Or  go  absolutely 
wireless  with  Sharp's  exclusive  IrCOM  infrared 
interface.  Plus  Sharp's  autoSYNC    "T  h  3  n  kS 
and  ImageACE  features  automatically  give  you 
a  perfect  picture  every  time.  IMOtevisiOn!"' 

And  to  ease  your  mind,  Notevision5  even 
has  a  3  year  limited  warranty.  We  know  what 
you're  thinking —  you're  gonna  love  it. 


FROM    SHARP  MINDS 

COME    SHARP  PRODUCTS" 


Get  a  Demd  and  Enter  to  Win  a  SharpVision  DTV-ready  Home  Theater  Projector  and  Screei 

,      V^r-lid  Through  3.31  .99.  Ask  Your  Dealer,  Visit  Our  Web  Site  Or  Call  For  Details. 


Shjip  Elert'onici  Corp  ,  Professional  LCD  Products,  Sharp  Plaza,  Mahwah.  NJ  07430  /  E-mail;  ProLCD@SharpSEC.com  /  Fax;20l-529-9636  FaxDack:20 l-5j 
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T  PAPER  IN 

•UR 

ESENTATIONS 

it  —  the  "paperless 
'  is  far  from  beconning 
ity.  Digital  presenta- 
are  great,  but  what  do 
o  when  you  have  a 
of  paper  to  show  your 
ce?  If  you  have  the 
md  the  facilities,  you 


snnall  as  a  postage  stamp,  or 
you  can  even  place  small, 
three-dimensional  objects 
under  the  camera  —  some- 
thing you  can't  do  with  a  tra- 
ditional overhead  projector. 

You  can  send  the  output 
from  the  DZ-3600U  to  stan- 
dard video  monitors  or  digi- 
tal projectors  using  either 
composite  video  or  S-Video 
connections.  A  USB  (Universal 
Serial  Bus)  port  also  lets  you 


^j^iQ^ASUiSiJU  digital  document  camera  uses  patented  Paralled 
le  hnology  to  make  high-resolution  imaging  affordable. 


:an  it,  or  you  could 
onto  an  overhead 
ns  rency  and  set  up  a 
:o    projector  for  your 
:S({  ation.   Or  you  could 
t  new  DZ-3600U  digi- 
play    camera  from 

i  high-resolution  cam- 
hj  1900  by  1424  pixel 
^1"  )n  based  on  Canon's 
irallel  Plate"  imaging 
r  )gy,  which  is  suffi- 
1  display  a  full  page  of 
"  text,  and  have  every 
the  page  be  legible, 
play  stage  can  be 
')  display  items  as 


send  images  to  a  personal 
computer  or  laptop.  The 
device  also  accepts  auxiliary 
composite  and  S-Video  inputs. 
And  an  infra-red  remote 
control  lets  you  adjust  the 
camera's  settings  from 
across  the  room.  It  is  also 
possible  to  control  the 
device  remotely  using  a  serial 
port  connection. 

The  DZ-3600U  can  cap- 
ture an  image  in  four  sec- 
onds or  less.  The  camera  also 
comes  with  software  that 
makes  it  easy  to  integrate 
images  seamlessly  into 
PowerPoint  presentations  and 


Rent  an  Audience 

Giving  a  talk  to  a  mirror  is  not 
nearly  as  effective  as  to  anoth- 
er person.  Grab  a  colleague, 
spouse,  or  friend  and  have 
them  listen  to  a  run-through. 
Even  without  their  feedback, 
you'll  find  out  where  the  rough 
spots  are  that  could  use  some 
smoothing. 


other  applications. 

"The  DZ-3600U  repre- 
sents Canon's  commitment 
to  deliver  truly  revolutionary 
image  resolution  and  manip- 
ulation flexibility  to  the  entire 
presentation  systems  mar- 
ketplace cost-effectively," 
said  Mr.  Hiroshi  Shimoda, 
director  and  general  manag- 
er of  Canon  U.S.A.'s  Visual 
Communication  Systems 
Division. 

The  DZ-3600U  digital  dis- 
play camera  is  ideal  for  a 
range  of  applications  — 
from  teleconferences  to  pre- 
sentations to  training  —  and 
its  compact  size  and  ease  of 
use  will  make  it  an  instant  hit 
with  novice  and  experienced 
users.  It  looks  like  paper  will 
be  with  us  for  a  while  longer, 
and  the  Canon  DZ-3600U 
will  help  you  display  pages 
easily,  quickly,  and  in  razor- 
sharp  detail. 


Canon  U.S.A. 
Lake  Success,  NY 
1-800-OK-CANON 
www.usa.canon.com 
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"Face  it  — 
the  "paper- 
less office" 
is  far  from 
becoming  a 
reality..." 
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Industries 


SEMICONDUCTORS 


CHIPS  THAT  MIMIC 
THE  HUMAN  SENSES 

Companies  are  scrapping  over  this  exploding  market 


You  may  not  have  realized  it,  but 
you've  probably  used  digital- 
signal  processing  chips 
a  dozen  times  today. 
Listening  to  a  compact-disk 
over  breakfast  was  one  in- 
stance. So  was  using  a  mo- 
dem to  check  your  E-mail. 
Driving  your  car  involved  sev- 
eral electronic  systems  pow- 
ered by  these  specialized  chips. 
They  are  also  found  in  cell 
phones,  personal-computer  sound 
systems,  digital  cameras — and 
the  hst  goes  on. 

But  that's  nothing,  compared  with 
what's  coming.  Industry  experts  predict 
that  by  2005,  the  convergence  of  com- 
puters, telecommunications,  and  con- 
sumer electronics  wil\  push  demand  for 
digital-signal  processing  (dsp)  to  10  times 
what  it  is  today.  These  chips  will 
then  be  at  the  heart  of  almost 
every  electronic  gadget  you 
touch,  from  new  stereo  sys- 
tems and  smart  home  appli- 
ances to  office  machines  and 
factory  equipment.  DSP 
chips  that  can  under- 
stand speech  will  re- 
place touchpads  and 
push-buttons  on  all 
kinds  of  products — 
including  vcRs  that 
you  can  program  by 
telling  them  what  to  record. 
BLINDING  SPEED.  What  makes  these 
chips  so  special?  Well,  DSP  could  stand 
for  digital  sensory  perception,  because 
these  slices  of  silicon  are  the  nerve  cells 
that  connect  electronic  devices  to  the 
real  world.  They're  honed  to  deal  with 
things  like  sounds,  images,  pressure, 
temperature,  electrical  currents,  and 
radio  waves.  They  chop  these  analog 
signals  into  digital  bits,  then  perform 
specialized  operations,  such  as  com- 
pressing the  bits  gushing  through  tele- 
phone lines.  And  they  do  this  at  blind- 
ing speed.  One  of  Intel  Coi-p.'s  Pentium 
chips  couldn't  keep  pace  with  such  sig- 
nals for  veiy  long.  A  steady  analog  del- 


uge would  quickly  swamp  any  ordinary 
microprocessor. 

Digital  cell  phones  are  currently 
DSP's  hot  growth  market.  Some  86  mil- 
lion of  these  were  sold  worldvdde  last 
year,  and  the  1998  market  is  pegged 
at  140  milUon  phones.  That's  50  mil- 
Uon  more  than  this  year's  estimated 


GROWING  MARKETS 
FOR  DIGITAL  SIGNAL 
PROCESSING  CHIPS 

<  TELECOMMUNICATIONS 
HARD-DRIVE  CONTROLLERS 

DIGITAL  CAMERAS  ► 
SMART  MOTOR  CONTROLS 
GPS  "APPLIANCES" 

<  DIGITAL  RADIO  AND  TV 
DIGITAL  HEARING  AIDS  ► 
DIGITAL  CABLE  MODEMS 

STEREO  SYSTEMS 

SPEECH  RECOGNITION 
SYSTEMS 


sales  of  PCs.  dsp  chips  even  out- 
number Intel  microprocessors  in  pes. 
Most  computers  have  at  least  two  dsp 
chips.  One  handles  the  data  streaming 
to  and  from  the  hard-disk  drive,  and 
others  control  the  modem,  sound  card, 
and  graphics  accelerator. 

Small  wonder  that  DSP  chips  are 
bucking  the  downturn  in  semiconduc- 
tors. Total  chip  sales  are  projected  to 
dip  around  11%  this  year,  to  below  $125 
billion.  But  the  dsp  forecast  calls  for 
20%  growth,  to  $3.9  bilhon,  followed  by 
a  30%  jump  next  year  (chart),  according 
to  market  researcher  Forward  Concepts 
Co.  in  Tempe,  Ariz. 

That  outlook  is  fueling  raging  compe- 
tition. Four  U.  S.  chipmakers — Texas 
Instruments,  Lucent  Technologies,  Mo- 
torola, and  Analog  Devices — command 


97%  of  the  world's  dsp  business 
newcomer  IBM  and  a  score  of  alsc 
are  rushing  to  stake  claims,  too.  H 
a  month  passes,  it  seems,  witho 
announcement  of  a  faster  and  mo: 
phisticated  chip. 

In  late  September,  for  exa 
Motorola  Inc.  unwrapped  new  audio 
with  better  fidelity  and  bargain  pric 
players  now  have  chips  that  Y 
sounds  in  16-bit  snippets.  By  ham 
smaller  transistors.  Motorola  era 
the  performance  of  its  24-hit  cl 
mainly  found  in  studio  gear — o 
smaller  piece  of  silicon.  The  result 
to-Ufe  sound  for  as  little  as  $5.  W 
bit  chips,  CD  playere  will  sound  j 
"warm"  and  rich  as  a  \nrgm  vinyl  i 
ing,  says  Valerie  K.  Hase,  head  of  ( 
audio  operations  at  Motorola. 
The  new  chips  wall  also  turn  ca 
concert  halls.  Motorola' 
technology  provides  proc 
speeds  of  up  to  100 
millions  of  instructior 
second.  Sincf 


use  th 
over  horsepo\ 
tune  their  stereo  syste 
the  acoustics  of  each  make  and 
The  chips  can  compensate  for 
tions  off  glass  at  specific  distani 
^^  angles  from  the  speakers.  "C< 
ideal  for  high-quality  audio,' 
says,  because  interior  dim^ 
and  "furniture"  are 
unlike  living  rooms 
Yet  Motorola's 
chips  are  poke 


pared  with 
some  competitors.  Texas 
Instruments  Inc.,  the  king  of 
with  a  45%  market  share  and  19 
of  $1.44  bOhon,  unveOed  a  chip  li 
that  can  process  1,600  MIPS.  Tliis 
speed  will  be  needed  for  digital- 
gence  products,  such  as  cell  phoi 
download  Internet  graphics  an 
clips,  or  modems  that  handle  b( 
and  speech  simultaneously.  Tbda;  fep 
media  systems  typically  have 
rate  DSP  chip  for  each  type  of  i 
Ti's  rivals  are  determined 
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Analog  Devices 
latched  Ti's  1,600- 
ecord  last  June — 
hen  grabbed  the 
1  October.  Its  up- 
r  TigerSharc  chip 
lew  through  some 
viiPS.  "It's  really  a 
oniputer  on  chip," 
krald  McGuire, 
^'s    manager  of 
nd  DSP  products. 
rMe,  Lucent  Tech- 
s  Inc. — parent  of 
aboratories,  which 
ed  DSP  in  1979— 
up  with  rival 
)la  last  summer  to 
p  new  DSP  tech- 
Also  in  October, 
0  offered  a  peek 
ir  StarCore  chip, 
:t  in  late  1999.  It 
almost  as  fast  as 
gerSharc:  up  to 

[IPS. 

ie  superfast  chips 
ving  the  way  for- 
new  applications, 
rts  of  machines 
)n  join  the  human 
t,    talking  and 
ig  to  people,  predicts  John  T. 
n,  president  of  Lucent's  Micro- 
nics   Group.   Copy  machines, 
'ave  ovens,  and  TVs  could  lose 
lUsh-buttons  and  sprout  micro- 
.  Over  at  Ti,  researchers  see  big 
3  in  controls  that  boost  the  pre- 
)f  machine  tools  and  factoiy  ro- 
SP  chips  that  in- 
data  from 
'e  sensors  could 
'tificial  arms  and 
ith  a  sense  of 
mggests  Thomas 
ibous,  ti's  chair- 
d  chief  executive, 
lally,  DSP  might 
reate  prosthetic 
r  the  blind. 
MOTOR.  Cheaper 
meanwhile,  will 
their  way  into 
lindane  products.  For  example, 
.  S.  homes  have  dozens  of  mo- 
ist of  which  run  full  blast  when 
d  on.  DSP  controllers  could  put 
a  an  energy  diet,  metering  out 
mgh  power  to  do  the  job.  Elec- 
i.he  Swedish  company  that  makes 
the  world's  electric  motors,  is 
shipping  DSP-smart  motors  for 
cial  refrigei'ators,  wliich  consimie 
50%  less  juice  than  previously. 
Devices  supplies  the  dsp  chips 


DSP  TOPS 
CHIP  GROWTH 


BETTING  THE  FARM:  TI  cli  ief  Engiboaa  span  off  all  nun-DSP  businesses 


and  says  the  technology  could  show  up 
in  consumer  fridges  next  year. 

As  chipmakers  continue  to  cram  more 
transistors  onto  each  silicon  slice,  most 
electronic  products  will  soon  be  built 
around  just  one  so-called  logic  chip — 
no  doubt  with  a  dsp  module.  So  suppli- 
ers of  other  flavors  of  logic  chips  are 
revving  up  dsp  technol- 
ogy. The  pressure  is 
most  acute  on  makers  of 
microcontrollers,  the 
special-purpose  proces- 
sors that  hide  inside 
electronic  products,  and 
application-specific  inte- 
gi"ated  circuits  (asics). 

What's  ahead  for 
them  is  already  evident 
in  the  cell-phone  busi- 
ness, where  ti  com- 
mands more  than  half 
the  market,  thanks  to  its  strongholds 
at  Nolda  Corp.  and  Ericsson.  "In  the 
old  days,"  recalls  Ti's  Engibous,  "we 
would  sell  them  a  dsp  chip,  and  the 
ASIC  guys  would  supply  two  ask:  chips." 
Now,  he  says,  one  $10  ti  chip  does  it  all. 

Because  dsp  will  be  a  cornerstone  of 
most  "single-chip  systems,"  Ti  is  betting 
the  farm  on  dsp.  In  the  one-chip-does- 
eveiything  era,  Engibous  says,  "the  per- 
son who  wins  is  the  one  who  has  the 
processor,  because  the  person  who  ovras 


'99  '00 
-  EST  — 


■94    '95    '96  '97 
A  PERCENT  GROWTH 

DATA  WORLD  SEMICONDUCTOR  TRADE 
STATISTICS,  FORWARD  CONCEPTS  CO 


the  processor  gets  to  do 
the  integi-ation."  So  En- 
gibous has  sold  off  all  of 
Ti's  other  businesses,  in- 
cluding inihtaiy  systems, 
engineering  software, 
and  laptop  computers. 
The  last  to  go  was 
dynamic  random-access 
memory  cliips.  drams  ac- 
counted for  a  cjuarler  of 
Ti's  $13  billion  revenue 
during  the  semiconduc- 
tor boom  in  1995.  But 
theu'  yo-yo  profits  have 
lately  strung  out  to 
nothing.  In  June,  the 
DRAM  unit  went  to 
Mici'on  Technology  Inc. 
for'  $830  million  in  stock 
and  notes. 

Even  with  all  his 
eggs  in  the  DSP  basket, 
Engibous  isn't  fazed  by 
the  mounting  competi- 
tion. "There's  no  ques- 
tion that  this  is  a  com- 
petitive business — but 
no  more  than  it  has 
been  for  quite  some 
time,"  he  says.  As  for 
the  Lucent-Motor'ola 
joint  effort,  they'r-e  "just  Hcking  their 
wounds."  Last  year,  Lucent's  and  Mo- 
tor-ola's  DSP  sales  climbed  30%  and  20%, 
respectively,  while  ti's  jumped  37%-,  says 
William  I.  Strauss,  president  of  market 
watcher  For-war-d  Concepts. 
SWAT  TEAM.  The  competition  isn't  about 
to  roll  over,  though.  Hector  de  J.  Ruiz, 
pr-esident  of  Motor-ola's  semiconductor 
unit,  asserts  that  one  key  to  winning 
tomorrow's  mar"kets  is  developing  tech- 
nology standar-ds.  "Customer-s  strongly 
want  standar-ds,"  he  says,  to  avoid  being 
locked  into  a  relationship  with  one  sup- 
plier. Now,  clients  can't  swap  a  Motoro- 
la chip,  say,  for  one  ft-om  ti.  The  reason: 
The  chips  ar-e  stuffed  with  pr-oprietary 
softwar-e  that's  tuned  to  each  chip's  ai-- 
chitecture.  Woi-king  with  Lucent,  Ruiz 
aims  to  change  all  that — allowing  both 
companies  to  woo  Ti's  customer-s. 

Good  luck,  r-etoi-ts  Engibous.  Today, 
70%'  of  all  DSP  engineers  work  in  ti's 
software  language,  and  900  universities 
teach  it  to  pr-ogrammers.  That's  why 
Str-auss  of  Forwar-d  Concepts  doesn't 
think  anyone  stands  much  chance  of 
stealing  ti's  thunder-.  Investor-s  seem  to 
share  his  confidence.  Since  TI  bowed  out 
of  DRAMS  last  June,  its  stock  has  climbed 
almost  30%,  from  $50.  That's  a  .signal 
that  any  chip  could  read. 

By  Otis  Port,  in  New  York,  witli  Paul 
C.  Judge  in  Boston 
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THE  BEST  BETS  FOR 
SMALL-CAP  DIEHARDS 


Like  the  chagiined  lover 
in  Sheryl  Crow's  hit- 
tune,  "My  Favorite 
Mistake,"  legions  of  contrari- 
ans cling  to  small-company 
stocks  despite  their  heart- 
breaking ways.  Take  Jeff 
Burger,  a  Sussex  (Wis.)  en- 
gineer, whose  stake  in  T. 
Rowe  Price  Small  Cap  Value 
Fund  has 
disappointed 
him  since 
1996.  Yet  he 
holds  on.  believing  small  caps 
are  plain  cheap:  "It  doesn't 
make  any  sense  that  people 
would  want  to  pay  more  for 
a  dollar  of  large-company 
earnings  than  for  a  dollar  of 
small-company  earnings." 

Now,  at  last,  love  may  be 
requited.  After  plunging  in 
the  third  quarter  by  20%, 
more  than  twice  as  far  as 
large  caps,  small-company 
stocks  ai'e  taking  wing.  Since 
Oct.  8,  the  Russell  2000  in- 
dex of  small  caps  has  surged 
25%.  Yet  because  of  all  the 
damage  done  earlier,  the 
price-eamings  ratio  on  small 
caps  sank  in  October  below 
that  of  lai'ge  caps  for  the  fii-st 
time  since  191*0 — and  only  the 
thii'd  time  since  1979  (chait) 
— says  Wilshire  Associates, 
the  Santa  Monica  (Calif.)  in- 
vestment research  fii-m.  The 
last  two  times  that  happened 
marked  the  start  of  long  bull 
runs  in  small  stocks. 

If  you  suspect  history  is 
poised  to  repeat  itself,  you 
can  pick  stocks  yourself  or 
look  for  a  mutual  fund.  For 
many,  funds  are  the  best  bet, 
since  diversifying  risks  is 
more  important  in  volatile 
small  stocks  than  in  lai'ge.  As 
if  on  cue,  fund  companies  ai'e 
laimching  smaU-cap  funds  and 
reopening  established  ones  to 
new  investors. 

Which  strategy  is  light  for 


YOUR  MONEY 


MUTUAL  FUNDS 


you  depends  on  how  you  like 
youi-  risk.  The  average  new 
fimd  is  riskier  simply  because 
it  has  no  track  record,  says 
Matthew  Muehlbauer.  Value 
Line's  mutual  fimd  research 
chief.  That  makes  sense  to 
Paul  Harvey,  a  reference  li- 
brarian in  Dedham,  Mass., 
and  ouTier  of  five  small-cap 
funds.  "I'm 
inclined  to 
want  funds 
to  be  open 
thi'ee  years  before  I  invest," 
he  says. 

Seasoned  funds  present 
other  worries.  First,  many 
with  attractive  track  records 
may  get  too  large  too  fast. 
"Tliey'll  have  a  lot  of  money 
flooding  in,"  says  John 
Rekenthaler,  Morningstar's 
research  director,  "and  size 
becomes  self-defeating  in 
the  small-cap  arena." 
Swollen  fimds  have  trouble 
putting  enough  of  theu"  as- 
sets to  work  in  their  best 
picks  without  kiting  those 
stocks'  prices  or  bump- 
ing up  against  mles  on 
how  much  of  any  one 
company  they  can 
own.  The  result  is  undei"per- 
formance.  The  second  trouble 
is  many  established  funds 
come  with  um-ealized  capital 
gains — a  tax  liability  new  in- 
vestors would  shoulder  with- 
out having  enjoyed  the  un- 
derlying profit. 
HAPPY  NEWS.  None  of  this 
matters  if  you're  investing  in 
a  tax-defeired  retii-ement  ac- 
count. But  if  you  aren't, 
there's  some  happy  news: 
This  year's  market  rout  has 
left  many  fimds  with  paper 
losses.  At  October's  end,  the 
average  domestic  small-cap 
fund  in  Morningstar's  Prin- 
cipia  data  base  had  an  unre- 
alized loss  of  6%.  That's  an 
opportunity  to  buy  into  sev- 


What's  New  in  Small  Cap 


FUND/PHONE  NO. 

MANAGER 

EXPENSE 
RATIO 

FORWARD  FUNDS  SMALL 

CAP.  STOCK  800  999-6809 

Irene 
Hoover 

1.45%* 

N/l  NUMERIC  INVESTORS 
SMALL  CAP  VALUE  800  686-3742 

Team 

1.00% 

VANGUARD  SMALL-CAP 

GROWTH  INDEX  800  662-7447 

George 
Sauter 

0.25%* 

VANGUARD  SMALL-CAP 

VALUE  INDEX  800  662-7447 

George 
Sauter 

0.25%*  1 

*Plus  transaction  fees  paid  into  fund  I 
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easoned  funds  without 
IX  overhang.  But  take 
Some  funds,  including 
indby  Pennsylvania  Mu- 
still  have  serious  tax 
ores. 


What  should  you  do?  We 
went  looking  for  a  few  of  the 
best  possibilities.  Among  new 
funds,  we  sought  those  run 
by  managers  who  have  solid 
records  with  similar  portfo- 
lios. For  older  funds,  we  used 
the  Morningstar  data  base  to 
isolate  the  few  that  have 
good,  long  records,  yet 
aren't  too  large.  We 
also  kept  an  eye 
open  for  port- 


folios free  of  unrealized  capi- 
tal gains.  Finally,  we  nixed 
funds  with  loads,  high  ex- 
pense ratios,  and  minimum 
investments  of  more  than 
$10,000.  In  the  end,  we  came 
up  with  four  new  and  four 
old  funds  (table). 

The  new  funds  are  run  in 
distinctly  different  styles. 
Opened  in  October,  Forward 
Funds  Small  Capitalization 
Stock  Fund  is  managed  by 
an  old-fashioned  stock  pick- 
er, San  Francisco-based  Irene 
Hoover.  Before  she  quit  a 
year  ago  to  form  her  own 
firm,  Hoover's  Jurika  & 
Voyles  Mini-Cap  Fund  posted 
a  43%  annual  average  total 
return — at  the  time,  the  best 
three-year  record  among  di- 
versified U.  S.  stock  funds. 
Hoover  believes  small-cap 
stock  prices  often  move 
randomly,  so  she's  quick 
'  to  sell  stocks  that  get 
\  ahead  of  reasonable 
earnings  prospects.  She 
figures  she  can  always 
buy  the  stock  back 
cheaper  later,  something 


I 


\iid  Some  Old  Favorites 


AVG.  ANNUAL 
TOTAL  RETURN' 

UNREALIZED 
GAIN/LOSS** 

ASSETS 
(MILLIONS) 

UITY 

0 

13.2% 

-9% 

$184 

SPECIAL  EQUITY 

9 

15.7% 

1% 

$758 

BWTH 

0 

15.6% 

1% 

$1,554 

ROWTH 

3 

15.4% 

-1% 

$162 

Oct.  31;  versus  11.72%  for  Russell  2000  Index 
olio 


DATA:  MORNINGSTAR  INC.,  BUSINESS  WEEK 


constantly  for  the  120  or  so 
best  bets  in  a  universe  of 
1,500.  The  n/i  numeric  in- 
vestoi's  Micro  Cap,  a  similar, 
but  closed,  fund  devoted  to 
growth  stocks,  has  handily 
beaten  rivals:  $10,000  invested 
in  the  fund  at  its  June,  1996, 
launch  grew  to  $14,439 
tlu'ough  October,  while  the  av- 
erage comparable  fund  would 
have  turned  $10,000  into 
$9,284,  Morningstar  says. 

One  warning:  Numeric  ex- 
pects the  new  fund  to  trade 
its  stocks  on  average  eveiy 
four  months  or  less.  If  the 
strategy  is  successful  and 
generates  plenty  of  short- 
teiTn  capital  gains,  sharehold- 
ers can  expect  to  be  hit  with 
a  hefty  tax  bill. 
SEASONED  FUNDS.  More  fa- 
miliar is  the  approach  used 
by  Vanguard  to  manage  its 
new  funds,  one  focused  on 
value  stocks  and  the  second 
on  growth  companies.  Both 
are  index  funds,  designed  to 
mimic  a  set  list  of  stocks  and 
captui'e  the  market's  average 
return,  while  keeping  costs 


Some  market  watchers 
believe  that  we  may  be  at 
the  start  of  a  long  bull 
run  in  small  stocks 


she  has  done  often  with  the 
likes  of  regional  broker  Legg 
Mason  and  oil-service  compa- 
ny Key  Energy  Group. 

Recently,  top  holdings  have 
included  contractor  Granite 
Constinction  and  Westameii- 
ca  BancoiiD.,  both  "niche-dom- 
inant companies"  that  enjoy 
some  pricing  power,  strong 
cash  flows,  and  little  debt. 
"I'm  tiying  to  find  what  I  call 
baby  blue  chips,"  she  says. 

By  contrast,  the  funds  run 
by  Numeric  Investors  in 
Cambridge,  Mass.,  operate 
strictly  by  the  numbers.  Set 
to  begin  taking  new  money 
on  Dec.  1,  n/i  numeric  in- 
vestore  Small  Cap  Value  Fund 
(next  page)  will  rely  on  a 
computer  model  that  searches 


at  a  minimum.  They  are 
overseen  by  11-yeai'  indexing 
veteran  George  Sauter. 

If  you're  not  comfortable 
with  a  new  fund,  four  sea- 
soned ones  with  differing  in- 
vesting styles  popped  up  on 
our  screen.  Like  Nimieric  In- 
vestors, the  managers  at 
Eclipse  Equity  rely  on  com- 
puter models  to  search 
through  some  4,000  stocks  be- 
fore settling  on  a  list  of  more 
than  300.  Unlike  Numeric's 
model.  Eclipse's  places  heav- 
ier emphasis  on  balance-sheet 
strength  and  doesn't  hew 
rigidly  to  the  industry 
weightings  of  some  index. 
Recently,  it  has  had  heavier- 
than-average  exposure  to  utO- 
ities,  cyclicals,  and  such  re- 
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tail-sector  stocks  as  Ryan's 
Family  Steak  Houses. 

Managers  Special  Equity 
hands  off  its  money  to  four 
stock  pickers.  Some  favor  val- 
ue stocks,  and  others  growth 
companies  and  micro  caps.  It 
recently  had  a  portfolio  of  305 
holdings,  with  transportation 
gear  lessor  XTRA  and  radio 
station  operator  Emmis 
Communications  atop  the  list. 


With  assets  of  $1.6  billion, 
Safeco  Growth  is  on  the  big 
side  for  a  small-cap  fiuid.  But 
manager  Thomas  Maguire 
has  kept  it  from  becoming 
unwieldy  by  building  quirky 
portfolios.  Not  long  ago,  he 
owned  mega  cap  Philip  Mor- 
ris along  with  little  Family 
Golf  Centers.  Somehow,  it 
works:  In  the  nine  years  he 
has   steered   the   fund,  a 


$10,000  investment  has  gi'own 
to  $35,511,  while  that  much 
in  the  average  rival  would 
have  grown  to  $29,744. 

Wasatch  Gi'owth  hasn't 
fared  as  well,  in  part  because 
it  has  a  1.5%  expense  ratio 
— the  highest  of  this  gi'oup. 
Manager  Samuel  Stewart's 
fund  also  is  stuffed  with  such 
tiny,  no-name  stocks  as  re- 
tailers Marks  Bros.  Jewelers 


and  O'Reilly  Automot  ( 
chain  of  parts  stores  i 
Midwest.  At  $320  milli- 
has  the  lowest  median  i 
ket  capitalization  amoi 
four  funds.  That  me;: 
may  benefit  more  th;i 
others  if  bulls  keep  cli; 
into  the  small-cap  an. 
prospect  sure  to  sootli 
small-cap  investor's  wo 
heart.  Robert  I 


THE  MEGA-LARGE  CAPS  HAVE  HAD  THEIR  DAT 


Hoping  to  build 
on  the  success  of 
its  family  of  four 
mutual  funds, 

Cambridge  (Mass.) -based 
Numeric  Investors  will 
soon  bring  out  nli  numer- 
ic investors  Small  Cap 
Value  Fimd.  The  team 
of  quants  at  Num.eric, 
which  manages  a  total  of 
$1.2  billion  in  assets, 
relies  on  a  flood  of  finan- 
cial data  flowing  through 
its  computers  to  tell  it 
which  stocks  to  buy  or 

sell.  BUSINESS  WEEK 

Senior  Writer  Robert 
Barker  spoke  with 
Numeric  Managing 
Director  John  Bogle  Jr. 
and  Arup  Datta,  the  yieiv 
fund's  lead  fnanager: 

Why  a  small-cap  value 
fund  now? 

Bogle:  It's  the  only  area 
left  in  the  U.  S.  market 
where  we're  not  already 
exploiting  some  market 
inefficiency. 

Is  it  serendipitous  that 
small-cap  valvxitions,  rela- 
tive to  big-cap  nmltipl.es, 
seem  recently  to  have  hit  a 
nadir? 

Bogle:  There  are  some  st;i- 
tistics  that  would  lead  you 
to  believe  thai.  But  we 
don't  make  calls  as  to 
whether  small  is  going  to 
do  better  than  large. 

So  you're  agnostic? 


Bogle:  We're  completely  ag- 
nostic on  that  point,  al- 
though GUI'  gut  [feeling] 
is  that  it's  probably  not  a 
bad  time  to  be  investing  in 
the  small-cap  part  of  the 
marketplace. 

Datta:  We  especially  believe 
that  the  mega-large-caps 
might  have  had  their  day. 

How  much  money  will  you 

run  this  way? 

Bogle:  $200  million  or  $250 

miUion. 

How  many  stocks  will  the 
fti'nd  hold? 

Datta:  On  average,  about 
120.  We  do  not  do  any 
market  or  sector  timing. 
We  will  be  mimicking  the 
sector  weights  of  the 


TIMELY  VENTURE 
Numeric's  Datta  and 
Bogle  are  launching  a 
new  value  fund  that  will 
invest  in  about  120  small 
companies 

benchmark  we'll  run 
against.  For  example,  the 
benchmark  [the  Russell 
2000  Value  Index]  has  25% 
in  financials;  we'll  also 
invest  around  25%  in 
financials. 

Wlutt  else? 

Datta:  I'd  like  to  differenti- 
ate our  model  from  a 
"deep-value"  model.  We  do 
look  at  earnings  and  book 
[value] . . .  but  we  believe 


that  for  most  companies 
that  are  going  concerns 
the  book  value  [or  undt- 
lying  asset  values]  doe> 
not  matter.  It's  the  eari 
ings  that  drive  the  stot 

price  Our  value  mo( : 

is  willing  to  pay  up  for 
gi'owth  and  quality. 

Whe7i  you  say  quality, 
you  mean  the  quality  i> 
earnings? 

Bogle:  It  means  we're  li 
ing  at  the  stability  of  ]> 
earnings  and  the  certai 
of  analysts'  forecasts  ot 
ture  earnings. 


So,  all  else  being  equal 
your  model  prefers  a  Sf 
vice  company  to,  say, 
cyclical? 
Datta:  Yes. 

Why  should  anyoyie  pu 
money  in  this  new  fun 
Bogle:  The  main  reason 
our  commitment  to  ens 
ing  the  shareholder  get 
fair  deal  by  our  exphci 
saying  up  front  that  wi 
will  not  take  on  too  mi 
assets.  We  can't  overst 
the  importance  of  that, 
other  reason  is  that  w( 
got  a  proven  value 
methodologj'  that  has 
working  in  om*  large-ci 
[fund]. 

What  's  your  perforrruxi 
goal? 

Datta:  To  beat  the  bene 
mark  by  2  or  2J^  perce 
age  points  per  year,  or 
erage,  after  fees. 
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SUCCESS  IS  A  DIRECT  RESULT  OF  AMBITION, 
CONNECTIONS,  OR  A  REALLY  GOOD  TO-DO  LIST. 


Hi 


m. 


3mize,  categorize,  and  prioritize  everything  you  need  to  do.  Conquer  a  goal  with  each 
w  you  check.  And  that's  just  the  to-do  list.  With  the  Palm  lir  connected  organizer,  you 
m  store  thousands  of  contacts  and  years  of  schedules.  Even  exchange  that  information 
3ck  and  forth  with  your  PC  and  our  HotSync"  technology.  So  when  everything 
)u  need  is  right  at  your  fingertips,  who  needs  a  corner  office''  Palm  Computing" 
innected  organizers  start  as  low  as  $249'  To  learn  more,  visit  www.palm  com. 
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THESE  STOCK-CAR  STOCKS 
ARE  ZIPPING  ALONG 


Investors,  start  your 
engines.  While  most 
sports  stocks  have 
been  laggards  lately, 

one  group — auto  racing  is- 
sues— has  been  going  strong. 
"The  economics  of  the  motor- 
sports  industry  ai"e  very,  very 
attractive,"  says  Scott  Barry, 
an  analyst  who  follows 
NASCAR  track  operators  for 
Raymond  James  &  Associates 
in  St.  Petersburg,  Fla. 
"You've  got  siu'ging  demand." 

No  longer  the  exclusive 
province  of  blue-collar  males 
in  the  Southeast,  stock-car 
racing  has  broadened  its  ap- 
peal. The  National  Associa- 
tion for  Stock  Car  Auto  Rac- 
ing, or  NASf^AR,  has  moved 
into  major  markets  including 
Fort  Worth,  Los  Angeles, 
and  Las  Vegas,  and  women 
now  make  up  close  to  40%  of 
the  fans.  Indeed,  attendance 
at  NASCAR  events  has  risen 
steadily  during  the  decade, 
with  the  Winston  Cup  Series 
drawing  more  than  6  million 
spectators  around  the  U.  S. 
in  1997,  up  fi'om  3.7  million  in 
1992.  This  year's  attendance 
is  ex])ected  to  be  up  again. 
PROMISING  PAIR.  If  you  want 
to  invest  in  a  nascar  track 
operator,  two  key  players  are 
International  Speedway  and 
Speedway  Motor  Sports 
(table).  International  Speed- 
way is  the  pricier  of  the  two: 
Among  its  holdings  is  Flori- 
da's Daytona  International 
Speedway,  home  of  the  sport's 
marquee  event  held  every 
Febniaiy.  International  Speed- 
way trades  around  30  times 
projected  1999  earnings  of 
$1.10  a  share,  compared  with 
a  multiple  of  21  for  Speed- 
way Motor  Sports,  according 
to  Zacks  Investment  Re- 
search. But  -James  Stoeffel, 
an  analyst  at  Salomon  Smith 
Barney,  believes  International 
Speedway  is  worth  its  premi- 


um. Besides  Daytona  Inter- 
national, its  other  well-known 
properties  include  Talladega 
Superspeedway  in  Alabama, 
he  says. 

Speedway  Motor  Sports' 
prospects  are  also  bright. 
Based  on  analysts'  estimates 
compiled  by  Zacks,  earnings 
are  expected  to  grow  22% 
annually  over  the  next  five 
years.  It  inns  the  Texas  Mo- 
tor Speedway  in  Fort  Worth, 
a  new  facility  whose  grand- 
stand holds  157,500  specta- 
tors and  194  luxury  suites. 


NASCAR  operators  are 
counting  on  continuing  gi'owth 
in  ad  revenues  from  cable  and 
broadcast  networks,  even 
though  TV  ratings  have 
sagged  for  many  other  sports. 

With  ESPN, 
TNN,  TBS,  CBS, 

and  ABC  broad- 
casting races,  TV  rights  can 
come  to  .$2  million  for  an  in- 
dividual race— and  sometimes 
a  lot  more  than  that.  Other 
major  revenue  sources  are 
also  gi-ovring.  Coi-porate  spon- 
sorships rose  9%,  to  $441  mil- 
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TRACKING  UP:  New  facilities  have  boosted  attenda)ice 


Racing  Leaders 


COMPANY 
(SYMBOL) 

PRICE' 

52-WK. 
HI6H 

P-E 
RATIO** 

ESTIMATED  1999 
EARNINGS  GROWTH 

ACTION  PERFORMANCE 
(ACTN) 

28 

39% 

14 

34.0% 

INTERNATIONAL  SPEEDWAY 
(ISCA) 

33V2 

37% 

30 

14.5 

PENSKE  MOTORSPORTS 
(SPWY) 

25 

34% 

17 

23.8 

RACING  CHAMPIONS 
(RACN) 

12% 

13^4 

12 

20.0 

SPEEDWAY  MOTOR  SPORTS 

25''M6 

2978 

21 

18.4 

(TRK) 


*Nov.  16    **Based  on  1999  estimated  earnings 

DATA;  2ACKS  INVESTOR  RESEARCH,  BLOOMBERG  FINANCIAL  MARKETS 


lion,  in  1997,  says  Bar, 
Raymond  James,  vrith  Kj 
Procter  &  Gamble,  andii 
Donald's    among    the  1 
names  backing  events.  Ti 
to  new  facihties  and  th 
pansion  of  existing  vc 
many  tracks  now  seat 
than  100,000  spectator: 
offer  plenty  of  lucrative 
ly  boxes  that  rent  for  si 
to  $150,000  a  year.  "T 
just  the  type  of  thing  ? 
sponsors  want  to  be  all 
says  Sal 
Smith  Ba 
Stoeffel. 
If  you'd  rather  not  i 
on  one  nascar  stock,  yi 
invest  in  the  industry  \ 
Stock  Car  Stocks  Index 
(877  223-3863).  The  tin} 
doesn't  have  a  track  i 
yet — it  was  launched  on 
with  $600,000— but  w 
14.4%  through  Nov. 
was  founded  by  John 
27,  a  foiTner  index  fun( 
at  NationsBank  who  ^' 
racing  via  his  fiancee, 
dad  handles  market ii 
the  Citgo  nas(.:ar  tean 
SELLING  SOUVENIRS.  V  ■ 
52-stock  index,  the  fu 
vests  in  track  operate 
eluding  Speedway 
Sports    as    well  as 
NASCAR  sponsors  as 
Cola  and  Eastman 
The  fund  also  has  a 
in  Action  Peifonnance 
sells  model-size  repli 
NASCAR  and  other 
race  tracks  and  throu 
tailers  and  collectors' 
Action  Performance  1 
panded  into  nascar-: 
t-shirts,  caps,  and  soi 
and  trades  at  14  timt 
mated  1999  earnings 
per  share. 

The  major  concei 
NASCAR  industry  fa 
whether  it  can  sust 
strong  gi'o\\th  in  tracl 
dance,  TV  ratings,  and 
rate  sponsorships.  If 
pansion  slows — and  al 
sports  have  hit  that 
some  point — nascar 
could  be  in  for  a  rouj 
But  right  now,  invest 
still  flocking  to  stock 
uities  vrith  all  the  ent' 
of  race  fans  on  a 
Saturday.  Lawrence 
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onqraiulations  to  tnJ^rw  I  tit  / 

p      ^^'f^^^/ Victor 

[^orboraie 


or  loinnina 


(Jervices 


^  usiness  pyeek  ^warJ ^ 

11(BTIC€  in  (Jorboraie  '^t/oeriisi? 


?r  y^XCelience  in  Lprborafe 


wemsinci 


The  readers  of  Business  Week  have  recognized  Toyota  Motor  Corporate  Services 

for  creating  one  of  the  best-remembered  corporate  campaigns  of  1997. 
Business  Week  is  proud  to  acknowledge  Toyota's  achievement  and  to  showcase 
a  representative  ad  from  its  winning  campaign. 


or  Kyor^orate 

TAKESHI  NAGAYA,  PRESIDENT 


ercices 


P  E  O  P  L  K  I  !\ 
K  K  IN  T  U  C  K  Y  — 

B  R  K  R  n  II  ()  R  S  K  S 

thitt  sell  for 

IVI  I  L  L  I  O  l\  S  ^ 

()  F  DOLLARS  - 

Luckily  they  also 
rK<>Dll<:K  SOMK   MORK  ~ 

AFFORDABLE  ~ 

K  <>  R  M  S  OF   r  R  \  \  S  P  O  R  T 


TOVOTA  hopi*  Drive 


iii>ni.ji»iM.niiiiijiimfll 


OASIS  ADVERTISING,  NEW  YORK,  NY 


Personal  Business 


TREASURY-BOND 
SHOPPING  MADE  EASY 


As  the  safest  invest- 
ment in  ttie  world, 
U.  S.  government 
securities  have 

always  been  popular  with  in- 
dividual investors.  Even 
though  their  yields  have  fall- 
en to  a  mere  5.25%  for  30- 
year  bonds  and  around  4.5% 
for  maturities  of  three 
months  to  five  years,  recent 
stock  market  volatility  has 
only  whetted  the  appetite  for 
Treasuiy  debt. 

With  demand  for  Trea- 


suries rising,  it's  good  news 
that  the  government  has 
made  several  improvements 
to  its  Ti-easury  Direct  pro- 
gram. Ti"easuiy  Dii-ect  allows 
you  to  buy  T-bills,  notes,  and 
bonds  directly  from  the  gov- 
ernment without  paying  extra 
fees  of  $50  or  $60  per  trans- 
action to  a 
bond  dealer  or 
broker.  The 
agency  also  cut  the  required 
minimum  purchase  to  $1,000 
for  T-bills — debt  with  matuii- 
ties  of  one  year  or  less — and 
two-year  notes  from  $10,000 


YOUR  MONEY 


BONOS 


The  Direct  Route 
To  Treasuries 

OPEN  AN  ACCOUNT  Call  your  local  Federal  Reserve 
branch  or  visit  www.publicdebt.treas.gov. 

DEVISE  A  STRATEGY  Let's  say  you  have  60%  in 
stocks  and  40%  in  bonds.  Consider  putting  a  quarter 
of  the  fixed-income  part  into  Treasuries.  Put  a  little 
more  into  two-year  notes  than  30-year  bonds. 

PAY  FOR  THE  BONDS  After  you  place  your  order,  your 
tender  will  be  processed  in  the  next  auction.  The 
government  will  deduct  the  price  of  the  securities  from 
a  designated  bank  account. 

DATA:  BUSINESS  WEEK;  U  S  DEPARTMENT  OF  THE  PUBLIC  DEBT; 
LOOMIS,  SAYLES  &  CO.;  AMERICAN  CENTURY 


and  $5,000, 
respectively. 

But  the 
biggest  change  to 
the  ■  12-year-old 
Ti'easury  Direct 
progi'am,  which 
maintains  800,000 
accounts  holding 
$85  billion  in  as- 
sets, has  come 
about  thanks  to  in- 
creased automation. 
Buy  Direct,  an  elec- 
tronic service 
launched  this  fall, 
allows  current 
account  holdere  to 
pui'chase  securities 
by  a  toll-free  phone 
number  (800  943- 
6864)  or  via  the  Bureau  of  the 
Public  Debt  Web  site  (table). 
The  government  deducts  the 
price  of  the  secmities  from 
the  checking  or  savings  ac- 
count you  designate  at  your 
bank.  Prior  to  the  phone  and 
Web  services,  you  had  to  mail 
in  order  fomns  for  specific  se- 
curities, along  with  a  check 
for  the  pui'chase  price. 

You  can  also  check  accoimt 
balances,  reinvest  maturing 
securities,  and  request  tax  in- 
fomiation,  such  as  a  duplicate 
1099,  online  and  by  phone. 
Ti-ue,  you  still  need  to  mail 
in  a  form  to 
your  local  Fed- 
eral Reserve 
Bank  to  open  a  Treasui'y  Di- 
rect account.  But  you  can 
download  an  application  and 
find  out  the  bank's  mailing 
address  on  the  Web. 
FEE  ADVANTAGE.  Buy  Dii'ect 
is  the  counterpoint  to  Sell  Di- 
rect, which  the  Treasury  set 
up  last  yeai-  to  make  it  easier 
to  sell  securities.  Before  Sell 
Direct,  customers  needed  to 
transfer  bonds  to  a  dealer  or 
bank  so  they  could  be  sold  in 
the  secondary  market.  Now, 
the  Federal  Reserve  Bank  of 
Chicago  will  handle  sales  for 
$34  per  security.  (The  only 
other  fee  in  Treasury  Direct 
is  a  $25-a-year  charge  for  ac- 
counts larger  than  $100,000.) 
You  need  to  send  in  a  signed 
forni  which  you  can  download 
off  the  Internet.  Even  though 
the  government  will  sell  youi- 
bonds  for  you,  active  traders 


will  probably  get  faster » 
vice  from  a  broker.  IVeaii 
Direct  is  really  intended 
investors  who  plan  to 
and  hold  to  maturity,  ; 
Peter  HoUenbach,  spoke: ; 
for  the  Bureau  of  the  Pj 
Debt. 

Buying  Treasmies  thi 
a  U.  S.  government  seen 
mutual  fund  can  be 
more  convenient  than 
ing  them  up  from  the 
ernment.  A  fund  pro 
professional  managemer 
versification,  and  month 
come,  without  you  havi 
go  thi'ough  the  trouble  n 
dering  the  portfolio  yoi 
to   get    income  payn 
every  month  or  quarte) 
downside  of  funds  is 
they  expose  you  to  m 
risk,  imlike  Ti-easuries, 
have  a  stated  maturity 
on  which  you'll  get  the 
cipal  back.  Still,  for  invi 
who  like  to  own  Treasu 
curities  outright,  the  gt 
ment  has  picked  an  u 
tune  time  to  simplif; 
bujang  process.  Army 


WORTH  NOT 


■  LOAN  RELIEF:  For 

next  several  weeks,  j 
may  have  a  chance  it 
bring  down  the  inter 
rate  on  your  student 
loans.  Borrowers  wb 
went  through  the  Ed 
tion  Dept.'s  Direct  L 
Program  or  received 
erally  guaranteed  \oi 
from  private  banks  h 
until  Jan.  31  to  consc 
date  their  loans  and 
into  a  rate  of  2.3  per 
age  points  above  the 
day  Treasury  bill,  do 
from  3.1  points.  Thai  I 
brings  the  current  1<; 
rate  to  7.46%.  To  see 
whether  refinancing 
makes  sense  for  you 
check  out  the  calculj 
at  the  Education  De 
Web  site,  www.ed.gi 
directloan/consolid2, 
You  can  apply  for  a 
nancing  by  calling  81 
557-7392  or  going  to 
wvvTV.ed.gov/directk 
download  an  applica 
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usiness  Week  Index 


UCTION  INDEX 


inge  from  last  week:  0.1% 
inge  from  last  year:  5.3% 


PRODUCTION  INDEX 

Nov.  7=135.0 
1992=100 


ov.  Mar.  July  Nov, 

197  1998  1998  1998 

idex  IS  a  4-week  moving  average 

duction  index  continued  to  climb  in  ttie  week  ended  Nov.  7.  However, 
i/eraged  index  dipped  0,4%,  to  135,  from  135.6  tfie  week  before, 
asonal  ad|ustment,  output  of  botfi  autos  and  trucks  posted  gams. 
I  refinery  runs  also  increased.  On  tfie  downside,  steel  production 
,  as  did  electric  power  output.  Production  of  coal  and  lumber  also 
.  I  rail-freight  traffic  dropped  as  well, 

ton  inde«  copyright  1998  by  The  McGfsw-Hill  Companies. 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

PRICES  (11/13)  S&P  500 

1125,72 

1141.01 

21,3 

;ATE  bond  yield.  Aaadi/iS) 

6,42% 

6.61%> 

-6,6 

SUPPLY,  M2  (11/2)  billions 

$4,364,0  3 

4,361, Ir 

8,6 

CLAIMS.  UNEMPLOYMENT  (11/6)  tfious 

321 

309r 

1.9 

iGE  APPLICATIONS.  PURCHASE  (11/13) 

295.8 

291,9 

30.3 

iGE  APPLICATIONS.  REFINANCE  (11/13)  1,723  0 

1,987,0 

104.5 

:"indard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgag 

e 

■  '1    (Index-  March  15,  1990-100) 

RESTRATES 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

.FUNDS  (11/17) 

4,61%> 

4,95% 

5.45%o 

iCIAL  PAPER  (11/17)  3-month 

5.26 

5,15 

5.66 

GATES  OF  DEPOSIT  (11/18)  3  month 

5.16 

5,30 

5.77 

ORTGAGE  (11/13)  30-year 

7.08 

7,03 

7.37 

IBLE  MORTGAGE  (11/13)  one-year 

5.74 

5,65 

5.68 

1/13) 


7.75-8,00 


;,00 


8.50 


Federal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (11/14)  thous,  of  net  tons 

LATEST 
WEEK 

1,864 

AGO 

1,841# 

VCADI V 

TtAKLi 

%  CHG 

-13.9 

AUTOS  (11/14)  units 

99,055 

129,320r# 

-24.4 

TRUCKS  (11/14)  units 

119,988 

148,272r# 

-16.3 

ELECTRIC  POWER  (11/14)  millions  of  kilowatt-hrs,  61,761 

61,577# 

-1.3 

CRUDE-OIL  REFINING  (11/14)  thous,  of  bbl,/day  14,738 

14,774# 

2.2 

COAL  (11/7)  thous.  of  net  tons 

22.001# 

22,359 

6.7 

LUMBER  (11/7)  millions  of  ft. 

481, 3# 

512,8 

5.6 

RAIL  FREIGHT  (11/7)  billions  of  ton-miles 

28, 0# 

28,7 

4.9 

Sources;  American  Iron  &  Steel   Institute,  Ward's 
Institute,  American  Petroleum  Institute,  Energy  Dept 
American  Railroads 

Automotive  Reports.  Edison  Electric 
,  WWPA;,  SFPA:,  Association  of 

PRICES 

GOLD  (11/18)  $/troy  oz. 

UTEST 
WEEK 

296,500 

WEEK 
AGO 

293,500 

YEARLY 
%  CHG 

-3.1 

STEEL  SCRAP  (11/17)  #1  heavy,  $/ton 

85,50 

85,50 

-40.4 

COPPER  (11/13)  ?/lb. 

75.3 

76,3 

-18.5 

ALUMINUM  (11/13)  iz/ib. 

62.5 

62,5 

-20.9 

COTTON  (11/13)  strict  low  middling  1-1/16  in.. 

e/lb.  68.34 

66.13 

-0.5 

OIL  (1 1'17)  $/bbi. 

12.07 

13.18 

-38.8 

CRB  FOODSTUFFS  (11/17)  1967=100 

205.66 

219.52 

-18.2 

CRB  RAW  INDUSTRIALS  (11/17)  1967=100 

267.08 

267.22 

-18,4 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYIVIEX,  Commodity  Research  Bureau 

market.  Metals 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  11/18) 

LATEST 
WEEK 

121.35 

WEEK  YEAR 
AGO  AGO 

121,65  127,37 

GERMAN  MARK  (11/18) 

1.67 

1,68 

1,73 

BRITISH  POUND  (11/18) 

1.67 

1,66 

1,69 

FRENCH  FRANC  (ii/iS) 

5.60 

5,63 

5,80 

ITALIAN  LIRA  (11/18) 

1649.5 

1659,0  1696,8 

CANADIAN  DOLLAR  (11/18) 

1.56 

1,55 

1.42 

MEXICAN  PESO  1/18) 

9.935 

10,020 

8,280 

TRADE-WEIGHTED  DOLLAR  INDEX  (II/I8) 

107.8 

108.0 

107,2 

Sources:  Maior  New  York  banks.  Currencies  expressed  m  units  per  U  S,  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P,  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


BUDGET 


Nov.  23,  2  p.m.EST^  The  Trea- 
.  is  expected  to  report  a  deficit  of 
)n  for  October,  according  to  the 
jrecast  of  economists  surveyed  by 
&  Poor's  MMS,  a  division  of  The 
iil!  Companies.  October  is  the  first 
the  1999  fiscal  year.  Fiscal  1998 
h  a  surplus  of  $70  bilhon, 

OMESTIC  PRODUCT 

Nov.  24,  8:30  a.m.EST>-  Third- 
owth  in  real  gross  domestic  prod- 
lally  reported  at  3.3%,  is  likely  to 
I  up,  to  as  much  as  4%.  Higher- 
cted  inventory  grow/th  and  a  lower- 
cted  trade  deficit  \n\\\  push  the 


growth  rate  higher.  Also,  the  Commerce 
Dept.  will  report  third-quarter  corporate 
profits.  Aftertax  earnings  are  expected  to 
fall  0.7%  from  the  second  quarter. 

DURABLE  GOODS  ORDERS 

Tuesday,  Nov.  24,  10  a.m. est  ^  Orders 
received  by  manufacturers  of  durable  goods 
are  projected  to  have  fallen  by  0.5%  in 
October,  according  to  the  s&p  mms  survey. 
September's  figure  had  risen  0,9%. 

CONSUMER  CONFIDENCE 

Tuesday,  Nov.  24,  10  a.m. est  >■  The  Con- 
ference Board's  index  of  consumer  confi- 
dence for  November  is  expected  to  have 
rebounded,  to  119.5,  based  on  the  s&p  mms 


survey,  after  falling  nine  points  m  October 
to  117.3.  Confidence  is  expected  to  have 
been  lifted  by  a  firmer  stock  market,  less 
political  uncertainty,  and  the  Federal 
Reserve  cuts  in  interest  rates. 

PERSONAL  INCOME 

Wednesday,  Nov.  25,  8:30  a.m. est^  Per- 
sonal income  in  October  is  expected  to 
have  risen  by  0.4%,  based  on  the  s&p  mms 
survey,  after  having  posted  a  0.2%  increase 
in  September.  Personal  income  is  expected 
to  slow  as  employment  growth  slows.  How- 
ever, consumer  spending  in  October  is  pro- 
jected to  have  increased  by  0.6%,  buoyed 
by  the  month's  jump  in  car  sales.  Septem- 
ber spending  was  up  by  0.5%. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories 
(ABT)  101 

ABN  Amro  (AAN)  46 
Acheng  Sugar  Mill  56 
Active  Value  Capital  52 
Adams  Golf  83 
Adidas-Salomon  83 
AGT(AGTX)  109 
AirSafe  Financial 
Consultants  io 
All  Nippon  Airlines  62 
Alusuisse-Lonza  52 
Amazon.com  (AMZN)  lo 
America  Online  (AOL)  lO, 

38. 46 

AmgenlAMGN)  loi 
Analog  Devices  (ADD  i58 
Apotex  87 

Apple  Computer  (AAPL)  22 

38.39,136 

Arthur  Andersen  124 
Astra  Pharmaceuticals  92 
@Home(ATHM)  6 
ATI  Technologies  22 
Audit  Bureau  109 
Avondale  Industries 
(AVOL)  49 
Axidata  i28 


Christian  Science 
Publishing  42 
CIGNA  (CI)  130 
Cisco  Systems  (CSCO)  46 
Citgo  164 

Citigroup  (CCD  44, 142 

CNN(TWX)  26 
Coca-Cola  (KO)  i64 
Cohen  &  Steers  112 
Columbia/HCA  Healthcare 

(COL)  112 
Columbia  Pictures 

(SNE)  26 

Compaq  Computer 

(CPQ)  136 

Cone  Mills  (COE)  99 
Conner  39 
Crescent  Real  Estate 

Equities  (CED  112 
Cummins  Engine 

(CUM)  128 


Fresh  Choice  (SALD)  112 
Fuji  Bank  62 
Fujitsu  74 


Legg  Mason  (LM)  I60 
LEGO  Group  44 
Levi  Strauss  99 
Litton  Industries  (LIT) 
Livent  46 
Long-Term  Capital 
Management  6 
Lucent  Technologies 

(LU)  54,158 

Lynch  Jones  Ryan  128 

M 


Organogenesis  (ORG)  10 
Orlimar  83 
On- (James)  6 


101 


Gateway  (GTW)  22.136 
General  Electric  (GE)  74, 

170 

General  Motors  (GM)  10, 

31,46,56,  62 

Goldman  Sachs  6.109,112, 

124 

Granite  Construction 
(GVA)  160 

Green  Street  Advisers  112 
Gryphon  Sciences  101 
Guangxi  Sugar  Tobacco  & 
Wine  56 

H 


Baltimore  Colts  86 
Baltimore  Onoles  86 
Barrick  Gold  (ABX)  128 
Barr  Laboratories  (BRL)  92 
Bayer  6 

BEA  Associates  126 
Bear  Stearns  (BSC)  128 
Becker  Capital 

Management  83 
Bell  Laboratories  (LU)  99 
Beverly  Enterprises 

(BEV)  46 

BioGen(BGEN)  101 
BlackRock  126 
Boeing  (BA)  46 
Boston  Properties 

(BXP)  109 

British  Airways  (BAB)  52 
Broadview  Intemational  74 
Brookhaven  Capital 
Management  128 
Browning-Fems  (BFI)  46 
Bulletproof  36 

c   

Cable  &  Wireless  (CWP)  39 
Callaway  Golf  (ELY)  83 
Canon  62 
Cendant  (CD)  112 
Changhong  Electronics  56 
Chase  Manhattan 
(CMB)  142 


Dai-lchi  Kangyo  Bank  62 
DaimlerChrysler  (DCX)  10 

46,  52,  56 

Dataquest  136 
Davis  Real  Estate 
Fund  112 

Deerfield  Management  92 
Dell  Computer  (DELL)  39. 

136 

Delphi  Automotive  (GM)  46 
Deutsche  Bank  52 
Digital  Equipment 

(CPQ)  136 

Digital  Research  i36 
Disk/Trend  39 
Dow  Chemical  (DOW)  40 
DuPont(DD)  40,92 
DWS  52 


Eastman  Kodak  (EK)  44, 

164 

Eclipse  Equity  I60 
Ell  Lilly  (LLY)  46, 92, 101 
Emmis  Communications 

(EMMS)  160 
ENSCO  International 

(ESV)  112 

Environmental  Services 
(EESD  46 

Ericsson  (ERICY)  158 


Family  Golf  Centers 
(FGCI)  160 

Ficosa  International  61 
Fidelity  Investments  126 
Ford{F)  170 
Fortune  Brands  (FO)  83 
Forward  Concepts  158 
Freeport-McMoRan 
(FTX)  49 


Hambrecht  &  Quist 
(HQ)  83 

Hemisphere  BioPharma 
(HEB)  10 

Hermes  Lens  Asset 
Management  52 
Hemng  (Louis  C.)  99 
Hewlett-Packard  (HWP)  46, 

136 

Hitachi  (HIT]  62,74,170 
Hoechst{HOE)  40,52,92 
Hokkaido  International 
Airline  62 

Honeywell  (HON)  112 
HSA  6 

HSBC  Securities  92 


38, 39, 44, 74. 136 
158 

ICOS(ICOS)  101 

Intel  (INTO  38,40,i58 
International  Speedway 
(ISCA)  164 
IVAX(IVX)  92 


Magellan  Health  Services 

(MGL)  112 
Major  League  Baseball  86 
Marks  Bros.  Jewelers 

(MBJI)  160 
MasterCard 

International  i42 
McDonald's  (MCD)  164 
McGraw-Hill  (MHP)  109. 
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McKinsey  62 

Merrill  Lynch  (MER)  109 

Metro  52 

Miami  Computer  Supply 

(MCSC)  128 
Micron  Technology 

(MU)  158 

Microsoft  (MSFT)  36.38.40, 
74,101,136,142,170 
Mitsubishi  26,62,170 

Mitsubishi  Electric  74. 99 
MondexUSA  142 
Monsanto  (MTC)  40 
Montreal  Expos  86 
Morgan  Stanley  Dean 
Witter  (MWD)  52 
Mori  Building  62 
Momingstar  160 
Morton  Research  i09 
Motorola  (MOT)  44,99,158 
MTV  Networks  (VIA.B)  26 
Murata  Manufacturing  74 

N 


Panasonic  (MC)  22 
Pennsylvania  Mutual  160 
Penobscot  Group  112 
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;  I.  fueled  by  the  Federal 
|i  ve's  quarter-point  cut  in 
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I*"  ■■  U.S.  Diversified  HB  All  Equity 
il  return        52-week  total  return 


U.S.  MARKETS 

Latest 

Week 

Year 

Dovif  Jones  Industrials 

9041.1 

2.5 

17.0 

NASDAQ  Combined  Composite 

1897.4 

1.9 

18.5 

S&P  MidCap400 

351.5 

1.9 

10.2 

S&P  SmallCap  600 

162.6 

-1.0 

-8.9 

S&P  SuperComposite  1500 

241.2 

2.0 

18.8 

9fc.C  1  UKS> 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

401.8 

1.1 

36.9 

S&P  Financials 

124.3 

4.4 

10.7 

con  llAilitim- 

d&r  utilities 

256.7 

1.0 

20.7 

PSE  Technology 

388.6 

3.2 

28.2 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5474.0 

-0.1 

13.3 

Frankfurt  (DAX) 

4698.7 

-0.4 

22.5 

Tokyo  (NIKKEI  225) 

14,599.2 

1.2 

-7.8 

Hong  Kong  (Hang  Seng) 

10,213.4 

0.8 

0.6 

Toronto  (TSE  300) 

6342.2 

1.0 

-5.6 

Mexico  City  (IPC) 

4059.2 

-1.4 

-13.2 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.40% 

1.40% 

1.63% 

S&P  500  P/E  Ratio  (Last12mos. 

29.5 

28.8 

23.7 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.2 

21.8 

18.6 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Semiconductors 

29.4 

Communications  Equip. 

69.9 

Communications  Equip. 

23.4 

Genl.  Merchandise  Chains 

65.4 

Invest.  Banking/Brkrge. 

21.4 

Drug  Chains 

61.5 

Money  Center  Banks 

1 9.2 

Specialty  Appar.  Retailers 

58.2 

Instrumentation 

18.3 

Automobiles 

57.9 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                         months  % 

Oil  &  Gas  Drilling 

-10.8 

Oil  &  Gas  Drilling 

-61.7 

Oil  Exploration  &  Prod. 

-8.1 

Oil-Weil  Equip.  &  Svcs. 

-38.7 

Oil-V/ell  Equip.  &  Svcs. 

-5.2 

Leisure  Time 

-35.2 

International  Oil 

^.8 

Machine  Tools 

-34.8 

Domestic  Oil 

-4.2 

Oil  Exploration  &  Prod. 

-32.1 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-4.35%  ^.77%  -1.47% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1083.6    1080.1  Positive 

Stocks  above  200-day  average  32.0%    34.0%  Positive 

Options:  Put/call  ratio  0.54       0.53  Negative 

Insiders:  Vickers  Sell/buy  ratio  0.52      0.45  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 
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significant  buying  on  price  wealiness 

Price 

1-month 
change 

AT&T 

61 

Exxon 

70^16 

Apple  Computer 

34 '^16 

-2"/l6 

Chevron 

80^4 

-5^16 

Amgen 

77 'A 

-V2 

US  Airways 

48Vi6 

-8 '/1 6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

64^16 

7V16 

Cisco  Systems 

683/4 

I2V2 

MCI  WorldCom 

54 '^16 

3'/8 

Biogen 

79V16 

7 '^16 

Network  Associates 

45 '^16 

1 1 V16 

eBay 

128^/8 

83 'A 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.83 

4.84 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.42 

4.55 

5.26 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MGNTH  BANK  CDS 

4.47 

4.46 

5.19 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.52 

4.53 

5.44 

GENERAL  OBLIGATIONS 

4.19% 

4.17 

4.86% 

4.87% 

10-YEAR  TREASURY  NOTES 

4.85 

4.82 

5.82 

PERCENT  OF  TREASURIES 

86.33 

86.49 

92.41 

92.12 

30-YEAR  TREASURY  BONDS 

5.26 

5.29 

6.03 

TAXABLE  EQUIVALENT 

6.07 

6.04 

7.04 

7.06 

LONG-TERM  AA  INDUSTRIALS 

6.23 

6.34 

6.68 

INSURED  REVENUE  BONOS 

4.31 

4.28 

5.10 

5.10 

LONG-TERM  BBB  INDUSTRIALS  7.21 

7.30 

7.00 

PERCENT  OF  TREASURIES 

88.80 

88.77 

96.97 

96.47 

LONG-TERM  AA  TELEPHONES 

6.52 

6.64 

6.88 

TAXABLE  EQUIVALENT 

6.25 

6.20 

7.39 

7.39 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return 


Frontier  Equity 
American  Heritage 
Munder  NetNet  A 
ProFunds  UltraOTC  Investor 
WWW  Internet 

Leaders 

S2-week  total  return 


Transamerica  Aggr.  Gr.  Inv.  53.4 
Flag  Investors  Communs.  A  51 .4 
Dreyfus  Technology  Growth  47.7 
Smith  Barney  Telecomm.  Inc.  44.5 
Rydex  OTC  Investor  44.3 


38.0  ProFunds  Ultrashort  OTC  lnv.-27.8 
35.9  Potomac  OTC/Short  -14.8 

35.1  Prudent  Bear  -14.5 
35.0  ProFunds  UltraBear  Serv.  -12.6 
26.4  Comstock  Part.  Cap.  Val.  A  -10.3 

Laggards 

52-week  total  return  % 

Lexington  Troika  Russia  -82.8 
Eaton  Vance  Wwde.  Dv.  Res.  B  -50.6 

Dreyfus  Aggressive  Growth  -50.3 

Fidelity  Sel.  Energy  Serv.  -47.9 

Frontier  Equity  -47.5 
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Technology 
Communications 
Small-cap  Growth 
Mid-cap  Growth 
Small-cap  Blend 

Leaders 

52-week  total  return 

Communications  24.8  Latin  America  -26.9 

Utilities  20.8  Diversified  Emerging  Mkts.  -26.6 

Large-cap  Growth  19.3  Natural  Resources  -26.4 

Large-cap  Blend  15.4  Pacific/Asia  ex-lapan  -21.2 

Technology  11.8  Diversified  Pacific/Asia  -16.7 


18.7  Natural  Resources 

13.5  Real  Estate 

11.7  International  Hybrid 

10.6  Precious  Metals 
10.3  Europe 

Laggards 

%  52-week  total  return 


0.2 
0.4 
1.7 
2.1 
3.7 
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as  of  market  close  Wednesday,  Nov.  18,  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Nov.  17.  For  a  more  detailed  explanation,  write 
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Editorials 


WHAT  SOCIAL  SECURITY  CRISIS? 


There  are  two  simple  truths  about  the  Social  Security  cii- 
sis.  A  modest,  long-term  problem  is  being  hyi^ed  into  an 
impending  catastrophe.  And  battle  Hnes  drawn  in  Wash- 
ington over  Social  Security  have  less  to  do  with  pragmatic 
solutions  than  with  liberal-conservative  wars  dating  back  to 
the  Roosevelt  Administration.  These  are  being  played  out 
against  the  backdrop  of  the  next  Presidential  election.  Both 
Democrats  and  Republicans  are  demagoguing.  It's  time  for 
some  clarity. 

Conventional  wisdom  says  that  Social  Security  will  go 
bankrupt  in  30  years,  under  the  weight  of  78  million  retired 
baby  boomers.  But  Social  Security  actuaries  use  an  average 
economic  gTowth  rate  of  1.7%  over  the  next  thi'ee  decades  to 
reach  that  conclusion.  It  is  a  miserly  number  that  projects  a 
below-trend  average  growth  rate  into  the  21st  century. 

Assume  for  a  moment  that  the  actuaries  are  wi'ong  and 
annual  growth  is  half  a  percentage  point  faster  (2.2%)  over 
the  next  30  years.  Assume,  too,  that  the  federal  tax  bite 
stays  the  same,  taking  about  20%  of  the  economy.  This 
math  generates  an  additional  $5  trillion  in  1998  dollars  in  cu- 
mulative revenues — a  huge  sum  available  for  seventysome- 
thing  boomers.  It's  entirely  plausible.  The  U.  S.  has  been 
growing  at  a  2.5%  rate  in  the  '90s,  with  little  inflation.  Re- 
cently, productivity  has  been  rising  at  nearly  2%  annually. 
Economic  gi'owth  in  the  future  will  probably  average  closer 
to  2.5%  than  1.7%.  Those  who  say  Social  Security  trust 
funds  wll  run  out  of  money  overlook  the  overall  revenue 
pictm-e.  Social  Security  could  be  paid,  in  part,  out  of  general 
revenues.  Its  funds  are  already,  in  effect,  commingled  with 
general  revenues  and  are  counted  in  the  budget  surplus. 


The  Social  Security  debate  is  being  framed  in  WasHif 
as  pro-  or  anti-privatization.  It's  a  false  dichotomy.  To  . 
Social  Secui'ity,  conservatives  would  begin  privatiziii. 
recting  a  portion  of  payi'oU  taxes  into  individual  a' 
They  argue  that  people  could  invest  the  funds  in 
yielding  equities,  boosting  the  savings  available  for  ret , 
and  for  investment.  This  would  also  permit  legislatoi- 
turn  a  chimk  of  the  budget  smplus  to  voters  as  a  tax 
twofer  for  those  who  want  to  skrink  the  size  of  gover 

Privatization  doesn't  work,  however,  without  faster  g 
And  with  faster  gi-owth,  it  isn't  needed.  Stocks  have  be 
ing  at  double-digit  rates  because  the  economy  hai 
booming.  But  with  gi'owth  at  1.7%,  retmTis  in  the  stoc 
ket  wouldn't  be  much  higher  than  the  yields  on  govei 
bonds.  Certainly  not  enough  to  throw  out  the  Social  S 
system  as  we  now  know  it. 

Democrats,  for  theii'  part,  ai-e  so  desperate  to  deny  1 
a  popular  tax  cut  that  they  want  to  "save"  Social  Secu 
husbanding  all  budget  surpluses  while  raising  payi'oll 
Privatizing  is  fine  with  Democratic  centrists,  but  onlj 
government  invests  the  money.  It's  a  bad  plan.  Payrol 
are  already  onerous — and  regi'essive.  The  prospect 
government  owning  20%  of  General  Electric,  Ford,  or 
soft  is  a  nightmare.  As  for  tax  cuts,  a  drop  in  margina 
can  stimulate  growth  and  tax  revenues. 

The  politicization  of  the  Social  Security  debate  obscui 
fact  that,  as  Fed  Chau-man  Alan  Greenspan  puts  it,  "T 
torn  line  in  all  retii'ement  programs  is  the  availability 
resources."  America  doesn't  need  to  kill  Social  Secu 
save  it.  It  just  has  to  gi'ow  fast  enough  to  save  the  bo 


IN  JAPAN,  A  NEW  GENERATION  ARISES 


Waiting  for  Japan  to  reform  has  gi'own  into  a  game  over 
the  years.  Everyone  in  the  West  plays  it — policymakers, 
business  leaders,  economists,  jom-nahsts — but  no  one  especial- 
ly likes  it.  There  are  never  any  vrinners,  anyway — until  now, 
perhaps.  Demands  for  fimdamental  change  ai'e  being  made 
deep  inside  the  Iron  Tiiangle  that  has  loin  the  countiy  since 
the  end  of  U.  S.  Occupation — the  coi-porate,  political,  bureau- 
cratic nexus.  For  the  fii-st  time,  there  are  forces  inside  Japan 
for  many  of  the  economic  reforms  the  U.  S.  has  sought  for 
decades.  This  is  an  opportunity  Wasliington  must  not  squander. 

A  mere  decade  after  most  Japanese  convinced  themselves 
they  had  become  No.  1 ,  recession  has  led  many  to  question 
the  prevaOing  model.  Favoring  producers  over  consumers,  ex- 
ports over  imports,  market  share  over  profits,  employment 
over  productivity,  Japan  kept  to  a  developing-nation  strategy 
long  after  it  joined  the  ranks  of  advanced  countries. 

Fault  lines  are  beginning  to  appear  eveiywhere.  Huge 
losses  at  Hitachi,  Mitsubishi,  and  other  big  Japanese  coi-po- 


rations — their  first  in  50  years — have  turned  them 
members  of  their  own  keiretsu  business  groups.  Aban 
their  system  of  consensual  capitalism,  they  are  selli 
shares  they  hold  of  other  keiretsu  companies  to  raise 
Layoffs  are  tearing  up  the  fabric  of  corporate  life, 
lifetime  employment  was  once  exchanged  for  employee 

A  deep  split  between  older  and  younger  politic! 
opening  as  well.  Younger  Liberal  Democrat  Party  poli 
want  more  power  over  policymaking  and  the  bureai 
They  ai'e  more  sensitive  to  ui'ban  voters  and  consumer 
The  rival  Democratic  Party  of  Japan  wants  to  roll  ba 
disliked  sales  tax.  The  Buddliist-backed  Komeito  Party 
giving  consumers  ft-ee  vouchers  to  stimulate  spending 

It  would  be  naive  to  think  that  Japan  is  on  the  vergt 
making  itself  in  America's  image.  Yet  it  would  also  be 
to  ignore  the  changes  in  Japanese  society.  Washingtoi 
take  note.  Slamming  Japan  fi'om  the  outside  is  easy.  W 
vrith  LQie-minded  gi'oups  from  the  inside  requires  more  1 
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EVEN    IF  YDU    GD    DN    JUST  DNE 
BUSINESS  TRIP  A  YEAR,  YDU  CAN 
EARN   A  FREE  VACATIDN. 


One  really  big  business  trip  a  year?  Lots  of  little  ones?  No  matter  where  you  go, 
why  you  go,  or  how  often  you  go  there,  now  it's  easy  to  earn  a  free  vacation 
thanks  to  Marriott  Rewards.  That's  because  you  can  earn  and  redeem  points  at 
eight  different  participating  hotel  brands  in  the  IVlarriott  family.  Over  1,300  locations 
from  the  north  to  the  south  pole.  So  now  you'll  get  something  out  of  every  trip 
you  go  on.  For  more  information,  and  for  terms  and  conditions.  clicl<  over  to 
www.marriottrewards.com,  or  call  800-249-0800  to  enroll. 


i]T  A  SUITCASE 


GOTTA  JOIN/ 


Harriott  rewards 


ayMHnonaiB 


Sometimes  you  need  a  little  lateral  thinking  to  be  ahead  ofi 
challenge  of  the  unpredictable.  If  you  expect  a  different  Idij 
everything  we  do  we  want  to  be  not  just  any  bank,  but  the  i 
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Sherlock 


How  in  the  world  do  you  find  what  you  need  on  an  hiternet  that  gets  more  comi")lex 
every  second?  Well,  if  you  have  a  PowerPCs-based  Macintosh,  the  answer  is  easy:  Upgrade  to  Mac  OS  8.5  \ 

with  Sherlock,  the  Internet  search  detective.  Just  t\pe  in  your 
request-in  plain  English-and  Sherlock  unleashes  a  cadre 


D 

Sherlock 

■  B 

/  Find  nie 

\/  Find  by  Content  \/ Search  Internet^ 

Words 

Whyisthe  sky  blue? 

m 

Wlkil  III  Ilk'  iivi  'diiiv  you  liiol'iiiiijur:-' Sheiiini'  iiiiilmliiiids 

l>hiiii.  siiiilile  Eiv^lish  -  nil  iim  iionpciiisinium'sriiihnis      of  the  lutemet's  most  powerful 
search  engines  simultaneously.  In  just  seconds,  the  results  begin  to  stream 
onto  your  screen,  dynamically  ranked  by  relevance.  Then,  all  \  ou  have  to  do 
is  click  on  any  item  and  off  you  go.  Sherlock  starts  out  powerful,  then  gets 
even  more  powerful -because  you  can  download  free  "plug-ins"  that  e.xpand 
Sherlock's  reach  to  other  search  engines  and  all  kinds  of  Internet  content, 
from  news  centers  to  retailers.  And  it  doesn't  stop  with  the  Internet.  Sherlock 
is  so  clever  in  the  way  it  searches,  it  can  also  find  files  that  are  hidden  within 
vour  hard  disk,  bv  title  or  b\-  content.  So  it's  eas\'  to  locate  documents  even  if 


you  can  only  remember  a  key  word  or  phrase.  If  you're  searching  for  faster 
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ABCNEWS.com 
^^^^  ^VXHoOf 

(Q^H^  barnesandnoble^^ 
LookSmart'  musk  BduimSfi: 


\  DIRECT  HIT 


■  Items  Found: terms  contain  "Why  is  the  sky  blue?" 
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amazon.com 


)ini  uiii  L'xiniiiil Shcrlmi' s  michirilb 
ui  cni  hinulri'd  jiw  '^hnimi'/ilii'^-iiis 
iiiiir  iii  iiiliibic  (III  Ilk'  liilcrini  jiir 
iii'ii's.  iiiiisiL.  sl>iirls.  yi/ii  iiii/iieiL 


and  better  ways  to  use  your 

.Macintosh  computer,  stop  b\  and  pick  uj)  \  our  copy  of 
the  new  .Mac  OS  S.S  at  an  authorized  Apple  reseller  (call 

Sherlock  iiiileiishes  Ihf/iniivr  n/  sci  criil  mini)  I'liiiiiifs ill  mice iiiii I 

ivpoiis ikick III sccuiuk-iiviiiiiiiicdiiv  niiikiw^  resiiiis by ivicriiiicc  I-iS00-5,>S-969(i  tor  1( )cations )  or  \'isit  the  .'\pple  Store  at 
www.apple.com.  For  only  >'99,  it's  like  putting  a  powerful  new  Macintosh  inside  the  Mac  you  already  own. 


Think  different. 

lillHlillcilivlial/'na'  liiMiijI  mdiulal  Itiyillivf  Mm  OS-lkls^■d^|pk■lolu|llnl^r  ii  ilh  I'ihi irl't:iiUKi's\unnnl  ll:^IUu| jSyiiuil  ll  l\l.  li  lllinrlmil  mciiiur,  \el hull kml  JiMI.  l/'/'li  I'C Ciiiilpillihillly  lliink 
iiuliHli/Jiirlal  lilkriiclMu-.fsnyiiin'sKI'.  'D  ms,\;ipleOim/vilir  liu  HI  ni;l)l\  iVM-rml  .pfili-  rf»-.-V;/>/i-/oi;()  H/i  Muciillhsli  aildlhlldullllmil  wr  IniJeimirkuil  yijilc  Ilk  naiskmliii 

llii'bs  uiiil oilier coulllriis  neAlilileSloreililclShLrlrKkiirelimkmarbiil.Alilik<:iimliiihr  hit  I'uimi'i: isu Irmkmark ul IHM Corfi .  ami iimkrl:a-iiM  llmjmm  lillH-r/miliiiliiiiilmiiipimrliiinli's 
meiiliaiieil  Imiii  iiiiiy  be  Imckimirk  iij  Ihm  railvcliivaiiiipiiiiia  Mfiilinii  oj  Ibinl Iwly  [miiliicis  a  fur  njimia-  unlyiiiulcoiislilules  iii-ilha  ivaiinmeiHljIioii  iiur  fiidmscimni 


Party  poopers. 


Spoilsports.  Killjoys.  Stick-in-the-muds.  What 


mean,  stop?  The  C230  Kompressor  has  a  supercHts< 


2.3  liter  engine  that  provides  more  torque  anc|n 


horsepower,*  and  it  says  "Go."  The  way  it  handlt 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
THE  DEAL  MILL 

MORGAN  STANLEY: 
THE  RAPTURE 

SAYS    GARY    PARR,  MORGAN 

Stanley  Dean  Witter's  co- 
liead  of  mergers  and  acquisi- 
tions: "I  don't  want  to  look 
like  I'm  beating  my  chest." 
He's  recalling  the  investment 
bank's  extraordinaiy  involve- 
ment on  Nov.  23,  when  nine 
big  mergers  hit  the  market. 


1    Merger  Monday  at  Morgan  1 

BUYER/TARGET 

ESTIMATED  FEE 
(MILLIONS) 

DEUTSCHE  BANK/BANKERS  TRUST  $48.5 

SIEBE/BTR 

17.1 

UNUM/PROVIDENT 

14.6 

AMERICA  ONLINE/NETSCAPE 

14.0 

B.F.  GOODRICH/COLTEC 

7.0 

DAY'S  TOTAL 

101.2 

Morgan  Stanley  represented  the  seller  in  all  cases 
except  Deutsche-BT.  Fees  are  estimated  by  Securities 
Data  from  historic  data  provided  by  Morgan  Stanley, 

Well,  Gary,  it's  0.  K.  to  brag 
a  little.  In  one  record  day, 
Morgan  helped  close  five  of 
those  transactions.  The  deals 
totaled  $26  billion.  So  what's 
it  all  mean  to  Morgan? 

A  lot.  By  the  end  of  that 
day,  the  mai'ket  value  of  Mor- 
gan's stock  jumped  by  $1.8 
billion,  to  $42.5  billion,  as  its 
shai'es  gained  over  $3,  closing 
at  73'/^.  Then  there  was  an 
estimated  $100  million  in  fees 
from  the  deals.  Says  Richard 
Peterson,  market  strat- 
egist at  Securities 
Data:  "It  was  an  early 
Thanksgiving." 

The  rebound  in 
merger  activity  didn't 
surprise    Parr:  "We 


that  once  the  market 
stabilized,  merger  ac- 
tivity would  come 
back."  So  investment 
bankei's  ai'e  once  again 
looking  at  healthy 
bonuses.    Joan  Oleck 


CORPORATE  CULTURE 

COFFEE,  TEA,  OR 
MILK,  MAGGOT?' 

WHAT   DOES  THE  FAMOUSLY 

fun-loving  and  successful  cor- 
porate culture  of  Southwest 
Ail-lines  have  in  common  with 
the  gung-ho  militaiy  style  of 
the  U.S.  Marines? 'Both  or- 
ganizations will  find  out  in 
Decembe)-,  when  they  meet 
at  the  Marine  base  in  Quan- 
tico,  Va.,  to  compare  manage- 
ment technicjues. 

The  idea  of  getting  air 
line  employees  and  sol- 
diers to  meet  stems 
from  management  re- 
search by  McKinsey 
&  Co.'s  Jon  Katz- 
enbach.  In  pre- 
paring a  forth- 
coming book 
about  employ- 


THE  FEW,  THE 
PROUD...  77/ 

mot  i  natori: 

6  BUSINESS  Wl  EK 


ee  motivation,  he  studied 
Southwest,  long  known  for  its 
worker  loyalty.  He  was  also 
intrigued  by  the  Marines' 
work  ethos.  Both  groups,  he 
says,  motivate  workers  using 
emotion,  not  just  reason. 

Katzenbach  eventually  bro- 
kered a  two-day  meeting  be- 
tween Marine  officers  and 
managers  from  Southwest, 
which  knew  he  was  studying 
the  corps.  About  20  partici- 
pants from  each  side  will  meet 
to  learn  from  one  another. 
Southwest  CEO  Herb  Kelleher 
won't  attend.  But  au'line 
workers  who  do  are 
corning  with  theu"  civil- 
m  sensibilities  in- 
tact. Says  spokes- 
man Ed  Stew- 
art: "A  lot  of 
people  who  got 
selected  said, 
'Hey,  they're 
not  going  to  be 
yelling  at  us, 
■|fre  they?'" 
Wendif  ZeUiier 


TALK  SHOW  UDoes  anyone  need  an  aspirin??' 

— Representative  Henry  Hyde  ( R-Ill. ),  chairman  of  the  Hons 
Judiciary  Committee,  as  Democrats  groaned  over  an  overly 
impeachment  hearing  with  Ken  Starr 


FUND  FRONT 

THIS  TIGER 
IS  LIMPING 


WHAT  A  DIFFERENCE  A  MONTH 

makes.  Julian  Robertson  Jr.'s 
$20  billion  hedge-fund  group, 
Tiger  Management,  was  up 
17%  (after  fees)  through 
Sept.  30,  while  U.  S.  markets 
slumped.  That  was  among 
the  best  performances  of  the 
large  "macro"  hedge  funds 
that  bet  on  moves  in  the 
global  markets.  But  in  just  a 
few  weeks,  the  Dow  has 
come  charging  back,  while 
the  tiger  has  lost  its  roar. 

Robertson's  offshore  Jag- 
uar Fund,  which  miiTors  the 
performance  of  Tiger's  other 
funds,  has  been  pummeled.  in 
part  by  a  bet  on  the  dollar 
against  the  yen,  which  has 
been  on  the  upswing.  Jaguar 
fell  18%  in  October,  and  de- 
clined an  additional  4%  in 
Novembei''s  fii'st  tlu-ee  weeks. 
For  the  year  to  date,  Jaguar 


is  down  8.1%,  vs.  a  g 
20.4%  for  the  s&p  500. 

Generally,  macro 
funds  also  outdid  Jagu£ 
Hennessee  Group  Mac 
dex  was  dowm  just  2.1 
October.  Leon  Coopei 
Omega  fund,  for  exs 


gained  0.5% 
in  October,  and  George 
Quantum  Fund  fell  (!>.■>' 
Moreover,  fund  wa: 
say  these  fimds  will  gvi 
I'eport  better  number- 
vember.  One  fund  con 
noted  that  Quantum  h: 
betting  on  the  dollar 
also  heavily  invested 
U.  S.  market.  Gam 


PAPER  PLAYS 


A  PRISON  (COMPANY)  UPRISING? 


MOST    SHAREHOLDER  VOTES 

are  ceremonial  affairs,  with 
stockliolders  rabber-stamping 
management's  proposals. 
Then  there  is  Corrections 


DEALBUSTER?  AFL-CIO's  Sa 

Coip.  of  America,  the  nation's 
largest  private  prison  opera- 
tor, with  an  estimated  .$660 
million  in  1998  revenues.  It 
wants  to  merge  with  the 
publicly  traded  real  estate  di- 
vision it  spun  off  last  year 
and  in  turn,  spin  off  some  op- 
erations into  three  privately 
held  companies.  But  manage- 
ment, which  claimed  34% 


support  in  late  No\ 
may  suffer  a  rare  de: 
the  Dec.  1  balloting. 

Among  those  opposii 
deal  is  the  afl-cio, 
claims  credit  foi 
a  similar  deal  a 
riott  Internatio! 
year.  The  union, 
by    John  Sw 
holds  0.5%  of 
shares.  Washin 
based  InstituUi 
Shareholder  Sei 
eeiieij    (iss),  which  advisf 
tual-  and  pensioi 
managers,  is  also  urg 
"no."  ISS  says  cca  shan 
ers  will  do  badly  on  the 
ISS  also  dislikes  the  p] 
sliift  cca's  fast-gTowing  f 
management  operations 
vate  companies,  58%-c 
by  CCA  execs.  Manage 
defends  the  deal,  saying 
provide  easier  access  to  ( 
for  expansion.  Dean 


A  Whole  New  Way 
to  Help  Protect 

the  Value  of  Your 
Mutual  Funds 


Introducing  PruTector'" —  an  affordable  new  term  life  insurance  product 
designed  specifically  to  help  Prudential  mutual  fund  investors  seek  rewards 
from  the  stock  and  bond  markets  with  greater  peace  of  mind. 


How  PruTettor  Works 


5-yeat  1  year 
anniversary  later 


In  this  hypothetical  example,  an 
Initiol  investment  of  Si 00,000  in  a 
Prudential  mutual  fund  grows  to 
$150,000  by  the  fihh  anniversary 
of  purchase.  PruTector  locked  in 
$150,000  as  the  protected  value  on 
that  anniversary.  One  year  later, 
the  investment  declined  to 
$120,000.  If  the  insured  were  to 
die  at  that  time,  beneficiaries 
would  still  receive  $150,000 
($120,000  market  value 
plus  $30,000  life  insurance 
benefit).  This  hypothetical 
exomple  is  not  intended 
to  represent  any 
specific  investment, 
and  is  not  indicative 
of  past,  present  or 
future  performance. 
Depending  on  market 
circumstonces,  the  life 
insurance  benefit  could 
be  zero. 


You're  investing  for  your 
family's  future.  PruTector  helps 
make  sure  that  your  assets 
are  there  for  them. 

PruTector  is  designed  to  protect 
tlie  value  of  your  Prudential 
mutual  funds  for  your 
beneficiaries.  It  ensures  that  the 
amount  they  receive  is  never  less  than 
the  "protected  value,"  which  is  the  higher  of: 

•  the  highest  value  your  funds  attained  on 
a  PruTector  coverage  anniversary;'  or 

•  the  value  of  your  funds  increased  at  a 
5%  annual  rate  of  return  -  based  on  the 

initial  date  of  coverage. - 

If  the  market  value  of 
your  funds  at  the  time  of 
your  death  is  less  than 
your  protected  value, 
PruTector  pays  a  life 
insurance  benefit 
equal  to  the 
difference. 


PruTector  can  be  a  smart 
addition  to  your  estate  plan. 

With  PruTector,  any  life  insurance  benefit 
is  paid  directly  to  your  beneficiaries 
in  a  lump  sum,  generally  income- 

PruTector  ^xtree 

A  Prudential  professional 
can  show  you  how  PruTector 
can  work  for  you.  Prudential  mutual 
funds  with  PruTector  coverage  can  be  an  ideal 
part  of  your  overall  wealth  accumulation  and 
personal  protection  strategies. 

Find  out  more.  Only  Prudential 
mutual  funds  come  with  the  option  to 
purchase  PruTector  coverage  —  it's  just  one 
more  reason  to  choose  Prudential  for  your 
investment  and  protection  needs.  Ask  about 
PruTector  today 

Call  now! 

1-800-THE-ROCKext.  1978 
www.prudential.com 


(S  Prudential 


ector  does  not  protect  against  doily  fluctuations  of  o  fund's  net  asset  value.  'Reduced  proportionolly  by  redemptions  ond  withdrowols.  'Subject  to  o  200%  cop  and  reduced  proportionally  by 
mptions  and  withdrawals.  'Estate  or  other  taxes  may  apply  Prudenliol  does  not  provide  tax  or  legol  advice.  Consult  with  o  tax  or  legal  advisor  before  making  tax-related  investment  decisions, 
'ector  is  optional  group  term  life  insurance  (Controct  Series  #97891)  issued  by  The  Prudentiol  Insurance  Company  of  America  PruTector  is  not  ovoiloble  in  certain  states,  including  Florida, 
York,  and  Utoh.  Certoin  terms,  limitations  and  exclusions  apply  Coverage  not  available  with  closed-end  funds,  off-shore  funds  and  direct-purchase  money  market  funds.  Governing  terms  and 
litions  of  PruTector  ore  provided  in  the  Certificate  of  Coverage.  Prudential  mutual  funds  ore  offered  by  prospectus  through  Prudential  Investment  Monogement  Services  LLC,  a  subsidiary  of 
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AFTERLIVES 

IS  THIS  WOMAN 

A  BABY  BELL  KILLER? 

CATHERINE  HAPKA  MADE  HER 

reputation  building  data  net- 
works for  telco  giant  U  S 
West,  expanding  her  division 
over  four  years  from  zero 
to  a  $400  "mil- 
lion business.  In 
1992,  she  was 
named   one  of 

BUSINESS  WTEEK's 
Top  50  Women 
in  Business.  But 
now,  Hapka  has 
switched  sides. 

These  days, 
she  is  compet- 
ing against  her 
old  employer. 
As  CEO  of  telecom  upstart 
Rhythms  NetConnections, 
Hapka  hopes  to  take  on  U  S 
West  and  the  other  Baby 
Bells.  The  battlegi'ound  is  the 
fast-gi'owing  mai'ket  for  high- 
speed digital  subscriber  lines 
(DSLs),  which  combine  data, 
voice,  and  video.  Investment 


bank  Hambrecht  &  Quist 
predicts  a  $35  billion  industiy 
by  2001.  Hapka,  44— who  has 
steered  Rhythms  its  entire 
20  months — is  marketing  her 
D.SL  service  to  small  compa- 
nies and  corporate  telework- 
ers.  "We  take  the  copper  that 
rans  inside  yom-  phone  sys- 
tem," she  boasts,  "and  put  it 
on  steroids." 

The  Engle- 
wood  (Colo.) 
company  hopes 
for  a  presence 
in  12  cities  on 
both  coasts  by 
yearend.  Back- 
ers already  in- 
clude venture- 
capital  firm 
Kleiner  Perkins 

  Caufield  &  By- 

ers,  which  has  ponied  up  $5 
million,  and  Enron  Commu- 
nications, with  $10  million. 
And  the  newly  liberated 
exec?  Life  inside  U  S  West 
was  "like  being  inside  a  Mod- 
el T,"  says  Hapka.  But  at 
Rhythms,  "I  feel  like  I'm  in  a 
Ferrari."      Dennis  Bernian 


tal  headivaij 


CORPORATE  CULTURE 

SCROOGE  CRASHES 
THE  OFFICE  PARTY 

WITH  THE  COMPANY  HOLIDAY 

party  just  around  the  comer, 
you  may  be  thinking  cham- 
pagne and  caviar.  Bad  news: 
Cheap  beer  and  pretzels  may 
be  more  like  it.  'Tis  the  sea- 
son to  be  fragal,  said  75%  of 
chief  executive  officers  when 
asked  about  their  companies' 
holiday  parties.  Unsettled 


conditions  in  the  stock  mar- 
ket, as  well  as  in  some  for- 
eign economies,  have  made 
them  think  about  austerity 
"a  little  bit  more  seriously," 
says  Jeff  Christian,  ceo  of 
Christian  &  Timbers.  His 
search  firm  conducted  the 
survey.  Christian  sees  party 
spending  as  much  as  20%  be- 
low 1997  levels. 

Caterers  confirm  his  sus- 
picions. "People  are  thinking 
clever  instead  of  opulent," 
says  Dan  Fehlig,  owner  of 
The  Upper  Crast,  a  Manhat- 
tan  caterer.   Some  of  his 
clients  are  doing  Christmas 
this    year   with    a  North 
Afiican  theme,  throwing  Mo- 
roccan holiday  parties  with 
belly  dancei's  and  flame  swal- 
lowers  instead  of  huing  a  big 
band.  With  swing  music  in 
fashion,   the   bands  are 
'-'^  chic — but  expensive.  In 
such  ways,  planners  hope, 
a  little  imagination  can  still 
n^.^  make  this  a  holiday  to  re- 
—□^-^  member.  Jeanette  Brown 


DRAWN  &  QUARTERED 


POLLUTION  SOLUTION 

A  SEAT  CUSHION  BY 
ANY  OTHER  NAME... 

IT  MAY  NOT  DO  ANYTHING  TO 

help  global  warming,  but  it 
sure  might  help  cut  down  on 
noxious  emissions  in  the  of- 
fice. It's  the  Flatulence  Filter, 
made  and  sold 
since    1995  by 
Houston-based 
UltraTech  Prod- 
ucts. The  15-in.- 
by-17-in.  gray 
seat  cushion  is 
filled  with  acti- 
vated charcoal 
gi'anules  that  ab- 
sorb the  offen- 
sive odors. 

Now  Ultra- 
Tech  is  boasting  YUCK:  Sit  down.,  please 
that  scientists 
have  independently  validated 
its  effectiveness.  A  recent  is- 
sue of  Gut,  a  jom-nal  of  gas- 
troenterology put  out  by  the 
British  Medical  Assn.,  noted 


that  the  cusliion  "effecl 
limits  the  escape  of  thes| 
fiu'-containing  gases  intj 
environment."  The 
done  at  the  Minneapolis 
erans  Affairs  Center, 
sui'ed  the  cushion's  absoiL. 
of  gas  ft'om  16  subjectii 
ate  lots  of  pinto  beans. 
While  you  might  not 
to  get  th^ 
Flatulence  Ht 
for  Christni 
does  serve 
rious  purpo 
was  invent  t 
a  diabetic,  \ 
Lathrop, 
suffered  s. 
gas  from  a 
fiber  diet, 
filter  uses 
same  techni 
as  the  gas  i 

  U.S.  sol. 

wore  during  Desert  Sir. 
For  UltraTech,  which  e 
the  cushions  by  mail  i 
the  news  from  the  (i 
sweet  indeed.  Elleyi  Li 


THE  BIG  PICTURE 


CAN'T  GET  NO  SATISFAGTiON  Although  wages  hi« 
been  outpacing  inflation  in  a  tight  labor  market  for  to 
years,  workers  are  increasingly  dissatisfii 
with  their  pay.  Perhaps  po: 
tive  conditions  make  them 
feel  secure  enough  to  dem? ' 
more.  A  sidelight:  Employe 
are  less  worried  about  layo 


'93  '94 


PERCENT  OF  EMPLOYEES  ABREEII 
"From  what  I  hear,  our  pay 
as  good  as  or  better  than  t 

pay  in  other  organization: 

STUDY  OF  405.593  U.S.  EMPLOYEES 
CONDUCTED  THROUGHOUT 19< 

DATA:  INTERNATIONAL  SURVEY  RESEAR 


FOOTNOTES  U.  S.  workplaces  with  "fle.xtime"  programs  in  1998:  40%;  in  1998:  61  % 
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Today,  this  is  all 
you  need. 

The  reliable  HP  All-in-One  does  it  all: 
Prints,  Scans,  Copies  and  Faxes. 


Completing  your  work  just  got  easier  thanl<;s 
to  the  HPAU-in-One. 

Now,  in  one  product,  you  get  a  professional 
quality  printer,  scanner,  copier,  and  in  some 
models  a  fax  machine  too. 

So  instead  of  wasting  your  time  managing 
multiple  products,  the  HP  All-in-One  helps  you 
get  your  work  done  faster  and  more  efficiently. 

Every  HP  All-in-One  is  engineered  for  years 

Available  at: 


(OfficeMax 


For  the  nearest  store,  please  call  1-800-788-8080. 


of  reliable  performance  and  backed 
by  award-winning  HP  Customer  Care 
and  a  one-year  warranty. 

Rather  than  using  up  all  your  desk 
space  with  four  separate  machines  - 
get  the  one  machine  that  does  it  alL 

The  HP  All-ln-One.  Dependable.  Easy 
to  use.  Designed  to  work  smoothly  with 
no  compromise  in  quality  or  performance. 


www.hp.com/go/all-in-one 


HP  oFfers  a  variety 
oF  machines  to  fit  your  needs 
and  budget.  Prices  start  at  just 
S299  Stop  in  and  try  one  today 


Whp\  HEWLETT 
mL/LM  PACKARD 

[  Expanding  Possibilities  ] 

'i'1998  Hewlell-Packard  Companij 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B,  Shepard 
MANAGING  EDITOR:  Mdrk  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

S.iidh  Bdrtlett,  Ruber!  J  Dowling,  G.  David  Wallace 

ART  DIRECTOR:  Mdlculm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media).  Frank  J.  Comes,  William 
Glasgall,  Rick  Green  (Enterprise),  Geoff  Lewis.  Paul  Raeburn.  Kathy 
Rebello.  Jane  A.  Sasseen.  Giro  Scotti,  Lee  Walczak  (Wastiington), 
Elizabeth  Weiner,  Chris  Welles,  Seymour  Zucker 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS:  Robert  Barker,  Anthony  Bianco,  John  A.  Byrne,  Jeffrey 
M  Laderman,  Gene  G  Marcial,  Karen  Pennar,  Otis  Port,  Gaty  Weiss 
ECONOMICS:  James  C.  Cooper  (Sr.  Economist/Bus.  Outlook  ed.), 
Kathleen  Madigan  Michael  J  Mandel  (Economics  ed.),  Peter  Coy. 
Gene  Koretz  (Trends  ed  ).  Christopher  Farrell  (Contributing  ed  ) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  ed  );  Rose  Brady 
(European  Edition  ed.):  Duane  E.  Anderson,  Pete  Engardio,  Joan 
Warner  (Sr.  news  eds.),  John  Templeman  (Political  affairs):  Sheri  Prasso 
(Asia);  John  Pearson  (Latin  Amenca);  Kerry  Capell  (Finance) 
ASSOCIATE  EDITORS:  Catherine  Arnst,  Aaron  Bernstein.  Dan  Beucke, 
Amy  Dunkin,  Neil  Gross,  Keith  H.  Hammonds,  Kelley  Holland,  Larry 
Light.  Ira  Sager,  Leah  Nathans  Spiro,  Fred  Strasser,  Pat  Wechsler 
PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Corporate  Finance:  Debra 
Sparks  Corporations:  Nanette  Byrnes  Enterprise:  Robin  D  Schatz 
Legal  Affairs:  Mike  France  Management:  Jennifer  Reingold  Marketing: 
Ellen  Neuborne  Media:  Richard  Siklos  Money  &  Banking:  Gary 
Silverman  People:  Eric  Schine  Personal  Business:  Edward  C  Baig 
Personal  Finance:  Toddi  Gutner  Scoreboards:  Frederick  F  Jespersen. 
Technology  Strategies:  Marcia  Stepanek  Telecommunications:  Peter 
[ Jstiom  Up  Front:  Robert  McNatt 

STAFF  EDITORS:  Heather  Green,  Ellen  Licking,  Joan  Oleck,  Edith  Updike 
COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer  (Deputy  chiefs):  Marc 
Miller.  Jim  Taibi  (Asst  chiefs);  Tim  Belknap.  Aleta  Davies.  Jack  Robbins. 
Doug  Royalty  (Sr );  Giles  Blunt.  Joseph  Mandel.  Anne  Newman.  David 
Pengilly.  Malka  Percal.  Lourdes  Valenano  Researchers:  Maria  Chapin,  Gail 
Fowler,  Aida  Rosario,  Oluwabunmi  Siiabi 

PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief),  Celine  Keating  (Deputy 
chief),  Hallberg  Hallmundsson,  B.  Kite,  Robert  S.  Norman.  Robert  J 
Rosenberg.  Victoria  Rubin 

ART:  Jay  Petrow.  Steven  Taylor  (Deputy  dirs ):  Don  Besom.  Alice  Cheung, 
Richard  Demler,  Andree  Kahlmorgan,  Christine  Silver  (Assoc  ):  Peter 
Marshutz  (Asst )  Graphics  &  New  Media:  Arthur  Eves  (Creative  dir ),  Joan 
Danaher  (Graphics  dir  ),  Rob  Doyle  (Assoc  ),  Jaime  Beauchamp;  Alan 
Baseden,  Lisa  Knouse  Braiman,  Alberto  Mena,  Ray  Vella  (Illustrators);  Eric 
Hoffmann,  Imaging:  Annette  Farrell  (Mgr.).  Alan  Bomzer  (Asst  ).  Leo 
Nieter.  Joseph  Rhames 

PHOTO  EDITORS:  Scott  Mlyn  (Deputy);  Ronnie  Weil  (Sr.),  Michael  Hirsch, 
Anne  Murray,  Andrew  Popper,  (Assoc  );  Bettina  Baudoin,  Kathleen  Moore 
(Asst );  M  Margarita  Eiroa;  Sarah  Greenberg  Morse  (Researcher) 
EDITORIAL  OPERATIONS:  Yvonne  F.  Rodriguez  (Director).  Wally  Baudin. 
Nicholas  M  White  (Mgis )  Karen  Butcher.  Francisco  Cardoza.  Thomas  R 
Dowd.  Nancy  Gores.  Stephen  R  Lebron.  Jody  A  LoGrasso.  Jose  L 
Martin.  Peter  K  Niceberg.  Jane  M  Perkinson.  Laura  Reissman.  Karen 
Turok.  Use  V  Walton.  Barbara  Wilhelm  Donald  C  Pearson;  Guillermo  Ortiz 
EDITORIAL  TECHNOLOGY:  Thomas  L  Morgan  (Director),  Christopher  Amado, 
Richard  Balestrino,  David  Bandler,  Lawrence  Crowe,  Beth  Higgins,  James 
Kutz,  Neil  MacLeod,  John  Navarro,  Juan  Rodriguez,  Maria  Skrelia,  Mauro 
Vaisman 

BUSINESS  WEEK  ONLINE:  Michael  Mercurio  (Managing  ed  );  A,  Peter 
Clem,  John  A  Dierdorft,  John  Johnsrud,  Dennis  K  Berman,  Stefani 
Fads,  Nadav  Enbar,  Paul  Eng,  Julia  Lichtblau,  Jeremy  Quittner,  Diane 

Ytjung 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr.)  Boston:  William  C,  Symonds 
(Mgr  ).  Paul  C  Judge.  Geoffrey  Smith.  Chicago:  Richard  A  Melcher 
(Mgr ).  Roger  0  Crockett.  David  Leonhardt.  Andrew  Osterland.  De'Ann 
Weimer  Cleveland:  Peter  Galuszka  (Mgr )  Dallas:  Wendy  Zellner  (Mgr.), 
Stephanie  Anderson  Forest  Detrort  Kathleen  Kerwin  (Mgr ),  Keith  Naughton 
Houston:  Gary  McWilliams  (Mgr.)  Los  Angeles:  Ronald  Grover  (Mgr  ), 
Larry  Armstrong  (Sr  correspondent),  Steven  V  Brull,  Kathleen  Morris 
Philadelphia:  Amy  Barrett  (Mgr )  San  Francisco:  Linda  Himelstein  (Mgr ), 
Peter  Burrows.  Steve  Hamm.  Robert  D  Hot.  Andy  Reinhardt  Washington: 
Owen  Ullmann  (Sr  nevus  ed  ).  Douglas  Harbrecht  (News  ed  ).  John  Carey. 
Paula  Dwyer.  Howard  Gleckman  (Sr  correspondents);  Amy  Borrus;  Stan 
Crock;  Richard  S  Dunfiam.  Susan  B  Garland.  Paul  Magnusson;  Mike 
McNamee.  Stephen  H  Wildstrom  (Tech  &  You);  Lorraine  Woellert. 
Catherine  Yang  Beijing:  Dexter  Roberts  (Mgr )  Bombay:  Manjeet  Kripalani 
(Mgr)  Frankfurt:  Thane  Peterson  (Mgr).  Karen  Lowry  Miller.  David 
Woodruff  Hong  Kong:  Joyce  Barnathan  (Mgr ).  Mark  L  Clifford.  Bruce 
liiilinrn  London:  Stanley  Reed  (Mgr).  Julia  Flynn  Mexico  City:  Gen 
Sinitti  (M^i  I  Moscow:  Patricia  Kranz  (Mgr )  Paris:  Gail  Edmondson 
(Mgr ).  Stephen  Baker  Rome:  John  Rossant  (Mgr )  Sao  Paulo:  Ian  Katz 
(Mgr ).  Singapore:  Michael  Shan  (Mgr )  Tokyo:  Bnan  Bremner  (Mgr ).  Robert 
Neff  (Contributing  yi  ).  Irene  M  Kunii,  Emily  Thornton  Toronto:  Joseph 
Weber  (Mgr ) 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman.  Business  Manager: 

Barbara  Boynton  Information  Services:  Jamie  B  Russell  (Director). 
Karen  Stevens  (Mgr  j.  Jiidi  Crowe,  Susan  Cusner.  Debra  Dreskin.  Fred 
Katzenbeig,  Robert  Roeker.  Susann  Rutledge.  Barbara  Silverbush  Office 
Manager:  f^oselyn  Kopit  Communications:  Robert  Pondiscio  (Director), 
Christine  Summerson,  Amy  Zelvin  Readers  Report:  Yvette  Hernandez 
Reprint  Permission:  Janet  Gonzalez 

PUBLISHER;  Davul  G  Ferm 

SR.  VP.  ASSOCIATE  PUBLISHER;  William  P  Kupper  Jr 
SR.  VP.  OPERATIONS:  Gary  B  Hopkirr, 

SR.  VP,  MARKETING  t  BRAND  DEVELOPMENT:  Harold  K  Sranerdyk 

VP,  CONSUMER  MARKETING/CIRCULATION:  Thomas  Masterson 

VP.  STRATEGIC  PLANNING*  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

VPs, SALES: Constance  E   Bennett  (International).  Joanne  K  Bradford 

(Western  Region).  Dan  Dunn  (Midwestern  Region),  Robert  H,  Kelly 

(Northi-.r.l  Region).  Louis  R  Mohri  (Southeast  Region) 

VP,  STRATEGIC  PROGRAMS:  James  H  McGraw  IV 

VP,  SALES  DEVELOPMENT:  Mark  A  Flinn 

VP,  MANAGING  DIRECTOR/ASIA;  Stephen  B.  Moss 

VP,  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP,  TECHNOLOGY:  I! :..ii;i  ,  I  Reed 

VP,  CONTROLLER:  BiTii.ir.l  1  Diackwicz 

DIRECTOR.  ADVERTISING  BUSINESS:  I  irida  F,  Can/alho 

DIRECTOR,  PRODUCTION  il  SALES  SERVICES:  Mario  J  Talluto 


Readers  Report 


PRAGMATISM?  THAT'S  WHAT 
THE  GOP  HAS  BEEN  DELIVERING ■.. 

Yoiu'  "Memo  to  Congi'ess:  Get  going" 
(News:  Analysis  &  Commentaiy,  Nov. 
16)  was  long  on  interpretation  but  short 
on  evidence.  It  states  that  votei's  were 
"signaling"  that  they  want  "pragmatic" 
policies  and  "consensus"  politics.  That's 
exactly  what  Republicans  have  been  de- 
livering the  past  two  years,  and  it  cost 
them  12  seats  in  the  House.  And  as  for 
your  claim  that  voters  were  sigTialing 
they  wanted  out  of  the  impeachment 
"morass" — please  tell  us  in  which  races 
impeachment  was  a  big  issue.  Does  it 
even  occiu-  to  the  pollsters  and  pundits 
that  the  Republicans  may  let  impeach- 
ment proceedings  i-un  their  coui'se  be- 
cause it  is  the  light  thing  to  do? 

Paul  Johnson 
Anchorage,  Alaska 

...BUT  DON'T  LET  PRAGMATISM 
CROWD  OUT  PRINCIPLES  

"Victory  of  the  sensible  center"  (Edi- 
torials, Nov.  16)  is  simplistic,  maldng  us 
choose  between  pragmatism  and  ex- 
tremism. Morality,  principles,  right  fi"om 
wrong,  these  must  never  take  a  backseat 
to  problem  solving. 

Perhaps  the  Republicans  themselves 
are  to  blaine,  with  theii'  naiTow-mind- 
edness,  harshness,  and  hy]jocrisies.  Or 
perhaps  this  is  the  natm-e  of  politics  in 
any  decaying  society.  The  real  damage  is 
to  our  young  people,  who  are  taught  to 
seek  only  low  aims,  practical  solutions, 
and  compromise. 

Norman  Kaffen 
Los  Angeles 

MAYBE  MICROSOFT  SHOULDN'T 
DRIVE  THE  l-HIGHWAY  

Regarding  "Nailing  Microsoft  means 
proving  haiTn  was  done,"  (News:  Analy- 
sis &  Commentary,  Nov.  16):  There  is 
no  doubt  Microsoft  Coq}.  has  monopoly 
control  of  software  operating  systems 
through  which  computer-  users  must  pass 
to  enter  the  Infonnation  Superhighway. 
ComjDare  this  to  a  private  firm  control- 


Hng  access,  for  an  excessive  fee, 
interstate  highway  system.  We  w( 
tolei'ate  it. 

The  question  for  the  Justice  Dej 
the  court:  Inasmuch  as  the  Infon 
Highway  has  the  status  of  a  ns 
utility,  is  profit  stemming  from  mo: 
control  consistent  with  the  cons 
protection  intent  of  the  SheiTnan, 
ton,  and  Robinson-Patman  Acts? 

Gus  R.  * 
Mill  Creek, 

EUROPE'S  PRIVACY  COPS' 
ARE  NOT  PATROLLING  THE  U.S 

As  data  protection  commission 
the  state  of  Berlin,  I  am  one  of  t\ 
ropean  "privacy  cops"  to  whom  yc 
icated  an  aiticle  ("Europe's  privacy 
International  Business,  Nov.  2) 
wi-ote  that  inspector  trek  from  Be 
Sioux  Falls,  S.  D.,  to  Citigroup's 
processing  center,  and  that  the  Ge 
pay  regular  visits  to  make  siu'e  da 
being  handled  according  to  Germa 
These  allegations  are  wi'ong.  It  is 
that  a  contractual  agreement  has 
reached  between  German  Re 
(Deutsche  Bahn)  and  Gemian  and 
branches  of  the  fonner  Citibank.  T 
intended  to  secm'e  the  privacy  int 
of  millions  of  customers  of  Dei 
Bahn  who  pm-chased  BahnCards, 
gi'ant  a  50%  discount  for  railway  t 
and  include  a  credit-card  function. 

The  cards  are  produced  by  Citi 
in  the  U.  S.;  for  this  reason, 
amounts  of  sensitive  data  ai"e  transi 
to  and  pr'ocessed  in  the  U.  S.  Th( 
ti-acts  ai-e  regai'ded  worldwide  as  a 
stick  for  guaranteeing  the  protect 
customers'  privacy.  These  contrac 
able  the  Berlin  Data  Protection 
missioner  to  monitor  Citibank's  ct 
ance.  But  up  to  now,  we  havt 
exercised  this  jjower. 

What  took  place  v/as  an  informs 
visit  to  the  Citibank  processing  cen 
Las  Vegas,  where  the  cards  are  pj 
and  where  I  could  satisfy  myseli 
high  data-security  standard.  A  res 
Citibank's  cooperation  with  our  age 
a  high  level  of  acceptance  by  Bahi 
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jrs,  whereas  previously  there  had 
heated  discussion  in  Gennany  on 
cs  of  Citibank  data  processing  in 
3. 

objective  of  the  Eui'opean  loiles  is 
"dictate  its  norms  to  the  rest  of 
rid."  Our  rules  are  intended  to 
that  European  companies  guar- 
Suropean  citizens'  constitutional 
'  iven  if  the  companies  export  data 
i.hem.  Our  hope  is  only  that  the 
r  from  which  we  inherited  the 
,  data  privacy  in  the  1960s  will  it- 
i  tiplete  the  step  it  started. 

Hansjurgen  Garstka 
Data  Protection  Commissioner 
Berlin 

•ay  for  the  European  Union  and 
■acy  inspectors!  I'm  an  Audubon 
r,  but  I  can  certainly  find  bird- 
ithout  having  my  privacy  invaded 
jaring  on  some  huckster's  mailing 
Duldn't  it  be  gi'eat  if  Americans 
i  they  could  trust  theii"  govem- 
D  look  after  their  interests  as  Eu- 
3  apparently  do? 

Ken  Smith 
Santa  Ana,  Calif. 


Israel  has  been  affected  by  the  fallout  of 
the  global  economic  crisis.  Yet  indepen- 
dent soui'ces  continue  to  give  Israel  high 
marks:  an  "A"  credit  rating  from  Stan- 
dai'd  &  Pooi-'s,  and  an  "A3"  from  Moody's 
Investors  Services.  In  addition,  with  a 
highly  educated  labor  force  and  high- 
tech industry  base,  Israel  is  well  poised 
for  futOTe  growth. 

Ron  Chaimovski 
Economic  Minister  to  North  America 
Government  of  Israel 
New  York 


WHY  CLIMATE  PROTECTION  MAKES 
SENSE  FOR  THE  PRIVATE  SECTOR 

John  Carey  deftly  captures  the  pass- 
ing of  cUmate  leadership  to  the  private 
sector-  ("Look  who's  thawing  on  global 
warming,"  Environment,  Nov.  9).  Many 
smart  companies  are  behaving  as  if  the 
U.  S.  Senate  had  ah-eady  ratified  the  Ky- 
oto Protocol.  Wliy?  Because  saving  en- 
ergy costs  less  than  buying  it,  often 
yielding  return  on  investment  of  over 


©1998  The  Williams  Companies,  Inc 


"La  Nina's  caught  us  with  our  pants  down,  Bob.  But  we  can 
reciaim  our  dignity  by  relying  on  that  Williams  energy." 


We'll  be  brief.  In  bad  weather  or  good,  in  shortage  or 
suiplus,  that  Williams  energy  will  provide  a  reliable 
supply  at  a  fair  price.  So  you're  never  caught  short. 
Or  exposed.  Or  ...  well,  you  get  the  idea. 


that  Williams  energy 


www.willtales.com/energy 
1-800-WILLIAMS 


NYSE:  WMB 


mU  WORKERS  FOR  FINDING 
i  ;  AND  THEY'LL  FIND  PLENTY 

I  IS  surprised  to  learn  Boeing  Co. 
u  r^  aren't  better  students  of  tech- 
I'   liistory  ("0.  K.,  think — where  is 
icnch?,"  Up  Front,  Nov  16).  Re- 
i  workers  for  cUscoveiing  foreign- 
j  debris  reminds  me  of  the  days 
I'  software  development  was  just 
to  matiu'e.  Managers  started  to 
1  programmers  for  discovering 
111  computer  programs.  Siu'e,  the 
1  -nivery  rate  increased,  but  so  did 
-i-i  reation  rate. 

Brian  T.  Brnjnn 
Lakeville,  Minn. 

i  :  OR  NOT. 

I  L'S  ECONOMY  IS  SOUND 

1  arding  "The  Achilles'  heel  of  Is- 
!  )eace  process:  Economics"  (Inter- 
1  al  Outlook,  Nov.  9):  While  the 
I  process  will  undoubtedly  enhance 
'  ;  economic  outlook,  Israel's  funda- 
'  s  remain  sound. 
'*!»7,  receipts  from  the  privatization 
lel's  major  industries  totaled  $3 
■   Last  yeai'  was  also  a  record  yeai' 
■ei^Ti  investment — some  $3.7  bil- 
I  1990,  there  was  one  ventui'e-cap- 
l  m  operating  in  Israel;  today,  there 
ore  than  50.  Many  investors  are 
1  g  opportunities  in  om-  high-tech 
i  where,  in  the  Internet  ai-ena  alone, 
I  pioneei's  more  new  technologies 
j'  ny  country  outside  of  the  U.  S. 
3  most  other  developed  countries, 
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100%  per  year,  and  implementation  ob- 
stacles can  be  tiUTied  into  business  op- 
portunities. The  more  companies  so  be- 
have, the  more  likely  and  less  neeessaiy 
ratification  will  become. 

Besides  these  immediate  profits,  com- 
panies can  eam  early  carbon  credits  for 
later  resale.  International  negotiations 
to  set  trading  rules  have  been 
leapfi'ogged  by  a  dozen  traders  making 
markets  in  greenhouse-gas  abatement 
and  sequestration.  As  these  unofficial 
markets  spi'ead,  the  prices  discovered  in 
them — cuiTently  a  hundredfold  less  than 
doomsayers'  models  predict — will  dis- 
credit those  models,  substitute  for  fears 
of  liigh  costs  the  reality  of  lucrative  prof- 
its, and  fiuther  shift  climate  politics.  No 
matter  how  the  science  tm"ns  out,  the 
leaders  in  profitable  climate  protection 
will  thus  gain  competitive  advantage, 
and  we'll  all  gain  a  stronger  economy 
and  a  cleaner,  safer  world. 

Amory  B.  Lovins 
Senior  Vice-President 
Rocky  Mountain  Institute  Inc. 

Snowmass,  Colo. 

HOW  TO  END  THE  SHORTAGE 

OF  ORGAN  DONORS  

"Wlio  should  get  the  transplant?"  (Sci- 
ence &  Technology,  Nov.  9)  poses  a  diffi- 
cult question:  How  do  we  detennine  who 
will  get  the  opportunity  for  a  new  lease 
on  life  and  who  will  die?  There  are 
41,000  people  nationwide  on  the  waiting 
list  for  kidney  transplants,  and  only  8,500 
transplants  expected. 

Resolution  of  the  debate  over  alloca- 
tion based  on  patient  "need"  and  geog- 
raphy is  not  going  to  address  the  real 
problem — the  severe  shortage  of  donor 
organs.  Instead  of  introducing  more  gov- 
ei-nment  regulations,  there  is  a  simple, 
more  equitable  way  to  decide  which  pa- 
tients are  fh'st  in  line  to  receive  life-sav- 
ing organs. 

A  program  encoiu'aging  healthy  people 
to  sign  organ  donor  cai'ds  as  "insurance" 
against  theii'  own  possible  futiu-e  medical 
needs  would  result  in  a  sigiiificant  in- 
crease in  available  organs.  If  preference 
is  given  to  transplant  candidates  based 
on  their  own  sign-up  date  as  organ 
donoi's,  there  will  be  enough  organs  for' 
all  the  patients  on  the  waiting  lists. 

Bonnie  Le  Var 
Research  Associate 
Institute  for  SocioEconomic  Studies 
New  York 

DIVX  AND  DVD  AREN'T 

DUELING  VIDEODISK  FORMATS  

Conspicuously  missing  trom  "8-tracks, 
betamax — and  Divx?"  (Science  &  Tech- 


nology, Nov.  9)  that  puts  Divx  and  dvds 
into  oijposing  camps  was  one  key  ingre- 
dient: tlie  other  fomiat.  Divx  is  a  featiu-e 
within  the  DVD  format,  and  DVD  players 
enhanced  with  the  Divx  feature  play  all 
DVD  disks.  It  is  this  compatibility  with 
DVD  that  should  hasten  the  mass-mar- 
ket embrace. 

DVD  players  with  the  Divx  featiu^e  of- 
fer consumers  the  choice  of  enjoying 
movies  on  basic  dvd  as  well  as  the  more 
affordably  priced  Divx  disks.  For  this 
reason,  six  DVD  manufacturers — Zenith 
Electronics,  Thomson  (RCA/ProScan), 
Matsushita  Electronics  (Panasonic),  JVC, 
Pioneer,  and  Hannan  Kaixlon — have  cho- 
sen to  offer  Divx-enhanced  DVD  players. 
Unlike  the  comparisons  you  draw  with 
formats  now  collecting  dust,  Divx  is  not 
a  "rival  format"  but  a  value-added  fea- 
tm-e  that  gives  consumer's  moi'e  choice. 

Josh  Dar-e 
Du'ector",  Communications 
Digital  Video  Expr-ess 
Richmond,  Va. 

WHAT  THE  IMF  REALLY 
PRESCRIBED  FOR  MALAYSIA 

In  "Malaysia  could  do  worse  than  this 
economic  plan"  (Economic  Viewpoint, 
Nov.  2),  Robert  J.  Barro  fii'st  outlines 
what  a  tyioical  centi'al  hwnk  would  like  to 
be  able  to  do  when  faced  vrith  a  rim  on 
its  currency — namely,  sterilized  inter- 
vention— to  pr'otect  the  economy  fi'om  a 
loss  in  interiiational  r'eser'ves  and  money 
stock.  He  correctly  points  out  that,  ulti- 
mately, the  centr-al  bank  will  come  dan- 
ger'ously  close  to  running  out  of  reserves, 
and  the  cmr-ency  will  have  to  be  deval- 
ued. He  r-ecommends  instead  that  the 
centr'al  bank  not  sterilize  and  allow  the 
money  stock  to  decline.  So  far,  so  good. 

Barro  mistakenly  terms  the  Interna- 
tional Monetary  Fund's  policy  advice  as 
one  of  "sterilized  intei'vention  coupled 
with  high  inter-est  rates."  Economic  the- 
ory will  tell  you  that  sterilized  inter-ven- 
tion  (wliich  aims  to  keej)  the  money  stock 
from  falling)  is  fimdamentally  inconsis- 
tent with  higher-  r-ates.  The  fact  is  that 
IMF-supported  pr'ogr-ams  were  originally 
for'mulated  in  an  envir-onment  of  plum- 
meting exchange  r-ates,  r-apid  capital  out- 
flows, and  shatter-ed  investor-  confidence. 
Intei-est  i-ates  had  to  be  r-aised  initially  to 
stabilize  exchange  r-ates. 

In  Bar-r-o's  paiiance.  Fund-supported 
progr-ams  in  fact  called  mostly  for-  un- 
sterilized  inter-vention.  Over-  the  past  few 
months,  exchange  rates  have  not  only 
stabilized  but  have  even  begun  to  ap- 
pr-eciate  in  many  of  the  countries  (in- 
cluding Malaysia),  and  some  (notably  Ko- 
r-ea    and    Thailand)    are  rebuilding 


r-eser-ves.  And  in  all  cases,  interest 
have  come  down  and  are  now  eve; 
er  than  pre-crisis  levels. 

Tlie  perplexing  part  comes  wheii 
ro  recommends  that  Malaysia  ad 
currency  boar-d  and  cavalierly  state 
Malaysia  has  sufficient  reserves.  P 
rency  board  would  requu-e  that  tl; 
thorities  accept  high  interest  rat 
defend  the  exchange  rate  and  th 
serve  position.  Barro  ignores  tht 
that  the  Malaysian  authorities  ad 
their-  present  strategy  pr-ecisely  to 
ulate  the  economy  by  lowering  int 
r-ates  without  risking  r-enewed  c: 
outflows — clearly  at  odds  with 
would  i-esult  from  a  currency  boai  i 
Kalpana  Ko' 
Deputy  Division 
Asia  and  Pacific 
Inter-national  Monetary  jui 
Washilj 
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PUSHING  THE  ARTFORM 


Introducing  the 
Movado  Kingmatic'- 
Automatic  movement - 
Solid  stainless  steel- 
Sapphire  crystal,  $895. 


Wynton  Marsalis,  the  most  acclaimed  jazz 
musician  and  composer  of  his  generation, 
as  well  as  distinguished  classical  performer. 
Recipient  of  the  Grand  Pn\  du  DisqLie  ot 
France,  Edison  Award-Netherlands,  2^ 
Honorary  Doctorates,  and  1997  Pulitzer 
Prize  for  Music:  The  first  ever  for  jazz. 

Movado,  maker  of  some  of  the  most 
acclaimed  timepieces  in  history,  holds 
99  patents,  over  200  international  awarfis 
for  design,  and  has  watches  in  museums 
on  five  continents:  A  leader  in  innovation. 


BAILEY  BANKS  &  BIDDLE 

l-HII(l-hS1-4BBB 


)VADO  WATCHES  ARE  EXHIBITED  IN  THE  PERMANENT  COLLECTIONS  OF  MUSEUMS  WORLDWIDE 


MOVADO 

The  Museum  Watch. 


www. movado. com 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

BOTS'  DON'T  MAKE 
GREAT  SHOPPERS 


Intelligent  agents 
that  search  the  Net 
often  miss  out  on 
the  best  bargains 

Like  most  other  guys, 
I'm  not  terribly  fond 
of  shopping,  especially 
at  this  time  of  year.  In  fact,  I 
don't  even  much  like  shop- 
ping online:  Web  delays  can 
make  the  server  seem  as 
s\ow  as  the  mall.  About  the 
best  I  can  say  about  Web 
shopping  is  that  I  don't  have 
to  look  for  a  parking  place. 

So  I  should  be  a  natural 
customer  for  a  software  tech- 
nology that  uses  "intelligent 
agents"  or  "bots"  (as  in  ro- 
bots). These  snippets  of  soft- 
ware are  designed  to  scour 
the  Web  for  the  best  prices 
on  all  sorts  of  goods,  making 
online  bargain  hunting  pain- 
less. Alas,  this  turns  out  to 
be  another  case  where  the 
hype  is  outranning  reality. 

To  test  this  new  approach, 
I  tried  out  three  automated 
shopping  services.  mySimon 
is  brand  new  and  offers  ser- 
vice through  its  own  Web 
site,  www.mysimon.com.  Jun- 
glee  and  -lango  are  more  es- 
tablished, and  they  power 
the  shopping  services  on 
Web  portals.  I  tried  Junglee 
on  Yahoo!  (yahoo.junglee. 
com)  and  .Snap  (www. 
snap.com)  and  tried  Jango 
through  Excite  (www. 
jango.com). 

DEAD  END.  I  shopped  for  a 
variety  of  potential  gifts:  TVs, 
cameras,  golf  clubs,  toys,  and 
kitchen  equipment.  Not  one 
of  the  shopping  services 
came  close  to  turning  up  all 
the  items  I  sought.  And  none 
con.sistently  offei'ed  the  best 
prices.  In  the  end,  I  think  I 


did  about  as  well  using  sites 
I  was  already  familiar  with 
or  found  using  conventional 
search  engines. 

For  example,  I  chose  a  27- 
inch  Sony  TV,  Model  KV-27V22 
available  from  online 
electronics  dealer  800.com 
(www.800.com)  for  .$489.95. 
None  of  the  agents  found  it 
there  or  anywhere  else.  ^ 
my  Simon  did  best,  finding 
the  fairly  similar  Model 
KV-27V40  at  Best 
Buy  Online  (www. 
bestbuy.com)  for 
$499.  The  closest 
Junglee  and  Jan- 
go came  was 
the  KV-27V40  for 
$50  more  at 
Cnitchfield  JF 
(www.cmtch-  ^- . 
field.com).  ""^^f* 


Clicking  For  Savings 
On  The  Web 

Shopping  "bots"  (as  in  robots),  pro- 
grams designed  to  scour  the  Web, 
sound  like  a  great  idea  but  are  no 
R2D2.  Test  results  out  ot  maximum 
scores  of  four 


$519.95  at  Abbey  Camera 
(www.abbeycamera.com).  Jan- 
go doesn't  offer  conventional 
film  cameras.  JUnglee  pre- 
tends to,  but  searches  for 
any  models  of  well-known 
makes  came  up  empty. 

KitchenAid  mixers  are  fa- 
vorites of  serious  cooks,  and 
Appliances  On  Line  (www. 
appliances.com)  offers  the 
Model  K45SS  Classic  for  $175. 
Neither  Jango  nor  mySimon 
offer  cooking  gear,  but 
Junglee  tracked 
it  down  for  an 
unimpressive 
$239  at  Factory- 
Mall  (www.  fac- 
torymall.com). 
Finding  the  Microsoft 
ActiMates  Arthui'  interac- 


SHOPPING  "BOT'V 
WHERETO  FIND  IT 

MYSIMON 

www.mysimon.com 

JANGO 

www.jango.com 

JUNGLEE 

yahoo.junglee.com 
www.snap.com 


FINDING  STUFF 
GOOD  PRICES 

$ 

$ 

★  * 


An  attempt  to  buy  a  cam- 
era went  only  slightly  bet- 
ter. I  chose  a  Canon  EOS 
Elan  II  from  Wolf  Camera 
(www.wolfcamera.com)  for 
$599.95.  mySimon  found  it  for 


five  doll  was  simple, 
but  the  price  dispari- 
ties were  an  eye-open- 
er. Jango  located  it 
at    Chumbo  (www. 
chumbo.eom)  for  an  ex- 
cellent price  of  $40.99. 
mySimon  offered 
$49.95  at  EB  Worid 
(www.ebworld.com). 
But  the  best  Junglee 
could  do  was  $110  at 
F.A.O.  Schwarz. 
Lego's  robot  constniction 
kit,  MindStoiTOs  Robotics  In- 
vention System  (BW — Oct. 
12)  posed  more  of  a  chal- 
lenge. I  found  it  at  Disco veiy 
Channel     Online  (www. 


discovery.com)  for  $19lJ 
mySimon  didn't  locate 
all.  Junglee  went  bacl'l 
F.  A.  0.  Schwarz,  which  vn' 
ed  $220.  Jango  found  ; 
markable  price  of  $14 
Chips     &      Bits  (w 
cdmag.com),  but  the  site 
only  taking  "preorders," 
though  the  product  has 
available  for  a  month. 
BARRIERS.  I  had  very  ; 
luck  shopping  for  a  Call; 
Biggest     Bertha  Dr 
Divot's  Discount  Golf  (v 
capecod.net/divots/chousf . 
sells  it  for  $369.  mySi 
and  Jango  both  found 
Golf.com  (www.golf.coni 
$289.99.  Junglee,  oddly,  t- 
only  a  women's  model 
$349.99,  at  Fogdog  S] 
(wwA'.fogdog.com).  Some 
of  Internet  fife  are  res]i 
ble  for  these  disparate 
generally  disappointing 
suits.  A  lot  of  sites  blocl 
bots  because  online  rti, 
ers  do  not  want  tcb 
searched  and  listecb 
pi'ice    to  comparijr 
shopping  serv' 
Some  retailei-s 
strike  a  deal 
one  service 
freeze  the  otgr 
out.  The  resu  i 
that  none  olih 
services  deli-i 
on  its  pro 
of  compre 
sive  search  I  : 
Meanwhu 
online  shopn 
(like  its  mail- 
phone-order  cousins)  call 
some  caution.  Read  the 
print  on  prices,  because 
ping  and  handling  cha 
vaiy  considerably.  And  i 
sure  you  know  what  ym 
getting.  Particularly 
cameras  and  consumei' 
tronics,  there's  a  lot  of  " 
market"  merchandise 
has  been  imported  outsi( 
normal  channels,  and 
products  may  or  may«( 
come  with  a  valid  mama 
turer's  warranty.  High 
or  low,  the  old  advice 
applies:  If  a  deal  looks 
too  good  to  be  true,  it  ] 
ably  is. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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IE  RICHEST 
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DYNASTY 
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ow  did  they  do  it?  That'8  the 
recui'ring  question  in  Niall  Fer- 
jiuson's  formidable  The  House 
'li.ifhild,  a  histoiy  of  the  legendaiy 
)ean-Jewish  banking  fainily.  "There 
one  power  in  Europe  and  that 
[hschild,"  said  a  French  journahst 
11,  giving  voice  to  the  popular  sus- 
.  that  the  dynasty  and  its  money 
way  over  the  aff'aii's  of  nations.  In 
irst  of  a  two- volume  study  (the 
d  is  due  out  next  year),  Ferg-uson 
•ms  that  often,  the  Rothschilds 
behind  the  scenes,  influencing  pol- 
ross  Europe  in  then-  own  interest. 
!ver,  the  Oxford  don  also  shows 
ear  limits  to  theii-  power.  With  ac- 
to  all  extant  Rothschild  archives, 
ison  is  well-positioned  to  separate 
from  reality. 

lat  has  to  be  explained  is  how  the 
ichilds  rose  so  high  from  the  ob- 
y  of  Frankfiul's  18th  centuiy  Jew- 
hetto.  Seemingly  overnight,  they 
themselves  from  Mayer  Amschel 
ichild's  coin  dealership  to  become 
world's  richest  family,  with  finan- 
perations  run  by  his  five  sons  in 
on,  Paris,  Vienna,  and  Naples,  as 
IS  Frankfuit.  Ferguson  calculates 
n  relative  terms,  they  were  richer 
any  dynasty  today — even  the  Sau- 
m\  family. 

at  meteoric  rise  spawned  several 
3.  In  the  fii'st,  Mayer  Amschel  was 
to  have  hidden  the  fortune  of 
im  IX,  niler  of  the  German  princi- 
T  of  Hesse-Kassel,  from  the 
leonic  invaders  and  been  i-ewarded 
its  long-term  use.  In  fact,  Mayer 
jred  only  routine  papers.  It  was 
m  Nathan's  lever-aging  of  William  s 
sh  investments  that  later  helped 
the  Rothschilds  a  power  in  the 
of  London  and  on  the  Continent, 
e  most  widespread  Rothschild 
was  that  Nathan,  after  receiving 
by  carrier  pigeon  of  Wellington's 


victoiy  at  Waterloo,  made  a  vast  fortune 
speculating  on  the  rise  in  British  gov- 
ernment securities.  The  reality,  says 
Ferguson,  was  cjuite  different.  The 
Rothscliilds'  couriers  did  aleit  them  fu-st 
to  Napoleon's  defeat,  but  since  they  had 
bet  big  on  a  pi-otracted  military  cam- 
paign, any  ciuick  gains  in  bonds  after 
Waterloo  were  too  small  to  offset  the 
disi-uption  to  their  business. 

Rothschild  capital  did  soar — but  over 
a  much  longer  period.  Nathan's  break- 
thi'ough  was  a  deal  to  supply  cash  to 
Wellington's  army  in  1814. 
Waging  a  high-risk  cam- 
paign of  exchange-rate 
transactions,  bond-price 
speculations,  and  commis- 
sions, the  family  garnereil 
huge  profits  fi'om  this  gov- 
ernmental financing.  Then, 
from  £500,000  in  1818, 
Rothschild  capital  rose  to 
£4,330,333  in  1828— about 
14  times  the  resources  of 
their  nearest  competitor. 
Baling  Brothers,  wMch  had 
been  a  close  second.  Their 
sti'ategy:  financing  the 
postwar-  stabilization  of  Europe's  con- 
servative powers.  That  meant  lur-ing 
monar-chs  and  minister's,  such  as  Aus- 
trian Chancellor  Mettei-nich,  into  their 
orbit.  What  made  the  Rothschilds  "the 
dominant  force  in  inter-national  finance 
after-  1815"  was  "the  sheer  scale — and 
sophistication — of  their  oper-ations." 

One  key  to  that  scale  was  unity,  a 
virtue  that  Mayer  Amschel  inculcated  in 
his  sons.  That  unity  allowed  the  br-oth- 
ers — Nathan,  James,  Salomon,  Amschel, 
and  Carl — to  run  independent  opera- 
tions essentially  as  one  fii-m  str-etched 
aci-oss  Eur-ope.  Another  advantage:  By 
issuing  for-eign  bonds  in  ster'ling,  says 
Ferguson,  the  Rothschilds  did  much  to 
cr-eate  the  inter-national  bond  mar-ket. 
And  as  they  r-etm-ned  pi-ofits  to  the  finn. 


excluded  "outsider-s" — in-laws,  women, 
even  their-  sister-s'  sons — and  mar-ried 
off  their-  childr-en  to  fii-st  cousins,  they 
added  to  their  capital. 

What  these  Idngs  of  the  bond  mar-ket 
cr-aved  was  peace  and  stability,  and  they 
avoided  lending  to  belliger-ent  or-  unsta- 
ble states.  As  Fei-girson  notes,  however, 
there  was  an  inter-nal  contr-adiction:  The 
pr-imary  reason  for  states  to  bor-row 
money  was  to  wage  war,  which  was 
what  the  Rothschilds  worked  to  pr-e- 
vent  in  or-der-  to  pr-otect  the  bond  mar-- 
ket. One  way  out  of  this  trap:  moving 
into  railway  shar-es,  which  they  saw  as 
"sm-rogate  state  bonds." 

The  Rothschilds  could  be  vulner-able. 
Fame  brought  a  ban-age  of  ugly  anti-Se- 
mitic attacks.  And  despite  their-  fear  of 
instability,  the  Rothschilds  wer-e  unpi-e- 
par-ed  in  1830  and  1848,  sur-viving  the 
1848  r-evolution  only  because  of  a  timely 
silver  shipment  fr-om  their  semi-inde- 
pendent New  Yor-k  agent,  August  Bel- 
mont. The  rescue  ser-ves  as  a  reminder 
of  their  biggest  str-ategic 
error:  the  lack  of  a  major- 
U.  S.  operation. 

Fer-guson's  fluid,  master-- 
ful  synthesis  of  a  vast 
amount  of  material  tends 
mor-e  towar-d  the  academic 
than  the  popular-.  But  he 
brings  vitality  to  a  series 
of  compelling  issues,  rang- 
ing fr-om  the  Rothschilds' 
staunch  Judaism  to  their 
intr-afamily  marriages.  He 
makes  brilliant  use  of  lit- 
ei-ary  som-ces  fr-om  Disr-aeli 
to  Balzac,  and  he  is  in- 
sightful about  the  Rothschilds'  friendsliip 
with  such  musicians  as  the  composer- 
Rossini.  Nathan  and  James  come  across 
as  r-ude,  har-d-driving  businessmen.  It's 
not  always  a  pr-etty  pictur-e,  but  by  re- 
vealing what  the  Rothschilds  were  re- 
ally like,  Fei-guson  is  better  able  to  ex- 
plain their  achievement. 

Wer-e  the  Rothschilds  pacifists,  pil- 
lar-s  of  conser-vative  monarchies,  or,  as 
the  poet  Heinrich  Heine  wr-ote,  agents 
of  a  new  r-evolutionar-y  force,  money? 
Chameleon-like,  the  Rothschilds  wer-e 
all — and  none — of  these  things.  For 
them,  it  was  just  business. 

BY  JOSEPH  MANDEL 
Copy  editor  Mandel  is  working  on  a 
history  of  a  family  of  French  glass- 
makers. 


EEMINGLY  OVERNIGHT,  THE  ROTHSCHILDS  BUILT 
A  FORTUNE  TO  RIVAL  THE  SAUDIS'  TODAY 
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You  can't  always  see  what  you  need  -  at  least  nd 
veal  completely  new  dimensions.  And  the  old  i 
If  you  want  your  bank  to  look  beyond  the  obviou 
everything  we  do,  we  try  not  to  be  just  any  bank,t 


i  t  glance.  That's  why  a  fresh  perspective  can  re- 
jdoing  things  may  not  necessarily  be  the  best, 
imning  your  future,  try  talking  to  us.  Because  in 
,  right  bank  for  you.  i^UBS 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


THE  IMF  DOESNT  PUT  OUT  FIRES, 
IT  STARTS  THEM 


ENABLER: 

With  help 
from  the  U.S., 
the  fund 
encourages 
bad  economic 
policy  by 
rewarding 
failure  with 
showers  of 
money 


Robert  J,  Barro  is  a  professor  of 
economics  at  Harvard  University 
and  a  senior  fellow  of  the  Hoover 
Institution  (rjbweek@fiarvard.edu). 


Congressional  Republicans  disgraced 
themselves  before  the  recent  elections 
by  acting  like  Democrats.  They 
approved  far  too  much  new  fedei-al  spending, 
the  worst  of  which  was  the  $18  billion  for 
the  International  Monetary  Fund.  No  doubt 
some  in  Congress  were  convinced  by 
President  Clinton's  argument  that  the  IMF 
was  the  world's  ftre  department,  which  ought 
not  to  be  deprived  of  water  while  the  fire 
was  burning.  But  a  better  analogy  would  be 
to  Ray  Bradbury's  FaJtrenheit  Jt51,  in  which 
the  fu-e  department's  mission  is  to  start  fires. 

The  politics  of  IMF  funding  is  as  clear  as  it 
is  insidious.  If  Congress  does  not  provide 
money  for  the  fimd  to  bail  out,  say,  Brazil, 
and  Brazil  collapses,  then  Congress  gets 
blamed.  But  no  one  is  willing  to  blame  Con- 
gress if  the  IMF  actually  works  to  encourage 
Brazilian-ty]3e  financial  crises  time  and  again. 
Some  economists  believe  that  bailouts  in- 
crease "moral  hazard"  by  rewai'ding  and  en- 
couraging bad  policies  by  governments  and 
excessive  risk-taking  by  banks.  Aware  that 
they  can  be  bailed  out  in  the  cmnch,  banks 
will  often  lend  at  interest  rates  that  do  not 
reflect  fimdamental  risks.  This,  in  tuni,  gen- 
erates new  financial  crises  and  reduces  world 
economic  growth. 

In  Asia,  a  flood  of  low-cost  capital  from 
Europe,  Japan,  and  the  U.  S.  wound  up  fi- 
nancing real  estate  speculation  and  overca- 
pacity, thanks  in  part  to  an  assumed  IMF 
"guarantee."  But  nobody  will  ever  be  able  to 
prove  that  the  IMF  effectively  starts  new 
fires  in  this  way.  Hence,  the  political  forces 
favor  IMF  funding  and  limitless  bailouts. 
CRUTCHES.  IMF  economists  like  to  argue  that 
these  moral-hazard  problems  are  minimal. 
But  consider  the  case  of  the  recent  $42  billion 
package  for  Brazil.  How  did  the  Brazilians 
qualify  for  this  support?  They  did  so  mostly 
by  not  exercising  sound  fiscal  policies.  If  theu* 
policies  had  been  better,  they  would  not  be  in 
their  cuirent  difficulties  and  would  not  quah- 
fy  for  IMF  money. 

Russia  is  another  example.  In  most 
respects,  effective  reforms  in  Russia  ceased 
by  1993.  Since  then,  the  availability  of  IMF 
and  other  foreign  money  provided  an  ex- 
cuse to  avoid  making  tough  political 
decisions.  Instead  of  cutting  public  outlays  or 
increasing  tax  collections,  undertaking 
efficient  privatizations  or  enacting  legal 
reforms,  the  government  counted  on  foreign 


bailouts  to  hold  things  toget 
An  interesting  question  is  what  the 
will  do  now  in  Russia.  The  cuirent  go' 
ment  will  never  formulate  a  sensible  eco 
ic  plan,  and  the  fund  therefore  canno 
mand  that  new  lending  be  conditione 
sound  policies.  But  if  no  money  is  forth 
ing,  then  Russia  wUl  default  on  past  IMF 
ations,  and  the  IMF  will  no  longer  be  ah 
pretend  that  it  always  gets  repaid.  My 
diction  is  that  the  IMF  will  come  up  w 
way  to  keep  up  the  chain-letter  gan 
which  it  provides  Russia,  Uki-aine,  anc 
donesia  with  enough  money  to  keep  payn 
"current." 

MEXICAN  MESS.  The  sequence  of  uni-estr; 
global  bailouts  began  with  Mexico  in 
In  this  case,  the  IMF-U.  S.  lending  pac 
was  effectively  a  reward  for  coirupt  and 
bank  lending  and  poor  macroeconomic  pol 
Particularly  striking  were  the  massive  i 
ventions  of  the  Mexican  central  bank  in  a 
tempt  to  support  the  peso.  The  bank 
and  lost  billions  of  dollai's  in  intemations 
serves,  but  did  not  aOov/  the  money  supf 
contract.  Not  suiprisingiy,  tliis  pohcy  fail' 
prevent  a  shai-p  devaluation  of  the  cmT( 

The  Mexican  bailout  kept  foreign  ler 
whole.  The  moimtain  of  bad  bank  loans,  i 
16%  of  gross  domestic  product,  became 
bility  of  Mexican  taxpayers.  The  bailout 
did  not  avoid  sharp  economic  contractior 
high  inflation — both  much  worse  than  ir 
gentina,  which  ties  its  money  supply  dir 
to  its  international  reserves. 

The  real  shame  of  the  Mexican  bailo 
that  it  was  judged  by  many  obsei-vers  to 
success,  mainly  because  the  U.  S.  Ti-ea 
got  repaid.  If,  instead,  it  had  properly  bee 
beled  as  a  massive  policy  blunder,  then 
sequent  unrestrained  global  bailouts  n 
not  have  occmred.  Countries  such  as 
and  Russia  would  have  had  the  approp 
incentives  to  implement  good  poUcies,  in; 
of  knowing  that  the  IMF  or  the  U.  S.  woul 
spond  to  bad  policies  with  shower 
money. 

One  healthy  consequence  of  the  r( 
global  financial  crisis  is  the  emphasis  o 
creased  transparency  in  financial  trai 
tions.  In  this  spirit,  the  IMF  might  con.' 
changing  its  name  to  the  IMH — the  Inst 
for  Moral  Hazard.  Better  yet,  the  IMF  ( 
admit  that  it  was  insolvent  and  go  oi 
business. 
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Economic  Trends 


BY  GENE  KORETZ 


WHO'S  REALLY 
INVESTING  MORE? 

America's  poor  record  is  a  myth 

Acmious  inconsistency  has  long  puz- 
zled U.  S.  economic  obsei-vers:  On 
the  one  hand,  published  international 
data  have  indicated  that  America's  cap- 
ital investment  as  a  share  of  gross  do- 
mestic product  has  persistently  lagged 
that  of  other  industrial  nations  in  re- 
cent decades.  The  average  investment 
ratio  in  Canada,  Japan,  and  Eui'opean 
countries  in  the  early  1970s,  for  exam- 
ple, was  about  33%  higher  than  in  the 
U.  S.,  and  by  the  early  1990s,  it  was 
still  20%  greater. 

Meanwhile,  U.  S.  real  income  per 
capita  has  gi-own  as  fast  as  in  other  de- 

WHERE  U.S.  INVESTMENT 
HAS  LED  THE  PACK 

SHARE  OF  NOMINAL  GOP  1970-94 

■  U.S  ■  OTHER  DEVELOPED  NATIONS* 


EDUCATION    CONSUMER  DURABLES  R&D 

▲  PERCENT 

•BELGIUM,  BRITAIN,  CANADA  DENMARK,  FINLAND,  FRANCE. 
GERMANY,  ITALY,  JAPAN,  THE  NETHERUNDS,  NORWAY  SWEDEN 
DATA:  MILKA  S.  KIROVA,  ROBERT  E.  LIPSEY 

veloped  nations  since  the  early  1980s. 
And  average  incomes  have  remained 
more  than  33%  higher  in  America  than 
in  its  developed  peers. 

How  has  the  U.  S.  managed  to  stay 
so  far  ahead  of  the  pack  in  income 
teiTns  while  plowing  so  much  less  out- 
put into  investment?  In  a  study  pub- 
lished by  the  Federal  Resei-ve  Bank  of 
St.  Louis,  economists  Milka  S.  Kirova  of 
Washington  University  of  St.  Louis  and 
Robert  E.  Lipsey  of  the  City  Universi- 
ty of  New  York  argue  that  capital  in- 
vestment in  the  U.  S.  has  been  fai-  high- 
er than  conventional  measui-es  indicate. 

For  one  thing,  measuring  investment 
by  looking  at  nominal  outlays  as  a  per- 
cent of  GDP  overlooks  the  fact  that  cap- 
ital-goods prices  are  appreciably  higher- 
in  some  countries  than  in  others  and 
exhibit  different  inflationary  trends.  As 
it  happens,  U.  S.  capital-goods  prices 
are  not  only  lower  than  in  other  na- 
tions, the  authors  note,  but  have  also 
been  declining  far  more  rapidly  relative 
to  overall  inflation.  Thus,  they  lind  that 


real  investment  as  a  share  of  gdp  in 
the  U.  S.  has  actually  been  rising  since 
the  eariy  1980s. 

On  the  other  hand,  similar  price  ad- 
justments reveal  that  the  average  real 
capital-formation  ratio  of  other  devel- 
oped nations  has  been  slipping  for  most 
of  the  1970-94  period.  As  a  result,  Kiro- 
va and  Lipsey  find  that  the  gap  be- 
tween U.  S.  and  foreign  investment  ra- 
tios, measm'ed  in  real  tenns,  had  almost 
disappeared  by  the  early  1990s. 

That's  not  all.  Economists  have  long 
argued  that  the  concept  of  investment 
should  be  widened  to  include  such  items 
as  spending  on  education,  r&d,  and  con- 
sumer durables  on  the  grounds  that 
they  enhance  gi'owth  or  remain  useful 
for  extended  periods.  Thus,  the  authors 
added  such  outlays  to  their  calculations 
of  capital-formation  ratios. 

The  results  cast  light  on  why  Ameri- 
ca's lead  in  living  standai*ds  has  stayed  so 
large.  Counting  outlays  on  education, 
R&D,  consumer  durables,  and  military 
capital  goods  as  investment,  and  adjust- 
ing for  the  inflation  and  price  differences 
noted  above,  Kirova  and  Lipsey  estimate 
that  U.  S.  real  capital  formation  as  a 
share  of  gdp  was  only  slightly  lower  than 
the  average  of  other  developed  coimtries 
in  the  1970s  and  has  since  SLU-passed  it — 
by  about  7%  in  the  eai-ly  1990s. 

"Real  investment  per  worker,  broad- 
ly defined,  has  recently  been  nmning 
about  35%  higher  in  the  U.  S.  than  in 
other  industrial  nations,"  says  Lipsey. 
"As  long  as  these  trends  continue,  it's 
difficult  to  see  how  the  gap  in  income 
levels  can  be  closed." 


HOW  THE  TITANIC 
HIT  WALL  STREET 

Stocks  in  the  wake  of  the  disaster 

The  conventional  view  is  that  the 
stock  market  was  far  less  efficient 
in  the  early  part  of  the  20th  century 
than  in  the  post- World  War  II  period. 
That  is,  not  only  was  infomnation  less 
accessible,  but  investors  were  less  so- 
phisticated and  far  slower  in  evaluat- 
ing and  acting  on  new  data. 

If  the  mai'ket's  reaction  to  the  sinking 
of  the  Titanic  in  1912  is  any  guide,  how- 
ever, investors  were  pretty  sharp  even 
in  that  pre-"efficient  market  theory" 
era.  An  article  in  the  Financial  Ajm- 
lysts  Journal  by  Anin  Khanna,  a  doc- 
toral student  at  Purdue  University's 
Ki-annert  Graduate  School  of  Manage- 
ment, tells  the  story. 

As  Khanna  notes,  the  Titanic  was 


owned  by  the  White  Star  Line,  v 
was  a  subsidiaiy  of  International 
cantile  Marine  (imm),  a  company  tr 
on  the  New  York  Stock  Exchange, 
ship  cost  $7.5  miUion  to  build  and 
insiu'ed  by  Lloyd's  for  $5  milUon,  s( 
net  loss  to  imm  was  about  $2.5  mill 

Before  the  disaster  struck,  imm's 
mon  and  preferred  stock  were  w 
about  $15.6  million.  To  estimate  th( 
pact  of  the  Titanic's  sinking  on 
shares,  Khanna  looked  at  their 
movements  relative  to  the  Dow  J 
industrial  average  on  Apr.  15  an( 
1912,  the  day  the  news  of  the  tra 
first  broke  and  the  day  after 

Khanna  calculates  that  the  mai 
adjusted  returns  on  imm's  com.mon 
prefeiTed  stock  over  the  two-day  p 
were  ecjuivalent  to  a  decline  of  $2.6 
lion  in  the  value  of  iMM — uncamiily 
to  the  $2.5  million  actual  net  loss 
fered  by  the  company.  "As  fai'  as  th 
tanic  was  concemed,"  he  says,  "the 
ket's  reaction  was  sui-prisingly  effici 


CASH  REGISTER!! 
A-JINGLING 

Holiday  spending  plans  look  sii 

With  the  stock  market  testing 
highs,  consumer  confidence  s( 
to  be  reboimding — and  with  it  the 
to  spliu'ge  in  the  holiday  season. 

Not  only  did  the  University  of  IV 
gan's  consumer-sentiment  index  bo 
back  in  early  November  fi'om  its  ( 
ber  slump,  but  the  Conference  Bo 
annual  pre-Thanksgiving  Day  sui'v* 
households'  Cliristmas  gift-giving  ii 
tions  showed  the  lai'gest  annual  inci 
in  the  survey's  12-year  histoiy. 

According  to  the  survey,  Amei 
fainilies  will  spend  an  average  of ; 
gifts  during  the 
Christmas  season 
this  year,  up  7.1% 
from  the  amount 
projected  last 
year  "Based  on  a 
1%  margin  of  er- 
ror, we  expect  hol- 
iday retail  sales  to 
rise  6%  to  7%  this 
year,  moving  into 
the  $50  biUion 
range,"  says  Lynn 
Franco  of  the 
board's  Constuner 
Research  Center. 
Given  the  low  rate 
of  inflation,  that  suggests  real  retail 
could  rise  as  much  as  5%. 
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IE  SLOWDOWN 
iKES  A  RAIN  CHECK 

still  likely  in  1999,  as  profits  soften,  but  it  will  develop  only  gradually 


m 


I  III  t  I  I  I  I  n 

NOV.  '98 


,'37 
)EX:  1985=100 

DATA  CONFERENCE  BOARD 


n|  A  lot  of  economists  must  be 
■  scratching  their  heads  about 
Ever  since  last  summer's  global  financial  market 
oil,  forecasters  generally  have  been  expecting 
degree  of  slowing  in  the  U.  S.  But  so  far,  there  is 
evidence  that  the  economy  has  lost  much,  if  any,  of 
rst-half  vigor.  In  fact,  the  Federal  Reserve's  ag- 
ave easing  in  recent  w^eeks,  which  already  has 
Street  partying  again,  adds  stimulus  that  will 
flowing  into  demand  in  the  first  half  of  1999. 

Clearly,  the  second  half  of 
AN  UPTURN  IN  1998  isn't  shaping  up  to  be 

lUSEHOLD  SPIRITS  much  of  a  slowdown.  Based 
on  the  Commerce  Dept.'s  re- 
visions to  gross  domestic  prod- 
uct, the  economy  grew  at  a 
solid  3.9%  annual  rate  in  the 
third  quarter — compared  with 
3.7%  in  the  first  half.  Third- 
quarter  GDP  was  revised  up 
from  an  already  surprisingly 
strong  3.3%  pace,  mainly  be- 
I  overall  demand  grew  faster  than  fii-st  estimated, 
d  in  the  fourth  quarter,  consumer  spending  is  on  a 
to  match — or  exceed — the  third  quarter's  ener- 
4.1%  growth  rate,  and  homebuilding  is  still  boom- 
Consumers  have  recovered  some  of  their  confi- 
;  (chart),  partly  because  the  Dow  Jones  industrial 
ige  has  regained  all  of  the  1800  points  it  lost  this 
ler.  And  the  Fed  says  that  banks  are  as  willing  as 
to  make  consumer  loans.  True,  slower  inventory 
th  is  likely  to  cut  into  gdp  growth  this  quarter  and 
^  trade  wiW  still  be  a  drag.  But  with  domestic 
,nd  still  so  solid,  it  will  be  hard  to  call  that  a 
lown. 

1TE  THIS  MOMENTUM,  slower  giowth  in  1999  is 
he  most  likely  scenario,  and  the  ongoing  profits  re- 
m  is  the  reason.  Commerce  says  that  third-quaiter 
iting  profits  fell  from  the  year  before  for  the  first 
in  six  years,  despite  the  strong  economy  (chart), 
ings  wiW  remain  under  pressure  as  long  as  the 
th  in  prices  and  productivity  are  not  strong  enough 
'set  rising  labor  costs. 

^ak  profits,  plus  costlier  credit,  are  bound  to  put 
iward  pressure  on  capital  spending  and  hiring 
.  Indeed,  initial  claims  for  unemployment  benefits 
ticked  up  in  recent  weeks,  suggesting  some  loos- 


ening in  the  labor  markets.  That  will  eventually  cap  in- 
come growth.  Moreover,  the  drag  on  manufacturing 
from  weak  exports  will  continue,  if  not  as  intensely  as 
in  1998. 

But  because  of  the  economy's  surprising  resilience, 
any  slowdown  in  1999  is  likely  to  develop  gi'adually. 
Consider  that,  for  all  the  hand-wringing  over  Asian 
fallout  this  year,  especially  on  Wall  Street,  U.  S.  eco- 
nomic growth  has  barely  slowed.  Even  if  foui'th-quarter 
GDP  growth  is  half  the  third  quarter's  pace,  the  econo- 
my will  advance  3.3%  this  year,  only  a  half  point  below 
the  spirited  3.8%  showing  in  1997. 

Credit  that  to  booming  domestic  demand,  led  by  an 
expected  5%  gi'owth  rate  in  consumer  spending  this 
year.  That  kind  of  striking  gi'owth  is  almost  never 
seen  this  far  into  an  economic  expansion.  The  powers 
behind  it:  the  strongest  job  market  in  a  generation,  low 
inflation  that  has  boosted  real  wages,  and  accommoda- 
tive financial  conditions,  including  low  interest  rates 
and  a  bull  market  in  stocks. 

THEREIN  LIES  A  DILEMMA  for  the  Fed  The  central 
bank  has  cut  interest  rates  three  times  since  Sept.  29, 
with  the  purpose  of  assuring  stability  in  the  financial 
markets.  In  its  recently  released  minutes  of  the  Sep- 
tember meeting,  the  Fed  said  the  move  would  "cush- 
ion the  effects  of  more  restrictive  financial  condi- 
tions." But  that  cushion  might  act  as  a  trampoline  to 
catapult  the  already  strong  consumer  and  housing 
sectors,  partly  by  giving  banks  even  more  incentive  to 
lend  to  consumers,  and  partly  by  refuehng  the  bull- 
market  psychology  on  Wall  Street. 

In  fact,  banks  show  a  con- 
stant willingness  to  make  con-     THE  FADING  MOMENTUM 
sumer  loans  even  as  they     IN  CORPORATE  PROFITS 
tighten  their  lending  standards 
for  business  borrowing.  The 
Fed's  latest  quarterly  survey 
of  senior  loan  officers  says 
that  more  than  a  third  of  U.  S. 
banks  have  tightened  their 
borrowing  requirements  for     ^  .g^Q,  .gggm 
large  and  middle-market  com-     a  percent  change  from  a  year  ago 
panics.  That's  the  highest      data  commerce  dept.  bosinesswek 
share  reporting  tighter  standards  since  1990.  Bank 
loans  to  businesses  are  growing  rapidly,  because  many 
companies  now  find  bank  loans  cheaper  than  boirovring 
on  the  credit  markets.  Banks,  however,  are  getting 


A  OPERATING 
)       A- —  EARNINGS  — 


BUSINESS  WEEK  /  DECEMBER  7,  1998  23 


Business  Outlook 


pickier.  For  consumer  loans,  on  the  other  hand,  the 
survey  shows  "httle  evidence  of  any  changes  in  lending 
practices."  And  consumer  installment  debt,  which 
surged  $8.4  billion  in  October,  has  sped  up  this  year 

EASIER  FINANCIAL  CONDITIONS  are  one  reason  whv 
consumer  spending  shows  no  sign  of  letting  up.  October 
car-buying  and  retail  sales  were  sti'ong,  and  November 
retail  surveys  show  continued  gains.  Also,  the  Confer- 
ence Board's  index  of  consumer  confidence  rebounded 
nearly  7  points  in  November,  to  126.  And  why  shouldn't 
it?  Stock  piices  have  recovered,  the  impeachment  of 
President  Clinton  is  less  likely,  and  the  Fed  is  cutting 
rates.  Consumers'  feelings  about  the  future  snapped 
back  sharply,  as  the  index  of  expectations  scored  its 
largest  monthly  gain  in  five  years. 

And  in  a  separate  survey,  the  Board  reported  that 
despite  recent  uncertainties,  American  families  plan  to 
spend  an  average  of  nearly  $500  on  holiday  gifts  this 
year  The  increase  from  $465  in  1997  is  the  largest  in 
the  survey's  12-year  history,  and  the  Board  concludes 
that  the  holiday  buying  season  could  be  "a  blockbuster" 

Some  of  those  purchases  will  go  into  all  the  new 
homes  that  are  being  built  and  sold.  Housing  starts 
jumped  7.3%  in  October,  the  largest  monthly  advance  in 
more  than  a  year  That  means  starts  began  the  quarter 
well  above  their  third-quarter  average. 

The  strength  in  starts  should  not  be  surprising, 


CANADA 


THE  HOUSING  MARKS 
STILL  LOOKS  ROBUS 


given  the  wildly  upbeat  assessment  of  market  coii 
tions  offered  by  builders.  The  National  Associaoi 
of  Home  Builders'  housing  market  index,  which  gai 
builders'  views  on  present  and  expected  sales  as 
as  buyer  traffic  through  model  homes,  surged  1 
record  78%  in  November  from  October's  73%  rea(i 
which  was  the  previous  record  (chart).  The  index 
gests  that  new-home  demand  continues  to  rise. 

To  be  sure,  the  risks  of  a 
sharp  slowdowTi  have  not  gone 
away  completely.  Weak  ex- 
ports are  still  hammering 
manufacturing,  and  capital 
spending  on  new  equipment 
and  buildings  is  already  slow- 
ing. Factory  orders  for 
dm-able  goods  declined  a  broad 
1.7%  in  October,  and  bookings 
for  nondefense  capital  goods 
dropped  7.2%-.  Both  order  lev- 
els are  below  their  third-quarter  averages 

Another  big  risk  would  be  a  new  round  of  finan 
market  turmoil,  especially  if  the  profits  recession  m 
ens.  That  could  squeeze  business  even  further,  am 
other  stock-market  swoon  could  throw  a  scare 
consumers.  But  barring  that  scenario,  the  1999  econ 
may  end  up  looking  a  bit  better  than  many  folks 
pected  a  few  months  ago. 
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WITH  RATES  DOWN,  THINGS  ARE  LOOKING  IP 


The  Canadian  economy  may 
have  dodged  a  bullet — with 
help  from  the  Federal  Reserve. 
After  boosting  its  overnight  rate 
by  a  full  percentage  point  on  Aug. 
27  in  defense  of  the  sagging  Cana- 
dian dollar,  the  Bank 
of  Canada  (Boc) 
calmed  recession  wor- 
ries on  Nov.  18,  when 
it  cut  I'ates  by  a  quar- 
ter point  for  the  third 
time  in  seven  weeks. 
The  easing  moves 
came  in  lockstep  with 
Fed  actions,  and  at  lit- 
tle cost  to  Canada's 
braised  currency. 

Before  the  Aug.  27  hike,  Cana- 
da's policy  rate  stood  at  5%,  vs. 
5y;%  in  the  U.  S.  The  disparity 
caused  currency  speculators  to 
swoop  down  on  the  loonie,  driving 
it  to  a  record  low  near  63<2  U.  S. 


SHOPPERS  ARE  LOSING 
THE  URGE  TO  SPLURGE 
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Now,  with  Canadian  rates  at  5%% 
vs.  4M%  in  the  U.  S.,  the  loonie  is 
better  supported,  at  64.5(2  on  Nov. 
24.  The  Canadian  rates  also  are 
more  conducive  to  gTowth. 

To  be  sure,  the  Canadian  econo- 
my faces  a  slowdown. 
The  BOC  said  as  much 
in  its  semiannual 
monetary  policy  re- 
port on  Nov.  16,  when 
it  revised  its  May 
forecast  of  3^%  ' 
growth  in  1999  down 
to  a  range  of  2I4%- 
3M%.  That's  still  high 
compared  with  most 
private  forecasts, 
which  generally  expect  growth  of 
about  2%.  The  economy  expanded 
at  an  annual  rate  of  2.6%  in  the 
first  half  of  1998. 

Recent  data  are  mixed.  Septem- 
ber retail  sales  looked  fii'm,  but 


growth  is  slowing  (chart).  And 
manufacturing,  the  latest  Busin( 
Conditions  Survey  shows  weake 
employment,  skimpier  unfilled  o 
ders,  and  excessive  inventories, 
construction,  building  permits  a; 
down  from  a  year  ago. 

However,  a  recession  is  now  \\ 
likely,  unless  U.  S.  growth  slips 
sharply  or  commodity  prices 
plunge  anew,  boc  Governor  Gor 
don  Thiessen  is  betting  that  sol 
if  slower,  U.  S.  demand  will  offs 
weak  Asian  demand  and  commc 
ty  prices,  which  are  down  15% 
the  past  year.  The  U.  S.  is  the 
destination  of  80%>  of  Canadian 
exports,  and  a  third  of  its  mer- 
chandise exports  are  commoditi 
Also,  as  commodity  prices  bottc 
out,  the  Canadian  dollar  should 
strengthen.  But  most  important 
lower  rates  boost  the  chances  o 
continued  growth. 
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ORDER 


n  the  folklore  of  the  com- 
puter industry,  the  tale  is 
told  of  how  IBM  foolisWy  un- 
derestimated the  young  en- 
trepreneui'  on  the  other  side 
of  the  table  when  it  negoti- 
i  licensing  deal  with  William 
ites  III  in  1980.  The  dweeby 
progTammer,  by  retaining 
)1  of  the  core  softwai'e  of  the 
volution,  went  on  to  build 
est  poweiful  company  in  the 
try. 

len  the  histoiy  of  the  next 
of  the  high-tech  business  is 
d  on — about  how  the  era  of 
;iness  came  about — a  similai' 
lay  be  told.  In  this  version, 
soft  Coi-p.  is  the  giant  and 
underestimated    rival  is 

len  M.  Case,  ceo  of  America  Online  Inc.  The  giant's 
Instead  of  pressing  ahead  with  all  its  power  to  unseat 

1  online  services,  as  it  once  intended  to  do,  Microsoft  en- 
into  a  maiTiage  of  convenience.  In  return  for  promoting 

soft's  Internet  Explorer  as  aol's  featui'ed  Web  browser  in 
1996,  Microsoft  offered  Case  an  immensely  good  deal:  On 

Df  the  millions  of  copies  of  Windows  shipped,  aol  would 

3  featured  online  seivice. 

UR-FACE.  At  the  time — when  it  seemed  that  Netscape 
nunications  Corp.  would  mn  away  with  the  Internet 
sss — it  may  have  seemed  a  cheap  price  for  Microsoft  to 
D  get  AOL  on  its  side.  But  in  the  past  two  yeai-s,  aol  has 
d  up  its  intemal  problems,  bought  up  No.  2  online  sei"vice 
luServe,  and  boosted  its  membersliip  to  14  million.  That 
•ansformed  aol  from  the  No.  1  propiietaiy  ordine  sei-vice 
tentially,  Microsoft's  most  dangerous  rival.  That  became 
ingly  cleai-  on  Nov.  24  when  Case  annoimced  a  $4.2  billion 
deal  to  acquii'e  Netscape — and  a  fai'-ranging  aUiance  be- 
i  them  and  Sim  Microsystems  Inc. 
ymg  Netscape  was  impressive  enough.  But  by  bringing 
nto  the  deal.  Case  has  pulled  off  a  stimner  that  aligns 
of  the  most  poweiful  players  in  cyberspace.  It  plants  a 
stake  in  the  ground,  pointing  out  the  direction  in  which 
imerce  may  develop  in  the  21st  Centuiy.  Over  the  next 


The  triumvirate  of 
AOL/Netscape/Sun 
could  become  the 

crossroads  of 
online  business  in 
the  next  century 


decade  or  two,  vast  chunks  of  the 
world  economy  will  move  into  the 
electronic  realm.  Wliat  the  new 
triumvirate  suggests  is  that  at 
some  point,  the  online  systems 
that  connect  companies  to  con- 
sumers, businesses  to  businesses, 
and  networks  to  various  parts  of 
corjDorations  will  become  pait  of  a 
vast  digital  cii'culatory  system. 

The  vision:  To  create  a  combi- 
nation of  services  and  products 
that  lets  companies  do  pretty 
much  everything  a  company 
does — but  on  the  Web.  In  the 
process,  businesses  could  hope  to 
get  far  more  productivity  out  of 
the  Web  than  they  do  now  by  set- 
ting up  online  stores.  Thanks  to 
its  new  alHance,  "aol  becomes  a 
conduit,"  says  Josh  S.  Grotstein,  a  division  executive  in  chai'ge 
of  E-commerce  at  Citigi'oup,  which  has  strong  relationships 
with  Netscape,  Microsoft,  and  IBM.  "It  helps  communities  that 
exchange  infonnation  become  business  communities." 

It  is  ambitious.  And  it  couldn't  be  a  more  in-youi-face  move 
against  Microsoft's  Gates,  who  espouses  a  simHai'  vision.  "When 
a  company  with  close  to  half  of  consumer  Intemet  users  em- 
braces E-commerce  with  such  a  huge  move,  this  could  be  the 
catalyst  that  could  finally  make  E-commerce  take  off,"  says 
John  W.  SidgTnore,  vice-chauTiian  of  MCi  WorldCom  Inc.,  the 
top  supplier  of  Internet  "backbone"  sei-vice.  Says  Case:  "With 
the  success  of  upstaits  like  Amazon.com  and  its  impact  on  book 
retailing  and  E*Trade  vrith  its  impact  on  stock  brokerage, 
eveiy  company  has  to  have  a  major  Intemet  presence." 

How  will  the  new  cybeitroika  make  that  happen?  Wlien  the 
AOL-Netscape  merger  is  complete,  probably  next  spring,  aol 
will  get  Netscape's  popular  Internet  browsei'  and  a  suite  of 
softwai'e  jirograms  used  beliind  the  scenes  to  ran  Web  sites 
and  conduct  business  electronically.  It  will  sell  those  to  business 
customers  and,  as  part  of  the  deal  with  Sun,  the  workstation 
leader  will  sell  the  same  set  of  tools  to  major  corporations.  Sun 
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How  the 
Combination 
Can  Pay  Off 

The  deal  comes  as 
electronic  business  is 
accelerating  at  a  torrid 
pace  and  corporations 
are  scrambling  to 
find  the  smartest  way 
to  rewire  all  of  their 
operations 


AOL  I 

■  Through  Netscape's  Net(7i' 
expands  its  audience  by  9  i 
Web  surfers — to  a  total  of ; 
mately  23  million. 

■  Acquires  slick  portfolio  (  hi 
for  E-commerce. 

■  Gains  credibility  with  te 
learns  how  to  satisfy  demai'i 
corporate  customers. 


will  pay  AOL  $350  million  for  licensing  and  other  fees  ove 
next  thi'ee  years.  In  return,  aol  will  buy  .$500  million  u 
services  and  equipment.  "We  believe  Netscape  softwa* 
right  down  the  strike  zone,"  says  Case.  "Sim's  capabUi:  ■ 
leverage  a  huge  sales  force  is  important.  Together,  it  jw 
starts  oiu"  whole  E-commerce  strategy." 

The  deal  also  makes  aol  the  biggest  poitaJ  on  the  Web,t) 
site  tlirough  which  the  most  people  pass  as  they  look  fi  • 
foiTnation  or  buy  and  sell  things.  Netcenter,  Netscape's  I 
net  site,  has  9  million  registered  users,  mostly  at  work,  ij 
AOL  has  14  milUon  subscribers — mostly  consumers.  And  ht 
you  look  at  the  number  of  people  who  visit  the  Netscajn 
AOL  sites  at  home,  you've  got  the  most  poweiful  force  1 1 
Net,  with  50%  more  visitors  than  its  closest  rival,  \' 
"Netcenter  gives  instant  distribution  to  Coiporate  Americ; 
of  A(  )L's  few  weak  links."  says  Kate  Delhagen,  an  analjt . 
FoiTester  Research  Inc.  "Since  many  American  consrip: 
ai'e  using  the  Internet  primaiily  at  work,  they  really  net' 
exposui'e."  aol  ah-eady  has  a  toehold  in  tliis  mai'ket  throu 
acquisition  last  fall  of  CompuSei-ve  Inc.,  which  attracts 
business  users. 

And  by  con-aUing  eonsiunere  and  businesses  in  the  sani 
tual  space,  aol  has  a  huge  oppoitimity  to  pump  up  the  \ 
of  electronic  ti-ansactions.  Crows  Netscape  CEO  James  L.  1 
dale:  "Tliis  is  an  awesome  combination  that  lets  us  explotljOi 
vision  of  the  networked  economy  over  the  next  centiuy 

For  AOL  and  Sun,  the  timing  couldn't  be  better.  The  ; 
sition  comes  just  as  consiunei's,  small  businesses,  and  majo 
porations  are  gi'appling  with  wi-enching  changes  in  tht 
they  interact  commei'cially.  They  are  all  scrambling  to  ( 


"Netscape  software  is  right  down  the 
strike  zone,"  says  AOL's  Case.  Together 
with  Sun's  sales  force  "it  jump-starts  ou 
whole  E-commerce  strategy" 


CYBER-AMIGOS  WILL  GAIN 


I  NETSCAPE 

j|  urvival  for  brand  name, 
]|  efforts,  and  technical  team. 

j  t  of  a  well-capitalized,  well- 
s  d  team,  it  will  have  a  better 
H  f  developing  and  selling  soft- 
1  t  can  stand  up  to  Microsoft's. 

ti  iter  portal  gains  expertise  in 
li  g  and  content  creation. 


SUN 

■  Gains  access  to  potentially  huge 
consumer  market  for  its  Java 
software. 

■  With  AOL  as  a  lever,  the  work- 
station and  server  giant  can  launch 
low-cost  "network  appliances." 

■  Bolsters  defenses  against 
Microsoft  expansion  into  the  large- 
scale  server  and  E-business  markets. 


POTENTIAL  PITFALLS 


■  AOL  is  paying  dearly  for  Netscape's 
brand  and  E-commerce  expertise.  Nei- 
ther may  justify  the  dilution  of  earnings. 

■  AOL  needs  to  improve  customer 
service.  Its  new  focus  on  business-to- 
business  E-commerce  may  divert 
management. 

■  AOL  could  confuse  its  clientele  by 
splitting  its  attention  among  several  very 
different  portals. 

■  Sun's  sales  and  support  teams,  used  to 
working  with  corporate  clients,  may  not 
mesh  with  AOLs  staff. 

■  AOLs  unhip  image  could  drive  off 
Netscape's  top  techies.  Juggling  East  and 
West  Coast  operations  is  also  a  challenge. 


■  the  smartest  approach  to  rewiring  for  the  next  century, 
1  every  facet  of  business — from  procurement,  to  billing,  to 
an  resources,  to  customer  support — will  be  conducted 
the  Internet. 

le  troika  is  also  well-positioned  to  address  another  major 
lopinent  in  cyberspace — using  all  sorts  of  devices  other 
a  personal  computer  to  cmise  the  Net.  Using  Sun's 
programming  language,  Netscape's  browser,  and  aol's 
^rit,  the  team  can  create  setups  for  sending  E-mail  via  cell 
le  or  downloading  updated  stock  data  to  your  TV  screen 
igh  a  digital  set-top  box.  Sun's  Java  softwai-e  will  be  used 
HL  for  future  software  development  while  Sun  and  aol 
use  Java  and  the  Netscape  browser  to  develop  a  variety 
iternet  appliances  such  as  handheld  PCs,  set-top  TV  box- 
nd  Web  phones.  Says  Robert  C.  Fox,  dii-ector  of  telecom- 
ations  sei"vices  at  Mercer  Management  Consulting:  "A 
ii,  gi-oup  could  be  close  to  the  center  of  that  kind  of 
less." 


Cover  Story 


Sun,  which  has  seen  sales  of  its  computers  soar  because  of 
the  Internet  boom,  now  gets  a  chance  to  move  to  the  center  of 
the  action.  Until  now,  the  company  hasn't  been  able  to  provide 
all  the  critical  software  components  that  its  coi73orate  cus- 
tomers need  for  electronic  business — the  way  IBM  does  and 
Microsoft  aims  to  do. 
Now  Sun  will  be  able 
to  tap  Netscape  for 
software  to  link  Web 
sites  to  coi-porate  databases  and  handle  such  tasks  as  manag- 
ing relations  with  supphers  over  the  Web.  Says  Sun  Chief 
Operating  Officer  Edwaixl  J.  Zander:  "This  certainly  puts  a  dif- 
ferent face  on  Sun." 

Microsoft  isn't  the  only  company  likely  to  feel  the  effects  of 
the  new  coalition  (page  32).  IBM,  for  one,  loses  some  of  its  edge 
over  Sun.  Wliat's  more,  computer  makers  Compaq  Computer 
Coip.  and  Hewlett-Packai'd  Co.  may  find  themselves  sci^ambling 
to  bolster  their  Internet  offerings  by  acquiring  software 


AOL:  THE  ART  OF  MAKING  DEALS  WORK 


I he  ICQ  Web  site  and  its  instant 
messaging  software  (which 
stands  for  "I  seek  you")  took  off 
y  word  of  mouth  among  the  very 
ichno-elite  who  shun  America 
nline  Inc.  So  it's  little  wonder  that 
'hen  AOL  scooped  up  icq's  Israeli- 
ased  parent  for  $287  million  in  June, 
Je  critics  howled,  "aol  will  turn  off 
11  the  talented  techies  working 
lere,"  they  whined.  "They'll  lose  the 
te's  following." 

Wrong — at  least  so  far.  To  date, 
ane  of  the  icq  talent  has  bolted,  and 
;q  has  reported  growth  rather  than 
ecline  for  the  site.  Yet  with  aol's 
iost  recent  partnership  vrith  Sun 


Microsystems  Inc.  and  Netscape  Com- 
munications Coi-p.,  the  same  questions 
crop  up.  These  ai-e  bigger  partners, 
more  used  to  getting  their  own  way. 
Will  it  work? 

WTien  it  comes  to  acquisitions,  aol 
has  a  plan — and  follows  it.  Bon'owing 
heavily  from  the  world  of  cable, 
where  each  channel  is  allowed  to 
sei"ve  its  own  niche,  aol  has  been  as- 
sembling a  portfolio  that  addresses 
different  audiences.  Thus,  each  unit 
requiies  its  own  flavor  of  mai'keting 
and  management  styles.  The  guiding 
principle:  Let  acquisitions  retain  theii' 
identities.  WTiat  this  ends  up  meaning 
is  that  subsidiaries  keep  their  own 


headquarters.  Just  as  CompuServe 
Inc.,  acquired  by  aol  in  Februaiy, 
has  remained  in  Columbus,  Ohio,  so 
will  Netscape  stay  based  in  Mountain 
View,  Calif.  And  aol  companies  fre- 
quently employ  their  own  marketing 
techniques.  How  else  can  you  explain 
a  parent  that  can  be  umbrella  to  icq 
and  the  much  stodgier  CompuServe — 
and  succeed  with  both? 

But  AOL  is  not  a  total  free-for-all. 
Each  unit  ultimately  reports  to  an  aol 
exec.  And  there  ai'e  signs  of  aol  creep: 
CompuServe's  upgraded  version  is 
more  user-friendly  and  includes  instant 
messaging  a  la  aol. 

By  Catherine  Yavx)  in  Washington 
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Symbiotic  relationship:  Netscape  was 
flagging  and  looking  for  a  boost.  And 
Sun  needed  Netscape's  software  for  its 
corporate  customers'  online  business 

NETSCAPE'S  BARKSDALE  (ABOVE)  AND  SUN'S  McNEALY  (RIGHT) 


skills  or  aligning  with  remaining  independent  Net  players. 

Even  highfliers  like  Yahool  and  Ajnazon.com  may  have  to 
make  accommodations  to  the  new  reality.  "You  have  the  for- 
mation of  two  veiy  clear  axes  of  power  [Microsoft  and  aol]  on 
the  Intemet,"  says  Excite  Inc.  ceo  George  Bell. 

Wliile  the  fleal  may  wony  rivals,  it  helj^s  assuage  Netscape 
customers,  who  have  gi-own  waiy  of  the  company's  ability  to 
deliver  on  its  promises  of  producing  key  software.  "It's  reas- 
suring to  us,"  says  Chai'lotte  Decker,  a  marketing  manager 
with  Visteon  Automotive  Systems,  a  $17  billion  auto-compo- 
nents division  of  Ford  Motor  Co.  based  in  Dearbom,  Mich. 

Even  better — for  the  prospects  of  the  new  trio — Visteon  ai> 
plauds  the  idea  of  using  AOL  to  bi'oaden  its  E-commerce  of- 
feiings.  "Om-  vision  is  to  be  able  to  semce  the  consumer,"  says 
Decker.  "If  we  have  car  enthusiasts  that  need  parts  and  they 
want  to  order  on  the  Web,  AoL  would  allow  us  to  do  that." 

To  be  sure,  tliis  is  new  tenitoiy  for  Aoi..  Never  a  technolo- 
gy ti'ailblazei;  the  consumer  giant  is  now  tiying  to  seize  the 
lead.  With  its  successful  acquisition  of  Mirabilis,  an  Israeli 
software  company,  aol  has  proved  it  can  fold  in  a  high-tech 
startup  without  smothering  it  (page  29). 

The  question  now  is  how  effectively  aol  can  manage  the 


acquisition  of  Netscape,  a  much  larger 
ware  company  that  is  in  the  midst  of  di  e 
nping  much  moi'e  complex  "enteiiDrise"  )ll 
ware.  "Software  is  a  bad  fit  for  aol,"  ij 
Abhishek  S.  Gami,  an  analyst  at  Wihi 
Blair  &  Co. 

Case  is  aware  of  the  chalkci 
aol  has  to  tiy  to  keep  Nets( 
management  and  technical 
intact.  Netscape  ceo  Barl 
will  join  aol's  board,  ass 
continuity  of  management  , 
the  future  of  Marc  L. 
dreessen,  Netscape's  exe(  i 
vice-president  of  product- 
the    father   of  Netsc, 
browser,  is  up  in  the  aii'. 
dr-eessen  is  on  sabbatical 
plans  to  come  back  Jan. 
the  meantime,  he  is  in 
with  AOL  to  decide  wh:i 
position  would  be  there. 
There's  also  the  nagginu  ' 
sibility  that  Case's  decisi( 
buy  Netscape  came  too 
Once  the  inmaway  leader  ii 
market  for  browser  softv 
Netscape  has  faltered  ovei 
past  two  years  as  Micii 
grabbed    market  share 
Netscape  management 
flopped  on  strategy. 

As  the  company's  eai'i 
and  prospects  slipped  this 
mer,  Barksdale  began  sho] 
the  company  around.  In 
Netscape  was  close  ti 
summating  a  deal 
Internet  portal  con 
Excite  two  month.- 
The  deal  got  hung  u 
several  issues,  inch 
Excite's  reluctaii 
take  on  the  Net 
software  bus 
along  with  Netctje. 
Excite's  Bell  confirms 
talks  but  says  that  what  broke  the  deal  were  tax  an( 
coimting  issues.  Says  Bell:  "We  got  tlu'ee-quarters  of  the 
pregnant  with  each  other,  but  didn't  go  all  the  way." 

Tlte  A(  )L-Netscape  deal  could  put  Excite  and  other  port 
play.  Indeed,  some  investoi-s  figiu-e  that  AOL,  which  ah'ead; 
a  9')^  stal^e  in  Excite,  might  buy  up  the  rest.  The  Netscap< 
has  ah'eady  put  another  leg  on  the  Intemet  stock  buU  m£ 
Issues  such  as  Yahoo!  and  Amazon.com  leaped  by  as  mu 
20%  on  one  day. 

The  notion  of  another  aol  deal  isn't  fai-fetched.  AOi 
thiived  mainly  as  a  proprietaiy  online  sendee  with  miUio 
paying  subscribers.  But  it  is  facing  tkreats  ft-om  fast-gro 
Internet  portals  such  as  Yahoo's  that  are  ft'ee  to  any 
with  an  Intemet  access  sei-vice.  Those  sites  now  offer  i 
chat,  E-mail,  and  dozens  of  connections  to  content  and 
vices — essentially  duplicating  what  Microsoft  users  ge 
their  monthly  fees.  Over  the  next  year,  major  portals  su 
Infoseek's  Go  Network,  partly  owned  by  Disney,  anc 
crosoft's  MSN.com  will  step  up  expensive  mai'keting  camp 
in  their  battle  for  eyeballs.  "The  door  is  closing  on  these 
tals  in  temis  of  how  many  can  get  out  there  and  survive," 
online  consultant  Gaiy  H.  Ai'len  of  Bethesda,  Md. 
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I  hat,  perhaps,  is  why  aol  is  pushing  so  hard  to  open  a  new 
Ij  • — onto  the  bigger  world  of  E-business.  And  this  is  where 
^  s  involvement  will  be  critical.  As  a  partner  with  aol  and 
ij  5cape,  Sun  is  now  in  position  to  challenge  ibm,  Hewlett- 
i]  card,  and  others  in  developing  the  systems  that  will  let 
il  orations  rebuild  theii'  businesses  in  cyberspace.  The  chal- 
1,  e  for  Sun  ceo  Scott  G.  McNealy  vwll  be  to  behave  like  the 
J  ier  industry  leader  that  this  deal  may  finally  make  him 
i|  ).  And  he'll  need  to  make  sure  that  Sun  not  only  talks  like 
j  od  partner  but  behaves  like  one,  too.  In  promoting  Java  as 
andard,  for  example.  Sun  has  sometimes  come  across 


as  a  bit  too  controlling,  say  other  computer  companies. 

For  now,  aol,  Netscape,  and  Sun  ai"e  basking  in  the  gloiy  of 
the  moment.  The  three  companies  ai'e  focused  on  a  common 
goal — E-business.  And  they  have  a  common  enemy — Microsoft. 
If  they  can  keep  it  to- 
gether, this  could  be 
the  beginning  of  a  new 
industiy  legend. 

By  Ira  Sager  hi  New  Yark  and  Catherine  Yayig  in  Wash- 
ington, with  Linda  Himelstein  in  San  Mateo,  Neil  Gross  in 
New  York,  and  bureau  reports 
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COMMENTARY 


By  Robert  D.  Hof 

SUN  NEEDS  A  DISPOSITION  TO  MATCH 


What  a  week  for  Sun  Microsys- 
tems Inc.  and  its  CEO,  Scott  G. 
McNealy.  On  Nov.  17,  it  won 
le  first  round  in  its  lawsuit  charging 
[icrosoft  Corp.  vath  breaching  its 
mtract  to  use  Sun's  Java  software, 
hat  put  Sun  and  McNealy  firmly 
ick  in  the  driver's  seat  with  the 
)ftware  widely  seen  as  a  threat  to 
icrosoft's  Windows. 
Then,  on  Nov.  24,  Sun  became  the 
ichpin  in  the  deal  for  America  Online 
ic.  to  buy  Netscape  Communications 
orp.  Suddenly,  years 
ler  co-founding  Sun  as 
maker  of  arcane  engi- 
jeiing  computers,  Mc- 
ealy  has  emerged  as  a 
direction-setter  not 
ily  for  computer  hard- 
ai-e  but  Internet  soft- 
ai'e  and  electronic  com- 
erce  as  well. 
tASH  TALK.  Scott  Mc- 
ealy,  elder  statesman 
r  the  Net  Economy? 
it  sounds  improbable, 
ten  the  problem  fac- 
g  an  othei-wise  rising 
in  becomes  clear.  Mc- 
ealy  has  always  set 
in  apart  from  the  in- 
istiy  mainstream.  He 
ves  to  make  brash 
•onouncements  about 
vals,  like  calling  Win- 
)ws  a  "hairball"  and 
smissing  industiy  consortia  as  "big 
it,  no  cattle."  Today,  more  than  ever, 
cNealy  positions  Sun — which  de- 
^s  its  own  hardware,  chips,  and 
ftware — as  the  lone  holdout  against 
e  personal  computer  duopoly  of 
icrosoft  and  Intel  Corp. 
McNealy  now  has  a  chance  to  play 
pivotal  role  in  the  development  of 
e  entu'e  industiy — and  for  that  mat- 
r,  in  the  development  of  how  other 
dustries  use  technology.  But  first,  he 


needs  to  lose  the  isolationism  and  tiy 
a  httle  more  diplomacy. 

In  an  industry  accustomed  to  coop- 
erating on  setting  standai'ds.  Sun  has 
an  image  of  being  difficult  to  work 
with,  consistently  putting  its  own  de- 
velopment priorities  ahead  of  the 
needs  of  its  many  partners.  That 
could  prove  a  major  stumbhng  block 
to  McNealy's  prospective  leadership  of 
an  effective  alKance  against  Micro- 
soft's hegemony. 

Even  erstwhile  partners  such  as 


JAVA  PAPA:  Stin 's  Baratz  is  trying  to  reach  out  to  Sim 


Hewlett-Packard  Co.  and  ibm  com- 
plain about  Java — unhappy  with  the 
way  Sun  meets  other  companies' 
needs.  They  say  Sun  insists  on  total 
control  over  the  direction  of  Java  yet 
is  slow  to  develop  ci-ucial  technologies 
to  make  it  a  broad  altemative  to  Win- 
dows. For  instance,  while  Sun  is  now 
part  of  the  International  Standards 
Organization's  industiy  standards-set- 
ting process,  it  still  insists  that  li- 
censees hew  to  its  own  definition  of 


Java  and  cede  any  improvements  to 
Sim  itself.  Says  Jim  Bell,  general 
manager  of  hp's  Embedded  Software 
Operation:  "A  lot  of  things  they  ac- 
cuse Microsoft  of  doing,  they  do  them- 
selves." Adds  a  computer  industry 
ceo:  "If  anything  is  going  to  kill  Java, 
it's  Sun's  stranglehold." 

Alan  Baratz,  president  of  Sim's 
Java  softwai'e  unit,  admits  Sun  helped 
create  a  lift  wdth  some  partners,  such 
as  HP,  by  pricing  components  too  high 
for  the  low-cost  computer  mai'ket. 

"The  consumer  mar- 
kets are  new  to  Sun, 
and  we're  learning." 

To  its  credit,  there 
are  signs  that  Sun  is 
taking  criticisms  to 
heart.  Next  month,  for 
instance,  it  is  expected 
to  give  licensees  a  big- 
ger role  in  guiding 
Java's  evolution.  And 
many  of  Java's  900,000 
developers  think  Sun 
is  doing  just  fine.  "We 
do  tliink  there  is  an 
opportunity  to  be  more 
flexible,"  says  Baratz. 

In  the  end,  the 
proof  is  not  in  what 
McNealy  says  but  in 
what  he  does.  As  he 
notes,  his  outsider 
's  licensees      stance  "certainly  didn't 

keep  us  Irom  doing  a 
deal  with  aol,  even  though  they're  a 
partner  to  Microsoft."  Indeed,  for  all 
his  trash  talk,  McNealy  knows  how  to 
work  on  a  team.  An  avid  hockey  play- 
er, he's  known  on  the  ice  for  quick 
passes  to  set  up  others  to  score.  Now, 
more  than  ever,  it  wiU  behoove  him  to 
take  that  attitude  from  the  rink  to  the 
boardroom. 

Hof  cavers  Sun  for  business  week 
from.  San  Mateo,  Calif. 
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JUSTICE  STILL 
HAS  A  CASE 

AOL-Netscape  doesn't  kill  its  argument 

Microsoft  wasted  no  time  pouncing  on  the 
news.  Just  hours  after  the  morning  pa- 
pers reported  that  America  Online  was 
negotiating  to  buy  Netscape,  Microsoft 
General  Counsel  William  Neukom  gath- 
ered reporters  on  the  fi-ont  steps  of  the  E. 
Barrett  Prettyman  federal  couithouse  in 
Washington,  D.  C.  The  merger,  he  de- 
clared, proves  that  the  antitrust  case 
against  his  company  was 
unnecessary.  "The  pro- 
posed deal  demonstrates 
a  simple  tiuth:  There  is 
vigorous  competition  in  the  marketplace, 
and  Microsoft  faces  resoui'ceful  and  capable 
competitors,"  said  Neukom,  who  suggested 
that  the  government  should  simply  drop 
its  case.  "From  a  legal  standpoint,  tliis  pro- 
posed deal  pulls  the  rug  out  from  under 
the  government." 

Nice  tiy.  Sui-e,  a  merger  between  Amer- 
ica Online  and  Netscape — plus  an  alliance 
between  them  and  Sun  Microsystems — 
does,  as  Neukom  points  out,  give  Microsoft 
a  potent  new  competitor  But  it  is  far  ft'om 
the  legal  landmine  for  the  tmstbusters  that 
Neukom  suggests.  "This  certainly  doesn't 
help  Justice's  case,  but  it  doesn't  kill  it  ei- 
ther," says  New  York  antitrust  attorney 
Stephen  M.  Axxin. 

LIGHTER  REMEDIES?  News  of  the  deal  heljjs 
Microsoft  Corp.'s  legal  team  in  two  ways. 
First,  it  casts  doubt  on  one  of  the  tmst- 
busters' key  claims:  that  the  software  gi- 
ant's aggressive  tactics  can  succeed  in 
killing  off  competitive  threats,  such  as  those  posed  by 
Netscape  Communications  Coi^.'s  Internet  browser  and  Sun 
Microsystems  Inc.'s  Java  programming  language.  By  im- 
proving the  prospects  for  both  of  those  products,  the  deal 
could  allow  Judge  Thomas  Penfield  Jackson  "to  draw  the  in- 
ference that  the  market  effect"  of  the  company's  allegedly 

])redatory  actions  has 
been  less  damaging 
than  the  government 
claims,  says  George 
Mason  University  School  of  Law  antitrust  professor  Ernest 
Gellhorn.  That,  in  turn,  will  make  it  harder  for  Justice  to 
prove  that  Microsoft  broke  the  law. 

Second,  in  the  event  of  a  government  victory  in  the 
antitiTist  suit,  Jackson  may  find  that  serious  restrictions  on 
Microsoft's  ftiture  business  practices  are  not  necessaiy.  By  il- 
lustrating that  Microsoft's  competitors  are  able  to  band  to- 
gether, the  deal  diminishes  the  urgency  of  judicial  intei-vention 
in  the  marketplace  and  "suggests  that  there  is  a  self-cor- 
recting process  at  work  that  may  outstrip  the  court's  ability 


to  implement  a  cure,"  says  William  Kovacic,  a  visiting  rt 
fessor  of  antitrust  law  at  George  Washington  Univerit 
School  of  Law.  Adds  Neukom:  "This  is  exactly  the  t\  i 
area  whei-e  judges  should  tread  lightly." 

Nonetheless,  Microsoft  is  hardly  in  the  clear.  In  his  t 
mony  on  Nov.  23,  economist  Fi-ederick  R.  Wairen-Boulton 
govermnent's  expert  witness,  argued  that  Netscape's  dec 
to  sell  out  to  America  Online  Inc.  actually  demonstrates 
badly  Microsoft's  tactics  weakened  the  onetime  Inter 
browser  leader  He  told  the  court  that  Netscape,  once 
most  promising  startup  in  the  U.  S.,  now  had  little  choice 
to  merge.  "It's  an  unfortunate  outcome  of  what  Micr 
has  been  doing,"  said  Warren-Boulton. 
"STRONG  INDICATION."  Justice's  lead  prosecutor,  David 
also  sees  fi-esh  proof  of  Microsoft's  market  power  in  the 
deal.  AOL  CEO  Steve  Case  has  said  he  still  wants  to  r( 
his  arrangement  with  Microsoft  that  gives  AOL  a  prefe 
position  on  Windows'  opening  screen — even  if  that  m 
continuing  to  make  Microsoft's  Internet  Explorer  aol's 
ferred  browser,  rather  than  Navigator,  the  competing  f 
uct  made  by  its  putative  subsidiary,  Netscape.  That, 
Boies,  is  "a  strong  indication"  of  Microsoft's  contin 
leverage. 


Cover  Story 


MICROSOFT'S  NEUKOM:  A  valiant  afteiiipt  to  ivin  a  late-in-tJie-da ij  dismis 


Wliile  the  deal  may  undeimine  the  arguments  for  ext 
remedies — such  as  a  Microsoft  breakuj) — it  does  little  t( 
credit  the  basic  need  for  the  types  of  steps  that  Judge 
son  is  most  likely  to  seek.  For  example,  many  of  Micro 
comjjetitors  would  like  restrictions  on  the  company's  abili 
stiike  exclusive  contracts  with  business  partners.  Micros 
able  to  force  partners  to  agree  to  these  deals,  rivals 
because  of  the  monopoly  of  its  desktop  operating  systen 
fact  of  life  that's  imlikely  to  be  changed  by  the  AOL-Neti 
combination. 

So  how  will  things  ultimately  turn  out'?  Kovacic  pre 
that  if  the  goveniment  prevails,  Jackson  will  ultimatel; 
limits  on  Microsoft's  exclusive  deals  but  that  they  mj 
"less  intinsive  ones"  than  he  would  have  established  wi' 
the  AOL-Netscape  deal.  That's  good  news  for  Bill  Neuk( 
Co. — and  no  doubt  a  welcome  relief  after  weeks  of  si 
goveniment  witnesses  and  awkward  videotaped  testimoi 
ChaiiTnan  William  H.  Gates  III.  But  Microsoft  is  by  no  n 
out  of  the  woods. 

By  Mike  Fmiice.  with  Paula  Dwyer,  in  Washington, 
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COMMENTARY 


By  John  Carey 


BIG  TOBACCO  MAKES  A  STINKY  BEDFELLOW 

Ho  sooner  had  the  attorneys  gen- 
eral of  eight  states  inked  their 
historic  deal  with  Big  Tobacco 
than  antismoking  activists  were 
pleading  with  other  fence-sitting 
states:  Don't  sign  it.  Smoking  foes 
argued  that  the  $206  bilHon  settle- 
ment was  riddled  with  loopholes. 

No  such  luck.  By  Nov.  20,  just  one 
week  after  the  deal  was  announced, 
the  46  states  that  hadn't  already  set- 
tled with  tobacco  signed — to  meet  a 
deadhne  pushed  by  the  industry.  "It's 
hard  to  say  that  getting  $7  billion 
over  25  years  isn't  in  the  long-term 
interests  of  Massachusetts  citizens," 
says  George  K.  Weber,  chief  of  tobac- 
co litigation  for  the  state. 

He's  right — if  the  goal  is  fattening 
state  coffers.  The  governors  can't 
wait  to  collect  so  they  can  enact  pop- 
ular tax  cuts  or  education  progi'ams. 
Says  University  of  Florida  law  pro- 
fessor Lars  Noah:  "This  was  the 
state  AGS  deciding  to  get  as  much  as 
they  can  while  the  industry  was  still 
interested  in  making  a  deal." 

On  the  other  hand,  if  the  goal  is  to 
reduce  smoking  and  tobacco- 
related  health-care  costs,  then 
it's  not  veiy  successful.  For 
example.  Big  Tobacco  agrees 
not  "to  take  any  action  the 
primary  purpose  of  which  is  to 
initiate,  maintain,  or  increase 
the  incidence  of  youth  smok- 
ing." But  kids  will  still  be  able 
to  get  tobacco-branded  clothes 
and  gear  from  coupons  in  ciga- 
rette packs — and  a  survey  in 


NICOTINE-STAINED:  State  attorneys  general  work  on  their  side  of  the  story 


sumers  how  the  industry  manipulates 
public  opinion — even  though  studies 
have  shown  that's  the  most  effective 
antismoking  message  for  kids.  When 
it  comes  to  public  health,  the  deal  "is 
a  complete  sham,"  concludes  cardiolo- 
gy professor  and  antismoking  activist 
Stanton  A.  Glantz  of  the  University 
of  Califomia,  San  Francisco. 

The  deal  also  closes  off  key  lines 
of  attack  for  antismoking  litigators. 
Suppose  a  city  wants  to  sue  tobacco 
to  recover  the  costs  of  smoking- 
related  illnesses,  much  as  the  city  of 
Chicago  is  now  doing  in  suing  gun 


J  The  states  may  have 


fattened  their  coffers,  but  they'll  have  to  do 
tobacco's  bidding  to  keep  them  that  way 


Massachusetts  showed  that  kids  with 
such  merchandise  were  three  times 
as  likely  to  smoke.  Large  billboards 
advertising  smoking  are  banned.  But 
companies  can  coat  neighborhoods 
with  smaller  signs. 

Or  consider  the  $L45  billion  to 
fund  a  national  foundation  to  reduce 
smoking.  Under  the  agreement,  the 
money  can't  be  used  to  tell  con- 


manufacturers.  The  deal  precludes 
such  local  suits — even  though  no  city 
is  party  to  the  deal. 

The  deal's  worst  flaw,  however,  is 
that  the  money  puts  the  states 
squarely  into  bed  with  industry.  Big- 
Tobacco  added  a  provision  that 
shrinks  the  payout  to  states  if  com- 
panies' market  share  drops  or  the 
federal  government  hikes  cigarette 


taxes.  That  means  every  dollar  col- 
lected by  new  federal  taxes  would 
mean  a  dollar  less  for  the  states,  ai 
a  35(Z  per  pack  tax  hike  would  leav( 
the  states  with  nothing. 

State  lawyers  say  higher  cigarett 
prices  are  a  good  thing,  period.  "Ou 
true  goal  is  reducing  smoking.  We 
are  willing  to  give  away  state  dollai 
to  do  that,"  says  one  AG  aide.  But 
imagine  what  will  happen  if  Congre 
decides  to  raise  cigarette  taxes.  Sue 
denly,  46  governors  would  risk  losin 
much  or  all  of  the  tobacco  money 
they'd  expected.  The  deal  gives  thei 
a  strong  incentive  to  lobby  against 
the  move.  No  wonder  Wall  Street  h 
bid  up  shares  of  Philip  Morris  Cos. 
and  RJR  Nabisco  Inc.  by  9.8%  and 
12.4%,  respectively,  since  details  of 
the  deal  began  to  surface  Nov.  9. 

This  may  be  the  best  settlement 
anyone  could  have  stmck  with  the 
industry.  And  it's  less  frightening 
than  the  one  proposed  in  June,  199' 
which  would  have  given  companies 
immunity  from  private  suits.  Still, 
state  AGS  should  have  learned  from 
the  story  of  Dr  Faustus:  Some  dea 
are  better  not  made  at  all. 


Carey  covers  the.  tobacco  wars  frc 
Washington. 
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WASHINGTON 


CAN  TOM  DELAY 
MEND  FENCES? 

A  corporate  critic  is  the  new  House  business  liaison 


Sui'e,  Bob  Livingston  is  about  to  be- 
come Speaker  of  the  House.  But 
for  business,  the  man  to  watch  in 
Washington  may  be  Majority  Whip  Tom 
DeLay  (R-Tex.). 

A  pugnacious,  hard-line  consei^ative 
who  enjoys  good  relations  with  Re- 
publican colleagues  and  the  Religious 
Right,  DeLay  went  unchallenged  for 
reelection  to  the  No.  3  House  GOP  post. 
More  important,  he  helped  Livingston 
lock  up  the  votes  to  become  Speaker. 
As  a  reward,  DeLay  talked  Livingston 
into  giving  him  an  added  role:  liaison  to 
the  business  community. 

The  prospect  of  dealing  with  DeLay, 
who  has  often  criticized  business  for 
fainthearted  support  of  gop  causes,  has 
some  lobbyists  rocking  in  their  Gucci 
loafers.  Formerly  the  head  of  an  exter- 
minating company,  DeLay  has  dose  ties 
to  small-business  interests.  But  he  has 
been  sharply  critical  of  Big  Business 
and  its  lobbyists  in  Washington. 

DeLay  couldn't  be  reached  for  com- 
ment. But  he  has  chai-ged  that  coiporate 
leaders  don't  put  enough  oomph — fi-om 
manpower  to  money — beMnd  Republican 
ciusades  for  tax  cuts  and  regiilatoiy  re- 
form. And  he's  upset  with  trade  associ- 
ations and  lobbying  firms  for  hiring  too 
many  Democrats. 

HERO  STATUS.  Friction  between  Big- 
Business  and  the  gop  leadership,  which 
is  more  comfortable  with  Rotaiians  than 
the  country-club  set,  is  nothing  new. 
But  outgoing  House  gop  Conference 
Chair  John  A.  Boehner  (R-Ohio),  who 
has  been  the  liaison  with  K  Street  lob- 
byists, voiced  his  complaints  cjuietly  and 
in  private.  DeLay,  by  contrast,  is  known 
as  "the  Hammer"  on  Capitol  Hill.  He 
led  the  impeachment  charge  against 
President  Clinton,  repeatedly  calling  on 
him  to  resign.  Business  reps  fear  that 
strong-aiTn  tactics  aimed  at  bludgeoning 
them  into  submission  could  become  a 
hallmark  of  DeLay's  reign.  Sighs  one 
disheartened  lobbyist:  "This  isn't  going 
to  be  pretty." 

Soui'ces  familiar  with  DeLay's  think- 
ing say  he  thinks  that  with  the  Repub- 
hcan's  slim  six-seat  edge,  closer  coordi- 
nation with  business  gi'oups  is  vital  to 
push  through  the  gop's  1999  legislative 
agenda — details  of  which  have  yet  to 


emerge.  "It  will  he 
easier  to  win  votes  if 
he  can  mobilize  the 
grass  roots  of  the 
business  community," 
says  John  Feeheiy,  a 
Republican  strategist 
and  former  DeLay 
aide. 

DeLay  will  insist 
that  companies  and 
trade  gi'oups  get 
more  directly  in- 
volved in  lU'ging  law- 
makers to  back  pro- 
business  bills.  "If  you 
go  to  him  and  say: 
We  really  need  this,' 
you're  going  to  be 
expected  to  tum  out 
your  troops,  not  just 
send  a  letter  from 
your  CEO,"  says  , 
lobbyist  close  to  the 
Texan.  Meanwhile, 
DeLay  will  keep  the 
pressure  on  K  Street 
to  hire  more  Repub- 
licans and  fatten  GOP 
political  wai"  chests — 
a  campaign  that  cor- 
porate reps  think 
amounts  to  meddling 
in  their  internal  af- 
fah's.  Sniffs  one:  "De- 
Lay  can't  say:  'Don't 

hire  Democrats,'  and  ,    ,  ,     .  ,  .        •       i  • 

till  expect  us  to  go  loDDyists  rocKing  m  their  Guccis 
over  his  possible  strong-arm  tactK: 


Called  "the  Hammer,"  DeLay  has 


out  and  round 
Democratic  votes 

DeLay  has  his 
fans  in  business  cir- 
cles. His  fi-ee-market 
\iews  and  opposition 
to  regulatoiy  enforcement  have  earned 
him  hero  status  among  small-business 
owners.  The  son  of  an  oil-drilling  con- 
tractor, DeLay  led  the  struggle  to 
deregulate  the  energy  sector.  That  fiz- 
zled last  year  but  could  be  revived  in 
the  next  Congress.  "Tom's  philosophy 
of  downsizing  government  and  relying 
heavily  on  the  market  system  is  what 
many  of  us  support,  too,"  says  Kenneth 
L.  Lay,  chairman  and  CEO  of  Houston 
energy  giant  Enron  Coi-p. 


HOUSE  MAJORITY  WHIP  DELAY:  FEISTY  BUT  POPULAR 


Still,  DeLay's  fervor  rankles  \ 
some  coi-porate  lobbyists.  His  1995  t 
paign  to  weaken  environmental  pro 
tions  with  spending-bill  riders  " 
overkill,"  says  one  business  rep 
"probably  set  back  the  cause  of  reg 
tory  reform  for  years."  After  the  g 
losses  in  1996,  DeLay  backed  off  ^ 
extreme  stances.  But  moderation  isn 
his  nature.  That  has  business  lobb\ 
bracing  for  whip-lash. 

By  Amy  Borrus  in  Washw; 
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COMIViENTARY 

By  William  C.  Symonds 


HARTFORD'S  HAIL  MARY'  PASS 


It's  one  for  the  record  books.  To 
lure  the  New  England  Patriots  to 
Haitford,  Connecticut  Governor 
John  G.  Rowland  helped  organize  the 
most  lavish  package  of  incentives  yet 
for  a  big-league  ball  team.  Not  only 
did  the  govemoi'  agi'ee  to  pick  up  the 
entire  $350  million  tab  for  building  a 
new  stadium  and  infrastinctiu'e  for 
the  site  where  Interstates  84  and  91 
meet  in  depressed  downtown  Hart- 
ford. He  also  pledged  $15  million  for  a 
"state-of-the-art  practice  facility"  and 
more  than  $100  million  to  maintain 
the  stadium  over  the  30-year  lease. 

Rowland,  a  Republican,  even  gaiar- 
anteed  the  sale  of  club  seats  and  lux- 
uiy  boxes,  which  could  cost  taxpay- 
ers up  to  $17.5  million  a  year.  In 
short,  the  Pats'  deal  is  "the  most 
egi-egious  example  yet  of  coiijorate 
welfare  for  a  sports  team,"  says 
Mark  Rosentraub,  a  sports-business 
expert  at  Indiana  University. 

So  why  did  Rowland  do  it?  "This 
is  the  800-pound  gorilla . . .  that  will 
bring  Hartford  into  the  next  centu- 
i-y,"  Rowland  exults.  Adds  Hartford 
Mayor  Mike  Peters:  "This  is  the 
biggest  thing  that's  happened  here  in 
40  years."  Tine,  the  68,000-seat  stadi- 
um is  the  cornerstone  of  a  $1.2  billion 
redevelopment  project,  and  Patriots 
owner  Robert  Ki-aft  did  pledge  $75 
million  to  build  a  convention  hotel 
and  an  nfl  entertainment  pavilion. 
But  he  will  own  both  facilities  and 
pi-ofit  from  them. 
"BUDGET  HOLE."  And  it's  no  secret 
that  the  fonner  home  of  Mark  Twain 
and  J.  P.  Morgan  has  seen  better 
days.  Its  insurance  industiy  has 
shrunk,  and  defense-related  jobs  have 
vanished.  Its  schools  are  in  such  bad 
shape  that  the  state  took  over.  And 
after  Connecticut  refused  to  build  a 
new  arena,  the  Hartford  Whalers 


hockey  team,  the  city's  sole  major 
league  team,  left  town  last  year. 
"We're  hungry,"  says  Rowland,  who 
argues  there  was  nothing  else  that 
could  provide  anywhere  near  the 
same  "turbo-boost  to  this  community." 

But  the  cost  is  breathtaking.  Con- 
necticut already  has  "some  of  the 
highest  debt  levels  in  the  nation," 
says  Standard  &  Poor's  analyst 
Aithur  Dial.  Now,  it  must  add  at 
least  $350  million  in  general-obhga- 
tion  bonds.  While  Connecticut  can 
draw  from  a  10%  tax  on  Pats'  tickets, 
taxes  on  the  player  salaries,  and  oth- 
er assorted  levies,  those  won't  be 
enough  to  cover  the  full  cost — at 
least  in  the  fii'st  years.  "I  can  almost 
guarantee  that  a  big  budget  hole  will 
be  created,  requiring  additional  taxes 
or  cuts  in  services,"  predicts  Smith 
College  economist  Andrew  Zimbahst. 

Rowland  says  he's  confident  all  125 
luxury  boxes  and  6,000 
club  seats  will  be 
sold,  meaning  the 
guai'antee  "will 
never  be  exer- 
cised." But  giv- 
en Hartford's 
relatively  small 
coiporate  com- 
munity, the  Pats 
will  have  to  draw- 
heavily  from 
Boston,  100 
miles  away. 


"That  could  be  a  tough  sell,"  warns 
Rosentraub.  "And  the  sale  of  premi- 
um seating  could  get  moi'e  difficult"  i^ii 
the  economy  weakens,  or  if  the  Pats 
play  poorly,  adds  Lany  Moulter,  ceo 
of  Woolf  Associates,  which  helped 
build  Boston's  Fleet  Center,  home  of 
the  Celtics  and  Bruins. 
POOR  POLICY.  Those  risks  might  be 
worth  it  if  the  Pats  would  truly  re- 
vive Hartfoi'd.  The  stadium  will 
transform  a  now  derelict  area  adja- 
cent to  downtown.  But  20  years  of 
research  indicates  that  recnaiting  a 
pro  team  at  most  produces  "a  very 
modest  economic  impact,"  says 
Rosentraub,  certainly  "nothing  like" 
the  vision  being  painted. 

Hartford  is  hardly  alone.  St.  Loui^i 
Baltimore,  and  Nashville  have  lured 
teams  with  deals  nearly  as  bad.  So 
Rowland  may  be  right  when  he  says 
this  is  the  best  he  could  do.  And  the 
public  seems  charged  up  enough  to 
get  the  deal  through  the  legislature 
before  the  Dec.  31  deadline. 

That  doesn't  make  it  good  public 
policy.  NFL  teams  are  owned  by  som^ 
of  the  wealtliiest  individuals  and  cor- 
porations in  America,  and  earn  more 
each  year  thi'ough  broadcasting  con- 
tracts. As  such,  they  are  among  the 
least  deserving  candidates  for  cor- 
porate welfare.  The  vrinner  in 
this  deal  is  owner  Kraft,  whc* 
started  negotiating  with 
Connecticut  after  Massa- 
chusetts refused  to  cougl 
up  even  $72  million  for  ; 
new  stadium.  But  until 
the  system  changes  or 
cities  open  their  eyes, 
this  is  one  game  where 
the  owners  are  likely  t( 
win  every  time.  , 

 1 

Symonds  watches 
sports  business  for 
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its  0  totally  different  way  to  stimulate  your  senses. 

2  Live!  experience  is  a  totally  different  way  to  interact  with  your  PC.  Our  multimedia  upgrades  take 
I  places  you've  never  been.  It's  seeing  and  hearing  for  the  first  time.  It's  being  there  without  ever  leaving 
ir  seat.  It's  the  adventure  of  a  lifetime.  Turn  your  PC  into  an  extraordinary  entertainment  center  — 
in  incredibly  affordable  price. 


cr?ii:ATiv 


www.soundbiast;^r.com/golive/ 

Creative  Technology  Ltd.  All  brand  or  product  names  listed  are  trademarks  or  registered  trademarks  and  are  property  of  tlieir  respective  holders.  If  you're  not  orv  the  net,  give  us  a  call  at  1 :800  998,5227  for  raoee  iritoririation. 
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WANT  TO  OWN 

A  PIECE  OF  THE  YANKEES? 

The  team  could  be  part  of  an  IPO  if  Cablevision  snags  it 

By  the  time  Cablevision 
Systems  Corp.  is  fin- 
ished, it  may  be  selling 
everything  New  Yorkers 
need  to  amuse  themselves — 
from  cable-TV  service  and  TV 
sets  to  sporting  events, 
movies,  and  Broadway 
shows.  Its  latest  addition? 
The  company  wants  to  add 
the  fabled  New  York  Yan- 
kees to  a  roster  of  sports 
teams  that  already  includes 
the  New  York  Knickerbock- 
ers and  New  York  Rangers. 

The  impetus  to  scoop  up 
the  World  Series  champs  is 
not  just  a  love  of  the  game. 
Cable\ision's  12-year  broad- 
cast rights  deal  for  the  ball 
club  ends  in  2000.  And  to 
keep  the  Yanks  in  the  fold — 
at  a  reasonable  price — Cable- 
vision  is  expected  to  pay 
team  owner  George  Stein- 
brenner  as  much  as  $600  mil- 
hon  for  a  majority  stake  in 
the  team.  Cablevision  and 
Steinbrenner  declined  com- 
ment for  this  stoiy. 

But  there's  more  to  this 
deal  than  keeping  Cablevi- 
sion subscribers  glued  to 
theu-  sets.  The  next  step  for 
Cablevision  is  to  spin  off  the 
subsidiary  that  would  own 
the  sports  teams  in  an  initial 
public  offering,  one  source 
close  to  the  company  says. 
That  entity,  Rainbow  Media 
Holdings  Inc.,  is  75%  owned 
by  Cablevision  and  25%  by 
NBC,  and  already  has  a  slew  of  media 
properties  including  Madison  Square 
Garden,  the  Knicks  and  Rangers,  Radio 
City  Music  Hall,  and  several  entertain- 
ment channels,  including  Bravo  and 
American  Movie  Classics. 
PRICEY  PROGRAMS.  Adding  the  Yankees 
to  that  rich  content  collection  could 
make  an  ipo  very  attractive,  says  ana- 
lyst Gary  A.  Farber  at  S.  G.  Cowen  Se- 
curities Corp.  Even  without  the  Yanks, 
he  values  Rainbow  at  $3.6  billion.  "If 
they  do  the  Yankee  deal,  they  should  do 
an  IPO,"  says  Fai'ber.  "If  anything's  been 


Steinbrenner  is  angling  to  keep 
running  the  club-and  possibly  the 
Knicks  and  Rangers  as  well 

THAT  CHAMPIONSHIP  SEASON:  WINNING  THE  '98  SERIES 


proven  out  in  the  cable  and  broadcast 
sector,  it's  the  high  price  of  program- 
ming. Investors  know  that  this  is  an 
extremely  valuable  commodity." 

Still,  Cablevision's  hard-charging  con- 
trolling shareholder  Charles  F.  Dolan 
must  satisfy  Yankee  boss  George  Stein- 
brenner first.  Steinbrenner  has  been  an- 
gling to  continue  mnning  the  baseball 
club  and  possibly  the  Rangers  and 
Knicks  as  well — a  prospect  that  may 
not  sit  well  with  the  Cablevision  execs 
already  in  charge.  In  the  end,  Cablevi- 
sion may  decide  to  acquire  only  a  mi- 


nority stake  giving  it  rights  to  acqr( 
control  down  the  road  and  snag  brd 
cast  rights.  "I  think  there  will  be  a  cal 
but  I  think  that  it's  going  to  take  lot 
for  eveiythiiig  to  work  thi-ough,"  saj  i 
source  familiar  with  the  negotiatior 
BROADWAY  BABY.  The  Yankees,  ho\ 
er,  are  but  one  piece  of  Cablevisi 
foray  into  New  York's  hot  entert 
ment  market.  The  company  recently 
nounced  deals  to  buy 
movie  theaters,  and  a 
lywood  source  says  Cali 
sion  execs  want  to  loul 
the  New  York  asset - 
Li  vent  Inc.,  the  Canad 
based  theatrical-produt 
company  that  has  fileii 
bankniptcy  protection, 
company  has  already  di) 
its  toe  into  live  theatei 
backing  the  Broadway 
duction  of  The  Scarlet  I 
pernel.  And  it  has  becnr 
top  retaUei'  of  consumer 
tronics  thi'ough  its  pun 
of  the  Nobody  Beat^ 
Wiz  chain.  Soon,  a  shi 
for  a  TV  set  at  a  Wiz  i 
could  be  offered  a  deal 
digital  set-top  box  and 
channels,  or  a  packa^' 
discounted  tickets  to 
sports  events,  movie^ 
Broadway. 

But  in  the  eat-or-bt 
en  media  jungle,  Cal; 
sion's  expanding  men 
properties  could  turn  it 
a  target.  With  its  3.4  ni 
cable  subscribers,  ample  j'. 
gTamming  assets,  and  stiif 
position  in  the  New 
media  and  entertain i 
market,  Cablevision  w 
appeal  to  a  lai'ger  medi;. 
pire.  Merrill  Lynch  & 
analyst  Jessica  Reif  C 
says  Rainbow  alone  i 
"obvious  target"  for  L 
ty  Media  Corp.,  the 
gi'amming  aiTn  of  Tele-( 
munications  Inc.  Liberty  and  Rail 
are  already  partners  with  Fox  Ei 
tainment  Group  Inc.  in  regional  s] 
progi'amming,  and  Liberty  will  be 
with  $5  billion  in  cash  once  the  acq 
tion  of  TCI  by  AT&T  closes.  [ 
Then  there's  TCi  itself,  which  alr(^ 
has  a  36%  nonvoting  stake  in  Cah 
sion.  So  far,  Dolan  has  shown  far  i 
interest  in  buying  than  selling.  But 
if  he  buys  the  Yanks,  the  game 
only  be  in  the  early  innings. 

By  Riclmrd  5. 
in  New 


ESEBURGER,  FRIES  AND  SOME  SALES  REPORTS  ON  THE  SIDE.]  HERE'S  A  PRODUCT  BASED  ON  A  SIMPLE,  HUMAN  TRUTH:  NO  MATTER  HOW  NICE 
PLUSH  YOUR  OFFICE  IS,  THERE  ARE  ALWAYS  HUNDREDS  OF  PLACES  YOU'D  RATHER  BE.  BUT  YOU  STILL  HAVE  TO  GET  WORK  DONE.  SO'WE 
^TEO  A  TOTAL  MOBILE  SOLUTION.  WITH  OUR  AMITY™  CN  MINI-NOTEBOOK  COMPUTER  AND  MOe/L£ACCESS™  CELLULAR  SMARTPHONE  THAT 
3LES  AS  A  WIRELESS  MODEM,  ANY  PLACE  CAN  BECOME  A  WORKPLACE.  AND  IF  THAT  PLACE  JUST  HAPPENS  TO  HAVE  A  FRIENDLY  WAITRESS  AND 
;E  BIG  SLICE  OF  APPLE  PIE,  WELL,  THAT  MAKES  IT  EVEN  BETTER.  THE  AMITY  CN  AND  M06/i.£ACCESS  PHONE.  JUST  A  FEW  MORE  EXAMPLES  OF 
INNOVATIVE  THINKING  CAN  CHANGE  THE  WAY  THE  WORLD  WORKS.  FOR  MORE  INFORMATION,  VISIT  US  AT  WWW.MITSUBISH1ELECTRIC.COM 
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MIKE  OViTZ  JUST  WANTS 
TO  ENTERTAIN  YOU 

His  plans  include  football,  theme  parks,  and  interactive  games 


For  months,  poten- 
tial investors  in  a 
new  Los  Angeles 
football  team  have 
made  their  way  to 
the  gated  home  of 
former  Hollywood  tal- 
ent agent  Michael 
Ovitz.  But  these  days, 
the  owTier  isn't  home. 
While  aides  show  off 
glossy  drawings  of 
the  $350  million  st;. 
dium  Ovitz  hopes  tn 
build  for  the  National 
Football  League  fi-an- 
chise  he  aims  to  at- 
tract, Ovitz  is  out  do- 
ing deals. 

The  man  once 
called  the  King  of  Hol- 
lywood is  plotting  his 
comeback.  In  months 
of  tireless  dealmaking, 
Ovitz  has  stmng  together  a  series  of  in- 
vestments that  may  produce  a  new  em- 
pire that  will  focus  largely  on  "out-of- 
home"  entertainment,  which  will  include 
everything  from  interactive  video  ai'cades 
in  malls  to  sports  teams  to  Broadway 
production  companies.  Simultaneously, 
the  onetime  chauTnan  of  Creative  Artists 
Agency  (caa)  is  building  a  new  talent- 
management  business.  Ovitz'  plan  is  to 
take  stakes  in  movies  and  TV  shows  cre- 
ated by  a  stable  of  wiiters,  producers, 
and  stars  he  would  manage,  and  also  to 
create  spin-offs,  such  as  video  games  or 
even  Broadway  shows,  that  would  lui'e 
consumers  to  liis  entertainment  outlets. 
COUNTERSUITS.  The  away-from-home 
entertainment  plan  is  not  exactly  a  new 
idea.  In  fact,  it's  essentially  the  same 
strategy  that  Ovitz'  former  boss  and 
onetime  friend,  Disney  Chairman 
Michael  D.  Eisner,  has  been  pitching 
for  years.  Disney  has  already  branched 
out  to  become  a  major  player  on  Broad- 
way— as  a  theater  owner,  producer  of 
live  stage  shows,  and  owner  of  two 
sports  franchises. 

Ovitz'  plans  for  the  Great  White  Way 
have  dimmed  a  bit  already.  On  Nov.  18, 
Livent  Inc.,  the  theatrical-production 
comjjany  in  wliich  he  invested  $20  million 
for  control,  filed  for  bankioiptcy  protec- 


OVITZ:  Tile  Livent  fiasco  has  some 
questioning  his  business  acumen 


tion.  Livent  founder 
Gaith  H.  Drabinsky  is 
suing  Ovitz,  chai-ging 
lie  conspired  to  oust 
him,  while  Livent  is 
suing  Drabinsky,  al- 
leging fraud.  The 
episode  has  raised 
questions  about  Ovitz' 
business  acumen. 

Scrambling  to  save 
the  company — and 
Ovitz'  plans  to  use 
it — Livent  is  shopping 
for  outside  investors 
to  provide  funds  for 
touring  companies  of 
such  Livent  shows  as 
Ragtime  and  Show- 
boat. One  possibility 
is  concert  promoter 
SFX  Entertainment 
Inc.,  whose  chairman, 
  Robert  F.  X.  Siller- 
man,  already  invests  in  touring  produc- 
tions. SFX  refused  comment. 

Along  with  Ohio-based  land  develop- 
er Herbert  Glimcher,  Ovitz  is  building  a 
1.5  miUion-square-foot  mall  in  Port  Eliz- 
abeth, N.J.  Ovitz'  main  contribution:  a 
150,000-square-foot  entertainment  com- 
plex with  interactive  sports  games,  a 
wide-screen  movie  theater,  and  other 
entertainment.  He  plans  to  team  up 


vrith  architect  David  Rockwell  and  lu 
ry  and  Jim  Loeks,  who  ran  Sony  Co). 
theater  chain,  to  build  similar  compa 
es  in  shopping  malls  around  the  couin 

But  Ovitz  also  wants  writers,  proijc 
ers,  and  stars  to  create  the  contenf^ 
can  use  to  Im-e  consumers  to  his 
aters  and  other  entertainment  ven 
To  that  end,  he's  launching  a  firn 
manage  the  careere  of  up-and-cominjj 
tors,  hotshot  dii'ectors,  and  sports  si 
He  has  signed  up  a  dozen  agents, 
executives  in  Hollywood  expect  Ovit 
try  to  sign  former  caa  clients,  such  m 
rectoi-s  Sydney  Pollack  and  Francis  ( 
pola.  He  has  already  recruited  ta 
managers  Rick  Yom  and  his  sistei 
law,  Julie  Silverman  Yorn,  whose  clii 
include  Matt  Dillon  and  Ed  Bums, 
plan  is  to  let  the  actors  and  dire( 
get  a  piece  of  the  mo\ies  or  telex 
shows  they  create.  Ovitz  plans  to  in 
in  the  productions  and  eventually  n  t. 
games  or  theme-park  rides  out  of  thr 

Meanwhile,  Ovitz  is  laying  on  ; 
glam  to  land  that  football  team.  In 
October,  he  presented  his  plan  to  a 
cial  NFL  owners  meeting  in  Kansas  ( 
Mo.  Ovitz'  pitch  was  pure  Hollywoi  i 
12-minute  videotape  including  om 
the  female  stars  of  Bay  watch.  He 
tends  to  call  his  Mission-style  stad 
The  Hacienda,  with  a  bell  tower  i; 
rings  with  each  touchdo-Aii.  Next  do( 
shopping  mall  will  be  decorated  v*^ 
logos  from  the  31  nfl  teams  and  li 
its  own  NFL  inter-active  pavilion.  "\' 
very  impr-essive,"  says  nfl  Comi 
sioner  Paul  Tagliabue  of  the  show.  "I 
Hollywood."  Indeed  it  was.  But  that  i 
course,  is  Michael  Ovitz'  stock  in  tr; 

By  Ronald  Graver  in  Los  Aug" 
and  Joseph  Weber  in  Toronto,  /> 
Richard  Siklos  iu  New  York 
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BROADWAY  SHOWS 

PROFESSIONAL 
FOOTBALL 

SHOPPING  MALLS 


ENTERTAINMENT 
CENTERS 


:  Invested  $20  million  and  controls  a  27.8%  stake  in  theater- 
;  production  company  Livent,  now  in  bankruptcy 

:  Is  managing  partner  in  a  group  seeking  a  National  Football 
:  League  franchise  and  authority  to  build  a  $350  million  stadium 
;  alongside  a  shopping  mall  in  Carson,  Calif. 

Has  a  minority  interest,  with  Glimcher  Realty  Trust,  in  a 
:  development  company  for  entertainment-themed  shopping  malls 
;  in  Port  Elizabeth,  NJ.,  and  Columbus,  Ohio 

;  Has  a  one-third  interest,  with  David  Rockwell  and  Barry  and 
Jim  Loeks,  to  build  interactive  and  themed  entertainment  centers 


TALENT  MANAGEMENT ;  Has  recruited  Hollywood  talent  managers  and  literary  agents  to 
COMPANY  i  form  a  firm  to  represent  actors,  writers,  directors,  and  sports  stai 
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WE  ENABLE  60%  OF  ALL  INTERNET  CONNECTIONS. 
WE  DRIVE  70%  OF  THE  WORLD'S  FAX  MACHINES. 
WE  EMPOWER  80%  OF  CDMA  CELLULAR  PHONES. 

NOT  BAD  FOR  A  COMPANY  NOBODY'S  EVER  HEARD  OF. 


or  more  than  30  years,  Rockwell 
emiconductor  Systems  has,  some- 
what invisibly,  changed  the  way  the 
/orld  communicates.  •  From  PCs  to 
k  machines.  Printers  to  cellular 
hones.  Video  games  to  corporate 
etworks.  •  Now  we're  announcing 
ne  more  change;  our  name.  •  We 
re  now  Conexant,  the  world's 
irgest  semiconductor  company 
Jtally  dedicated  to  communica- 
ons  technologies. 


Forward-looking  technologies  that  are 
usable  today.  •  Like  super  fast  modems, 
affordable  videoconferencing,  color  fax 
machines  and  TVs  that  think  they're 
computers.  •  We're  uniquely  qualified  to 
chart  the  future  of  communications 
electronics.  •  We  were  doing  it  even 
before  there  were  personal  computers. 
In  other  words,  we  know  what's  next. 
Because  we're  there  today. 


CONEXANT 

What's  next  in  communications  technologies.^ 


WWW   Conexant  com 


Imagine  a  world  which  gets  progressively  cleaner. 

Imagine  a  world  where  city  planning  actually  improves  the 
quality  of  people's  lives. 

Imagine  a  world  where  new  forms  of  communications 
technology  are  more  user-friendly. 

Vivendi  has  already  imagined  this  world.  What  is  more,  we 
have  begun  to  build  it.  Our  water  companies  are  continually 


improving  the  quality  of  supplies  to  more  than  80  mlllio 
around  the  world.  Our  waste  management  systems  ei 
recycling.  Our  power-generating  stations  lead  the  way  i 
efficiency.  Some  even  use  waste  as  fuel. 

Thanks  to  Vivendi  companies,  transportation  system 
across  Europe  are  better  planned  and  more  cost-effecti< 

Every  year,  our  construction  companies  manage  ovei 


ji  und  the  world.  Recent  projects  have  included  the  Stade 
I  .e.  Cairo's  new  rapid  transit  system  and  the  Vasco  da 
jl  idge  in  Lisbon. 

I    have  also  become  a  major  player  in  the  field  of  com- 
ii  ons,  providing  easy  access  to  mobile  phone  networks, 
net  and  digital  media. 

MITTED    TO     MEETING  YOUR 


Reading  this,  you  might  deduce  that  such  wide-ranging 
activities  are  commensurate  with  considerable  financial  growth. 

And  you'd  be  right.  Vivendi  is  one  of  Europe's  largest  companies, 
with  annual  revenues  approaching  $35  billion. 

All  things  considered,  it  seems  that  when 
the  customer  comes  first,  success  soon  follows. 


FE'S     EVER-CHANGING  NEEDS. 


www. Vivendi, com 
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THE  INTERNET 


OnCart,  based  in  Lombard,  111.,  learned 
a  similar  lesson  and  shut  down  in 
March. 

Still,  the  opportunity  is  so  large  that 
companies  are  working  overtime  to  fig- 
ure out  ways  to  make  online  groceries  a 
success.  Forrester  predicts  that  Internet 
food  and  beverage  sales  v^ill  increase 


THE  MEAT  AND  POTATOES 
OF  ONLINE  SHOPPING? 

Not  yet-but  food  cyber-retailers  are  still  trying  to  get  it  right 

As  the  skyi'ocketing  prices  of  E-com- 
merce  stocks  such  as  Amazon.com 
attest,  the  concept  of  shopping  on 
the  Internet  is  catching  on,  big  time. 
Millions  of  consumers  now  routinely  or- 
der books,  videos,  airline  tickets — you 
name  it — over  the  Net  to  avoid  a  trip  to 
the  mall.  They're  buying  everything,  it 
seems — except  groceries. 

That's  not  for  a  lack  of  companies  tiy- 
ing  to  get  folks  to  ordei'  gi'oceries  via 
their  PC's.  More  than  a  dozen  companies 
have  gone  after  what  seems  like  a  gi'eat 
opportunity:  helping  the  busy  computer- 
ovming  famihes  that  make  up  the  most 
profitable  slice  of  the  .$400  billion  gi-ocery 
industry  skip  a  trip  to  the  store.  But 
so  far,  the  business  is,  well,  small  pota- 
toes: close  to  $200  million  a  yeai;  making 
it  the  laggard  of  E-commerce. 
FATAL  FLAW.  Now,  the  industry  is  go- 
ing through  a  shakeout.  The  hottest 
company  of  a  year  ago.  New  York- 
based  NetGrocer  Inc. — which  had  deals 
with  America  Online  Inc.  and  Yahoo! 
Inc.  plus  backing  from  Cendant  Corp. — 
has  fired  its  ceo  and  laid  off  more  than 
half  of  its  staff.  The  problem:  NetGro- 
cer modeled  itself  after  Amazon,  set- 
ting up  a  national  shipping  center  and 
mailing  dry  goods  across  the  country. 
That's  expensive.  It  also  left  consumers 
wanting  for  eggs  and  butter.  That,  says 
Maria  LaTour  Kadison,  an  analyst  in 
Forrester  Research  Inc.'s  online  retail 
division,  is  the  biggest  obstacle:  "You 
still  have  to  go  to  the  grocery  store." 


SALES  INROADS  ON  THE  NET 
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ONLINE  SALES 
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BYPRODUCT 


tactic  of  sending  green-aproned 
ployees  to  pick  items  off  supermarl 
shelves,  it  will  boost  efficiency  and  k 
er  its  prices.  Its  existing  seven  m 
kets  will  gradually  shift  to  the  n 
model.  Since  the  start  of  Novemt 
shai'es  of  the  Skokie  (111.)  company  h' 
jimiped  55%,  to  6.  Peapod  revenues 
bled,  to  $60  million,  last  year,  tho 
analysts  predict  it  won't  show  a  pr 
until"  2001. 

Still,  Peapod  faces  some  big  hurd 
Since  it  will  continue  to  buy  the  gd 
from  its  already  established  retail  pj 
ners — not  wholesalers — it  may  miss 
on  the  best  prices  for  its  consume 
Rivals  ShopLink  and  Streamline, 
contrast,  have  deals  with  wholesaler 
The  online  activity  has  piqued  the 
terest  of  the  retail  grocery  gianti 
which  could  provide  intense  comp< 
tion,  the  way  that  Barnes  &  Noble 
Inc.  now  is  challenging  j 
Amazon  in  books.  Royal  \ 
Ahold,  the  Dutch  parent 
of  Giant  and  Stop  & 


fiftyfold— to 
$10  billion— 
in  the  next 
five  years, 
while  sales  of 
many  other 
items  such  as 
books  vrill  only 
quintuple. 

So  invest- 
ment continues. 
In  October,  Nord- 
strom Inc.  paid  $23  - 
million  for  a  minority  share 
of  Streamline  Inc.,  a  Westwood  (Mass.) 
company  that  fills  orders  for  dry  goods, 
videos,  and  other  items  over  the  In- 
temet.  Says  Nordstrom  Co-President  J. 
Daniel  Nordstrom:  "Customers  might 
like  to  take  care  of  the  new  dress  shirt 
as  well  as  the  gi'oceries."  Wliole  Foods 
Market  Inc.,  the  health-food  chain 
based  in  Austin,  Tex.,  plans  a  Web- 
based  store  for  next  March.  And  dur- 
ing the  week  of  Dec.  7,  Peapod  Inc., 
the  largest  online  grocer  wiW  set  up  a 
warehouse  on  Long  Island  from  which 
it  will  deliver  gi'oceries  across  the  New 
York  area. 

Peapod's  move  could  start  to  turn 
the  tide,  analysts  say.  By  moving  to 
warehouses  and  abandoning  its  original 


BEWARE  THE  BIG  FISH 

"If  you  ever  prove  it  wor 
Wal-Mart's  going  to  come 
in  and  blow  you  out  of  the 
water,"  says  Whole  Foods'  Macke 

Shop,  is  experimenting  with  online  | 
ceries  in  the  U.  S.  and  Europe  i 
thinks  online  sales  could  represent 
tween  5%  and  10%  of  its  total — or 
much  as  $4  billion — in  five  years.  " 
see  a  big  ftiture  for  this,"  says  Ah 
Executive  Vice-President  Hans  Gob 

For  now.  Ahold  is  one  of  the  m 
aggressive  real-store  players  onh 
But  that  could  change  fast.  "If 
ever  prove  it  works,"  says  Wh 
Foods  CEO  John  Mackey,  "Wal-Ma 
going  to  come  in  and  blow  you  out 
the  water."  Maybe.  But  if  there's 
axiom  on  the  Net,  it's  that  there's  rc 
for  upstarts. 

By  David  Leonhardt  in  Chicago,  % 
hureau  reports 


Your  competitor's  largest  customer 
needs  product  fast. 

Can  you  deliver  first? 


Do  you 


know 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  information  you  need  to  run  your  business  That's  because  most  application 
software  automates  )ust  the  back  office — or  just  the  front  office.  Oracle"  Applications  integrate  your  entire  business — sales,  service,  supply  chain, 
manufacturing,  accounting,  projects,  human  resources.  Everything.  Our  applications  capture  all  the  information  needed  to  provide 
a  complete  view  of  what's  going  on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date  information  and  impact 


on  shareholder  value.  We  call  it  business  intelligence.  And  it's  from  Oracle.  Now  you 
know.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 
1-800-633-0769,  ext.  16301,  or  visit  u  wu'.oracle.cotnl infol09  today. 

©1998  Oracle  Corporation,  All  rights  reserved.  Oracle  is  a  registered  trademark  ot  Oracle  Corporation. 
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Applications 


Most    firewalls    are    like    b  u  I  I  e 


Enter  the  Gauntlet  Active  Firewall. 

Ever  wonder  if  your  firewall  really 
works?  how  would  you  know  before 
it's  too  late?  those  nagging 
questions  are  easy  with  network 
Associates'  patent  pending  Gauntlet 
Active   Firewall  technology. 

□  auntlet  is  the  only  firewall  that 

COMES  WITH  CyBERCOP  INTRUSION 
DETECTION  BUILT  IN,  GIVING  YOU 
INTEGRATION  THAT  CAN  ONLY  COME  WHEN 
BOTH  PRODUCTS  ARE  ENGINEERED  BY  THE 
SAME  TEAM  AT  THE  SAME  COMPANY. 

Intrusion  Detection  8  Antivirus  Built  Right  In. 

CyberCop  Scanner,  our  vulnera- 
bility  ASSESSMENT    MODULE.  TUNES 

□  auntlet    by    simulating    an  ACTUAL 

hacker  attack  and  cracking  pass- 
words inside  your  network.  when 
CyberCdp  Scanner  compromises 
your  network  security,  it  can 
proactively  terminate  external 
wam  access  without  administrator 
intervention,  preventing  the  break-in 
from  becoming  a  real  world  attack, 
Meanwhile,   CyberCop  Network 
passively  monitors  your  network 


oof  vests 


That's    the  problem 


hacker  signatures  while 
:rCdp  Server  audits  system 
files  in  real  time.  together 

WEBSHIELD  (AWARD-WINNING 
VIRUS  SCANNING  FDR  INTERNET 
WAYS   AND    MICRQSDFT   NT  PROXY 

ERS),  Gauntlet  Active  Firewall 

v/IDES  THE  ONLY  COMPLETE, 
GRATED  SECURITY  SOLUTION 
.ABLE  TODAY. 

;st-of-Breed  8  Integration  without  Compromise. 

/  YOU  NO  LONGER  HAVE  TO 
'IFICE  BEST-DF-BREED  TECHNOLOGY 
TIGHT  INTEGRATION  AND  SINGLE 
3qR    SUPPORT.    WITH  GAUNTLET 

VE  Firewall,  any  suspicious 

/ITY  AUTOMATICALLY  GENERATES  A 
IBLE  TICKETT  TO   OUR    MAGIC  TOTAL 

/ICE  Desk  and  then  activates 
Tool's  event  manager  and 

ting  module         all  without  any 

ivn  intervention.  it's  like  ddu- 
3  your  network  administration 
=dwer  overnight. 


le  Product  of  Choice. 


MTLET  AND  NETWORK  ASSOCIATES 
THE    CHOICE    OF   THE    US  MILITARY 


AND  THE  INTELLIGENCE  COMMUNITY,  NOT 
TO  MENTION  BEING  THE  WORLD  LEADER  IN 
SECURITY  SOFTWARE.  WE  OFFER  A 
COMPLETE  FAMILY  DF  NET  TOOLS  NETWORK 
SECURITY  AND  MANAGEMENT  SUITES. 
MAKING  US  THE  ONLY  COMPANY  TO 
CHOOSE  WHEN  SECURITY  REALLY  MATTERS. 

Net  lools:  The  Solution  for  Securing  and  Honaging 
your  NI  Network. 

Net  Tools  combines  the  complete 
security  of  our  net  tools  secure  sufte 
of  antivirus,  firewall,  intrusion 
dt  ill  i  ion,  vpn,  encryption  and  digital 
certincate  authentication  with  net  tools 
Manager,  the  world's  leading  network 
performance  management  sollttion  and 
integrated  service  desk.  combined,  thetit 
all  become  net  tools.  the  only 
comprehensive  microsoft  windows  nt 
distributed  systems  management 
SOLUTION.  Call  a  □  Q  ■  3  3  2  -  9  9  6  6  . 
DEPT.    1  943   FOR   OUR   WHITE  PAPER 

ON  Active  Firewall  Integrated 
Security  Solutions  or  visit  our 
website  at  www.nai.com.  Now 
that's  bullet-proof  protection  you  can 

COUNT  ON.  HASTA  LA  VISTA  HACKERS. 


PCP  Toidl  Nctwrk  Scainw 


McAjec  Total  Viw>  Defense 


Sniffer  Total  Network  Visihility 


Ma^ic  Total  Service  Desk 


^network 


ASSOCIATE 


Who's  watching  your  network 


In  Business  This  Week 
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GRIST  FOR  PAPER'S 
MERGER  MILL 

THE  PAPER-PRODUCTS  INDUS- 
try  continues  to  contract.  On 
Nov.  24,  International  Paper, 
at  $20  billion  the  largest 
paper-products  company  in 
the  world,  announced  it  was 
buying  competitor  Union 
Camp  for  $6.6  billion.  The 
deal  comes  just  two  months 
after  Union  Camp  announced 
a  restructuring  to  cope  with 
the  effects  of  the  Asian  cri- 
sis. Because  fewer  U.  S. 
products  are  being  wrapped 
and  packaged  and  sent  to 
Asia,  the  industry  is  in  a 
funk.  But  IP  Chief  Executive 
John  Dillon  says  the  deal 
isn't  about  tightening  capac- 
ity. "This  is  about  putting 
two  very  strong  companies 
together  and  making  them 


CLOSING  BELL 


STILL  SINGLE 

Lehman  Brothers  is  a  lot  like 
a  confirmed  bachelor — plenty 
of  marriage  rumors,  but  the 
venerable  investment  bank 
never  makes  it  to  the  altar. 
Still,  nuptial  rumors  keep 
moving  the  stock:  On  Nov.  23, 
Lehman's  stock  rose  to 
$54.50.  In  the  wake  of  the 
Bankers  Trust-Deutsche 
Bank  deal,  mvestors  think 
Lehman  could  sell.  But 
Steven  Eisman,  a  financial 
services  analyst  at  CIBC 
Oppenheimer,  says  that's 
unlikely:  Management  is 
against  it,  and  the  most  like- 
ly buyer,  Deutsche,  is  gone. 
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better,"  he  told  analysts. 
Meanwhile,  Smurfit-Stone 
Container,  which  was  created 
by  a  megamerger  earlier  this 
year  and  is  shouldering  $6.5 
billion  in  debt,  is  cutting 
back.  It  announced  on  Nov. 
24  that  it  would  lay  off  3,600 
workers,  idling  facilities  that 
produce  1.1  million  tons  of 
paper  products  and  taking  a 
one-time  charge  of  up  to 
$350  million. 

EXPECT  LAWYERS  TO 
TIE  UP  Mors  LINES 

HERE  COME  THE  SUITS.  ON 

the  heels  of  a  Nov.  10  ruling 
by  the  Federal  Communica- 
tions Commission  that  MCi 
Communications  overcharged 
some  of  its  customers,  attor- 
neys are  scrambling  to  file 
class  actions.  The  FCC  deter- 
mined that  MCI  had  unfairly 
charged  some  customers 
"nonsubscriber"  rates  of  38(? 
a  minute  plus  a  $2.49  con- 
nection fee.  The  practice 
may  have  affected  millions 
of  customers.  On  Nov.  20, 
two  class  actions  were  filed. 
An  MCI  spokesman  says  the 
company  is  proposing 
changes  in  its  rates  to  satis- 
fy the  FCC. 

FEDEX  STOPS 
DELIVERY  ON  A  UNION 

UNIONIZING  FEDERAL 

Express'  140,000  workers  has 
long  been  the  dream  of  labor 
organizers.  That  now  seems 
more  unlikely  than  ever.  The 
Memphis-based  express-de- 
livery giant — one  of  the  few 
neai'ly  union-free  shops  among 
major  transportation  compa- 
nies— is  likely  to  remain  that 
way.  With  FedEx  founder 
Fred  Smith  threatening  to 
outsource  hundreds  of  their 
jobs,  the  company's  3,500 
unionized  pilots  on  Nov.  20 
sciTibbed  a  Dec.  3  strike  vote. 
Analysts  say  the  about-face 
by  the  pilots  dashes  any 
hopes  of  organizing  FedEx' 
other  employees. 


HEADLINER:  OPRAH  WINFREY 


WHAT  WOMEN  REALLY  WANT? 


Oprah  Winfrey  is  investing 
with  some  big  names  in  TV 
in  a  new  cable  channel  tar- 
geted at  women.  Joining 
Winfrey  and  her 
Hai-po  Entertain- 
ment Group  ai'e 
Geraldine  Lay- 
bourne,  ex-pres- 
ident of  Nick- 
elodeon and 
founder  of  Oxy- 
gen Media,  plus 
Roseanne  producers 
Marcy  Carsey,  Tom  Werner, 
and  Caryn  Mandabach.  Oth- 
er backers  include  America 
Online  and  ABC. 

Winfrey,  who  will  help 
create  new  programming, 
wouldn't  comment.  But  with 
her  name,  the  team  can 
"bmld  our  brand  immediate- 
ly," says  Layboume.  "There 
is  no  source  who  knows 


what  women  want  and  ne 
more  than  Oprah."  Tele- 
Communications  Inc.  will 
carry  the  channel  to  7 
million  subscribers 
Layboume  aims 
for  20  million  I 
launch. 

Have  peep] 
overdosed  on 
Oprah  lately? 
Her  movie, 
Beloved,  did  poo] 
at  the  box  office,  at 
her  talk-show  ratings  are 
down  from  last  spring.  "I 
think  Oprah  should  be  th 
brains,  not  the  face  [behii 
Oxygen],"  says  consultant 
Simon  WUliams.  Laybour 
vows  to  avoid  overexpo- 
sure: "We  will  be  very  pr 
tective  of  the  natural  re- 
source" knovm  as  Oprah. 

By  Rick  Melc 


PULLING  THE  PLUG 
ON  A  PEARSON  DEAL 

IN  A  MOVE  THAT  COULD  HURT 

its  credibility  in  Europe, 
investment  firm  Hicks,  Muse, 
Tate  &  Furst  on  Nov.  23 
abandoned  its  plan  to  buy  the 
business  and  professional- 
publishing  divisions  of  Simon 
&  Schuster  from  Pearson. 
The  units  are  part  of  Pear- 
son's $4.6  billion  acquisition  of 
Simon  &  Schuster's  educa- 
tional-publishing business. 
Hicks  Muse  claimed  profits  at 
the  divisions  fell  short  of 
projections,  and  Pearson 
would  not  renegotiate  the 
$860  million  price.  Pearson  is 
believed  to  be  considering  a 
suit  against  Hicks  Muse. 

A  DRUG  TO  MAKE 
MERCK  EUPHORIC 

ON  NOV.  2:-!,  MERCK  FILED  ITS 

application  with  the  Food  & 
DiTjg  Administration  to  mar- 


ket Vioxx,  part  of  a  new 
of  painkillers.  The  move 
a  month  earlier  than  ex; 
ed.  Approval  could  com 
early  as  May,  says  Deut 
Bank  Securities  analyst 
iola  Haggar.  Haggar  fij 
Vioxx  could  generate  sal 
$1  billion  by  2002  in  th( 
market  for  pain  reme 
But  Merck  probably  wor 
first  to  market  with  this 
breed  of  painkiller:  Mon£ 
has  already  filed  an  ap] 
tion  for  a  similar  drag 
may  be  approved  in  Jan 

ETCETERA... 

■  J.  C.  Penney  is  bu 
Genovese  Drug  for  $492 
lion  in  stock  and  debt. 

■  Novell  reported 
earnings  of  $102  milliot 
a  loss  of  $78  million  in 

■  Disability  insurers  L 
and  Provident  are  mei 
in  a  $5.2  billion  deal. 

■  Pfizer's  Viagra  labels 
caiTy  warnings  against  u: 
patients  with  heart  prob 


Yes. 


Simplify 
the 
complexity 
of 

integrating 


partners  I 
customers  I 


-I 


anaging  a  growing  number  of  partners  across  a  global 
ilue  chain  can  be  an  overwhelming  task.  Extricity™ 
isiness-to-business  integration  software  helps  you 
mplify  that  task,  and  do  it  right.  Doing  it  right  means 
king  advantage  of  the  Internet  to  integrate  and 
tomate  shared  interactions  across  your 
tended  enterprise.  Quickly  and  easily. 


All  while  each  business  leverages  its  own  existing 
enterprise  applications,  whether  they  be  Baanf  Oracle,® 
PeopleSoftr  SAP,®  legacy  or  in-house  systems.  Get  ready 
to  realize  dramatic,  immediate  savings  as  you  decrease 
inventories,  reduce  cycle  times  and  bring  new  products  to 
market  faster.  Do  it  right.  Call  us  today  at 
1.800.497.6883,  or  visit  iimmextricity.com 


EXTRICITY" 


Exiricity  is  a  irademark  of  txtiicity  Software,  tnc.  All  other  names  are  (rademarks  of  Iheir  respectiv 
companies.  €rl998  Exiricity  Software,  Inc.  (Formefly  CrossBoute  Software).  All  rigfils  reierved.  - 


Who's 


ins 


Brenda  Van  Keuren 
Northern  Arizona  University 


"I'm  nor  sure  whar  was  more  exhilarating  —  prese 
year's  worth  of  hard  work  and  effort  in  20  short  minutes,  c 
ing  the  hkes  of  Donald  Soderquist  in  the  audience.  Afterw 
talked  to  us  about  our  presentation  and  our  mentoring  of 
students.  It's  not  every  day  a  college  student  in  Flagstajff  gf 
chat  with  a  leader  of  one  of  America's  most  successful  comi 
The  experience  was  inspiring. " 


Ing  who? 


Jd  G.  Soderquist 

Chairman  and  Chief  Operating  Officer, 
Mart  Stores,  Inc. 

"SIFE  students  like  Brenda  inspire  me.  The  way  they 
id  breathe  the  entrepreneurial  spirit.  SIFE  students  are 
e  because  they  have  a  passion  for  free  enterprise  and  a  desire 
ke  a  difference  in  their  communities.  Their  dedication  and 
vork  make  them  better  business  leaders  and  better  people, 
lever  I  get  a  chance  to  speak  with  a  SIFE  student  like 
a,  I  feel  inspired.  I  return  to  work  with  renewed  passion." 
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ing  people  achieve  their  dreams 
■ghfree  enterprise  education." 
1-800-677-SIFE. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE 


Washington  Outlook 
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HEAR  THE  BANKS  HOWLING? 
THE  S&Ls  ARE  BACK 


They're  back.  Written  off  for  dead  after  sinking  in  a 
swamp  of  bad  loans  and  coniiption  a  decade  ago,  savings 
and  loans  are  gaining  in  numbers  and  strength.  Regula- 
tors are  pondering  56  applications  from  insurers,  securities 
dealers,  manufacturers,  and  even  I'etailers  wanting  to  operate 
savings  banks.  And  that  could  complicate  Congi'ess'  dogged 
efforts  to  overhaul  the  nation's  banking  laws. 

Why  does  everybody  suddenly  want  to  run  an  s&l?  Until 
Congress  enacts  reform — a  struggle  now  into  its  thii 
decade — a  thrift  charter  is  the  only  way  for  com- 
panies that  aren't  commercial  banks  to  get  into 
full-service  banking.  A  thrift  can  be  owned  by 
any  type  of  company  and  can  do  almost  eveiy- 
thing  a  bank  can,  short  of  serving  big  corporate 
customers  and  actively  trading  bonds.  But  it 
faces  less  regulation. 

If  some  congi'essional  leaders  had  theii'  way, 
new  banking  legislation  would  wipe  out  the  in- 
dustiy.  But  with  such  influential  players  as  State 
Farm  Insurance,  Ford,  and  Nordstrom  signing 
up  to  iim  S&LS,  "the  tliiift  industiy  is  building  an 
increasingly  powerful  lobby  to  keep  its  chartei- 
ahve,"  says  Bert  Ely,  a  banking  consultant  in 
Alexandria,  Va.  That  could  encourage  Congi-ess  to 
try  tearing  down  baniers  between  the  insurance, 
banking,  and  brokerage  businesses — the  sort  of 
market-driven  refonns  championed  by  Senator  Pliil  Gi-amm 
(R-Tex.),  the  Senate  Banking  Committee's  new  ehainnan. 

Bankers  argue  that  they're  hobbled  in  competing  against 
the  new  thrifts.  Banks  and  their  holding  companies  are  reg- 
ulated separately,  and  both  must  meet  minimum  capital  re- 
quirements set  by  the  Federal  Reser-ve.  While  thiifts  now 
face  tougher  capital  iTiles  than  their  1980s  ancestors,  owners 
don't  have  to  maintain  that  extra  capital  base  and  are  scru- 
tinized only  by  the  Treasuiy  Dept.'s  Office  of  Thrift  Super- 
vision— perhaps  the  least  feared  regulator  in  Washington. 


GRAMM:  Market-driven 


The  new  applicants  "ai'e  building  a  parallel  banking  syst 
with  looser  rales,"  gripes  Edward  L.  Yingling  of  the  Am 
can  Bankers  Assn.  The  Fed  also  frets  about  what  Govei 
Laurence  H.  Meyer  calls  "a  relentless  seai'ch  for  loopholes' 
evade  stricter  regulation. 

Bankers  are  most  riled  by  State  Farm  Financial  Servii 
launched  in  November  by  the  big  auto  and  homeownei- 
surer.  The  new  thrift  will  open  only  one  office,  at  St 
arm's  Bloomington  (111.)  headquarters,  depending  on 
agents  to  sell  certificates  of  deposit,  mortgaj 
auto  loans,  and  lines  of  credit. 
PILING  IN.  While  State  Farm  is  stalling  out. 
just  two  markets — central  Illinois  and  St.  Loui- 
bankers  have  visions  of  a  nationwide  networl' 
16,000  agents.  And  it  is  just  one  of  30  insurers 
ing  to  open  thrifts.  Brokers  like  Paine  Wei 
Inc.  and  A.  G.  Edwards  Inc.  are  also  piling  in 
though  most  just  want  the  power  to  serv< 
trastees  for  customers  without  having  to  con 
with  50  different  state  laws. 

The  new  thrifts  aren't  likely  to  recreate 
threat  to  the  financial  system  that  the  '80s 
posed.  Most  will  focus  on  originating  loans  ' 
they'll  quickly  sell  to  investors — cutting  the  > 
that  they'll  be  caught  with  bad  assets  when  i'. 
rise.  And  few  plan  to  get  into  the  commercial 
estate  development  that  dragged  down  the  old  S&L  indusi 
Even  so,  the  specter  of  the  S&L  cleanup  and  its  $150  bil 
taxpayer  tab  will  hang  over  next  year's  banking-reform 
bate.  House  Banking  Committee  Chainnan  James  A.  L< 
(R-Iowa),  who  tried  in  1998  to  wipe  out  s&Ls,  will  pick  u)  > 
fight  to  block  nonfinancial  companies  from  owning  new  th; 
Gramm  is  more  inclined  to  tear  down  baniers  and  let  i; 
tutions  duke  it  out.  The  thrifts,  which  not  so  long  ago  wei  i 
but  counted  out,  could  put  up  a  pretty  good  fight. 

By  Mike  McNa  i 


CAPITAL  WRAPUP 


AL  GORE.  BULLET  DODGER 

►  It's  tui-ning  into  a  jolly  holiday  sea- 
son for  Vice-President  Al  Gore.  On 
Nov.  24,  Attorney  General  Janet  Reno 
declined  to  name  an  independent  coun- 
sel to  probe  questionable  1996  fund- 
raising  practices  by  the  Veep.  Reno 
still  has  until  Dec.  7  to  decide  whether 
to  name  a  prosecutor  to  probe  soft- 
money  solicitations  by  the  Clinton- 
Gore  campaign.  But  the  public  seems 
weaiy  of  the  impeachment  saga  and 
related  Clinton  scandals. 

Then  there's  the  economy.  Several 
months  ago,  Gore  feared  an  Asia-in- 


duced  slump  could  undermine 
his  Presidential  bid.  But  vdth 
the  stock  market  roaring  back 
and  consumer  confidence  up 
after  four  months  of  declines, 
what's  to  wony  about? 

Pi'ospects  also  have  bright- 
ened on  the  political  ft-ont. 
Gore's  archrival,  House  Mi- 
nority Leader  Richard  A. 
Gephardt  (D-Mo.),  may  forgo 
a  White  House  run  to  focus 
on  recapturing  the  House  in 
2000.  Meanwhile,  the  decision  of  Cali- 
fornia and  several  Mountain  States  to 
move  their  Presidential  primaries  up 


THE  VEEP: 

All  smiles 


to  March  has  produced  a 
compressed  primary  calend; 
that  favors  well-funded  froi 
ranners. 

Gore  isn't  home  free,  of 
course.  The  economy  could 
still  tank.  He  trails  Texas 
Governor  George  W.  Bush 
early  polls.  And  the  Veep 
seems  unable  to  shake  his 
reputation  as  a  wooden  can 
paigner.  But  all  in  all.  Gore 

  entering  '99  in  a  lot  better 

shape  than  his  rivals  thought — with 
sugar-plum  dreams  of  an  unconteste' 
primary  romp  dancing  before  his  ey< 
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INF  O  RM  AT  I  O 


As  you  begin  to  enhance  your  supply  and 
demand  chain,  one  fact  becomes  alarmingly 
clear:  While  you  have  more  information  than  ever, 
it  is  far  less  valuable  than  it  needs  to  be. 

More  than  ever,  you  are  totally  dependent 
upon  the  quality,  reliability  and  usefulness  of 
'-he  information  that  flows  from  one  end  of 
your  company  to  the  other. 


W  hat  you  need  is  something  we  at 
Dun &Bradstreet  call  "intelligent  information." 
Information  that  is  organized,  analyzed, 
enhanced  and  helpful  in  forecasting  the  future. 
Information  that  is  derived  from  the  largest 
database  of  its  kind — one  that  contains 
information  on  more  than  50  million  businesses 
worldwide— updated  950,000  times  a  day. 


Information  that  could  mean  the  difference 
between  fact  and  fiction,  profit  and  loss. 

To  learn  more  about  how  D&B  can  help 
with  your  information  needs,  call  1-800-717-1247 
or  visit  our  Web  site  at  www.dnb.com. 


Dun  &  Bradstreet 
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A  Fomiula  One  race  car 
in  an  Armani  suit.  We'd 
say  It  outpertorms  otliers 
in  its  class,  but  there  are 
no  otliers  in  its  class, 
rhe  PowerBook  G3. 
Faster  than  any 
Pentium  notebook. 
l4.1-inch  screen. 
FuL  .  ,  iwired. 
Str''  ' 

Tliink  different; 


RIVALRIES 


EXPANDING:  OfficeMax  opened  ir,i 
new  stores  last  year  and  120  in  ''■> 


OFFICEMAX: 
A  DISTANT  THIRD 

With  sales  and  profits  way  under  par,  investors  are  itchy 


Just  a  year  ago,  OfficeMax  Inc.  was 
the  scrappy  up-and-comer  in  a  tight- 
ly competitive  discount  office-sup- 
ply market.  Founded  10  years  ago  with 
$3  million  in  venture  capital  from  local 
doctors  and  lawyers,  the  suburban 
Cleveland  company  had  grown  expo- 
nentially into  a  $3.7  billion  business.  By 
mid- 1997,  OfficeMax  was  gearing  up  to 
compete  as  No.  2  with  the  looming 
merger  of  its  larger  rivals.  Staples  Inc. 
and  Office  Depot  Inc. 

When  that  merger  fell  apart  in  the 
wake  of  a  Federal  Trade  Commission 
suit,  it  seemed  OfficeMax  had  dodged  a 
bullet.  But  try  telling  that  to  investors. 
They've  grown  impatient  waiting  for 
management  to  figure  out  how  to  crank 
u]3  profits  at  its  rapidly  expanding  roster 
of  new  stores — 150  of  them  last  year, 
120  more  in  1998.  Since  the  beginning  of 
this  year,  Wall  Street  has  knocked  Of- 
ficeMax's  stock  price  down  24%  while 
driving  Staples'  up  95%  and  Office  De- 
pot's up  35%-. 

THINNER  MARGINS.  Why  the  gloom?  This 
is,  after  all,  a  company  that  is  expected 
to  see  both  sales  and  operating  income 
gi-ow  by  17%'  this  year,  to  $4.4  billion 
and  $170.8  million,  says  BT  Alex.  Brown 
Inc.  analyst  Cluistopher  E.  Vroom.  Wliile 


that  may  be  good  in  many  industries,  it 
still  lags  considerably  behind  the  perfor- 
mance of  rivals.  Staples'  sales  are  ex- 
pected to  grow  by  38%,  to  $7.2  billion, 
and  operating  profits  by  49%,  to  $404.8 
million,  Vroom  says.  Office  Depot's  sales 
should  jump  ;34%,  to  $9  billion,  and  prof- 
its 71%s  to  $518  milhon.  OfficeMax  "is 
definitely  a  thiixl-tier  name,"  says  Shayne 
M.  John,  an  analyst  for  ncm  Capital  Man- 
agement Group  Inc.  in 
Durham,        N.  C, 

which  holds  about  .      ec  fj^ 

143,000  shares.  "The      \0\.t  M^*"^ 
only  reason  we  own 
it  is  because  it  is 
cheap." 

OfficeMax  execu- 
tives decHned  to  be  in- 
terviewed by  BUSINESS 
WEEK.  But  a  closer  look 
reveals  that  while  Of- 
ficeMax has  maintained 
a  frenetic  pace  of  new- 
store  openings,  it  has  not 
squeezed  nearly  as  much      .  ,=i 
out  of  each  store  as  have 
the  other  chains.  Sales  per  square  foot 
are  $220,  vs.  $347  for  Office  Depot  and 
$471  for  Staples.  One  reason  is  that  on 
average,  OfficeMax  stores  are  younger, 


and  younger  stores  are  less  produ 
But  the  older  stores  aren't  doiiiL 
better:  Same-store  sales  grew  a 
2%  in  the  third  period,  vs.  5%  for  * 
Depot  and  12%  for  Staples. 

Indeed,  immatiuity  explains  onl,\ 
of  the  problem.  OfficeMax  also  is  - 
gling  with  less  efficient  supply  ai 
ventory  systems  that  limit  its  abili 
rapidly  cut  costs  or  shift  its  pre 
mix.  That  became  painfully  clear 
the  past  year,  as  sub-$l,000  peri 
computers  took  the  market  by  st 
OfficeMax  drew  a  bigger  portion  of 
enues  from  computer  sales — 13%  a 
ago,  vs.  7%  at  Staples  and  9%  at  ( 
Depot,  says  Donald  T.  Spindell,  an 
lyst  at  A.  G.  Edwards.  So  the  new 
thinner  margins  hit  it  harder. 

But  experts  say  the  real  diffei 
was  that  the  other  two  office-si 
chains  were  quick( 
adjust  as  the  ms 
shifted  to  the  che 
computers.  To 
profits    up,  Sti 
pushed  sales  of  \ 
ers  and  copiers  ( 
62).  Office  Depo 
the  number  of  i 
it  had  to  track- 
ing its  desktop 
for  instance, 
dropping  Pac 
Bell  NEC  anc 
products  and 
ing  prim 
Hewlett-Packai'd  and  ' 
paq  Computer  gear  OfficeMax,  n 
while,  was  caught  flat-footed.  Onl 
cently  has  it,  too,  chopped  the  nii 
of  its  PC  suppliers. 

Investors  and  analysts  say  th 
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On  the  road 
On  the  ball 
On  the  phone 
But  always  on 


And  you'll  find  the  right  attitude 
by  Sheraton.  Because  we  provide  the  thi 
the  job  done,  like  quality  AT&T  in-room 
communications*  that  enhance  your  productivity. 


Plus  essentials  like  a  restaurant,  room  service 


meeting  rooms  tnd  a  fitness  center.  All  for  less 


than  you'd  ^pect.  For  reservations  or  to 


becomel^heraton  Club  International 


call  1-800-325-3535,  your 


travel  professional  or  click  to 


www.fourpoints.com. 


AT&T 

within  your  reach. 


Now  when  you  switch  your  Residential  Long  Distance  service  to  AT&T,  you'll  receive  1,000 
Bonus  Miles  in  Sheraton  Club  International  (SCI),  our  frequent  guest  program.  Plus  you  can  look 
forward  to  an  additional  ClubMile  for  every  dollar  you  spend  on  qualifying  AT&T  calls.  All  of  whicti 

can  add  up  to  a  free  hotel  stay  in  no  time.  Just  call  1-800-288-2662  ext.  50231  for  details. 

■  AT&T  IS  the  long  distance  carrier  for  the  majority  ot  Four  Points  Hotels  ©1998  ITT  Sheraton  Corporation 
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In  Business,  It's 


lUlY 


NOT  DISABILITY 

THAT  COUNTS 


Returning  Employees  with  Disabilities  to  Work: 
Cut  Costs,  Change  Attitudes 


Each  morning,  your  routint  is  the  same. 
Wake,  shower,  eat  breakfast,  walk  or  drive  to 
work,  and  tackle  the  dozens  of  tasks  awaiting 
you  at  your  job.  But  imagine  one  morning  not 
being  able  to  do  any  of  this.  Imagine  that 
because  of  a  une.xpected  injury  or  illness, 
temporary  or  long  term,  not  even  being  able 
to  get  out  of  bed. 

For  hundreds  of  thousands  of  employees 
each  year,  life-changing  disabilities  are  a  very 
real  fact  of  life.  A  recent  U.S.  government 
report  found  that  the  average  American 
between  the  ages  of  35  and  65  runs  a 
30  percent  risk  of  suffering  a  disability  of 
90  days  or  longer. 

But  employees  aren't  the  only  ones 
who  suffer:  the  impact  on  the  employer  can  be 
considerable.  Indeed,  a  report  by  the  Wash- 
ington Business  Group  on  Health  found  that 
lost  employee  time  due  to  disability  costs 
employers  as  much  as  10  percent  of  company 
payrolls.  The  costs  stem  not  just  from  the 
obvious  ongoing  payroll  expenses  and 
insurance  premium 
increases,  but 
t  h  e   1  e  s  s 


Mark  Chilutti  is  back  to  playing  an 
active  role  in  society. 


PROVIDENT 


Protecting  everything  you  work  for. 


obvious  -  but  often  more  important  -  loss  to 
the  organization  of  the  employee's  knowl- 
edge, e.xperience  and  training. 

Consider  two  scenarios.  Two  employ- 
ees with  the  same  job  description  work  at 
different  companies  and  suffer  the  same 
injury.  Both  workers  receive  acute  med- 
ical care.  Both  wish  to  return  to  work  as 
soon  as  possible.  Both  seek  help  from 
their  employer. 

Employee  A  works  for  a  company  with  a 
return-to-work  program.  She  receives  prompt 
medical  attention  and  follows  a  defined  treat- 
ment protocol  developed  by  an  integrated 
support  team  including  physicians,  her  case 
manager,  and  other  caregivers.  If  all  goes  well, 
she'll  be  back  at  work  in  about  two  weeks, 
perhaps  on  light  dutv'  at  first,  then  back  at 
100  percent. 

Employee  B,  however,  works  for  a  compa- 
ny that,  like  the  majority'  of  U.S.  employers,  has 
not  instituted  a  return-to-work  program, 
and  so  she  is  treated  quite  differently.  She 
receives  a  disability  package  and  is  sent  home, 
left  to  struggle  with  her  own  medical  care. 
Perhaps  she'll  get  a  follow-up  call  in  three 
months  asking  when  she  plans  to  return 
to  work.  She  has  had  no  counseling,  no  case 
management,  no  support. 

The  result:  the  first  company  successfully 
returns  an  employee  to  work,  while  the  second 
needlessly  leaves  a  valuable  worker  to  fall 
through  the  cracks  of  the  system  -  perhaps 
permanently. 

Sponsored  by  Provident 
Insurance  Company  in 

partnership  with  the  CEO 
Council  of  the  National 

Organization  on  Disability 


Debra  Krotenberg  Is  back  to  work  at  the 
law  firm  of  Zirkle  and  HofTman. 

Fortunately,  the  cost  of  returning 
employee  to  work  need  not  be  expensive, 
fact,  one  national  retailer  found  the  aver: 
direct  cost  for  work  site  accommodations 
be  $30.  The  same  company  calculated  that 
cost  of  replacing  an  employee  ranged  fr( 
$1,800  to  $2,400. 

Companies  that  institute  return-to-w( 
programs  encourage  a  culture  in  wh: 
employees  are  valued  for  their  contributic 
and  are  not  considered  disposable.  Thi 
companies  also  send  an  important  mess; 
that  people  with  disabilities  are  product 
members  of  the  workforce  and  society.  WJ 
a  company  successfully  returns  an  employ 
with  a  disability  to  work,  attitudinal  barri 
collapse,  opening  doors  and  minds  to  hir 
people  with  disabilities. 

For  the  sake  of  all  employees,  with  and  w 
out  disabilities,  it's  time  to  start  opening  so 
doors.  Who  knows  who  will  be  the  next 
come  through?  Perhaps  even  you. 


NATIONAL  ORGANIZATION  ON 

©DgABILITY 


For  more  information  visit  www.providentcompanies.com  and  www.nod.org. 


The  camaraderie? 

The  challenge? 

The  adrenaline? 

The  paycheck? 


Most  people  would  say,  "All  of 
the  above."  That's  precisely  why 
Provident  Income  Protection 
Plans  work  two  ways.  If  you  ever 
have  an  accident  or  illness  and 
can't  work,  the  money  keeps 
coming  in.  But  more  importantly, 
you'll  have  the  support  of  our 
experts  who  specialize  in  helping 
people  get  back  to  work.  Back 
to  the  satisfaction  that  comes 
from  pleasing  your  clients.  And 
yourself.  For  details,  ask  your 
insurance  agent  or  visit  us  at 
www.providentcompanies.com 


PROVIDENT 


Protecting  everything  you  work  for. 


The  Corporation 


snafu  also  points  up  a  lack  of  depth  in 
OfficeMax'  executive  ranks.  Control  is 
still  concentrated  to  a  large  degree  in 
the  hands  of  Michael  Feuer,  the  intense, 
charismatic  chairman,  CEO,  and  co- 
founder.  That  is  a  vestige  of  the  chain's 
entrepreneurial  roots.  In  1988,  Feuer, 
then  an  exec  at  a  fabric-store  chain,  and 
a  paitner  came  up  with  the  idea  to  stait 
an  office-supply  chain  offering  discounts 
of  up  to  70%  to  small  and  home  busi- 
nesses. He  became  famous  for  his  mi- 
croscopic attention  to  detail.  After  a  12- 
houi"  day  at  the  office,  he  used  to  slip 
into  a  pair  of  blue  jeans  and  go  to  a 
store  and  observe,  incognito.  If  a  cus- 
tomer didn't  buy  anything,  Feuer  would 
follow  him  or  her  to  the  parldng  lot  and 
demand  to  know  what  the  store  was 
doing  wrong. 

"TOO  BIG."  Within  five  years,  Feuer 
had  built  OfficeMax  up  to  300  stores 
and  $1  billion  in  sales.  The  frantic 
growth  continued  after  Kmart  Corp. 
bought  the  company  in  1991  and  spun 
it  off  three  years  later  with  more  than 
$1  billion  in  cash.  But  now  Feuer  has 
793  outlets,  and  management  hasn't 
kept  pace.  "This  company  has  gotten 
too  big"  to  operate  under  the  old  stnic- 
ture,  says  N'CM  Capital  Management's 
John.  "The  management  strength  is 
very  lackluster." 

Scrambling,  OfficeMax  is  finally  tak- 
ing some  steps  in  the  right  direction. 
It  has  hired  20  new  senior  managers  in 
the  past  two  years,  including  Tliomas  M. 
Piteo,  vice-president  for  store  planning, 
brought  in  from  Best  Buy  Co.  Office- 
Max is  moving  to  drum  up  new  rev- 
enue sources  by  remodeling  stores  to 
off"er  more  document-copying  and  furni- 
ture sales.  A  prototype  smaller  store, 
named  "PDQ,"  is  being  developed  to 
aiTange  goods  for  quick  shopping.  New 
software  should  better  manage  invento- 
ry starting  early  next  year 

Those  are  hopeful  signs,  and  in- 
vestors have  rewarded  the  company 
by  driving  the  stock  up  fi-om  7  in  mid- 
October  to  almost  11  today.  But  the 
shares  also  got  a  boost  from  takeover 
talk,  after  OfficeMax  said  on  Sept.  14 
that  it  had  had  discussions  with  an  un- 
named party.  The  talks  ended,  Office- 
Max said,  because  it  was  unclear 
"whether  the  proposed  transaction 
could  be  consummated."  Some  analysts 
and  investors  still  hold  out  hope  that  a 
buyer  will  emerge.  "They  are  likely  to 
remain  in  the  No.  3  spot  unless  some- 
one takes  them  over,"  says  Vroom  of 
BT  Alex.  Brown.  For  as  fast  as  it 
grows,  OfficeMax  only  seems  to  fall 
further  behind  in  the  race. 

By  Peter  Galuszka  in  Cleveland 


HOW  STAPLES  IS  TAKING 
THE  RIGHT  TAGK 


STEMBERG:  By  fixating  on  details,  he  found  an  edge 


A casual  observer  can't  see  much 
difference  between  a  Staples 
store  and  an  OfficeMax  store. 
After  all,  both  chains  sell  nearly 
identical  office  supplies,  ranging 
from  paper  clips  to  copiers.  And 
only  the  most  penny-pinching  con- 
sumer would  notice  significant  price 
differences. 

But  there  are  good  reasons  why 
Staples  Inc.'s  stock  price  has  nearly 
doubled  this  year,  from  just  under  19 
to  about  36,  while  OfficeMax  Inc. 
shares  have  tanked.  And,  why  its 
same-store  sales  have  outpaced  those 
of  its  rivals  for  17  straight  quarters. 
In  the  office-supply  business,  doing 
little  things  well  can  make  a  big  dif- 
ference. And  that's  where  Staples  ex- 
cels. Says  ABN  Ami'o  retail  analyst 
Mark  D.  Mandel:  "Staples  just  exe- 
cutes better." 

Indeed,  in  the  year  since  its 
planned  merger  with  Office  Depot 
Inc.  floundered.  Staples  has  lost  none 
of  the  edge  that  made  it  the  industry 
growth  leader.  If  anything,  it  has 
baiTeled  ahead  even  faster  by  broad- 
ening out  its  strategy  and  moving 
quickly  to  find  other  ways  to  feed 
the  growth  engine.  To  bolster  sales 
to  small  business,  for  example,  Sta- 
ples bought  up  two  companies  that 
sell  directly  to  entrepreneurs.  Euro- 
pean expansion  was  also  accelerat- 
ed— 35  new  stores  are  planned  for 
Britain  and  Germany  next  year. 
Worldwide,  the  chain  will  add  170 


stores  in  1998,  to 
913  total. 

But  to  see  how 
Staples  beats  Of- 
ficeMax on  per- 
store  sales  and 
profits,  consider 
its  approach  to  thf 
computer  market. 
While  OfficeMax 
made  low-cost  PCs 
a  cornerstone  of 
its  strategy,  Sta- 
ples focused  on 
high-margin  pe- 
ripherals such  as 
printers,  fax  ma- 
chines, and  car- 
tridges. The  chain 
based  in  Westbor- 
ough,  Mass.,  also  set  up  "tech  cen- 
ters" for  such  minor  PC-service  jobs 
as  adding  memory.  The  centers  gen- 
erate less  than  $1,000  of  revenues  a 
week  per  store,  but  customers  who 
use  them  often  load  up. 

Staples  also  has  a  big  advantage 
in  handling  inventoiy.  The  company 
uses  a  just-in-time  system  in  which 
vendors  ship  to  central  warehouses, 
and  Staples  in  turn  tinicks  product  t( 
stores  as  needed.  OfficeMax,  by  con- 
trast, has  its  100-plus  vendors  ship 
directly  to  stores,  which  each  main- 
tain large  inventories. 
NO  FUDGE  FACTOR.  The  approaches 
have  strikingly  different  results.  Sta 
pies  and  OfficeMax  both  had  slightly 
more  than  .$1  billion  of  inventory  at 
the  end  of  the  third  quarter,  but  Sta 
pies  is  selling  products  at  a  rate  of 
$7.2  billion  in  1998,  vs.  $4.4  billion  fc 
OfficeMax.  Staples  is  "much  more 
disciphned  about  managing  inventor 
[and]  controUing  precisely  what  goei 
on  shelves,"  says  Eileen  M.  Leary,  a 
analyst  at  State  Street  Research  & 
Management  Co.  in  Boston,  owner  o 
3  milHon  Staples  shares. 

For  two  companies  selling  essen 
tially  the  same  products,  that  makes 
all  the  difference.  "We  follow  what 
Sam  Walton  always  preached — retai 
is  details,"  says  Thomas  G.  Stem- 
berg,  Staples'  chairman  and  chief  ex 
ecutive.  It's  a  religion  that's  serving 
shareholders  well. 

By  Geoffrey  Smith  in  Bosto 


"How  con  I  get  my  teoms  working  \ 
together  more  effectively  when 
we're  spread  across  the  country?''^ 


Today's  workforce  is  more  dispersed  and 
mobile  than  ever.  So  you  have  an  even 
greater  need  to  train  your  employees 
without  unnecessary  travel  and  give  your 

ion 

Integrated  On-Demand  Network 

telecommuters  immediate  and  reliable 
access  to  information.  With  Sprint  lON^" 
Integrated  On-Demand  Network,  your  teams 
can  participate  fully.  A  truly  innovative 
network  that  provides  flexible,  high-speed 
data  links.  Sprint  ION  will  break  down 
geographic  constraints,  making  real-time 
videoconferencing  and  data  exchange  a 
practical  realit\  for  businesses  of  all  sizes. 
This  means  every  meeting  with  your  staff 
can  be  face-to-face.  Trimming  time  and 
travel  costs  is  only  part  of  the  advantage. 
Data  intensive  applications,  large  graphics  ami 
video  file  transfers  that  currenth  take  hours 
to  complete  will  take  just  minutes.  With 
Sprint  ION,  the  participation  of  ever\  team 
member  will  be  as  if  they  were  there  with 
you  in  the  same  office,  www.sprint. com/ion 
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We  help  your  business  do  more  business* 
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SPORTS  GEAR 


James  Fifield  is  doing  his  best  to 
look  the  part.  Dressed  in  a  fleece 
vest,  the  56-year-old  chief  execu- 
tive of  outdoor-gear  maker  North 
Face  Inc.  props  liis  feet  on  liis  desk  in  Ms 
temporary  headquailers,  a  cii-cle  of  trail- 
ers in  rural  Colorado.  But  peeking 
through  his  outdoorsy  veneer  is  a  silver 
bracelet  watch  and  funky  Fi-ench  eye- 
glasses— hints  of  the  fast  lane  the  fomier 
CEO  of  p:mi  Music  drove  out  of  when  he 
took  over  North  Face  five  months  ago. 
"It  was  a  chance  to  make  my  avocation 
my  vocation,  to  work  for  the  company 
which  makes  the  clothes  I  live  in  on  the 
weekends,"  says  the  Colorado  native 
of  his  return  fi'om  New  York. 

For  the  man  who  ^ 
helped  sell  America's 
teens  on  the  Spice 
Girls,  North  Face  is 
one  more  exercise  in 
mass  marketing.  The 
beat  that  now  drives 
Fifield:  broadening  the 
appeal  of  N(jrth  Face's 
high-performance  out- 
door clothes  to  main- 
stream America.  In  re- 
cent years,  the  brand 
has  caught  on  with  the 
Range  Rover  yuppie 
set  and  fashionable  w- 
ban  kids.  The  cjuestion 
is  whether  Fifield  can 
capitalize  on  the  shift 
without  alienating  the 
outdoor  retailers  and 
rugged  hobbyists  on 
whom  North  Face  has 
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long  depended.  "They  have  the  poten- 
tial to  be  the  dominant  high-end  equip- 
ment and  appai-el  brand,  but  thei'e  is  a 
lisk  of  diluting  their  francliise,"  warns 
Morgan  Stanley  Dean  Witter  analyst 
David  Griffith. 

Potential,  yes — but  can  Fifield  and 
Noith  Face  live  up  to  it?  Despite  seem- 
ingly strong  gTowth — Griffith  expects 
sales  to  increase  23%  this  year,  to  $256 
million,  wliile  net  eaming-s  before  chai'ges 
should  gTow  27%,  to  $14.1  million—Wall 
Street  is  wonied.  Since  Fifield  took  over, 
the  stock  has  skidded  from  26  to  9!^,  be- 
fore recovering  recently  to  13.  EiTatic 
cash  flow  due  to  seasonality  and 
mounting  receivables  made  the 
stock  a  short-seller  pick; 
investors  also  question 
Fifield's  costly  decisions 
to  move  the  company 
headquarter-s  and  to  ex- 
pand into  footwear-  with 
the  $10  million  purchase 
of  boot  maker  La 
Sportiva.  "That  made 
some  investors  ner- 
vous," says  Robert  R 
Fetch,  a  partner  at 
Lor-d,  Abbett  &  Co., 
one  of  North  Face's 
lar-gest  investors.  He 
believes  the  moves  will 
pay  off. 

Still,  few  would  dis- 
pute the  str-ategy:  the 
outdoor  look  is  hot. 
And  North  Face  is 
moving  from  the  $5 
billion  specialty  out- 
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FIFIELD:  A  stock  slide  took  almost 
million  02it  of  the  new  CEO's  pock 

door  market  to  the  broader  $30  In 
casual  sportswear  market.  "There 
big  change  in  lifestyle  toward  out( 
leisiu'e,  and  we  ar"e  perfectly  positioi 
says  Fifield. 

But  he  also  has  plenty  of  probleii 
overcome.  Br'ought  into  and  out  of  1  > 
r-uptcy  in  the  early  1990s  by  Fili' 
predecessor-,  William  Simon,  Ni 
Face's  stock  has  been  erratic.  Fi 
joined  the  boar-d  in  1996,  and  afti 
was  passed  over  for  the  top  job  at 
Simon  gr-abbed  liim.  "To  have  a  gu.\ 
this  come  into  this  parochial,  inbr-e^ 
diistry  is  a  remarkable  opportuii 
says  Simon. 

Today,  Fifield  is  North  Face's  hu 
shareholder-,  and  despite  an  almo- 
million  decline  on  his  initial  $15  nn 
holding,  he  hasn't  become  cautious.  \' 
in  months  of  taking  over,  he  announc 
radical  r-elocation  fi:-om  San  Fr-ancisi 
Carbondale,  Colo.,  a  half-hour-  fi-oim 
Aspen  home.  The  CEu  says  the  ii  ^ 
puts  employees  into  the  environir 
they're  designing  for,  but  it  cost  $<i 
lion.  And  the  company  had  to  rei 
half  its  U.  S.  worker-s. 

Even  more  controversial  is  Fifi(i 
plan  to  gr-ow  the  number  of  stores  si  ■  > 
North  Face  afi^er  2001— ft-om  l,50(t 
cialty  stores  up  to  4,000  retailer-s, 
eluding  some  it  would  never  have  t;i 
to  a  few  years  back,  such  as  Nordsi 
and  Foot  Locker.  For  most  consn 
pr-oducts,  that  would  be  good  news, 
for  North  Face,  it's  a  double-eii 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

Tiich  prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
lighted?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
e  SAS  Data  Mining  Solution?  Its  the  only  software  that  spans  every  facet  of  the  data 
ining  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 
at  draws  direcdy  from  the  award-winning  SAS  Data  Warehouse. 

ist  point  and  chck.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
:ry  large  amounts  of  data  into  tme  business  knowledge. .  .and  ultimately  into  competitive 
^  Ivantage.  Identify  your  most  prohtable  customers.  Gauge  the  effectiveness  of  advertising. 
Manage  customer  relationships.  All  without  ever  leaving  your  desktop. 

ead  'em  and  reap 

:t  the  patterns  youll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
reactive  decision  making.  To  hnd  out  more,  including  real-world  success  stories  and  an 
iteractive  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 
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sword.  Though  sales  will  increase,  par- 
ticularly among  the  inner-city  kids  who 
have  made  its  dowTi  parkas  into  a  trend, 
the  specialty  stores  that  stock  North 
Face  are  increasingly  upset. 

The  reason:  They  fear  that  willy-nilly 
expansion  will  undercut  the  brand.  Pop- 
ular Mountain  Light  jackets,  nomially 
$345  a  pop,  have  started  showing  up  at 
low-cost  outlets  for  as  little  as  $230. 
The  specialty  retailers  also  complain  of 
arrogant  moves  like  North  Face's  open- 
ing company-owned  outlets  without 
much  notice.  "If  they  pollute  the  brand, 
we'll  cut  back  on  it,"  says  John  Mead, 
president  of  Adventiu-e-16,  a  San  Diego- 
based  chain  of  outdoor  stores.  Already, 
A- 16  is  stocking  moi"e  competing  brands. 

Some  friction  with  retailers,  Fifield 


says,  is  inevitable.  "Retailers  love  to  see 
the  status  quo,"  he  says.  Moreover,  ana- 
lysts attribute  North  Face's  high  receiv- 
ables to  the  favorable  payment  terms  it' 
has  given  many  smaU  retailers  in  a  chive 
to  boost  sales.  They  say  the  problem  will 
improve  as  more  sales  come  fi'om  bigger 
chains.  And  so  far,  North  Face's  core 
consumers  appeal'  to  be  on  his  side.  Ja- 
nine  Silberman,  a  Los  Angeles-based 
climber  who  is  planning  a  trip  to  Kili- 
manjaro, says  North  Face  remains  her 
favorite.  "As  long  as  I'm  getting  safety 
and  waiTnth,  and  the  colors  are  easy  to 
see,  I'll  buy  it,"  she  says. 

Still,  to  keep  the  restive  retailers  on 
board,  Fifield  intends  to  tighten  invento- 
ry controls  so  products  can't  be  diverted 
to  discounters  like  Costco  Wholesale;  in- 


ventory and  deUvery  systems  ai'e  bi 
upgraded.  Fifield  also  insists  he  "will  c; 
fuUy  differentiate  between  reta£ers.  Lc 
er-price  goods  with  fewer  features  will 
to  the  mass-retailing  chains.  High-t( 
tents,  Himalayan  climbing  suits,  and 
other  serious  equipment  will  go  exc 
sively  to  the  speciahty  retailers. 

The  activewear  business  is  littei 
with  companies,  such  as  Fila  Holdin 
that  have  lost  their  faithful  by  tiying 
ex]3and  too  quickly.  Can  Fifield  do  bett 
He  confidently  predicts  sales  vrill  dou 
in  three  years  and  margins  will  gr 
from  10%  to  14%.  "I  was  hii-ed  to  U 
North  Face  to  the  next  level,"  he  sa 
So  far,  it's  been  a  tricky  climb. 

By  Kath  leen  Mm 
in  Carbondale,  C( 


PATAGONIA  STICKS  TO  ITS  KNIHING 


Patagonia.  People  love  it 
or  hate  it.  To  some,  it's 
"Patagucci,"  a  high- 
priced,  overexposed  brand 
for  the  surfing  and  moun- 
taineering set.  To  others, 
particularly  those  who  em- 
brace the  company's  devo- 
tion to  protecting  the  envi- 
ronment, Patagonia  is  the 
outfitter  of  choice.  "I  would 
pay  more  to  buy  somethin.ii 
from  Patagonia,"  says  Rick 
Gulley,  52,  a  climber  and 
insurance  executive  in  San 
Diego.  "It's  my  experience 
with  their  clothing,  but  as 
important  is  the  style  of 
the  company." 

That  style  is  a  commit- 
ment to  high-quality,  no- 
frills  outdoor  goods,  creat- 
ed vdth  respect  for  the 
environment.  And  unlike 
rival  North  Face  Inc.,  pri- 
vately held  Patagonia  is 
not  reaching  out  to  the  masses.  It's 
sticking  to  its  knitting — a  loyalty  the 
Ventura  (Calif.)  outfitter  learned 
when  it  grew  too  fast  in  the  1980s. 
CACHET.  With  sales  galloping  along 
at  a  30%  annual  growth  rate,  an  ex- 
pansion-minded Patagonia  moved 
away  from  its  outdoor  enthusiasts. 
Products  for  which  it  was  known — 
anoraks  for  subzero  temperatures, 
say,  or  four  weights  of  polyester  un- 
derwear— gave  way  to  casual  wear 
designed  for  Midale  America.  By 
1990,  revenues  topped  $100  million, 


BUYING  ROPE 
A  fresh  stress  on 
environmentalism 
appeals  to  the 
outfitter's  tradi- 
tional clientele 


but  the  brand  was  losing 
cachet. 

Worse,  when  sales 
started  to  flatten,  expens- 
es didn't.  In  1991,  the 
company  hit  the  wall. 
Facing  a  massive  cash 
shortfall,  its  bankers  de- 
manded a  reorganization 
that  forced  Patagonia  to  lay  off  one- 
fifth  of  its  workforce.  "It  was  the 
wake-up  call,"  says  Edward  M. 
Schmults,  a  former  Patagonia  chief 
operating  officer  who  is  now  presi- 
dent of  rival  Moonshine  Mountaineer- 
ing, owned  by  clothing  maker  Esprit. 

For  Patagonia,  it  was  back  to  the 
basics.  Refocusing  on  its  core  "tech- 
nical" clothing  that  stresses  function 
over  fashion,  the  company  dropped 
retailers  and  reduced  its  product  of- 
ferings. It  also  launched  an  ambitious 
progi'am  to  redesign  its  products  to 


minimize  the  effect  on  the 
environment  of  making  or 
using  them. 
-^^^^K      To  be  sure,  the  company 
^^H|H  had  always  been  environ- 
^H^BJi  ment-conscious.  Founder 
^^H|r^  and  co-owner  Yvon 

Chouinard  was  an  early 
proponent  of  "clean  climb- 
ing"— scaling  rock  walls 
without  leaving  behind  any 
paraphemalia.  Since  1985, 
he  had  been  levying  a  1% 
"earth  tax"  on  sales — more 
than  Patagonia  spends  on 
advertising — and  devoting 
it  to  gi'een  causes. 
But  in  a  sobering  essay  in  Patago- 
nia's 1991  spring  catalog,  Chouinard 
took  the  company  to  task  for  the 
harmful  materials  at  the  heart  of  its 
high-performance  gear.  That  led  to 
the  1993  introduction  of  fleece  shirts 
made  of  recycled  plastic  soda  bottles 
and  in  1996,  to  using  only  organic 
cotton.  The  moves  have  clearly  paid 
off:  Sales  and  proflts  have  gi-own 
steadily  ever  since,  says  Schmults. 
This  year,  sales  should  top  $170  mil- 
hon.  "I  have  a  gi'eat  deal  of  respect 
for  Patagonia's  ideals,  and  that 
makes  me  more  passionate  about 
selling  it,"  says  Christine  Miller,  who 
owns  Sportago,  an  outdoor  clothing 
store  in  St.  Helena,  Cahf.  With  testi- 
monials like  that,  Patagonia  can  af 
ford  to  ignore  fashion,  discount 
stores,  and  its  detractors. 

By  Larry  Armstrout 
in  Los  Angele 


it  must  be  precise. 
5  use  it,  so  that  your 
visit  our  website  al 


iRACLS 


rporation.  ®I998  Hewlett-Packard  Company 


¥Aff^  HEWLETT^ 
I      mL'/fM  PACKARD 


A  chip  off  the  old  high-output  he 


^1  OST#c^ 


Park 


Reverse 


Neutral 


Drive 


AutoStick 


In  1956,  the  Chrysler  300B,  equipped  with  a  354-cub- 
inch  Hemi  engine,  generated  355  horsepower  and  m|i 
Daytona's  Flying  Mile  top  speed  event. 
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Motor  Trend  1999  Car  of  the  Year. 


Considered  by  many  to  be  the  original  muscle  car,  the 
first  Chrysler  300  practically  owned  NASCAR's  oval  tracks. 

Now  over  40  years  later,  the  soul  lives  on  in 
the  all-new  Chrysler  300M,  Motor  Trend 


1999  Car  of  the  Year.  In  Motor  Trend's 


own  words.  The  99  Chrysler  300M 
is  one  of  the  freshest  statements  to 
come  out  of  Detroit  in  years.  It's  a 
solid  testament  that  America  really  can  build  a  machine 
that  masterfully  blends  performance,  luxury,  styling,  and 
value  into  a  five-passenger  sedan  shape. "  The  new  Chrysler 
300M:  a  253  horsepower  driving  tour  de  force  with  a 
resume  of  features  as  impressive  as  its  ancestry.  Like  an 
all-aluminum  high-output  3.5  liter  24-valve  V6  engine  that 
delivers  the  most  torque  and  most  horsepower  in  its 
class.  A  dual-mode  AutoStick"  transmission  that  lets  you 
switch  between  automatic  and  manual  shifting.  Plus,  the 
widest  stance  in  its  class.  Add  to  this  aggressive  styling 
and  a  two-position  memory  system  for  the  driver's  seat, 
radio  and  mirrors,  and  you  have  the  genealogy  your  right 
foot  has  been  yearning  for.  Priced  at  $29,445,  fully 
equipped!  For  more  information  on  Chrysler  300M,  call 
us  at  1.800. CHRYSLER  or  visit  www.chryslercars.com. 


GINEERED  TO  BE  GREAT  CARS 
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PADDLING  HARDER 
AT  L.  L  BEAN 

Can  the  catalog  outfitter  catch  up  with  the  times? 


Teiri  Wise  grew  up  with  the  cata- 
log from  L.  L.  Bean  Inc.  as  a  sta- 
ple in  her  house.  Her  parents  reg- 
ularly called  Bean  to  order  clothes 
and  Christmas  gifts.  But  these  days, 
the  only  tie  the  24-year-old  Wise  has 
to  the  Maine  outfitter  are  some  wool 
socks  and  flannel  pajamas.  She  doesn't 
even  bother  to  get  the  catalog.  "Their 
stuff  is  just  so  traditional,"  she  says. 
"It  doesn't  seem  very  Nineties." 

That's  an  understatement.  In  every- 
thing from  management  to  fashion,  pn- 
vately  held  Bean  in  Freeport,  Me.,  is  a 
company  firmly  stuck  in  the  past.  Al- 
though Bean  racked  up  double-digit  rev- 


enue gr-ov^rth  as  it  rode  trends  such  as 
the  outdoor-sports  craze  of  the  '70s  and 
the  pi-eppy  look  of  the  '80s,  it  failed  to 
follow  suit  in  the  '90s.  Today,  the  aver- 
age customer  is  pushing  50.  The  styling 
of  its  khakis,  parkas,  and  sweaters  has 
changed  little,  and  the  Bean  Boot,  the 
company's  very  fii-st  product,  is  still  one 
of  its  best-sellers.  "Bean  fell  into  the 
trap  of  becoming  enamored  with  its  own 
status  whOe  the  I'est  of  the  world  moved 
forward,"  says  Kuit  Barnard,  president 
of  Bantard's  Retail  Trend  Report. 

Indeed,  even  though  strong  interna- 
tional sales  early  in  the  decade  helped 
mask  the  problems  at  home,  Bean's 


numbers  in  recent  years  have  been  litt 
to  write  home  about.  Despite  havii 
what  many  see  as  the  strongest  brai 
ft-anchise  in  the  catalog  industiy,  sal 
are  foundei-ing.  After  dropping  in  19i 
revenues  grew  a  scant  2.9%,  to 
billion,  in  1997.  Analysts  say  the  coi 
pany,  which  doesn't  divulge  its  ear 
ings,  will  see  a  similar'  sales  perfbiTnan 
in  1998. 

WIDE  GAP.  The  slowdown  appears 
have  shaken  the  outfitter  out  of  its 
bernation.  Bean  President  Leon 
Gorman,  the  gi-andson  of  L.  L.  hii 
self,  vows  he'll  "dramatically  chan 
L.  L.  Bean  as  we  know  it."  Initiativ 
ranging  from  opening  stores  to  updi 
ing  its  clothing  to  branching  into 
women's  fasliion  catalog  are  planned, 
goal:  add  $300  million  in  sales  by  20 
and  triple  pretax  profits.  Outsidei-s,  ho 
ever,  wonder  if  Bean's  efforts  will  be 
little,  too  late.  "It  used  to  be  that  Be 
was  the  only  player  on  the  bloc! 
says  Glenda  Shasho  Jones,  pre 
dent  of  Shasho  Jones  Dh-ect,  a  fi 
semce  catalog  agency.  Now,  "they 
playing  catch-up  to  their-  competitor 
And  it's  a  wide  gap  to  close, 
year-s.  Bean,  led  by  Gorman  since  19 
has  prided  itself  on  shunning  the  pr 
tices  of  an  increasingly  cutthroat  m; 
order  industry.  It  was  the  last  ma 
catalog  to  start  char-ging  for  shipping 
holding  out  until  1994.  At  headquarle 
company  lore  revolves  not  around 
nancial  success  or  marketing  coups  1: 
ar'ound  tales  such  as  the  Christmas 
1996,  when  an  incoming  shipment  of 
boggans  anived  late  at  the  Maine  wa 
house.  In  its  anything-for-the-custon 
tr-adition,  Bean  ordered  a  Feder-al 
pr-ess  Corp.  747  jet  up  to  Freeport,  fi] 
it  top-to-bottom  with  toboggans, 
flew  around  the  country  making  dr 
offs  at  FedEx  hubs.  "It  was  a  fai 
hefty  expense,"  says  Lou  Zambe 
Bean's  senior  vice-president,  "but 
wanted  the  kids  to  have  the  sleds 
Christmas." 

But  while  Gorman  stayed  true  to 
principles,  the  competition  moved  in. 
over-all  number  of  catalogs  mailed 
each  year-  in  the  U.  S.  has  jumped  ft 
7.8  biilion  in  1982  to  13.9  billion  curren 
"Where  the  ar-rival  of  the  Bean  cats 
used  to  be  a  big  event,"  sighs  Gor-mar 
is  now  "just  one  of  a  dozen  or  so"  in 
mailbox.  Mor-e  competition  came  fi-om  1 
ditional  retailer-s  such  as  Gap  Inc.  s 
Recreational  Ecjuipment  Inc.  (rei),  wl 
have  copied  and  updated  the  casual 
door-sy  look  once  ovnied  by  Bean. 

Yet  even  as  his  cor-e  business  eroc 
Gorman  hesitated  in  expanding 
brand.  For  example,  he  debated 


Stretching  boundaries, 
requires  limitless  vision. 
Dogged  determination. 
The  will  to  succeed. 

SG  Cowen  embodies  these 
traits  to  help  you  reach  your 
potential  and  attain  your 
goals.  We're  a  proven  firm 
that  focuses  on  the  needs  of , 
companies  in  such  select 
growth  industries  as 
technology,  health  care, 
communications,  and  media 
and  entertainment.  Our 
research  excellence  enables  us 


to  fully  understand  the  trends 
and  dynamics  that  affect  your 
bottom  line. 

With  expertise  in  equity  and 
debt  capital  raising,  M&A, 
leveraged,  project  and  \ 
structured  finance,  we'll 
provide  you  with  not  just  a 
solution— but  the  solution. 

SG  Cowen.  Our  focus  helps 
you  defy  limits. 


efy 


HP,  Better  color,  no  matter  what  you're  printing. 

Introducing  a  new  line  of  HP  Color  LaserJet  printers.  Be  it  good  times  or  fantastic 
times,  people  want  great  color  printouts.  Which  is  why  our  new  fast  and  affordable  Color 


.aserJet  printers  oFFer  our  exclusive  ImageREt  Color  Layering  technology.  Rather  than  placing  red  dots  next  to 
lellow  dots  to  create  the  illusion  oF  orange,  our  process  literally  mixes  the  colors  to  create  real  orange.  Or  maroon. 
)r  millions  oF  other  colors.  All  at  impressive  printing  speeds,  up  to  6  ppm.  Visit  www.hp.com/go/oFficecolor. 


"Black  &  Decker  is  honored  to  have  been  recognized  by  Business  Week  magazine  and  IDSA  for 
onr  achievements  in  product  design.  Our  rich  history  of  innovative  new  ideas  and  user-centered 
design  is  made  all  the  more  rewarding  through  our  participation  in  the  annual  IDEA  competition. 
-Nolan  ArehWald,  Chair,  President  and  Chief  Executive  Officer,  The  Black  &  Decker  Corp. 

GO  O  D 

"Winning  Industrial  Design  Excellence  Awards  affirms  our  ongoing  commitment  to  product  desi^ 
exceUence.  Design  exceUence  is  central  to  Microsoft's  objective  of  making  personal 
computers  more  easy,  enjoyable,  and  accessible  for  all  its  hardware  products." 
—Rick  Thompson,  Vice  President,  Hardware  Group,  Microsoft  Corp. 

DESIGN 

"The  growing  awareness  of  'IDEA'  has  been  enhanced  by  the  dedicated  support  of  Business  Week 
magazine.  This  has  facilitated  new  sharing  practices  among  design  leaders  that  have,  m  turn, 
createji  a  strong  bond  between  professional  design  and  business  leadership.' 
—John  E.  Herlitz,  Vice  President  of  Product  Design,  Chrysler  Corp. 

PAYS 

"Great  design,  useful  innovation,  and  ^retaU  shelf  space  presence'  form  the  essential  foundation  of 
every  new  home  computer  Compaq  delivers.  Without  a  focus  on  world-class  design  leadership, 
Compaq  could  not  have  achieved  the  tremendous  consumer  preference  we  nbw  enjoy."  ^ 
-Rod  Schrock,  Sr.  Vice  President  &  General  Manager,  Consumer  Products  Group,  Compaq  Computer  Corp. 


OFF 


Volkswagen  Sassy  Toys,  Sunbeam,  Samsung,  Hewlett^Packanl,  Sun  countries  for  pnMlucts  so|d  in  North  America.  Business  Week  will  pub- 

IDEAwLe«,showthatgooddesignpaysoff.ltpaysoff  inlowercosts,  ness  and  medical  equipment,  P^"*^^ 

heftier  profite,  greater  customer  satisfaction  and  new  pitKlucl  innova-  media,  heavy  mach.nenr,  transportation,  P'^^^^^ing,  exh'brts  and  fa^ 

ti^  Business  Week  is  again  p«.ud  to  sponsor  the  Industrial  Design  T"": 

Excellence  Awards  (IDEA)  annual  competition  con-            ^  itrrj^^^  Trel  Fa  rv^r^^^^ 

ductedbytheh^strialDe^gners^etyofA^^^            The  1999  ^J^^^^r^S^^^^^^^^ 
MZ!!^^                           Industrial  Design      E-n^ll:  idsa.erols.com.  We.  www.idsa.org. 


Excellence 
Awards 


ice 

Is 


Presented  by  the  Indiistrial 
Desigirers  Society  of  America. 


Formore  information,  contact:  IDSA:  Tel:  (703)  759.0100.  Fax:  (703)759-7679.  E-mail:  iilsa@erols.con,.  Web:  www.idsa.org. 


arketing 


^ars  with  his  managers  the  merits  of 
oving  into  children's  clothing,  while 
vals  such  as  GapKids  sewed  up  the 
arket.  In  retail  outlets,  competitors 
leh  as  REi  grew  rapidly,  while  Gor- 
an held  Bean's  presence  to  its  mm^m 
le  giant  store  in  Freeport — be- 
luse  he  felt  catalog  sales  were 
rong  enough.  "We  discussed  the 
•owth  we  might  achieve  by 
)ening  up  more  stores,"  says  one 
rmer  Bean  executive.  Certainly, 
ich  a  move  would  by  no  means 
ive  been  risk-free:  Mail-order 
impanies  such  as  J.  Crew  Inc. 
ive  demonstrated  that  the  leap 
om  catalogs  to  stores  is  not  al- 
ays  smooth.  Still,  industry 
atchers  say  he  goofed.  "He  was 
fool  to  pass  this  up,"  says  cata- 
g  consultant  William  Dean. 
■lAKE-UP.  Nowadays,  Gorman  is 
ying  to  make  up  for  lost  time, 
lans  are  to  add  one  100,000-square- 
ot  superstore  in  the  mid-Atlantic  re- 
on — exact  location  yet  unnamed — plus 
iveral  smaller  satellite  shops  neai'by.  If 
lose  are  successful,  a  national  rollout  is 
1  the  dravidng  boards.  Freeport  Studio, 
new  casual-clothing  catalog  aimed  at 
)omer  women — offering  ch'esses,  skirts, 


and  jewelry — will  be  launched  next 
year,  as  will  a  full  fashion  update  of 
Bean's  regular  line.  And  he'll  double 
mai'keting  spending,  to  $26  million,  next 
year  to  make  sure  shoppers  know  that 

L.  L.  BEAN  S  FRESH  SPURT 


OPEN  STORES  Will  add  a  100,000-sq.-ft. 
superstore  on  the  East  Coast,  along  with 
several  smaller  satellite  stores. 


FREEPORT 


BOOST  ADVERTISING  A  new 

TV  advertising  campaign — 
Bean's  biggest  ever — started  in 
November.  Fresh  print  ads  will 
appear  next  spring. 

GET  INTO  FASHION  In  January, 
will  launch  Freeport  Studio,  a 
catalog  aimed  at  boomer  women, 
featuring  dressier  clothes. 


changes  are  taking  place. 

Changes  are  also  under 
way  back  at  headquarters. 
Gorman  is  breaking  up  his  hierarchical 
management  in  favor  of  business  units 
responsible  for  such  areas  as  sporting 
goods.  Most  important,  he's  telling  man- 
agers that  "the  'P'  word  [profit]  is  not  a 


bad  word."  Concedes  Gorman:  "Profit 
has  not  been  a  cultural  value." 

Will  Gorman's  fixes  be  enough?  De- 
spite legitimate  strengths — its  service 
and  state-of-the-art  warehouse  contin- 
ue  to  set  the  industry  standard — 
most  of  Gorman's  moves  will  sim- 
ply allow  Bean  to  catch  up  to 
rivals  rather  than  surpass  them. 

And  skeptics  warn  that 
Bean  vrill  have  a  tough 
time  coming  up  with 
fashion  upgrades  bold 
enough  to  distinguish 
itself  from  such  com- 
petitors as  J.  Crew 
and  Lands'  End  Inc. 
Wendy  Liebmann, 
president  of  consul- 
tants WSL  Marketing, 
warns  that  there  are 
now     "110  people 
offering  khakis  and 
oxford-cloth  shirts." 
After  years  of  hesi- 
tation, Gorman  is  fight- 
ing a  reai-guai'd  action  to  reclaim  Bean's 
relevance.  This  time,  he  won't  have 
decades  to  figure  it  out. 

By  William.  C.  Symonds 
in  Freeport,  Me. 


HP  Color  LaserJet  4500  Series  printers 

Featuring  ImageREt  Color  Layering 

•  Designed  for  workgroups  of  up  to  20  people 

•  4  ppm  color,  16  ppm  black 

•  Supports  a  wide  range  of  media  including 
envelopes,  labels,  transparencies 
and  soft-gloss  paper 

•  8  1/2" X  14"  color  auto-duplex  option 
'  High  volume  paper  handling- up  to 

900  sheet  input  capacity 

Starts  at  $2,499 


HP  Color  LaserJet  8500  Series  printers 

Featuring  ImageREt  Color  Layering 

•  Designed  for  departments  of  up  to  50  people 

•  6  ppm  color,  24  ppm  black 

•  Full  range  of  in-house  color  printing 
features- up  to  11" x  17"  full-bleed  for  flyers, 
newsletters,  brochures  on  a  wide  range  of  media 

•  11" X  17"  color  auto-duplex  option 

•  Very  high  volume  paper  handling-up  to  3,100 
sheet  input  capacity 

Starts  at  $5,999 


HP.  Better  color,  no  matter  what  you're  printing. 

For  more  information  about  our  Color  LaserJet  printers,  visit  www.hp.com/go/oFFicecol.or. 


HEWLETT' 
PACKARD 


Expanding  Possibilities 


998  Hewlelt-Packorci  Company,  Estimated  U5.  Retail  Price. 
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Priority  Mail'"  can  save  you  up 
to  70%  over  FedEf  and  UPS^ 
Call  1-800-THE-USPS,  ext.  2003.. 


7  UNITED  STATi 

'postals 


Make  your  CFO's  day.  Fly  Like  an  Eaglel 


UP  TO  UP  TO  I 

^11       ^11        ^3*  ! 

What's  Your  Priority?  <--" 


'Price  comparisons  baset^  on  Piiority  Mail  up  to  2  lbs.  vs.  2-lb.  published  rates  for  FedEx  2Day="  from  $7.50  to  $10.50 

and  UPG  2ndDavAir'  trnm  $7  25  in  Sin  75  Prinrifv  Mail  aupranp  Hpliupn/ nf  9-^  HauQ  (PSIQQflllQ  Pncfal  Cpruiro 


Special  Report 


NnRPRISE 

Timely  Insights  for  Small  Business 


In  Box 


page  2 


Brief  Cases  How  small  biz  promotes  itse 
spam-busting  service,  welfare  hires,  and  more 

Social  Issues 

CPA  Idealism  Businesses  with 
a  social  conscience  don't  have  to 
look  like  losers  on  the  bottom  line 

Companies  pages 

Cybersermons  Rabbi  Bernhard 
Presler's  Torah-Fax  offers  full-service 
support  to  overstressed  clergy 

Marketing  page  10 

Hearth  Throb  Homespun  mail- 
order retailer  Gooseberry  Patch  turns 
customers  into  friends 

Technology  page  12 

0  1  Intranet  News  Now,  anyone  can 
build  a  companywide  Web-style  net- 
work— affordably 

Roundtable  page  18 

Fund-Raising  Fitness  Entrepreneur  Whitney 
Johns  on  improving  women's  access  to  capital 


I  Management  page  22 

^  Bennies  from  Heaven  Custom- 
ized compensation  allows  small  outfits 
to  attract  and  hang  on  to  top  hires 

International  page  26 

Courier  Can-Do  Pony  Express  has  a  reputation 
in  Russia  for  finding  cheap,  fast,  and  clever  solu- 
tions to  local  delivery  problems 

My  Company  page  28 

Management  Kevin  Kelly  learned 
you  can  make  someone  a  supervisor, 
but  that  doesn't  make  them  a  leader 

Under  30  page  30 

Whoa!  Seasoned  rodeo  rider  Casey  Collier,  at  17, 
has  already  lassoed  a  market  in  Western  clothing 

ATEHTEfRISElli 

Ask  Enterprise  Expert  answers  on  picking  software, 
buying  a  business,  and  investing  in  Web-based  startups 
Lender  Profiles  Our  scouting  report  on  how  to  get 
financing  from  major  lenders  Personal  Business 

Keogiis  and  other  tools  for  those  who  want  to  retire  rich 


www.enterprise.businessweeic.com 
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BLOWING  YOUR  HORN  „  .  u 

nil  A  RlinrFT  smallest  businesses  sel- 

y  dom  have  money  to  advertise, 

so  it's  no  surprise  they  depend  on  a  freebie.  A  sur- 
vey from  New  England  Business  Service  Inc. 
shows  word  of  mouth  is  the  No.  1 
advertising  method  for  companies    i  i 
with  fewer  than  20  employees.  Other   \^/  j 
types  of  promotion  include  business 
cards,  the  Web,  and  trade  shows,  each 
cited  by  5%  of  respondents.  A  small  minor- 
ity (14%)  spend  nothing  at  all,  while  median 
ad  expenditure  among  the  rest  is  $1,400  annu- 
ally. For  retailers,  it's  $2,500. 


SPAM  BUSTER 


pam-spam-spam-spam.  It  clogs  servers;  it 
wastes  time.  A  new  "opt-out"  service,  called 
SAFEeps,  aims  to  help  E-mail  users  escape  un- 
sohcited  commercial  E-mail,  while  letting 
them  get  promos  they  might  want. 
Here's  how  it  works:  You  register  your 
E-mail  address  (or  an  entire  domain) 
at  vTOrw.safeeps.com  and  tell  it  to 
accept  spam  on  up  to  21  topics,  or 
block  it  all.  There's  no  charge. 
Marketers  then  pay  SAFEeps 
$29.95  to  ran  up  to  300,000  E- 
mail  addresses  through  its  sys- 
tem, removing  people  who  have 
opted  out  of  receiving  spam. 
Why  would  marketers  agi'ee  to 
this?  Because  if  they  don't  police 
themselves,  the  government  is 
threatening  to  do  it  for  them. 


^^^^t  It  Out 

""'"'^'l-n  businesses 
"^l-m  PAGES 


BEFORE 
THERE  WA' 
MICROSOF 

Not  yet  the  mo 
you'd  like  to  bf 
Railroad  Tycoon  II,  a  comp|iiii 
game  that  recreates  the  great 
Baron  era  with  stunning  3-D  gi  (j, 
historical  video  clips,  and  an  a 
of  blues  tunes.  Players  compet 
against  such  real-world  mono[ 
as  Jay  Gould  and  Cecil  Rhodes 
ing  any  time  after  1804  in  one 
eral  countries.  There's  more  to 
just  laying  track:  You've  got  to 
the  stock  market,  too.  It's 
PopTop  Software  Inc.  (877 
GOD-GAME). 


ANYBODY  HOME?  YOU  BET 


"/  have  two  bottom  lines  to 
my  activities:  Am  I  making 
money,  and  ami  solving 
social  problems?" 

—Tim  Joukowsky,  co-founder  of  Aqua- 
Future  Inc. ,  an  eco-f riendly  fish  farm 
in  Turners  Falls,  Mass.  (page  4) 


Home  IS  where  the  business  is  for  nearly  half  (49%)  of 
entrepreneurs  with  annual  sales  of  $50,000  to  $500,000, 
according  to  a  survey  of  930  companies  by  PSI  Global. 
Additional  findings  show  there's  less  difference  between 
home-based  firms  and  companies  with  regular  offices 
than  is  commonly  assumed.  They  differ  most  in  the  owner's 
attitude  toward  growth. 


NEARLY  70%  OF  SMALL-BIZ  OWNERS  PLAN  NO  NEW  HIRES  NEXT  Ytt( 


CUT  O   C3  i  IQ  I  M  rCQ  \»/CrK   CMT  F  P  DP  I  Q  F   /  nprPh/IRFR   7     1  QQH 


NUS  FOR  WELFARE  HIRING 

■wo  years  into  the  federal  Welfare  to  Work  initiative,  few 
1  small  businesses  are  participating.  While  many  owners 
have  legitimate  reservations,  lack  of  information  plays  a 
e,  too.  A  study  from  the  Jerome  Levy  Economics  Institute 
Bard  College  shows  only  16%  of  small  employers  who  hired 
V  workers  in  early  1998  took  on  former  welfare  recipients, 
!n  though  75%  said  they  would  hire  such  workers  if  the  gov- 
iment  partly  subsidized  wages.  Guess  what?  It  does.  Even 


mons, 
it  of 
abs  Inc. 
'.del'phia, 
success 
ng  sever- 
;r  wel- 
'pients. 
different 
•ing  any 
vel  per- 
says. 


the  members  of  the  nonprofit  Welfare  to  Work  Partnership — 
a  coalition  of  companies  that  hire  ex-welfare  recipients — are 
missing  out.  A  survey  showed  only  12%-  of  members  with  few- 
er than  50  workers  were  taking  advantage  of  two  key  feder- 
al tax  credits.  "Small  companies  are  leaving  a  lot  of  money  on 
the  table,"  says  the  coalition's  Michael  Barbera,  adding  there 
are  also  state  and  local  funds.  For  more  info,  visit  www. 
welfaretowork.org  or  www. 
whitehouse.gov/WHAVelfare/ 
index.html.  Or  call  the  part- 
nership at  888  USA-JOB  1. 


I  WHERE  THE 
IILAHSARE 


F 


leeling  blue?  It's  not  the  hol- 
idays, it's  the  economic  out- 
look. Dun  &  Bradstreet 
Corp.'s  latest  optimism  index 
lows  small  businesses  turning  bearish,  while  Corporate 
nierica  sees  a  few  bright  spots.  Even  where  big  busi- 
•ss  sees  a  squeeze,  small  business  is  feeling  more 
Dched.  The  d&b  results  are  confirmed  by  a  study  from 
ic  National  Federation  of  Independent  Busi- 
es. Its  September  optimism  index  was  the 
west  in  two  years.  And  only  2%  of  small 
i  ins  reported  price  hikes  in  the  first  nine 
•  mths  of  1998,  matching  recessionary  1992. 
istorically,  optimism  is  still  pretty  high.  As 
II!  Chief  Economist  William  C.  Dunkelberg 
lies:  "'Weakening'  from  arguably  the 
■  irongest  level  of  economic  activity  in  his- 
tory is  not  particularly  bad." 


PRESENTS 
ACCOUNTED 
FOR 


If  you  're  just  now  choos  ing  yearend 
gifts  for  clients,  you're  late.  Tivo-tkirds 
of  business  owners  do  it  between  October  and  Novem- 
ber, finds  an  American  Express  Co.*  poll.  Many  are 
celebrating  the  past  year's  jolly  economy:  .n%  will 
spend  more  than  in  1997.  Only  4%  will  spend  less. 


BIGGER  PAIN  FOR  SMALLER  BUSINESSES 

Entrepreneurs  are  less  optimistic  than  Corporate  America  about  '99 
CHANGE  FROM  Q3  TO  Q4  1998  ■■BIG  BIZ      ■■SMALL  BIZ 


SALES 


PROFITS  PRICES  INVENTORIES 

DATA  DUN  8.  BRADSTREET  OPTIMISM  INDEX 


EMPLOYEES 


IN  MANY  WAYS  HOME-BASED 
BUSINESSES  ARE  MUCH  LIKE  OTHERS... 

HOME-BASED     NOT  HOME-BASED 


BUT  THERE  ARE  A  FEW  DIFFERENCES 


KDME- 
8ASED 


NOT  HOME- 
BASED 


'  YEARS  IN  BUSINESS 

13.9 

14.5 

GROWTH  IS  'EXTREMELY  IMPORTANT' 

11% 

21% 

CHECKING  ACCT.  BALANCE 

$14,700 

$15,200 

HAVE  BUSINESS  INVESTMENTS 

53 

39 

BUSINESS  CREDIT 

$62,500 

$62,600 

LIVING  SINGLE 

15 

9 

HOUSEHOLD  INCOME 

$108,400 

$113,200 

SOLE  PROPRIETORSHIP 

72 

52 

DATA:  PSI  GLOBAL  RESEARCH 


ORDING  TO  A  POLL  FROM  THE  ARTHUR  ANDERSEN  ENTERPRISE  GROUP 
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Social  Issues 


THE  TWO  BOnOM  LINES: 
PROFITS  AND  PEOPLE 

Entrepreneurs  are  finding  tiiat  tlieir  consciences  can  be  a  guide  to  growth 

At  Bagel  Works  Inc.,  a  Keene 
(N.  H.)-based  chain  of  bagel 
stores,  there's  an  unusual 
December  ntual.  At  all  nine 
outlets,  employees  sift  tlu'ough  local 
charities  that  they  think  might  de- 
serve help,  and  come  up  with  five 
nominees.  The  winners  are  selected 
by  secret  ballots — cast  in  the  stores 
by  customers.  For  a  year,  the  vic- 
tors win  financial  support,  promo- 
tional space  at  Bagel  Works,  and 
often  free  bagels. 

To  co-founders  Richard  French, 
34,  and  Jennifer  Pearl,  31.  the  elec- 
tions ai"e  a  winner  on  sevei"al  levels. 
They  help  with  marketing  and  com- 
munity relations,  and  boost  em- 
ployee morale.  But  they  also  re- 
flect the  owners'  commitment  to 
running  the  business  with  an  eye 
on  values,  not  just  the  bottom  fine. 
At  the  10-year-old,  $5  million  com- 
pany, the  140  employees  benefit 
from  "open  book"-style  manage- 
ment, and  environmental  concerns 
guide  day-to-day  operations.  Most 
striking,  for  the  past  three  years, 
Bagel  Works  has  donated  10%  or 
more  of  pr-etax  profits  to  chaiitable 
causes  such  as  homeless  shelters. 

Sounds  nice,  but  does  it  make 
business  sense?  "Some  could  ai'gue 
that  we  may  be  able  to  make  more  mon- 
ey," concedes  French.  "But  if  we  weren't 
doing  some  of  those  things,  we  might 
have  a  lesser  quality  of  employee  or 
more  turnover"  And,  he  adds,  based  on 
shoppers'  responses,  "it  absolutely  re- 
lates to  customer  loyalty." 

French's  ijistincts  ai-e  well-intentioned, 
and  they're  also  well-gi'ounded.  Consul- 
tants cite  growing  evidence  that  socially 
conscious  behavior  brings  tangible  re- 
wards far  hi  excess  of  foregone  profits 
and  time  invested.  The  payoff  can  come 
in  the  form  of  higher  productivity,  be- 
cause employees  want  COMPANY 

to  stick  around — a  big   

bonus  in  a  tight  laboi-  mai'ket.  It  could 
show  up  in  new  business,  because  you've 
helped  build  a  stronger,  and  thus  more 
economically  vital,  community.  Or  it  could 


NICE  GUYS  DON  T  TANK:  Joukowsky 
and  Goldman  want  AquaFuture  to 
make  money  and  feed  the  world 


mean  customers  switclung  from  one  of 
your  rivals  simply  because  they  admire 
your  efforts — a  powerful  competitive 
edge,  says  Brian  Lunde,  senior  vice-pres- 
ident of  Walker  Information,  an  Indi- 
anapolis market-re- 
seai'ch  fimi.  "A  socially 
conscious  company,  all  else  being  equal,  is 
likely  to  be  viewed  more  favorably,"  he 
says,  citing  studies  of  consuiner  behavior 
At  the  very  least,  there  is  no  evi- 


CULTURE 


dence  that  socially  conscious  business 
are  less  profitable  as  a  gi'oup,  and  cc 
siderable  evidence  that  they  gain  a  s{ 
cial  advantage,  says  Allan  R.  Cohen, 
management  professor  at  Babson  C 
lege  in  Newton,  Mass.  "It  doesn't  su 
tract  from  the  bottom  line,  it  adds 
the  bottom  line,"  says  Robert  W.  M{ 
Gregor,  president  of  a  Minnesota  coi 
tion  of  socially  responsible  businesses 
Just  how  many  entrepreneurs  are  s 
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daily  conscious  is  hard  to  pin  down, 
since  the  definition  can  vary  so  widely. 
But  if  you  tliink  it  means  a  few  idealists 
selling  gi'anola  at  a  loss,  think  again.  A 
broad  swath  of  Baby  Boomers  have 
melded  '60s  idealism  with  the  profit  mo- 
tive, and  younger  entrepreneurs  are 
picking  up  the  thread,  too.  "I  hear  a  lot 
more  now,  'How  do  I  make  this  sei've 
my  passion  and  make  it  a  success?'" 
says  Kirk  0.  Hanson,  a  professor  at 
Stanford  University's  business  school. 

For  some,  being  socially  conscious  is 
the  basis  of  the  business  itself,  such  as 
companies  that  make  environmentally 
sound  products.  For  others,  like  Bagel 
Works,  it's  the  way  they  conduct  busi- 
ness and  relate  to  then*  communi- 
ty. But  what  unites  these  owners 
is  the  old  cliche  about  doing  good 
and  doing  well.  "I  have  two  bot- 
tom lines  to  my  activities,"  says 
Tim  Joukowsky,  one  of  the 
founders  of  AquaFuture  Inc.  in 
Tiu'ners  Falls,  Mass.  "Am  I  mak- 
ing money,  and  am  I  sohing  social 
problems?" 

Joukowsky,  37,  thinks  he's  on 
the  tlu'eshold  of  doing  both.  Acjua- 
Future  grew  out  of  a  college 
project  his  buddy  Josh  Goldman 
did  on  sustainable  fish-farming. 
The  com|)any  was  launched  about 
10  years  ago  and  ciuickly  garnered 
reseai'ch  gi-ants.  Its  patented  tech- 
nology allows  more  fish  to  be 
raised  in  a  single  huge  brewery- 
size  tank  than  most  fish  fanns  pro- 
duce on  400  acres,  with  low 
environmental  impact.  The  busi- 
ness— which  he  says  can  help  in- 
crease the  world's  protein  sup- 
ply— will  chalk  up  about  $1.7 
million  in  revenues  this  year. 

What  about  the  tradeoffs?  He 
concedes  that  being  idealistic  is 
not  the  fastest  way  to  make  money,  and 
his  company  isn't  profitable  yet.  But 
Joukowsky  vows  that  it  will  be  next 
year.  He  says  he  learned  long  ago  that 
you  can't  make  a  sustainable  contiibution 
to  the  environment  if  you  don't  have  a 
sustainable  business. 

Fov  the  growing  number  of  small 
companies  that  outsource  pi'oduction 
abroad,  social  consciousness  can  mean 
tiying  to  influence  and  impi'ove  working 
conditions  in  foreign  countries,  says  Mai'c 
J.  Epstein,  a  business  professor  at  Rice 
University  in  Houston.  Take  Mark 
Juarez,  41,  owner  of  San  Leandro 
(Calif.)-based  Tender  Loving  Things  Inc., 
which  markets  bath  products  made  in 
China.  Juarez  rejected  several  plants 
because  of  child  labor  and  deplorable 


Social  Issues 


worldng  conditions.  But  the  ones  he  did 
select  had  problems,  too.  "You  could  al- 
most fall  over  fi'om  the  fumes,"  said  Fi- 
nance Director  William  L.  Keyes.  To 
help,  the  company  set  up  a  task  force  to 
improve  processes  and  working  condi- 
tions. The  results  so  far:  better  sanita- 
tion, more  safety  ecjuipment,  and  cut- 
backs in  16-hom'  days  and  7-day  weeks. 
Not  by  coincidence,  product  quality  and 
productivity  have  improved,  too. 

Others  see  a  du-eet  marketing  benefit. 
Hoboken  (N.J.)-based  Cloud  Nine,  wliich 
makes  natural  chocolates  and  confec- 
tions, advertises  on  its  packaging  that 
10%  of  its  profits  go  to  protect  the 
Brazilian  rain  forest — where  most  cocoa 


isn't  universally  popular.  Bagel  Wort 
French  remembers  years  ago  when 
local  AIDS  gToup  they  supported  set  up 
table  at  one  store  for  a  day,  where  th( 
distributed  pamplilets,  red  ribbons — ai 
condoms.  One  mother  called  French 
protest  that  she  hadn't  planned  to  tu 
an  en-and  with  her  child  into  a  sex  ed 
cation  lectui'e.  French  apologized.  "Ej 
ly  on,  we  were  just  these  idealistic  ki( 
We  have  matured  a  little  bit,"  he  say 
How  much  should  a  company  giv 
Groups  like  the  Minneapolis  Keysto 
Club  ask  members  to  start  at  2% 
pretax  pi'ofits.  Others  choose  to  dona 
time  and  expertise  to  nonprofit  gi'oups 
for  instance,  setting  up  a  new  piu-chasi 


The  Righteous  Stuff 

Some  resources  for  the  socially  conscious  business  owner: 


BUSINESS  FOR 
SOCIAL  RESPONSIBILITY 

415  537-0888 
www.bsr.org 

Regards  social  responsibility  and  prof- 
itability as  compatible  goals.  Offers  con- 
ferences, educational  programs  for  the 
public,  and  consulting  for  members. 

CO-OP  AMERICA 

www.coopamerica.org 

Web  site  features  the  Green  Pages,  a 
searchable  directory  of  products  and  ser- 
vices from  environmentally  and  socially 
conscious  businesses. 

SOCIAL  VENTURE  NETWORK 

415  561-6501 
www.svn.org 

A  400-member  group  of  business  leaders 
and  entrepreneurs.  Web  site  has  info 
on  the  group's  special  initiatives,  such 
as  a  program  to  involve  businesses  in 
urban  areas. 


BEYOND  THE  BOTTOM  LINE:  PUTTING 
SOCIAL  RESPONSIBILITY  TO  WORK  FOR 
YOUR  BUSINESS  AND  THE  WORLD 

By  Joel  Makower 
(1995,  Touchstone  Books,  $14) 
Gives  a  history  of  Business  for  Social 
Responsibility  as  well  as  advice  on  mak- 
ing your  business  socially  conscious. 

75  BEST  BUSINESS  PRACTICES 

FOR  SOCIALLY  RESPONSIBLE  COMPANIES 

By  Alan  Reder 

(1995,  JP  Tarcher,  $12.95) 

Offers  practical  case  studies  on  how 

increased  social  responsibility  can 

increase  profitability. 

COMPANIES  WITH  A  CONSCIENCE: 
INTIMATE  PORTRAITS  OF  TWELVE  FIRMS 
THAT  MAKE  A  DIFFERENCE 

By  Mary  Scott 

(1994,  Citadel  Press,  $12.95) 

Profiles  of  12  profitable  U.S.  companies 

that  demonstrate  social  responsibility. 


beans  grow.  Pi'esident  Joshua  Taylor,  an 
avid  environmentalist,  says  the  business 
has  $10  million  to  $15  million  in  sales, 
thanks  in  part  to  customer  support  for 
its  cause-based  marketing.  "It  pays  for 
itself,"  he  says. 

POPULAR  CAUSE.  Reseai-ch  supports  Tay- 
lor's belief.  In  a  1996  survey  of  2,000 
people  conducted  by  Roper  Starch 
Worldwide  Inc.  and  Cone  Communica- 
tions of  Boston,  76%  of  the  respondents 
said  they'd  switch  from  their  current 
brand  to  one  associated  with  a  good 
cause  if  price  and  quality  were  equal. 
That's  up  fi-om  66%  in  1993,  and  new 
figures  due  out  in  January  show  the 
trend  continuing. 

Of  course,  linking  yom'  company  to  a 
cause  can  backfire  if  you  pick  one  that 


■ 


system  or  designing  new  offic 
And  martyrdom  isn't  required.  E 
the  most  ardent  advocates  say  your  fi 
obligation  to  the  community  is  to  ha\' 
successful  business.  After  all,  it  woulc 
be  veiy  socially  conscious  to  tlii'ow  eve 
one  out  of  woi'k.  "There's  an  infir 
amount  of  good  to  be  done  and  only  ih 
resom'ces,"  says  Cohen.  "Tliink  about 
sues  that  matter  to  people  who  work 
you,  the  community  you  practice  in,  ; 
your  customers.  What  are  appropri 
causes  that  enliance  yoiu'  i-eputation  v 
each  of  those  constituents?"  That's 
difference  between  the  new  and  the 
idealists — they're  crunching  numb^ 
along  with  their  gi'anola. 

By  Robin  D.  Scfiatz  in  New  1  v, 
ivitli  Claire  Poole  in  Housw 
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Tired  of  your  old  28.8 
modem  slowing  you 
down?  It's  time  to  move 
to  3Com  U.S.  Robotics^^ 
56K  standard  modems 
and  PC  Cards.  They're 
proven  to  connect  on 
average  up  to  80% 
faster  tfian  28.8  modems''' 
for  truly  high  speed 
downloading,  streaming 
video,  and  near  CD-quality 
audio.  So  visit  your 
nearest  3Com 
retailer  or  find  us  at 
www.3com.com/56k 
for  more  information. 
Because  when  it  comes 
to  getting  the  most  out  of 
the  Internet,  the  modem 
makes  the  difference. 


€  of  receiving  at  up  to  56  Kbps  and  sending  at  up  to  31.2  Kbps.  Due  to  KC  regulations  on  power  output,  receiving  speeds  are  limited  to  53 
iaual  speeds  may  vary.  Requires  compatible  phone  line  and  server  equipment.  Complies  with  both  the  determined  V.90  ITU  56K 
:  ;;  d  and  x2  technology  protocols.  Standard  officially  determined  in  February.  1998:  ratification  expected  in  September,  1998 
ienderson  Communications  Laboratories  performance  tests,  June  1998.  See  wv»w.3com.com/56k  ©1998  3Com  Corporation.  All  rights 
jservsd.  3Com,  the  3Com  logo  and  U.S.  Robotics  are  registered  trademarks  and  More  connected,  is  a  trademark  of  3Com  Corporation. 
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FRIDAY,  THE  RABBI 
SOLD  SERMONS 

Torah-Fax  zaps  E-mail  inspiration  to  religious  leaders 

One  hand  steering  his 
Mercedes,  the  other 
chitching  a  cell  phone, 
Rabbi  Bernhard  Presler,  62, 
is  answering  his  new  calling 
while  driving  down  a  Fort 
Lauderdale  Wghway.  A  refonn 
synagogue  leader  for  three 
decades,  Presler  is  now  in  the 
"clergy  support"  business,  zap- 
ping out  canned  semions  by 
E-mail  and  counseling  over- 
stressed  rabbinical  peers — of- 
ten from  his  car. 

Some  rabbis  say  that  his 
service  offers  too  easy  a 
shortcut,  but  there's  no  doubt 
about  it:  Presler  certainly  has 
clients.  The  calls  pour  in. 
"Bernie,"  pleads  one  rabbi, 
"do  you  have  a  prayer  for  re- 
moving a  wedding  ring  from 
the  deceased?"  Amiable,  with 
a  dash  of  calming  wisdom, 
Presler  assures  them  he  can 
help. 

"The  clergy  today  are 
swamped,"  explains  Presler. 
Indeed,  he  compares  the 
leader  of  a  sprawling  modem 
congregation  to  an  overtaxed 
corporate  CKO.  Scholarly  life 
at  the  neighborhood  shnl  has 
been  replaced  by  board  meet- 
ings, building  committees,  per- 
sonnel problems — and  as 
many  as  100  sermons  a  year.  "Every 
week  is  like  writing  a  new  PhD  the- 
sis," he  says. 

SPECIAL  BLESSINGS.  Enter  Torah-Fax, 
the  Davie  (f^la.)  research  and  support 
operation  he  founded  six  yeai's  ago  that 
now  ministers  to  480  rab- 
bis— an  estimated  15%  of 


says  what  matters  is  how  it's  used.  / 
a  tool,  Torah-Fax  is  fine,  says  Dav 
Magidson,  president  of  the  585-fami 
Temple  Judea  in  Coral  Gables,  Fla.  Bi: 
he  says,  "we  hired  a  rabbi  for  his  on 
inality,  his  feeling,  and  his  beliel 
Presler  doesn't  disagree.  The  sermoi 
are  meant  to  inspire,  "not  to  be  re; 
word  for  word" — although  detracto 
say  it  occasionally  happens. 

Pi'esler  moved  into  busine 
in  1992  after  his  contract  at 
South  Florida  synagogue  e 
pired.  He  and  editor  Rab 
Jack  Riemer,  a  well-knov 
scholar  and  writer,  beg; 
building  a  database,  organizii 
material  by  subject.  Much 
it  is  topical. 

"There  are  books  of  se 
mons,  but  they're  not  up-t 
date,"    says    North  Miai 


a  The  clergy  today  are  swamped. 
Every  week  is  like  writing  a  new 
PhD  thesis 


I- 

r 


a  Eulogy  Disk  or  audiotaped  conferences.) 

Subscribers  may  also  tap  the  restless 
mind  of  Presler  liimself — and  liis  50,000- 
item  database.  Can't  find  a  blessing  for  a 
new  set  of  twins?  Pi-esler,  at  800  TORAH- 
Fx,  can.  "Rabbis  are  expected  to  be  su- 

ENTREPRENEURS  P^™*^"-  Anything  that 
  can  make  then-  lives  less 


the  pulpits  in  America's  three  major 
branches  of  Judaism.  ("Torah"  is  the  He- 
brew teiTn  for  the  fii'st  five  books  of  the 
Old  Testament.)  For  $400  per  year, 
Presler  shijjs  bimonthly  sennons  tied  to 
the  Bible.  Members  get  two  to  tlu-ee  ad- 
ditional "last-minute"  sennons  a  week — 
news-driven  submissions  drawn  from 
Pi-esler's  network  of  scholars  and  authoi-s. 
(A  $1,500  VIP  service  tlu-ows  in  all  the 
products  Presler  sells  separately,  such  as 


hectic  makes  then-  lives  better,"  he  says. 

That  view  iiritates  some.  "Preaching 
is  an  art.  It  requires  you  to  do  the  hai'd 
work  if  you're  going  to  do  it  well,"  says 
former  subscriber  Gary  M.  Bretton- 
Granatoor,  senior  rabbi  at  Manhattan's 
Stephen  Wise  Free  Synagogue. 

Congregational  leaders  echo  the  con- 
cerns of  Rabbi  Steven  Dworken,  exec- 
utive vice-president  of  the  orthodox 
Rabbinical  Council  of  America,  who 


'RABBIS  ASSfSTAi    ^^^'^^^  ^""^^^^  Lipschitz. 

""-^"n"?/  can  call  up  Torah-Fax  and  a 
iTTTz^^""*"*'**  for  the  latest  on,  say,  ab( 
^^^^IL^^K      tion,  and  he  finds  it."' 

CHRISTIAN  MISSION.  Throu  i 
word-of-mouth    and  dirt 
mail,  Torah-Fax  is  adding 
subscribers    a    year,  sa 
Presler,  and  reaches  35  stat^ 
and  12  foreign  countries.  Wii 
three   full-time  employei 
Presler  sells  more  than 
products:  customizable  lettt- 
to  grieving  families,  Bar  Mi 
vah  sermons,  and  even  "tii 
management  for  rabbis"  so- 
wai'e.  This  yeai"'s  revenues 
expected  to  top  $200,000,  a; 
the  business  has  been  pr 
itable  since  its  launch. 

Now,  Presler  is  hoping 
inspire  a  new  market: 
President,  Torah-Fax  christian  clergy.  His  lat( 
project,  dubbed  "Bible-Fa: 
takes  aim  at  the  estimated  400,0 
churches  in  America.  As  Presler  s( 
it,  the  message  of  many  sermons 
universal."  And  he  has  commissionec 
fi'iend  from  interfaith  meetings  to 
tool  some  of  the  sennons  in  his  datab; 
into  a  Christian  fi-amework. 

They'll  have  plenty  of  competiti 
though:  More  than  a  dozen  seivices 
ready  cater  to  Christian  denominati( 
one  way  or  another,  according  to  St 
Purdum,  editor  of  Homiletics,  a  f 
profit  quarterly  that  publishes  sermo 
"Generating  a  new  idea  eveiy  week 
hard,"  Purdum  says — for  any  clerj 
man.  Presler,  for  his  part,  remains  c 
fident  he  can  find  common  ground.  J 
call  it  a  leap  of  faith. 

By  Dennis  Berman  in  Davie,  f 


—  RABBI  BERNHARD  PRESLER 
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unlimited  Internet  access  for  only  $9-95  per  month- 
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Marketing 


WARM-AND-FUZZY 
TO  COLD  HARD  CASH 

How  Gooseberry  keeps  its  homespun  catalog  cookin' 

When  Susan  Brzozowski  ])icked 
up  the  Gooseberry  Patch  Co. 
catalog  in  1993,  the  avid 
craftswonian  planned  only  to 
browse.  "I'm  not  big  on  mail  order," 
says  the  45-year-old  former  math 
teacher.  "I  like  to  see  things  before  I 
buy  them."  But  the  cheery  tone  and 
"cute  lettering"  of  the  hand-drawn 
country-store  catalog  lured  her  into  a 
purchase.  Now  she's  a  regnlai;  buying 
at  least  one  item  for  her  Ellicott  City 
(Md.)  home  each  year. 

Loyal  buyers  like  Brzozowski  are 
the  soul  of  Gooseberry  Patch,  a  mail- 
order retailer  of  homespun  decorations 
CUSTOMER  utensils,  most 

I^QYy^l_jY      for  less  than  $20 

  each,     based  in 

Delaware,  Ohio.  "The  Patch,"  as  the 
company  is  often  called,  has  a  winning 
marketing  strategy:  turn  customers 
into  friends.  "We're  selling  the  warm 
and  fuzzy,  the  sense  of  home,"  says  co- 
founder  Jo  Ann  Martin,  a  former  first- 
grade  teacher. 

Don't  be  fooled  by  the  image.  The 
company  is  a  tough  rival  in  a  cutthroat 
business.  Some  7,000  catalogs  jam  the 
U.  S.  mail  annually.  As  a  group,  they'll 
gross  about  $51  billion  this  year,  says 
the  Direct  Marketing  Assn.  Most  firms 
are  tiny.  Gooseberry's  $7  million  in  fis- 
cal 1998  sales  puts  it  ahead  of  the  6,000 
catalogs  that  gross  $;:!  million  a  year 
or  less. 

MUSLIN  BUNNIES.  Martin,  42,  and  neigh- 
bor Vickie  L.  Hutchins,  47,  started  the 
company  in  1984  with  a  gi'ubstake  of 
$5,000  each.  The  two  suburban  mothers 
have  since  perfected  an  over-the-back- 
yard-fence  style  of  customer  relations 
that  has  won  them  devoted  clients — 
100,000  repeat  customers  from  Janu- 
ary to  September  alone. 

TOO  CLUBBY?  One  consultant 
warns  The  Patch  might  have 
trouble  broadening  its  base 


SLOW  START:  Maii'ni  and  Htitchuis  sivitclwd  titrategij 


But  winning  those  hearts  was  no 
sldp  down  a  gaixlen  path.  The  fii'st  cat- 
alog featured  mostly  reproduction  an- 
tiques— $400  easy  chairs  and  $200 
punch  bowls — in  glossy  photos.  Orders 
reached  just  $27,000,  all  for  low-budget 
items  such  as  $11  Santa  Claus  choco- 
late molds.  The  two  partners  quick-  „ 
ly  regrouped  and  shipped  a  four- 
page  brochure  ~ 
featuring 
muslin  bun- 
nies, candles,  ^^►^ 
and  21  other  un- 
der-$20  items. 
Slick  style  and  glossies 
were  ditched  for  hand 


lettering  and  sketches.  They  displayej 
goods  with  domestic  tips  and  a  mullej 
cider  recipe,  inviting  ideas  and  recipq 
from  readers,  too. 

The  response  was  so  good  that  ThI 
Patch  began  sprinkling  contributiorj 
through  all  its  catalogs,  giving  clienlT 
an  emotional  stake  in  the  companl 
Their  customers — mostly  middle-clasl 
Midwestern  women  born  in  the  bati 
boom  years — now  supply  ideas  aiJ 
family  stories  through  the  mail,  a  tol 
free  hotline,  and  a  Web  siti 
www.gooseberry  patch.com.  This  yeal 
Brzozowski  sent  in  an  idea  for  makiil 
fall  napkin  holders  from  leaves.  Cul 
tomers  even  ms| 
in  photos  of  the 
children.  It's  i 
surprise  the  coij 
pany's  survej 
have  had  respond 
rates  as  high  [ 
50%— well  aboj 
the  industry's  10| 
to  15%  norm. 

Client  input  hi 
been  gold  in  mo| 
ways  than  one. 
1991,  Martin  H 
some  800  recipe 
In  May,  1992,  th(| 
became  Old-Fat 
ioiied  Coiniti 
C ,'t  rist  ))ias ,  ti 
fii'st  of  35  hardcd 
er  and  softcovl 
books  on  subjed 
ranging  from  afta 
noon  tea  to  herq 
cooking.  By  19S 
books  were  42%  I 
retail  sales.  T] 
Patch  also  has 
panded  into  wholesaling.  Deals  wi] 
outlets  such  as  Nordstrom  Inc.  ha 
brought  its  books  to  2,000  U.  S.  shoJ 
The  chummy  style  may  not  work] 
The  Patch  grows.  Dick  Hodgson,i 
leading  catalog  consultant,  warns  tn 
being  too  clubby  can  hurt  a  compani 
ability  to  bring  in  new  buyers.  "M(j 
'  of  these  clever,  unique  approaches 
not  have  longevity,  or  grow  tol 
plateau,"  he  says.  But,  he  adds,  ll 
Patch  is  showing  strong  gi'owth  iij 
weak  year  for  most  catalogers. 

In  1997,  the  company  expanded! 
a  nearby  industrial  park.  Inside,  tej 
phones  are  ringing  with  3,000  ord''^ 
a  day.  But  cheerful  staffers  still  t 
time  to  chat.  "It's  like  we're  sippi 
tea  with  someone  over  the  phon 
says  23-year-old  Crystal  Lappie 
phone-sales  supervisor.  After 
you  can't  msh  when  you're  sell 
hearth,  home,  and  friendship. 

By  James  Ott 
Delaware,  0 


"It's  simple.  GoldMlne®  gives  us  greater  results  in  less  time." 


GoldMine  made  it 
possible  for  us  -  at 
last  -  to  combine  our 
torces  by  giving  us  a 
tool  for  managing 
clients  and  a  powerful 
database  in  one 
program,  wittiout 
compromising  either 
one.  It  saved  time  and 
reduced  frustration. 
Now  we  can  concen- 
trate on  doing  great 
work  for  our  clients. " 


Joe  Phelps  is  CEO  of  The  Phelps  Group, 
a  pioneer  in  fully-integrated  marketing 
communications  with  clients  who  are 
world  leaders  in  their  categories.  He  and 
his  growing  staff  depend  on  GoldMine 
every  day  to  manage  contacts  and 
optimize  the  extensive  database  that 
is  vital  to  their  success. 

GoldMine  leads  the  way  in  providing 
team  solutions  for  automating  sales 
and  marketing  efforts.  It  will  make  your 
department,  organization,  or  business 
operate  better,  so  you'll  be  able  to  build 
relationships,  meet  customer  demands 
and  realize  results  like  never  before. 
With  GoldMine  4.0  you  will: 

•  manage  your  calendar,  keep  track  of 
ail  communication  with  your  contacts, 
and  delegate  activities  to  your  team 

•  give  your  business  a  "best  of  class" 
solution  for  managing  customer 
relationships  and  developing  business 

•  make  both  selling  and  communicating 
affordable  and  successful  by  adopting 
a  solution  that  bridges  the  gap 
between  complex,  expensive  Sales 
Force  Automation  systems  and  lower- 
end  Contact  Managers 

•  cut  administrative  time  dramatically, 
giving  your  team  more  time  to  sell. 

With  GoldMine  you  will  turn  prospects 
into  customers  for  life. 


Goldmine 

Turn  Your  Contacts  Into  GoldF 


©  1998  GoldMine  Software  Corporation 
17383  Sunset  Blvd..  Suite  301,  Pacific  Palisades,  CA  90272 
GoldMine  is  a  registered  trademark  ol  GoldMine  Software  Corporation. 
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CLICK  HERE  FOR 
EFFICIENCY 

Intranets  simplify  communication  and  data  management 


By  1997,  David  Cooper  had  spent  a 
year  wrestling  with  the  network 
he  inherited  as  systems  manager 
at  Toronto-  and  Montreal-based  Taxi 
Advertising  &  Design,  and  he  still  didn't 
have  the  upper  hand. 

Checking  a  project's  status  with  a 
colleague  at  the  40-employee  company 
involved  rounds  of  voice  mail.  It  was 
nearly  impossible  to  find  anything  on 
the  company's  local-area  network.  Wide- 
ly needed  chent  phone  numbei's  were 
bulled  in  personal  Rolodexes,  both  pa- 
per and  electronic.  Files  from  past  proj- 


ects were  stored  in  a  labyrinth  of  net- 
work drives,  directories,  and  folders. 
And  if  you  wanted  to  read  one,  good 
luck:  Each  computer  had  its  own  appli- 
cations, and  each  user  had  to  figiu'e  out 
which  application  to  use.  If  INTRANETS 
chaos  were  a  system,  this 


IS  what  it  would  look  like. 

So  Cooper,  like  many  of  his  corpo- 
rate counterparts  in  recent  years, 
turned  to  an  intranet.  It's  a  private, 
companywide  information  system  that 
looks  and  acts  like  a  Web  site,  but  only 
people  in  the  company  have  access  to  it. 


To  view  files  and  info 
mation,    you  simp 
navigate  the  site  wi 
a  standard  Web  brow 
er,  clicking  on  hnks. 
Cooper  set  up  h 
system  in  a  few  hou 
last  February,  using 
$200  FileMaker  Pro  dat 
base  program.  Perhaps  tl 
simplest  and  lowest-cn 
version  of  an  intrant 
FileMaker  Pro  did  t! 
trick,   with  one 
censed  copy  servii 
an  unlimited  number  of  users.  Ni  ■ 
Taxi's  phone  numbers  are  in  a  ce 
tral  corporate  database,  and  mc, 
employees  can  check  the  status 
projects.  Files  from  previous  jo 
can  be  located  quickly  by  ident 
cation  number.  "Communicatio 
are  easier  and  faster,"  says  Coop 
"and  we  now  provide  better 
vice  to  our  clients." 
NEAT  NOTES.  Why  did  Cooper  w 
so  long?  Until  recently,  intran 
were  technically  too  ( 
manding  for  a  sm 
business,  and, 
$10,000  and  up, 
expensive.  In 
past  year,  ho 
ever,  the 
t  u  r  e  h 
changed.  Ni 
you  can  choi 
among  intram 
style  software  co 
ing   from   a  f< 
hundred  to  a  f< 
thousand  dollars  (table).  They're  gem 
ally  easy  to  set  up  and  maintain.  A 
because  the  intranet  is  Web-based, 
intranet  page  can  be  accessed  via  M 
PC,  or  UNIX  workstation. 

Useful  as  FileMaker  Pro  is,  its 
pabihties  are  just  the  beginning  of  wl 
an  intranet  can  do.  Helmers  Pubhshii 
a  Peterborough  (N.  H.)-based  tra 
magazine  publisher  with  G2  employe 
built  an  intranet  based  on  a  more 
pensive  product  called  IntraNetics 
While  FileMaker  Pro  offers  little  m( 
than  the  ability  to  search  and  S( 
through  a  database,  IntraNetics  ser 
up  such  interactive  pa 
grams  as  an  electronic  c| 


endar  and  address  book.  Helmers  tcl 
down  its  cluttered  corkboard  and  jt 
annoimcements  on  attractive  Web  pajj 
The  bulky  personnel  and  employee  ni;r 
ual  has  gone  electronic,  too. 

Now,  any  authoiized  user  can  upd;l 
a  range  of  company  documents  with™ 
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Enroll  your  small  business  in  the  Visa  "Time  to  Cash  In"  program  and  start  saving  money  on  some  of  your 
most  common  business  expenses.  Because  every  time  you  use  your  Visa'  Business  card  at  the  merchants 
below  from  now  through  September  30,  1999,  your  business  will  receive  cash  rewards.  For  details  about 

the  one  tool  your  business  shouldn't  be  without,  visit 


THE  VIS^"  BUSINESS 
CARD  GIVES  YOU  CASH 
BACK  ON  EVERYDAY 
BUSINESS  EXPENSES. 
SEE.  THERE  IS  A  TOOL 
THAT  DOES  EVERYTHING. 


or  call  1-800-520-VISA. 


Visa  Busim^ss  Card 

4000 

VISA 

Shell 


Iff  Speedy 

?mmc  •  COPYING  •  menu  hhwotik 


"Offers  vary  by  mercfiant  partner  Quarterly  rewards  will  be  issued  and  nnailed  to  tfie  enrolled  individual  account  holder  m  Ifie  htm  ot  a  check  Offer  valid  from  10/15/98  through  9/30/99, 
only  for  qualifying  minimum  purchases  made  each  quarter  with  specific  Visa-branded  Business  cards  Purchases  that  do  riot  meet  minimum  quarleriy  amount  may  not  be  applied  to 
other  quarters  Call  (800)  520-VISA  (8472)  for  complete  Program  Terms  and  Conditions 
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relying  on  a  network  specialist — which 
means  they  stay  cuiTent,  says  Coiporate 
Marketing  Director  Carol  Sanchioni.  As 
soon  as  the  company  settles  some  secu- 
rity issues,  salespeople  will  be  able  to 
tap  in  through  the  Web  when  travel- 
ing, too.  "I  love  it,"  says  Carol  Nelson, 
marketing  communications  manager  at 
the  publisher.  "I  can  get  all  the  data  I 
need  that  affects  me  at  that  moment, 
like  notes  from  a  recent  trade  show." 
LONG-DISTANCE.  Companies  that  want 
to  give  access  to  key  partners,  vendors, 
and  clients  can  expand  the  intranet's 
function  with  an  "extranet"  that  allows 
outsiders,  with  the  proper  password,  to 
place  orders  and  check  theii"  status  over 
the  Web. 


Technology 


PageMill,  which  can  also  create  much 
more  complex  pages. 

So  which  intranet  is  right  for  you? 
On  the  low  end  of  the  price  spectnun, 
FileMaker  Pro  offers  a  fairly  sophisti- 
cated but  easy-to-use  Web-publishing 
feature  that  you  install  on  the  company 
network.  This  can  be  done  easily  by 
anyone  with  basic  networking  experi- 
ence. But  unless  you  want  to  do  a  lot  of 
work  customizing,  you'll  only  get  to 
shai'e  pages  that  look  like  a  simple  data- 
base. It's  not  suitable  for  posting  large 
tlocuments,  and  it  may  not  have  the  fin- 
ished look  that  would  impress  outsiders. 

For  even  less  fuss  ancl  minimal  setup 
and  administration,  consider  another  so- 
lution: Web-based  subscription  services. 


Getting  on  the  Same  Page 

Any  intranet  can  provide  easier  access  to  the  latest  internal  information-but 
some  do  it  better  than  others.  Here's  a  look  at  the  options. 

PRODUCT 

:  CAPABILITIES 

;  PROS 

CONS 

FILEIVIAKER 
PRO 

^  View  pages  in  a  File- 
;  Maker  Pro  database. 

1  Low  price,  easy  setup. 

Lacks  ready-made  appli- 
cations such  as  schedulers 
and  document  sharing. 

WEB-BASED 
INTRANETS 

:  Connect  througti  the  Internet 
:  to  a  dedicated  Web  site  to 
;  share  documents  and  use 
i  other  services. 

\  Low  cost,  easy  setup,  and 

low  maintenance. 
;  Excellent  for  companies 

with  scattered  work  sites. 

Connection  usually  by 
modem,  which  is  slower 
and  more  cumbersome. 
Little  customization. 

WEB 

SERVERS 

\  Hardware  devices  connect 
:  with  existing  network  and 
;  intranet  capabilities. 

\  Simple  installation  of 
!  powerful,  complete 
;  hardware. 

Requires  strong  computer 
skills  to  run;  consider 
hiring  a  consultant. 

INTRANETICS 
97 

;  Most  similar  to  a  corporate 
intranet  with  built-in 
:  applications  for  sched- 
;  uling,  sharing,  and  more. 

Sophisticated,  ready-made 
applications  at  a  price 
lower  than  a  traditional 
intranet. 

Setup  and  maintenance 
beyond  most  nontechnical 
people. 

DATA-  BW 

The  burdens  of  launching  an  off-the- 
shelf  intranet  are  relatively  light.  If  you 
have  some  experience  handling  a  net- 
work, you'll  have  no  problem  installing 
and  maintaining  many  of  the  small-busi- 
ness-friendly systems.  For  employees, 
getting  info  from  the  intranet  demands 
practically  no  skill.  Creating  basic  in- 
tranet documents  is  simple,  because  you 
don't  need  to  know  computer  coding 
anymore.  Common  business  software, 
such  as  Microsoft  Word,  Excel,  Power- 
Point, and  Corel  WordPerfect,  can  con- 
vert routine  documents  into  Web-ready 
ones  with  a  couple  of  clicks.  (Making 
them  look  attractive  requii'es  somewhat 
more  skill.)  Employees  will  need  some 
training  to  post  their  work  on  the  sys- 
tem. But  novices  should  be  able  to  learn 
in  a  day,  using  such  progi-ams  as  Mi- 
crosoft Corp.'s  Front  Page  or  Adobe 


such  as  HotOffice,  8-2-1  Intranet!, 
eRoom,  and  Netopia's  Virtual  Office, 
which  mimic  a  company  intranet  and 
ai'e  reached  by  logging  onto  a  Web  site. 
Subscribers  pay  a  monthly  charge  of 
$10  to  $30  per  user.  These  Web-based 
services  are  gi"eat  for  companies  whose 
workers  are  widely  dispersed.  "We 
needed  to  work  collaboratively,  not  with 
someone  in  the  next  office  but  in  an- 
other office  across  the  country,"  says 
.Jeffrey  Stello,  president  of  IT  Financial 
and  interim  chief  financial  officer  for 
Healthy  Pet,  a  startup  planning  to  nm 
veterinary  centers  in  Pennsylvania. 

Healthy  Pet  uses  HotOffice,  which 
affordably  enables  key  personnel  in 
three  states  to  work  together  through 
bulletin  boards  and  document  centers. 
For  example,  says  Stello,  "one  person 
puts  together  the  market  demogi'aphic 


study  and  posts  it.  I  do  the  financia 
analysis  and  post  to  the  same  folder 
and  the  whole  team  can  see  everybody's 
input."  It  requires  little  technical  skill 
but  thei'e  are  a  few  drawbacks  to  Web 
based  services.  For  starters,  you  can' 
customize  such  featui'es  as  contact  man 
agers,  and  you  connect  to  your  sit( 
through  the  Internet,  which  for  mos 
small  businesses  means  dialing  ou' 
through  a  modem.  That's  much  slowe; 
than  a  tine  intranet. 

Another  option  is  to  buy  a  Web  serv 
er,  which — with  its  preinstalled  soft 
ware — is  probably  the  simplest  way  ti 
run  the  more  complex  small-busines; 
intranets.  These  devices  come  with  han 
drives  for  storage,  built-in  network  con 
nections,  and  Web-serve 
software,  at  $1,200 
$2,000.  Web  servers,  sue! 
as  Cobalt  Microserve 
Inc.'s  Qube  2700WG,  Mi 
crotest  WebZerver,  am 
Whistle  Communication 
Corp.'s  InterJet  100,  ar 
for  nontechies  who  wan 
to  plug  in  a  device,  cor 
nect  it  to  an  existing  net 
work,  and  build  an  ir 
tranet.  Anyone  with  basi 
network  knowledge  shoul 
be  able  to  handle  it  with 
little  effort. 

POLISHED.  Finally,  fo 
more  polished  applicatior 
than  are  available  on  th 
Web  or  ccme  with  We 
servers,  consider  Helmer 
IntraNetics  97.  Its  feature 
include  sophisticated  dat( 
book  capabilities,  compn 
hensive  document-sharinj 
and  graphics-based  appl 
cations  similar  to  those  found  on  larg 
coiporate  intranets.  IntraNetics  is  price 
attractively  for  smaller  businesses  ($9i 
for  up  to  25  users),  but  it  requii-es  moi 
technical  expertise  to  configure  an 
maintain  than  the  other  intranet  a) 
proaches  here.  Also,  because  it  mu; 
nm  on  a  network  that  has  Windows 
and  Web-server  software,  you'll  prob; 
bly  need  to  hire  a  con.sultant  to  instfj 
all  three  progi-ams  unless  you're  hand 
with  computers.  } 
Still,  an  intranet  may  be  worth  tl 
cost,  as  David  Cooper  will  attest 
won't  solve  all  your  business  problem 
but  at  least  it  will  put  everyone  on  tl 
same  page. 

Bij  Waijjte  Kawamoto  in  Los  Aiigel 


il| 

% 


For  details  on  intranet  products,  click  on  Onlir 
Extras  at  enterprise.businessweek.com 
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And  here's  one  for  you: 
pineapple  futures." 


READY    FOR   A   HOTEL.  THAT'S   ALL.  BUSINESS? 


icss„fTSEs        ■  Hooivi  Service 


VOICEM  AIL 


Business  Class  Is  Standard- 


MARYLAND 

NORTH  CAROLINA 

TEXAS 

Call 

l-800-HOi.lDAY 

Baltimonj 

Hickory 

Dnilas 

Solonioi\s 

Winston  Salem 

i7  loc.itions) 

FOR  RESERVATIONS. 

MASSACHUSETTS 

OHIO 

Houston 

Boston 

CiPvuiarid 

i2  locations) 

fATES 

San  Diuf.u 

irtnifu 

MICHIGAN 

OKLAHOMA 

Snn  Antonio 

(2  locations) 

GEORGIA 

Auburn  Hilts 

IlllSil 

VIRGINIA 

CONNECTICUT 

Atiantij  i'3  locutions) 

MINNESOTA 

OREGON 

tynchbuig 

■.■■\s 

StJnitOfiJ 

ILLINOIS 

Minnf^.:ipo!is 

PoiHanrl 

RK.hinniKl 

DISTRICT  OF 

Chicagiv-Napeiville 

(2  loruSion:)) 

PENNSYLVANIA 

WASHINGTON 

■;ijiA 

COLUMBIA 

Dptdtnt 

MISSOURI 

Philadolphia  Area 

Seattle -R><ni.on 

Ak-x£i(icirici.  VA 

INDIANA 

Columtiia 

i2  locutions) 

WISCONSIN 

,  iiili-. 

FLORIDA 

Indianapolis 

St,  Louis 

Pittsljurgn 

Applelon 

ind  Bai  * 

CtearwalcT 

12  locations  1 

St.  Peters/ 

TENNESSEE 

Id 

Fort  Myers 

LOUISIANA 

St.  Charles 

Knoxvilie  {2  locations) 

Miami 

New  Orioans 

NEW  JERSEY 

Memphis 

rada 

Orlando  (2  locations) 

12  locations) 

Clurk 

Hdstwille  (2  loeations) 

Panama  City 

Clinton 

)[  Coming  Soon 

CANADA 
NOVA  SCOTIA 

Huifta\ 
ONTARIO 

Braiiipion 
Trjronto 
)iVindsor 
QUEBEC 

Mohin-rtI 

MEXtCQ 

Guadrilajdra 
Memco  City' 
(2  locaiionsi 


SOUTH  AMERICA 
ARGENTINA 

Buonijs  Aiies ' 
COLOMBIA 

Santu  Fe  de  Bogota 


PRIORirV  CSLUB 


m 

W  O  ft  L  0  W  I  0  I 

More  Rewards,  More  Ways 


:  1.  Bass  Ho!g1&  &  Resort{j  Inc  All  rights  foseivod  Most  hotels  fire  independently  owned  iinrl.'or  opecamd, 


H  O  L  •  D  A  Y  *•  I  N  N  .  C  O IVI 


bandwidth. 


Big 
Big 


service. 


savings. 


Now  small  and  mid-sized  businesses  can  have  the  same  communications  power,  preferential  treatment  and  cost  savings . 
as  tt;ie  very  largest  companies.  With  Teligent.  From  our  12-inch  antenna  on  the  roof  of  your  office  building,  Teligent  Digital 
SmartWave*  technolbgy  gives  you  many  of  the  advantages  of  a  fiber-optic  connection.  This  means  any  size  company  can  now 
have  Inte^et  access  up  to  100  times  faster  than  a  dial-up  connection.  Enough  power  for  full-mot[on  videoconferencing.  High- 
quality  locaI;and  long  distance  service.  Plus,  our  online  billing  system,  e-maginer  offers  you  an  unparalleled  ability  to  vievy  and 
analyze  your  bill.  Right  on  the  Web.  All  this  is  yours  from  one  company,  for  one  predictable  flat  monthly  charge.  And  it's 
all  up  to  30%  off.  We  treat  all  of  our  customers  equally  big.  Because  they  are.  For  more  information,  visit  www.telige.nt.com. 

©1998  Teligent;  Inc.  '  ' 


FROM  BLANK  LOOKS' 
TO  BLANK  CHECKS 

Whitney  Johns's  women-oriented  venture  firm  helps  clients  get  "fund-raising  fit" 
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Roundtable 


bank  because  I  was  in  a  service  busi- 
ness that  did  not  have  tangible  assets.  I 
had  a  good  business,  but  it  was  not 
bankable.  I  think  up  until  the  mid-'90s, 


the  size  and  ijuabty  of  tiie  women's  bu- 
ness  community,  which  is  now  ov" 
8  million  business  owners  employing  o: 
in  four  U.  S.  company  workers.  Wh: 


that  was  a  typical  ex-      WOMEN  AND  CAPITAL  company  m; 

perience  for  women    be  small,  combin- 


business  owners.  We've  seen  a  tremen- 
dous change  in  the  last  two  years. 


they  represent  a  tremendous  amount 
purchasing  powei' — $2.3  trillion  in  sak 


WJiitvey  Joints  knows  from  ex- 
fterieiice  how  ivomen  eiitrepre- 
iieurs  struggle  to  raise  capital. 
Ill  1994,  slie  couldn't  get  a  loan 
to  expand  Whitney  Johns  &  Co.,  a  con- 
sidting  firm  she  founded  in  1986  to  help 
small  and  midsize  companies  with  ac- 
quisitions. As  a  board  member  of  tlie 
National  Association  of  Womoi  Busi- 
ness Owners,  the  Nashville-based  entre- 
preneur met  many  other  womm  with 
the  same  problem.  So  she  founded  Capi- 
tal Across  America  (CXA),  an  ijivest- 
ment  firm  focusing  on  ivo)nen-ow)ied 
businesses. 

In  June,  rXA  and  the  Women's  Orouth 
Capital  Fund,  in  Washiiigton,  D.C.,  be- 
came the  first  women-oriented  venture 
fiends  to  be  federally  licensed  as  small- 
business  investment  corporatio)is.  Having 
raised  $6.8  million,  Johns's  firm  is  eligi- 
ble for  a)i  additional  $J().4  million  in 
low-cost  capital  from  the  government. 
So  far,  it  has  comniitted  $J.7  million  to 
four  companies — wliich  makes  her  a  big 
player,  if  only  by  default.  The  -J  15  SBic 
licensees  mtionwide  now  command  an 
investment  pool  of  $7.7  billion.  But  in 
1996,  just  1%  of  SBIC  fidids  went  to 
women-owned  companies.  Joints,  40, 
spoke  urith  BUSINESS  WEEK  Staff  Editor 
Edith  Updike.  Some  excerpts: 

Q:  Let's  start  urith  a  capsule  description 
of  IV hat  CXA  does. 

A:  Capital  Across  America  provides 
mezzanine  capital  [a  second  round  of  fi- 
nancing] to  growing  companies  that 
need  at  least  $800,000  to  expand.  Our 
focus  is  women  business  owners,  but 
we're  not  exclusively  for  women.  We 
don't  want  to  discriminate  the  other 
way.  But  we  want  to  make  a  concerted 
effoit  to  educate  women  about  not  only 
our  fund  but  also  other  funds,  and  how 
to  use  this  money  to  gi'ow  companies. 
Most  small  businesses  need  more  than 
just  money. 

Q:  How  does  thi»  venture  reflect  your 
own  experience? 

A:  As  I  expanded,  I  could  not  find 
gi'ow^h  capital.  I  couldn't  boiTow  fi*om  a 


Q:  Anil  thoughts  on  ivhy? 

A:  There's  been  a  lot  of  exposure  of 


Q:  How  have  women's  capital  nee 
changed? 
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"I  think  our  business  telephone  system  is  making  us  feel  vaguely  stupid.  Luckily, 
we're  moving  our  account  to  Williams  so  we  can  feel  better  about  ourselves  soon. " 


Wanna  look  smart?  Caii  wniiams  Communications  Solutions,  and  get  clever,  customizable, 
cutting-edge  business  telephone  systems,  like  Nortel's  Norstar  —  the  world's  best-selling  system  for 
small  to  medium-sized  businesses.  And  it's  a  best  seller  for  good  reason ...  make  that 
reasons:  Quality.  Reliability.  Scalability.  Mobility.  Features.  Performance.  On  and  on. 
And  at  Williams,  we  have  a  history  of  helping  companies  —  from  banks  to  hospitals 


NORTEL 

NETWORKS 


N  O  R  S  I  A  R 


to  retailers  —  put  it  all  together,  better. 

But  business  telephone  systems  are  only  part  of  our  smarts.  Williams  Communications  Solutions 
provides  the  most  reliable  service,  on  the  most  advanced  communications  services  —  like  data 
networking,  call  centers,  network  management,  even  complete  outsourcing  nationwide.  With  one  call, 
you'll  feel  good  about  us,  and  yourself:  1-800-WILLIAMS  or  visit  www.wilcomsol.com. 


Williams 


Communications 
Solutions 

©  1998  Williams  Communicalimis  Siilutians.  LLC.  formerly  WilTel  Communications. 
Nortel  Networks.  Meridian.  Symposium  and  the  Nortel  Networks  logo  arc  trademarks  of  Northern  Telecom.  L  1998  Northern  Telecom.  All  rights  reserved. 
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ADVICE 


Ask  our  experts  for  business  tips,  read 
the  diary  of  a  budding  entrepreneur,  and 
learn  to  strike  a  balance  between  work 
and  family  life. 


FINANCE 


Raise  money,  get  in  on  lucrative  government 
programs,  cut  your  taxes,  and  find  the  best 
deals  on  bank  rates  and  credit  cards. 
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Find  the  best  computers,  office 
products,  and  services,  and  learn  how 
to  manage  them. 
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Is  your  pay  package  up  to  par^*  Check  out 
our  extensive  surveys. 


YOVR  MONEY 
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and  your  retirement. 
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A:  Eight  years  ago,  they  needed  start- 
up money  or  small  amounts  of  money. 
Five  years  ago,  the  numbers  started 
climbing.  They  needed  a  few  hundred 
thousand.  Now  they  need  half  a  million, 
a  million.  There's  a  need  all  over  the 
country  for  capital  in  the  half-inillion  to 
$2  million  range. 

Q:  Doesn't  venture  capital  fit  the 
hill? 

A:  The  average  venture  capital  invest- 
ment in  the  country  right  now  is 
$6.9  million.  That's  just  more  money 
than  most  women  owners  need  when 
they're  expanding  a  business.  And  most 
small-business  owners — women  in  par- 
ticular— do  not  want  to  give  up  owner- 
ship of  the  company  they've  straggled 
to  start. 


and  don't  ciuite  know  the  marke 

Q:  Do  women  have  a  different  apjyroa^ 
to  business  than  men? 
A:  Yes.  They  often  underestimate  the 
potential.  Usually  a  guy  will  shoot  f 
the  moon  and  know  that  it's  um-ealist; 
but  he  thinks:  I'm  going  to  ask  for  fi^ 
times  as  much  as  I  need  in  hopes  that 
get  what  I  need. 

Women,  on  the  other  hand,  oftt 
don't  ask  for  enough  money  to  real 
accomplish  what  they  want  to  accoi 
plish.  They're  much  more  conservati's 
in  their  risk-taking.  I  don't  advoca 
that  women  shoot  for  the  moon  or  ove 
estimate  their  needs.  I  want  women 
stay  conservative  so  that  they're  su 
cessful  when  they  stretch.  But  I  a 
seeing  a  trend  for  women  to  stretch 


HANGING  BACK:  'Women  often  don't 
ask  for  enough  money  to  really 
accomplish  what  they  want" 


The  other  problem  with  venture  cap- 
ital is  it's  veiy  focused  on  high-tech  and 
biotech,  the  real  jazzy  businesses.  That 
field  is  very  narrow,  whether  you're  a 
man  or  a  woman,  and  has  been  a  little 
tougher  for  women  to  break  into.  If  you 
have  a  basic  business  that's  making  $5 
million — it's  not  very  pretty,  but  it 
makes  money — it's  not  going  to  be  at- 
tractive to  the  venture  capitalist. 

Q:  Did  you  have  trouble  selling  a 
u'oi))e)i-orie)ited  fund  to  investors? 
A:  It  was  very  difficult  to  raise  sub- 
stantial money  and  took  about  a  year 
and  a  half.  I  had  to  go  outside  of  my  ex- 
isting network  and  talk  to  people  who 
didn't  really  understand  the  dynamic 
women-business-owner  market.  We 
talked  to  a  lot  of  people  who  had  blank 
l(K)ks  on  their  faces. 

Q:  What  was  so  hard  to  understand? 
A:  There's  a  disconnect  between  who 
has  the  money  and  who  needs  the  mon- 
ey. Both  mezzanine  and  venture  funds 
were  managed  mostly  by  men,  who 
were  comfortable  dealing  with  men. 
Now,  we're  seeing  more  women  going 
into  the  capital-providing  professions, 
and  they're  more  attuned  to  the  needs 
and  language  of  the  women  business 
owner. 

My  travels  [to  meetings  of  women 
business  owners]  were  great  training. 
Most  guys  don't  attend  those  events 


Q:  Are  there  areas  in  which  wo  me, 
have  an  edge? 
A:  One  of  the  assets  that  is  most  u 
dervalued  in  the  "male  world"  is  ne 
works.  Women  have  a  very  good  abilii 
to  develop  relationships  and  networks- 
with  their  customers,  with  their  er 
ployees,  with  their  suppliers,  with  ov 
side  consultants,  and  so  forth.  Tl 
accounting  world  doesn't  take  into  a 
count  the  value  of  networks,  but  it  cj 
make  all  the  difference  in  the  world 
can  save  a  business  in  an  econom 
downtui'n. 

Q:  What  advice  do  you  Juive  for  sma 
companies  seeking  capital? 
A:  Have  a  short  summary — both  or 
and  written — that  is  so  compelling  th 
someone  like  me  will  read  the  ftill  bu5 
ness  plan.  Sometimes  you  have  only  ( 
seconds  to  make  an  impression. 

Second,  have  an  excellent  busine; 
plan.  Most  people  focus  on  the  produ 
or  the  service  and  forget  the  financi 
section.  Women  in  particular  need 
focus  OR  this  section;  it's  usually  tl 
weakest  link  we  see  in  the  busine 
plans  we  receive. 

The  third  thing  is  what  I  call  becor 
ing  "fund-raising  fit."  Raising  money 
very  complicated.  They  should  becon 
very  knowledgeable  about  the  proces 
Get  a  lot  of  advice.  Seek  a  mentor 
good  adviser  in  this  area  is  well  worl 
the  money. 
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WE  HAVE  A  PLAN  THAT 


CAN  HELP  CLEAR 


THE 


ADMINISTRATIVE  BURDEN 


OF  YOUR  COMPANY'S  401  (k) 


RIGHT  OFF  YOUR  DESK. 


IT'S  CALLED  THE  401(k)  Century  Plan? 


One  of  the  main  objectives  of  every  com- 
pany wishing  to  estabhsh  a  401  (k)  plan,  or 
Improve  upon  its  existing  one,  is  to  add  to 
the  employ- 
ees' benefits 
without 
adding  to 

the  administrative  workload.  The  T.  Rowe 
Price  401(k)  Century  Plan  was  designed  to 
do  just  that  —  cost-effectively. 

This  comprehensive  plan  not  only  provides 
access  to  one  ol  the  nation's  most  respected 
families  of  100%  no-load  mutual  funds,  it 
also  relieves  you  of  most  oi  the  administra- 
tive and  recordkeeping  tasks  other  plan 
providers  may  expect  you  to  perform. 

To  begin  with,  the  401(k)  Century  Plan  is 
easy  to  set  up.  And  because  we  provide  one 
dedicated  plan  manager  to  service  your 
company's  administrative  needs,  you'll 
always  know  whom  to  call  for  quick  and 
accurate  answers. 


We  also  provide  your  employees  with  effec- 
tive communications  materials  and  toll-free 
access  to  plan  specialists,  so  the  time  you 

spend  hav- 
mg  to  deal 
with  the 
plan  is 

reduced  even  more  —  which  leaves  you  more 
time  to  run  your  business. 

To  learn  more  about  the  T.  Rowe  Price 
401  (k)  Century  Plan  and  how  it  can 
benefit  your  company 
and  your  employees,  call 
today  to  request  your 
free  information  kit. 

1-800-831-1373 


Invest  With  Confidence 

TRoweftice 


Request  a  prospectus  containing  more  complete  information,  including  management  fees  and  other  charges  and  expenses.  Please  read  the  prospectus 
carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc.,  Distributor.  CEN(H.i8.W 
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TALENT  TRAWL: 
WHAT'S  THE  BEST  BAIT? 

Customized  compensation  allows  small  outfits  to  recruit  and  hang  on  to  top  hires 

Jonathan  King  was  an  em- 
ployer's dream  catch.  The 
26-year-old  had  already  run 
his  own  successful  Internet 
design  business  and  was  happily 
employed  as  a  well-paid  secui-i- 
ties  lawyer  at  one  of  Chicago's 
more  prestigious  Aitos.  Yet  when 
another  employer  approached  him 
with  promises  of  something  bigger 
and  better  earlier  this  yeai;  King 
took  the  bait. 

Was  the  successful  suitor  a  gi- 
ant deep-pocketed  corporation? 
Guess  again.  King  was  picked  off 
bv  American  Infomiation  Systems 
l^l^gpiyg  Inc.,  a  local  Inter- 
  net  consulting  com- 
pany with  60  employees,  which 
wanted  him  to  manage  sales  of 
its  Web  site,  Internet,  and  ex- 
tranet sei-vices. 

How  did  Ais  do  it?  For  one 
thing,  the  company  offers  em- 
ployees a  comprehensive  benefits 
package  that  includes  good  health 
insui'ance,  a  401(k)  plan,  and  prof- 
it-shanng.  But  the  coup  de  grace 
in  King's  case  was  a  stock-option 
deal  that  could  make  him  rich  if 
the  company  ever  goes  public. 
"The  key  thing  that  pulled  me 
away  was  opportunity,"  King  says. 
"Besides  being  in  an  exciting  in- 
dusti-y,  I  am  positioning  myself  to 
make  a  lot  more  money  dowm  the 
road." 

LARGESSE.  As  for  AIS,  they  don't 
begTudge  him  the  extra  bounty. 
"We  recognized  pretty  early  in 
our  company  that  employee  hilling 
and  retention  was  going  to  be  a 
key  factor  in  om'  gi'ovv1:h  and  suc- 
cess," says  Chief  Financial  Offi- 
cer Michael  Hakimi.  So  while  ais  gives 
all  employees  a  benefits  package,  it  di- 
I'ects  extra  rewards  to  particularly  valu- 
able executives. 

Such  largesse  might  have  raised  eye- 
brows in  past  years.  But  the  short  sup- 
ply of  talent  is  forcing  small  companies 
to  raise  the  ante  when  they  compete 
with  larger  rivals  for  new  people — and 


PERKS  PLUS:  Pensions 
tied  to  profit-sharing 
needn't  be  offered  to  all 


to  retain  theii-  best  employees.  That's  no 
easy  feat,  because  cash  is  short  at  many 
private  companies.  On  top  of  that,  fed- 
eral r-ules  don't  allow  employers  to  beef 
up  the  standard  pension  plan,  health 
plans,  or  company  insurance  for  a  key 
individual  unless  everyone  else  gets  the 
same  temis. 

The  solution?  Shore  up  your  basic 


benefits  to  make  sure  they  a 
competitive,  then  top  them  c 
with  customized  compensatiiF 
that  is  carefully  designed  to  avc 
running  afoul  of  federal  faime 
mles. 

ROOM  TO  MOVE.  It's  not  as  daui 
ing  as  it  seems.  For  starters,  i 
mere  fact  that  you  offer  benefits  at 
gives  you  a  leg  up.  Since  1996,  the  nui 
bar  of  small  companies  offering  retii 
ment  plans  has  declined  by  a  third, 
only  one  in  five;  just  39%  offer  heal 
care,  says  Dun  &  Bradstreet  Coip 

The  reason  is  hardly  a  mystery: 
good  package  of  perks  can  cost  40% 
top  of  salaries.  If  you  had  to  improJ 
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ter  14  years  as  a  designer,  Maria  Barraza  invested  her  vision  and  savings  in  her  own  company.  And  while 
T focus  on  detail  helps  her  designs  endure,  American  Express  Small  Business  Services  helps  make  sure  her 
sh  flow  endures.  Her  Card  gives  her  maximum  flexibility  when  traveling,  a  Quarterly  Management  Report 
lis  her  exactly  what  she  spent,  while  she  enjoys  10%  savings  on 
any  FedEx®  delivery  services.  All  of  which  are  always  in  style.  '( ' 


Small  Business 

II 1-800-SUCCESS  or  visit  www.americanexpress.com.  Services 
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benefits  across  the  boai'd  for  eveiyone  in     in  bidding  for  someone's  services? 


order  to  reward  one  key  employee — 
which  is  what  the  federal  rales  imply — 
you  couldn't  affoixl  to  recmit. 

But  compensation  experts  say  the 
rules  can  be  bent  to  heap  extra  benefits 
upon  top  management — including  youi'- 
self.  One  tactic  is  using  multiple  quali- 
fied retirement  plans  to  boost  compen- 
sation for  top  employees.  Under  federal 
law,  only  the  first  $160,000  of  income 
can  be  used  to  calculate  benefits  un- 
der pension  plans  commonly  used  at 
small  companies.  This  includes  one  of 
the  most  lucrative  incentives  you  have 
to  offer — pensions  tied  to 
profit-sharing. 
SEEING  DOUBLE.  You  can 
get  around  that  by  split- 
ting your  pension  pack- 
age into  two  identical 
plans — and  em'olling  your 
high-paid  workers  in 
both.  If  they  earn,  say, 
$200,000  a  year,  they  can 
get  credit  for  $100,000  of 
salary  in  each  pension 
plan,  thus  skirting  the 
federal  limit.  It's  perfect- 
ly legal,  says  Dennis  R. 
Coleman,  a  principal  at 
pwc  Kwasha,  a  benefits 
consulting  firm  in  Ft. 
Lee,  N.J.,  and  none  of 
your  lower-paid  employ- 
ees gets  hurt.  (You  will 
need  to  carefully  set  up 
each  plan's  roster  to  make 
sure  you  don't  jeopardize 
its  tax-deferred  status. 
And  the  iiiles  don't  allow 
tliLs  maneuver  with  401(k) 
plans.) 

But  the  real  power- 
house for  key  employees 
is  the  so-called  "nonqual- 
ified" pension  plan.  These  plans,  also 
known  as  supplemental  executive  re- 
tirement plans,  or  serfs,  allow  employ- 
ers to  set  aside  additional  funds  for 
their  top  workers  without  regard  to  fed- 
eral caps.  In  some  serfs,  the  employee 
continues  to  contribute  tax-deferred 
fimds;  in  others,  money  is  set  aside  by 
the  employer,  says  benefits  consultant 
Howard  B.  Edelstein,  a  principal  of  the 
Todd  Organization  in  Cleveland.  Feder- 
al rules  also  let  you  show  a  little  fa- 
voritism by  offering  employee-paid 
supplemental  insurance  at  bargain 
rates — and  raising  then'  salaiy  to  cover 
the  additional  cost. 

Those  measures  should  keep  most 
of  your  smaller  rivals  at  bay.  But  what 
if  you  are  up  against  a  larger  company 


Start  by  considering  what  the  em- 
ployee is  most  likely  to  want  in  order  to 
be  happy  at  youi*  company  (table).  To 
woo  an  exec  from  a  major  company,  for 
example,  you  probably  can't  match 
their  salary  dollar-for-dollar.  But  you 
can  offer  a  chance  to  shai'e  in  your*  com- 
pany's future  growth  and  profits. 

Ais,  for  instance,  gave  Jonathan  King 
stock  options — an  approach  used  by  12% 
of  privately  held  U.  S.  companies  that 
offers  long-term  incentives,  according 
to  The  Executive  Compensation  Answer 
Book.  Why  so  few?  For  one  thing,  own- 


BENEFITING  YOUR  BUSINESS 

Here's  how  you  might  tailor  a  benefits  package  to  suit 
different  people  in  unur  organization. 


Stock  options,  phantom  stock  shares,  or  participation  units 
A  low-cost,  catastrophic  health-insurance  plan 
Education  assistance 


THE  40^YEAR-0LD,  FAMILY-FOCUSED  WORKER 


Supplementary  health  and  term-life  insurance 
Family  vision  and  dental  coverage 
Flex-time,  work-at-home  days,  paid  vacations,  holidays 
A  tax-favored  dependent-care  savings  plan 
A  basic  qualified  retirement  plan,  even  without  a  match 
A  week  at  the  boss's  beach  house 


OUR  COMPANY 


A  qualified  retirement  plan. .  .or  two 
A  defined-benefit  plan 

A  nonqualified  supplemental  retirement  plan 
Cash-value  life  insurance  and  long-term  care  insurance 
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ers  are  understandably  reluctant  to  part 
vrith  equity.  Stock  options  are  also  veiy 
complex  and  can  get  entangled  in  secu- 
rities law. 

Instead,  some  owners  have  adopted 
so-called  "phantom"  stock  plans.  There's 
no  real  stock  involved,  but  the  value  of 
the  company  is  computed  as  if  it  were 
public,  using  a  preset  fonnula.  The  em- 
ployee is  entitled  to  compensation  based 
on  the  implied  value  of  the  phantom 
shares.  Often  the  value  becomes  part 
of  a  long-tenn  retu'ement  account,  says 
Edelstein.  That's  a  sweet  deal  for  the 
company  because  it  doesn't  have  to 
cough  up  precious  cash  until  the  shares 
vest — ty|3ically  in  three  to  five  years. 

The  obvious  flaw  from  the  employ- 
ee's point  of  view  is  that  the  value  of 


the  stock  can  fall  even  if  his  or  her  pei 
formance  was  terrific.  In  responst 
Christopher  Rich,  president  of  Lyor 
Compensation  and  Benefits  in  Walthar 
Mass.,  says  that  some  companies  ai 
turning  to  "performance  units"  that  n 
ward  key  employees  based  on  increase 
in  sales,  market  share,  or  cash  flow.  Tl- 
employee  receives  the  imits  upon  read 
ing  a  fixed  perfonnance  tai'get,  and  the 
continue  to  rise  in  value  based  on  sul 
sequent  performance. 

The  administrative  costs  are  modes 
Lyons  can  do  the  set-up  paperwork  c 
participation  units  for  as  little  as  $5,00 
but  you  might  be  able  1 
get  started  for  even  les 
"It's  not  exactly  brai 
surgery,"  Rich  say 
"Any  good  CFA  could  c 
the  paperwork." 
HAPPY  HOURS.  Beyo 
benefits  and  salaiy,  dor 
overlook  your  seer 
weapon:  the  flexibility  ai 
intimacy  of  a  small  coi 
pany.  Some  people  simp 
aren't  cut  out 
the  plodding  corpora 
Ufestyle  and  vastly  pref 
to  work  for  an  entrepr 
neui".  Then  there  ai'e  tl 
sometimes  unique  Ufestji 
perks.  At  GoldMine  Soi 
wai'e  Coi-p.  in  Pacific  Pi 
isades,  Calif.,  all  135  ei 
ployees  have  windo\ 
that  front  on  the  bea( 
And  at  the  Institutes  f 
Phannaceutical  Discove: 
a  dmg-research  compa: 
in  Branford,  Con: 
catered  lunches  and  wee 
ly  happy  houi's  are  wi 
dow-dressing  on  top  of 
good — but  not  spectac 
lai' — benefits  plan. 

But  what  really  helps  Phannaceutic 
Discovery  steal  top  biochemists  aw. 
from  the  major  phannaceutical  hous( 
says  President  James  M.  Nolan,  is  f 
uring  out  what  each  recmit  needs  al 
wants.  "Because  we  are  small,  vre  ci 
give  personal  attention  to  oui"  reciTiiti? 
effort,"  Nolan  explains.  "There  a; 
things  we  can  offer  that  the  large  co  - 
panies  can't."  That's  hardly  a  license  ,i 
start  lowballing  your  best  prospec. 
But  it  might  pay  to  remember  that  rt 
all  workers  are  in  this  game  just 
the  money. 

By  Linda  Stern  in  Washingt 


For  more  benefit  packages,  click  on  Online 
Extras  at  enterprise.businessweek.com. 
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Only  one  company  on  earth 

has  this  many  ways  to 
help  you  manage  your  risks. 

All  Forms  ot  property/casualty  insurance 
Life,  accident  &  health  insurance  worldwide 
Claims  management  and  cost  containment  services 
Global  employee  benefits  and  pension  management 
Loss  control  and  engineering 
Premium  financing 
Political  risk  coverage 
Trade  credit  insurance 

Emergency  evacuation  and  security  services 
Economic  and  political  assessment 
Local  currency  financing 
Consumer  finance  in  many  countries 
Direct  equity  investment  funds  in  many  countries 
Third-party  asset  management 
Infrastructure  finance  in  emerging  markets 

Market  making  in  all  forms  of  interest  rates,  currency  and  equity 
risk  management  products 

Trading  and  market  making  in  foreign  exchange,  base  and 
precious  metals 
Aircraft  leasing  for  airlines 

Personal  auto  insurance  through  various  distribution  systems 

With  80  years  of  international  experience,  only  Tnple-A-rated  AIG  has  the  worldwide  insurance  and  financial 
vices  capabilities  to  help  you  manage  all  your  balance  sheet  and  other  risks.  And  our  list  of  ways  to  help  you 
nage  business  risks  continues  to  grow.  For  more  information  about  insurance  and  services  provided  by  our 
mber  companies,  write  to  American  International  Group,  Inc.  or  visit  our  website  at  www.aig.com 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group,  Inc.,  70  Pine  Street,  Dept.  A,  New  York,  NY  10270 


AIG 
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International 


RUSSIAN 
RELAY 

How  Pony  Express  delivers 

If  Russia  were  an  easy  place  to  pros- 
per, a  business  such  as  Pony  Express 
probably  wouldn't  even  exist;  some 
international  giant  like  FedEx  would 
own  the  market.  Instead,  most  have 
pulled  back,  leaving  the  field  wide  open 
for  American  entrepreneui-s  Tim  Biyant, 
33,  and  Mark  Wlieeler,  32. 

In  the  past  five  years,  the  pair  have 
conquei'ed  a  mountain  of  obstacles,  in- 
cluding a  crasliing  economy  and  devalued 
iTible,  wlille  maldng  then-  Moscow-based 
delivery  service  one  of  the  more  suc- 
cessful small-business  stmtu])s  in  Russia. 
"We've  survived  by  staging  flexible  and 
listening  to  oui-  customei"s,"  Biyant  says. 

Tlie  idea  for  a  Russian  rapid  deliveiy 
company  was  evolutionaiy.  Biyant,  who 
majore(l  in  Russian  and  business  at  the 
University  of  New  Hamjishu'e,  came  to 
Russia  to  work  for  fdx  Coip.  in  1989 
to  help  set  up  an  internal,  national  ser- 
vice— an  effort  abandoned  in  1992  when 
FedEx  cut  back  its  European  network. 
800%  SOLUTION.  Bryant,  though,  had 
glimpsed  ojjportimity.  Multinational  cor- 
porations new  to  Russia — from  oil  com- 
panies to  consumer-products  makers — 
were  hamstnmg  by  poor  transport  and 
communications,  and  Bryant,  having 
studied  the  logistical  hurdles  at  FedEx, 
thought  he  could  surmount  them.  He 
called  his  old  college  buddy  Wheeler 
back  in  the  states.  A  market  reseaix-her, 
he  banki-olled  the  business  with  .$50,000 
he'd  saved  working  at  his  family's 
lumbeiyard. 

Offering  courier  service  between 
Moscow  and  185  regional  cities,  Pony 
Express  now  does  better  than  $5  million 
in  annual  sales  and  employs  270.  While 
sales  have  dipped  slightly  since  Russia's 
troubles  re-eiupted  last  summer,  Biyant 
says,  the  company  is  luring  a  record 

POUCH  SMARTS: 

On  one  route,  cockpit 
crews  serve  as  couriers 


WHEELER  AND  BRYANT:  "We're  suriured  by  listening  to  our  customers" 


number  of  customers  by  cutting  over- 


head and  pricing  senices  15'7f-.50'7f  be 


low  comj^etitors  such  as  DHL  Worldwide 
Express,  the  only  significant  foreign 
competitor  on  intercity  routes. 

Survival  strategies  developed  in  pre- 
vious crises  may  make  it  easier  to 
weather  this  one.  When  Pony  Express 
started  in  1993,  inflation  was  above 
800%,  so  it  pegged  prices  to  the  dollar 
That  softened  the  blow  of  the  recent 
devaluation.  To  avoid  Rus- 
sia's inefficient  interbank 


pensk\',  hp's  logistics  manager  in  Russ 
Nevertheless,  Pony  Express  has  k 
some  big  clients  to  dhl,  wiiich  has 
extensive  internal  network  in  Russ 
and  offers  volume  discounts.  But  Cr£ 
Curphey,  DHL's  Russia  manager,  sa 
Pony  Express  has  proven  a  worthy  a 
versaiy  on  the  St.  Petersbui'g  route. 

To  stay  competitive,  Bryant  ai 
Wlieeler  keep  a  Ud  on  expenses.  The 
spartan  headquarters  are  leased  fi*c 
STRATEGIES        ^^o.cov.  State  Universi 
  and  still  decorated  with 


pa.\TOent  system,  the  company  often  sent 
employees  with  bag's  of  cash  to  pay  bills. 
Eventually  it  opted  for  the  government- 
controlled  Sberbank — one  of  the  few  to 
keep  operating  after  Russia's  recent 
bond  default. 

Not  suipiisingly.  Pony  Express  has 
earned  a  reputation  for  finding  fast, 
clever  solutions  to  local  problems.  Af- 
ter a  Russian  airline  abniptly  quadra- 
pled  fares  on  a  crucial  route,  Bryant 
and  Wheeler  cut  a  deal  with  the  pilots' 
union,  pa\ing  cockpit  crews  to  deliver 
theii'  courier  pouches.  And 
when      computer  giant 
Hewiett-Packaixl  Co.  needed 
help  managing  its  Moscow 
warehouse.  Pony  Express 
took  the  job.  "They  are  a 
reliable  partner,  and  very 
flexible,"  says  Sergei  Us- 


bust  of  Lenin.  For  mai-keting,  they  re 
on  one-to-one  sales  pitches  to  multir 
tionals  in  Russia.  Employees  have 
use  their  own  cars  for  deliveries  oi 
side  Moscow.  Since  devaluation,  th 
have  negotiated  reductions  in  rent  a: 
shipping  costs,  trimmed  some  salari< 
and  made  a  few^  layoffs.  "This  crisis  h 
been  like  a  spring  cleaning  for  ui 
Biyant  says.  "It  has  made  people  refoc 
on  controlling  costs." 

The  biggest  wony  today  is  that  mul 
nationals  could  curtail  or  shut  th( 
Russian  operations.  For  now,  Brya 
and  Wheeler  insist  that  they're  still  pr 
itable,  and  they've  just  added  foui"  ve' 
cles  to  theii"  fleet.  Like  the  sagebiiish 
roes  it's  named  for.  Pony  Express  seei 
determined  that  the  mail  will  g 
through. 

By  Carol  Mat  lack  in  Mosct 
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Talk  with 


Toshiba 


Every  day,  thousands  of  U.S.  companies  talk 
ith  Toshiba  —  Toshiba  telephone  and  voice 
ail  systems. 

Why  so  popular?  Toshiba  quality  and 
-se  of  operation. 


otecting  your  investment. 

Toshiba  connnunication  systems  are 
;signed  specifically  for  small  to  medium - 
le  companies  and  smaller  corporate  sites. 
It  even  with  a  small  system,  you  get  big 
tmpany  features  and  service. 


And  any  system  can  grow  to  as  many  as  400 
lines  without  obsoleting  the  telephones  you 
already  own.  Over  time,  a  smart  buy  becomes 
a  great  investment. 

Look  us  up.  Look  us  over. 

Visit  us  at  http://telecom.toshiba.com. 

Or  call  us  at  (800)  222-5805  for  one  of  over  500 
authorized  Toshiba  sales  and  service  locations 
nationwide. 

After  you  talk  with  Toshiba,  you  may  be  one  of 
the  millions  that  talk  with  Toshiba  eveiy  day. 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba  America  Information  Systems,  Inc.,  Telecommunication  Systems  Division 
9740  Irvine  Blvd.,  Irvine,  CA  92618  •  http://telecom.tosliiba.com 
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My  Company 


BY  KEVIN  KELLY 


YOU  CAN'T 
MAKE  LEADERS 


I  tried,  with  disastrous  results.  Now  I  pick  out  people 
who  already  have  that  quality-and  foster  them 


Train  Anyone  to  Become  a  Leader,"  shouted  the 
brochujfe's  big,  bold  headline.  Another  seminar  for 
middle  managers,  I  sighed  as  I  tossed  it  into  the 
wastebasket  a  few  months  back.  But  the  headline  kept 
popping  into  my  mind  at  unexpected  moments.  Now  I 
know  why  it  bothered  me:  It's  simply  not  true.  Not 
everyone  is  meant  for  leadership. 

In  oui-  family  business  making  plastic  bags,  we  have 
tried  to  make  leaders  out  of  some  of  our  best  employ- 
ees— with  disasti'ous  results.  They  may  be  tops  when  it 
comes  to  fixing  machinery,  but  when  it's  people  and  orga 
nizational  skills,  forget  it.  And  no  amount  of  training 
seminars  or  mentoring  has  woi'ked.  I  know  I  shouldn't 
feel  this  way.  After  all,  management  gums  preach  that 
senior  managers  like  me  should  transfoirn  every  person 
we  hire  into  a  leader  "Each  of  us  contains  the  capacity 
for  leadership,"  writes  Warren  G.  Bennis  in  his  book  Oit 
Becoming  a  Leader.  Maybe  so.  But  given  my  limited  re- 
sources— and  the  drag  on  morale  a  poor  leader  can  im- 
pose on  our  small  business — I  can't  waste  time  as 
someone  gi'opes  for  his  inner  self. 
DISILLUSIONED.  I  didn't  always  believe  this. 
When  I  came  into  my  family  business  'ZYi 
years  ago,  I  had  a  more  democratic  vision 
of  leadership  that  counted  on  everyone 
leading  and  eveiyone  taking  re- 
sponsibility for  their  work.  I 
was  gradually  dis- 
abused of 
such  notions. 
One  vetei-an 
super-visor 
provided  the 

final  push.  We  wanted  him  to  pay 
more  attention  to  production  targets 
and  enforce  discipline.  I  had  several 
reviews  with  him  and  sent  him  to  a 
variety  of  seminars  on  supei-vision. 
But  he  didn't  change,  in  part, 
think,  because  he  believed  se 
niority  protected  him.  It 
didn't;  we  moved  him  out 
of  his  management  job. 

Indeed,  evidence 
keeps  mounting 
that  true  leaders 
are  rare  beings. 
We  recently 


promoted  a  longtime  employee  who  had 
proven  himself  adept  with  machinery  and 
at  teaching  others  his  skill.  We  knew  he 
was  less  effective  when  it  came  time  to 
discipline  employees  or  provide  direction. 
Still,  when  a  management  slot  came  open, 
we  decided  to  give  him  a  chance. 

Lord  knows,  he  tried.  He  logged  long 
hours.  But  he  wasn't  able  to  develop  pro- 
duction procedui'es  in  either  our  press  or 
bag  departments — goals  we  put  high  on 
his  priority  list.  We  sent  him  to  classes 
on  how  to  supervise  and  gave  him  books 
about  getting  organized.  But  when  the 
going  got  tough,  he  fell  into  old  patterns. 
By  contrast,  take  Evelyn  Martin.  For  most  of  her  25 
years  here,  Martin,  53,  had  simply  packed  bags  into 
boxes.  But  she  had  always  been  a  de  facto  leader.  Man- 
agers sought  her  advice  on  handling  personality  conflicts. 
She  trained  new  hires  and  prodded  laggards  to  pick  up 
output.  When  I  came  on  board,  I  asked  her  for  input, 
and  she  wasn't  shy  about  telling  me  what  she  thought 
would  improve  her  department.  She  was  right. 

So  when  sagging  production  and  poor  morale  called  for 
a  leadership  change,  Martin  got  the  job  as  production 
foreman.  With  no  formal  training,  she  has  turned  her 
unit  around.  Production  has  risen  25%,  and  absenteeism 
on  her  shift  has  plummeted.  She  has  succeeded,  in  part, 
because  she  has  a  vision  of  how  she  wants  her  depart- 
ment to  inn.  She's  committed  to  increasing  productivity 
and  quality,  she  expects  her  people  to  work  together,  and 
she  lets  them  know  it.  If  crew  members  don't  follow- 
through,  she  holds  them  accountable,  telling  them  clearly 
where  they  failed.  She  also  rewai'ds  her  crew  foi- 
success.  Whenever  her  team  produces  more  than 
1  million  bags  in  a  day,  for  instance,  it's  always 
doughnuts  or  pizza  for  eveiyone  the  next  day. 
Since  I  can't  clone  Evelyn,  I  tiy  to  stay 
close  to  employees,  as  she  does.  I 
talk  to  them,  soliciting  their 

ideas.  I  look  over 
daily  reports 
and  attend 
meetings  to  see 
who's  vocal.  It's 
an  imperi'ect  method  for  identify- 
ing leaders,  but  it  has  helped  me  find 
some  promising  candidates.  I  pull 
these  folks  aside  and  pepper  them 
with  questions  about  their  jobs. 
By  encouraging  them  to  take 
more  responsibility,  I  think  I'll  do 
better  gi'ooming  leaders  than  if  I 
had  plucked  people  from  the  shop 
floor  and  sent  them  to  one  of  i 
those  fancy  seminars.  i 


Kelly,  a  BUSINESS 
WEEK  uniter  far  nine 
years,  is  an  officer 
at  Emerald  Pack- 
aging in  Unimi 
City,  Calif. 
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TGCI PG  for  success 

ACCPAC®  for  Windows  helped  Fran's  Chocolates  integrate 
.  financial  reporting  and  manufacturing  to  improve  the  way  it  sells  sweets. 


What  will  ACCPAC  do  for  you?    V  '  ••. 

Success  is  sweet — just  ask  Fran's  Chocolates.  '  .' 

Five  years  into  business,  and  growing  at  25%  to  55%  per 
year,  Fran's  needed  a  solution  to  help  it  integrate  financial 
reporting  with  its  ever-expanding  manufacturing  operations. 
Enter:  ACCPAC.  With  hundreds  of  thousands  of  active 
customers,  ACCPAC  is  the  leader  in  implementing  tailor-  '  .< 
made  financial  and  business  management  solutions  that      '  ' 
address  industry-specific  needs. 

In  1997,  Fran's  migrated  to  ACCPAC  for  Windows,  the  most 
advanced  financial  and  business  management  solution  on  the 
market.  ACCPAC  for  Windows  seamlessly  integrates  with 
the  applications  you  use  most,  including  Microsoft  Office, 
for  easy  automation  of  otherwise  time-consuming  tasks 


from  managing  budgets  to  building  presentations.  ACCPAC 
for  Windows  even  gives  you  the  tools  you  need  to  bring  your 
business  to  the  Net. 

Today,  ACCPAC  for  Windows  links  Fran's  entire  operation, 
from  accounting  and  manufacturing  to  marketing  and 
distribution.  And  it's  boosting  productivity  and  enabling 
Fran's  to  track  vital  data,  streamline  processes,  and  make 
better-informed  business  decisions  that  improve  the  bottom 
line,  not  just  manage  it. 
Which  all  leads  to  a  very  tasty  question: 
What  will  ACCPAC  for  Windows  do  for  you? 
To  find  out,  visit  us  at  www.accpac.com  or  call 
1.800.808.7000. 

Don't  Just  Manage  The  Bottom  Line... 

*  Improve  It!; 


ACCPAC 

INTERNATIONAL 


Fran's  Chocolates  is  a  trademark  of  Fran's  Chocolates,  Ltd.  Contact  Fran's  Chocolates  at  www.franschocolates.com 
©1998  ACCPAC  INTERNATIONAL,  INC.  All  rights  reservred.,  Windows  is  a  trademark  of  Microsoft  Corporation. 
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Under  30 


N 


|o  one  has  to  ride  herd 
Ion  this  teenager.  At 
1 17,  Casey  Collier,  a 
high  school  junior  in 
Shawnee  Mission,  Kan.,  is 
already  a  seasoned  rodeo 
rider  and  marketer.  Are- 
naWest  Inc.,  the  company 
she  and  her  motlier  found- 
ed four  years  ago,  seOs 

clothing  decorated  with  Western  designs  at  rodeos  and  on 
the  Intemet. 

A  1994  Christmas  shopping  trip  planted  the  idea.  Casey 
and  yoimger  sister  Corey,  both  regulars  on  the  rodeo  cir- 
cuit, wanted  cowgii-l-thenie  T-shirts  as  gifts  for  pals.  But 
designs  only  featui'ed  cowboys.  Said  Casey:  "Mom,  let's 
just  make  our  own."  A  few  weeks  later,  a  school  counselor 
mentioned  the  Ewing  Marion  Kauffman  Foundation's 
MADE  IT  program,  a  weeklong  boot  camp  for  mother- 
daughter  entrepreneurs  from  around  the  country. 

At  the  program's  end,  the  ColLu-rs  beat  out  11  other 
teams,  winning  $3,500  in  seed  capital.  Rack  home,  they 


Even  Cowgirls 
Get  the  Profits 

CORRALLING  THE  RODEO  DUDS  MARKET 


priced  local  screen-printing 
sei-vices — and  nixed  the 
lowest  bidder  when  he  ig- 
nored Casey.  All  three  Col- 
liers tliink  up  designs, 
which  the  girls  take  to 
school  for  market  research. 

They  staited  selling 
from  booths  at  local  rodeos 
in  late  1995,  roping  $50,000 
in  sales  in  six  months.  Since  then,  they've  added  baseball 
caps,  denim  shuts,  and  other  duds  to  the  T-shirt  hne,  and 
put  up  a  Web  site,  though  their-  war-es  still  sell  best  at  big 
shows  such  as  the  National  Rodeo  Finals  in  Las  Vegas. 
Now  they're  bi-anding  products  with  the  ArenaWest  logo, 
hoping  to  break  into  wholesale.  Annual  sales  are  "low-  to 
mid-six  figiu-es."  Profits  go  to  college  funds  for-  the  girls. 

Casey,  who  plans  to  r-un  ArenaWest  fi-om  her  college 
dorm,  has  gained  more  than  just  a  nose  for  business.  "I 
used  to  be  a  nervous  Nellie,"  she  says.  "Now  I'm  calm." 
Or  as  cabn  as  anyone  can  be  when  going  at  a  full  gallop. 

By  Edith  Updike 
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four  more  desks:  $625 


second  laser  printer:  $999 

larger  conference  table:  $755 

becoming  a  bigger  fish  in  the  pond: 


the  new  Executive  BusinessCard  has  a  higher  credit  limit  and 

a  range  of  payment  options  designed  to  help  manage  your  cash  flow, 
to  learn  how  to  apply,  call  1-800-727-8825. 


businessCardI  f 


there  are  some  things  money  can't  buy. 

for  everything  else  there's  MasterCard. 


www.mastercard.com 


eople 


ft 


Turkey^ 


JOHN  MACKEY 

BORN  1953  Houston 

EDUCATION  High  school 
diploma,  1971 

WHAT  HE  EATSTofu, 

vegetables,  fish;  supple- 
ments such  as  ginseng, 
ashwaganda,  and  gingko 
biloba 

WHAT  HE  WONT  TOUCH 

Red  meat,  coffee 

HOW  HE  GOT  INTO  NAT- 
URAL FOODS  Living  in  a 
vegetarian  co-op  after 
droppmg  out  of  college  in 
Austm 

HOW  ELSE  HE  DIFFERS 
FROM  OTHER  CEOs 

Thinks  most  are  "grossly 
overpaid" 

1998  SALARY  AND 
BONUS  $275,000 

BOOKS  CURRENTLY 
READING  Cold  Mountain, 
Eat  Right  for  Your  Type, 
IHandbook  of  Brand 
Management 

INTERESTS  Yoga,  medita- 
tion, scuba  diving 


TREPRENEURS 


EACE,  LOVE, 

ND  THE  BOnOM  LINE 

w  ex-hippie  John  Mackey  built  a  natural-foods  empire 


Iolin  Mackey  is  a  bit  of  an  enigma. 
With  his  shaggy,  though  tliinning, 
liaii"  and  liis  passion  for  meditation 
and  organic  food,  it  would  be  easy 
listake  the  45-yeai-okl  ceo  of  Whole 
ds  Market  Inc.  for  an  aging  hippie, 
can  even  find  traces  of  the  summer 
7  in  the  way  he  inns  his  $1.4  billion 
th-food  empire.  Mackey  espouses 
,  trast,  and  employee  empowerment 
is  guiding  management  pnnciples. 
ut  there's  a  lot  more  to  Mackey  than 
er  power.  He's  also  a  ferocious  be- 
;r  in  the  power  of  capitalism  and  the 
mai'ket.  And  woe  to  the  labor  union 


that  tries  to  tangle  with  liim.  Says  Mack- 
ey: "I  want  to  be  taken  seriously.  I  don't 
want  to  be  dismissed  as  a  flake." 

There's  little  chance  of  that.  Ti-ue, 
Mackey  took  his  fu-st  bite  of  tofu  shortly 
after  he  ch-opped  out  of  college  and  went 
to  live  in  a  vegetarian  co-operative, 
named  Prana,  in  Austin,  Tex.,  in  1975. 
But  from  that  unlikely  beginning,  he  has 
gone  on  to  biuld  a  smartly  mn  and  biil- 
liantly  mai-keted  health-food  empire  that 
has  tapped  into  a  generation's  yearning 
for  healthy  living  and  eating. 

With  87  supermarkets  nationwide, 
Austin-based  Whole  Foods  is  more  than 


three  times  the  size  of  its  nearest  direct 
rival.  Boulder  (Colo.)-based  Wild  Oats 
Mai'kets  Inc.  And  since  starting  his  first 
natural-foods  store  in  1978,  Mackey  has 
shown  that  his  personal  blend  of  capital- 
istic fei"vor,  Japanese-inspired  manage- 
ment principles,  and  idealistic  \ision  of 
bringing  the  world  a  healthier  diet  can 
make  big  bucks.  Earnings  last  year,  ex- 
cluding merger  costs,  jumped  55%,  to 
.$46.5  miUion.  And,  with  conventional  gro- 
cers nibbling  at  his  heels,  Mackey  is 
pushing  for  more.  He  has  been  acquiring 
a  stiing  of  smaller  regional  health-food 
chains,  including  Bread  &  Circus,  Fresh 
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;lds,  and  Mrs.  Gooch's.  His  aim  is  to 
ich  200  stores  and  more  than  triple 
es  to  $4.5  billion  by  2003. 
From  the  start,  Mackey  has  always 
en  his  own  path.  The  son  of  an  ac- 
inting  professor-turned-businessman, 
ckey  refiised  to  take  no  for  an  an- 
;r  when  he  was  cut  from  his  high 
ool  basketball  team  in  Houston  for, 
says,  being  "a  rebel."  So  he  trans- 
-ed  to  a  school  neai'by  where  he  man- 
■d  to  make  the  team.  His  family  even 
ved  thi-ee  miles  so  he  could  attend 
new  school.  Explains  Mackey:  "I  said, 
lon't  accept  this.  I'm  going  to  prove 


lackey  swayed  nearby 
rocers  to  join  him  by 
iying:  "I  may  put  you 
out  of  business" 


t  this  was  a  mistake  and  I  have 
•th.' " 

)nce  in  college,  Mackey  delved  deeply 
his  courses,  developing  a  passion  for 
osophy  and  religion.  "I  was  seaix-hing 
the  meaning  of  life,"  he  says.  But 
■n  it  became  clear  his  college  texts 
en't  going  to  provide  the  answer,  he 
interest  and  dropped  out — first  from 
University  of  Texas  and,  again,  fi'om 
lity  University. 

"A'S  HELP.  While  living  in  the  vege- 
an  housing  co-op  and  working  at  an 
tin  natui-al-foods  store,  Mackey  stimi- 
1  upon  his  calling.  "It  was  the  fii'st 
>  I  I'ealized  what  you  ate  could  affect 
you  felt,"  says  Mackey.  With  $20,000 
1  his  father,  then  CEO  of  a  hospital- 
lagement  company,  and  $7,000  fi'om  a 
iiend  who  had  received  an  inheri- 
e,  the  25-yeai--old  raised  $45,000  and 
led  Safer  Way,  a  health-food  store 
restaiu'ant  in  an  old  Victorian  man- 
near  downtown. 

fnlike  other  veggie  joints  scattered 
ind  the  college  town,  Mackey 's  store 
1  to  cater  to  a  broader-  clientele  by 
ying  such  things  as  refined  sugai'  and 
products  that  some  other  health- 
stores  shunned.  "It  didn't  seem  like 
id  to  be  part  of  a  certain  lifestyle," 
Us  his  foiTner  girl&iend  and  business 
ner,  Renee  Lawson  Hardy.  "Natiu-al 
s  was  just  a  good  tiling." 
good  thing,  maybe,  but  not  such  a 
i  business.  Parldng  was  scarce  and 
restaui-ant  lost  money  at  first  be- 
e  of  the  yoimg  couple's  insistence  on 
ing  eveiything  from  scratch.  To  save 
xpenses,  the  two  lived  on  the  tliird 
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)r  with  no  shower  or  bath.  Instead, 
ly  cleaned  up  in  the  oversized  restau- 
it  sink  or  by  jumping  into  a  chilly 
•ing  nearby. 

But  Mackey,  an  eternal  optimist,  con- 
ered  the  venture  a  success.  After 
ning  a  tiny  profit  in  his  second  year, 
went  back  to  his  father  and  asked 

$50,000  to  open  a  bigger  store.  Re- 
s  his  father,  William  S.  Mackey:  "I 
i,  'John,  you've  got  this  backward. 
I're  supposed  to  succeed  small  and 
n  expand.'"  Still,  he  promised  to  in- 
t  $25,000  if  his  son  could  find  someone 

to  put  up  the  other  half.  To  his  dad's 
izement,  John  came  back  in  less  than 
/eek  vdth  the  money  from  a  Safer 
y  customer.  Eventually,  he  raised 
ut  $200,000  in  debt  and  equity  for 
new  ventui'e. 

IMT  PITCH.  In  his  fii'st  taste  of  wheel- 
and  dealing,  he  persuaded  owners  of 
earby  organic  gi'oceiy  to  join  forces 
1  him.  His  pitch  was  simple  and  char- 
iristicaUy  blunt:  "  'If  you  don't  come  in 
li  me,  I  may  put  you  out  of  business 
ause  I  can  sell  cheaper  than  you 
,' "  recalls  Mark  V.  Skiles,  one  of  the 
■e's  owners.  Mackey  wasn't  fooling 
ind.  His  fh-st  Whole  Foods  store  was 
00  square  feet,  fom-  times  larger  than 
es's  store. 

Jnusually  lai"ge  for  its  time  and  set  up 


)n  his  first  date  with 
his  future  wife,  a 
vegetarian,  Mackey 
lecked  out  her  fridge 


a  grocery  store.  Whole  Foods  was  an 
ant  success.  Because  of  its  size,  it 
d  carry  more  natural  and  organic 
IS  than  rivals.  And  it  also  promoted 
•stop  shopping  by  selling  such  vege- 
m  no-nos  as  red  meat  and  coffee.  So 
1  were  customei-s  that  when  the  store 
neai-ly  destroyed  by  a  flood  in  May, 
-,  dozens  pitched  in  for  the  cleanup, 
the  company  was  back  in  business  in 
lays. 

y  1990,  when  Mackey  met  his  futui-e 
Deborah  Morin,  a  software  consul- 
,  he  had  a  thiiving  chain  of  10  stores. 
:heu-  very  first  date,  Mackey  couldn't 
it  peeking  into  Deboi-ah's  refiigei-ator. 
lis  delight,  he  discovered  a  vegetari- 
paradise.  Now  out  of  the  software 
ness,  Deborah  teaches  yoga  and 
'S  care  of  the  couple's  home  and 
h.  She's  an  ardent  envu-onmentalist, 
e  rider,  and  Sufi,  a  follower  of  a  mys- 
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sect  of  Islam.  On  weekends,  the 
hang  out  at  their  680-acre  ranch 
Austin,  allowing  Mackey  to  clip  into 

le  of  dozens  of  books  ranging  from 

■)ty  to  sci-fi. 

way  from  his  tranquil  home  life, 
key's  sometimes-clashing  business 
personal  philosophies  have  made  him 
ty  of  enemies.  To  the  dismay  of  the 
odox  organic  crowd,  Mackey  has  al- 
s  offered  conventionally  grown  food 
veil.  But  Mackey's  fiercest  enemies 

been  the  unions,  who  claim  he  of- 
inadequate  pensions  and  health  ben- 

They've  picketed  his  stores  for 


\Iackey  launched  a 
plashy  store  in  rival 
ild  Oats's  hometown 
-and  cut  prices  20% 


s  in  Cahfornia  and  elsewhere,  in- 
ng  at  least  temporary  damage  to 
and  profits.  "They're  not  tning  to 
nize  Whole  Foods.  They're  tning 
'stroy  us,"  says  Mackey. 
AGE  NONSENSE?  Hogvvash,  insists 
Denier,  assistant  to  the  president  of 
Jnited  Food  &  Commercial  Workei-s 
•national  Union,  who  says  Mackey 
tried  to  squash  union  activities 
igh  'threats,  intimidation,  and  feai'." 
Denier:  "What  we're  doing  out  in 
of  those  stores  is  telling  people 
sn't  what  it's  cracked  up  to  be.  Tiiis 
nv  Age  nonsense." 
deed,  there's  nothing  New  Age 
t  Mackey's  old-fashioned  quest  to 
nate  his  industiy.  Rival  Wild  Oats 
ed  that  lesson  the  hai-d  way  when 
:ey  opened  a  splashy  new  store  and 
ed  prices  by  20%  eai'ly  this  year  in 
ier,  Colo.,  Wild  Oats's  hometowTi. 
move  came  in  retaliation  for  the 
ng  of  Wild  Oats  stores  in  some  of 
e  Foods's  markets, 
drive  home  the  point,  after  WTiole 
>  opened  the  Boulder  store,  Mackev 
Wild  Oats  CEO  Michael  C.  Gilliland 
:ame  of  Risk,  with  a  note  reading 
warned  is  foreaiTned."  GUUland  con- 
sales  have  fallen  lO^c  to  20%  with 
e  Foods's  entiy  but  says  they're 
V'  coming  back.  In  the  end,  he  says, 
rowing  mai-ket  for  natm-al  foods  is 
■nough  for  both  players.  But  for 
ey,  peace  and  love  go  only  so  fai-.  "If 
vant  to  win,  you  can't  let  yoiu-  op- 
it  gain  an  edge  on  you,"  he  says, 
in  like  a  tnae  capitalist. 

By  Weyidy  Zellner  in  Dallas 
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REPUBLICANS 


THE  GOVERNORS  TRY 
TO  TAKE  CHARGE 

Can  they  make  the  GOP  the  party  of  pragmatism  before  2000? 


To  understand  just  how  shaken  Re- 
pubhcans  are  after  their  Nov.  3 
humbling  at  the  polls,  listen  to 
Clark  Reed,  former  chairman  of 
the  Mississippi  CrOP.  "I'm  a  right-winger," 
he  says  softly.  "But  it's  time  for  all  these 
[social]  conservatives  to  be  quiet,  or 
we'll  never  elect  a  President  again." 

Coming  from  the  patriarch  of  mod- 
em Southern  consei-vatism,  it's  a  telhng 
comment.  And  Reed  is  hardly  the  only 


STATEHOUSE  GANG 


party  elder  voicing  such  views.  With  a 
swiftness  that  has  stunned  the  ca\)P  faith- 
ful. Republican  power  brokers  are  con- 
cluding that  it's  time  for  a  new  image 
and  a  more  engaging  message.  The  buzz- 
word is  pragmatism — at  least  the  kind 
practiced  by  the  gop's  popular  crop  of 
statehouse  officials.  The  consensus  at  a 
Nov.  17-21  conclave  of  gop  governors 
and  gi'ass-roots  leaders  in  New  Orleans: 
It's  time  to  mute  the  tough  social  con- 


CROSSOVER  DREAMS 

George  W.  Bush  (right), 
with  Jeb,  won  Texas  j 
with  broad  minority 
support:  "One  cannot 
lead  without  uniting" 

servatism  and  partisanshi 
that  have  left  many  Capit( 
Hill  RepubHcans  out  c 
synch  with  swing  voteri 
Failure,  many  pols  fea 
could  cost  the  paity  both  i1 
congi-essional  majority  an 
!  he  White  House  in  2000. 

For  the  gop's  31  gove 
iiors,  the  road  ahead 
clear:  The  door  needs  to  1; 
iipened  wider  to  minoritit 
and  working  women.  Ar 
such  popular  issues  ; 
schools,  tax  cuts,  and  ec 
nomic  development  should  top  the  age 
da.  Says  Pennsylvania  Governor  To 
Ridge:  "We  need  to  become  the  face 
the  Republican  Party." 
LOWER  KEY.  Republicans  have  spe 
years  in  um-equited  yearning  for  a  bo 
conservative  to  be  the  heir  to  Rona 
Reagan.  Now,  by  downplaying  polarizii 
national  issues  such  as  cui'bs  on  abortii 
and  immigration,  they  seem  to  1 
searching  for  a  low-keyed  problei 
solver  who  can  build  bipartisan  coa 
tions — a  sentiment  that  helps  expla 
the  Presidential  boomlet  of  Texas  Gc 
ernor  George  W.  Bush. 

"The  age  of  soaring  rhetoric  a 
gi'and  vision  is  over,"  says  Rich  Gak, 
executive  director  of  gopac,  a  consen- 
tive  fund-raising  gi'oup  allied  with  oi 
going  House  Speaker  Newt  Gingrii. 
"What  replaces  it  is  competency — 
the  roads  fixed,  cut  taxes,  get  govei 
ment  more  efficient.  What  we  need  ii 
national  mayor  or  governor." 

Besides  a  shift  in  emphasis  fr( 
macro  to  micro  solutions.  Republic 


T%e  GOP  has  no  shortage  of  governors  with  national  ambitions 


GEORGE  W.  BUSH  Bush  just  led  the 
GOP  to  a  sweep  of  statewide  offices 
with  his  "compassionate  conser- 
vatism," which  stresses  education  and 
family  responsibility.  Most  impressive, 
he  got  49%  of  the  Hispanic  vote  and 
over  20%  of  the  black  vote. 

TOM  RiDGE  The  Pennsylvania  gov- 
ernor racked  up  the  biggest  reelec- 
tion margin  of  any  Republican  in 
state  history.  A  blunt  ex-Marine,  he 


appeals  to  both  blue-collar  ethnics 
and  suburbanites.  But  can  right- 
wingers  accept  his  pro-choice  stand? 

GEORGE  PATAKI  After  cruising  to  a 
second  term  as  New  York's  governor, 
he  is  being  urged  by  fellow  moder- 
ates to  test  the  White  House  waters. 


TOMMY  THOMPSON  The  plain 
spoken  Wisconsin  governor  has  a 
record  of  bipartisan  problem-solving 
and  landslide  victories.  He  led  the 


welfare-reform  revolution,  and  he's 
prominent  free-trade  advocate. 

FRANK  KEATING  The  Oklahoma 
governor  is  an  ex-FBI  agent  who  gel 
things  done,  from  fighting  crime  to 
building  roads.  The  abortion  foe  is 
popular  with  conservatives. 

JOHN  ENGLER  The  three-term 
Michigan  governor  has  overhauled 
the  tax  code  and  welfare  system. 
And  he's  an  education  innovator. 


rategists  say  the  gop  must  broaden 
i  base.  "The  message  is  tolerance," 
ys  Connecticut  Governor  John  G. 
owland.  "We're  against  gays,  women's 
jhts,  affirmative  action,  immigi-ation, 
lions,  teachers.  Until  we  stop  this, 
^'re  never  going  to  win." 
In  Califomia,  social  consei-vatives  liled 
inorities  by  battling  affuTnative  action, 
ingual  education,  and  health  benefits 
-  immigi'ants.  With  the  Hispanic  pop- 
ition  growing  rapidly  in  California, 
iw  York,  Texas,  Illinois,  and  Florida, 
p  media  consultant  Mike  Murphy 
ims  that  Republicans  face  "a  looming 
sis"  in  the  Electoral  College.  Unless  it 
defused,  he  says,  "the  big  states  are 
ing  to  be  unattainable  in  20  years." 
The  new  model  may  be  Bush,  who 
irted  Hispanic  votes  and  won  broad 
)])()rt  among  minorities  by  pledging 
aggi'essive  progi'am  to  improve  read- 
;■  skills.  Brother  Jeb  also  reached  out 
1  won  the  governorship  of  Florida, 
ilike  Washington  hard-liners,  George 
opposes  both  affirmative-action  hmits 
1  strict  English-only  dictates.  "One 
mot  lead  without  uniting,"  Bush  told 
SINESS  WEEK.  "The  politics  of  divi- 
n  have  been  divisive." 
i  lORED.  Governors  such  as  Bush  hope 
;  election  will  jolt  party  leaders  into 
I  inging  course.  But  will  they?  After 
' !  '94  GOP  sweep,  Hill  Republicans 
imised  to  give  the  govs  a  key  policy- 
king  role.  "Instead,  they  treated  us 
;  we  were  a  special  interest,"  says 
5consin  Governor  Tommy  G.  Thomp- 
.  "We  spent  yeai's  in  the  wilderness." 
/Washington  Republicans  are  paying 
re  attention  now.  Senate  Majority 
uler  Trent  Lott  (R-Miss.)  has  invited 
governors  to  a  Dec.  4  strategy  ses- 
1.  And  there  is  talk  about  making 
governors  the  sales  force  for  party 
iatives.  But  GOP  topsiders  such  as 
.ans  Richard  K.  Ai-mey,  the  House 
jority  Leader,  and  Tom  DeLay,  the 
jority  Wliip,  don't  have  much  of  a 
;e  for  Bush-style  deal-cutting.  They 
fer  pai'tisan  shootouts. 
besides,  the  Religious  Right  is  skep- 
1  of  a  shift  toward  accommodation, 
nily  Research  Council  President 
L.  Bauer  warns  that  a  retreat 
n  social  issues  will  cost  Republicans 
vial  support  in  the  2000  elections, 
s  a  key  associate:  "You  could  have 
■llion  in  the  ranks." 
'  hat's  notable  about  the  current 
searching  is  just  how  isolated  Bauer 
his  ilk  are  fi'om  the  repositioning 
Right  now,  many  RepubUcans  ai-e 
vorried  about  a  retui-n  to  minority 
■  us  that  they're  ready  to  get  in  line, 
up  their  sleeves,  close  their  eyes — 
get  a  big  injection  of  pragmatism. 
■!j  Lee  Walczak  mid  Richard  S. 
J  I  ham  in  New  Orleans 


shoe  horn  and  a 
polishing  cloth  injour  room. 

A  coffee  maker  and 
coffee  in  your  room. 

Multi-cup  coffee-maker,  Maxwell  House  coffee.  Sorry,  nothing 
for  your  feet.  What's  really  important  to  you  is  ail  that's 
important  to  us.  That's  how  to  run  a  hotel.  For  reservations  at 
Quality  Inn  or  Quality  Suites,  visit  www.quaiityinn.com  or 
call  1-800-228-5151  or  your  travel  agent. 


Quality 


Inns  •  Hotels  •  Suites 

HOW  TO  RUN  A  HOTEL." 
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Your  one-click 
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WHEN  IS  A  TEMP 
NOT  A  TEMP? 

New  rulings  may  up  companies'  hiring  costs 


Ever  since  the  mid-1980s,  compa- 
nies have  lushed  to  outsoui'ce  mil- 
lions of  jobs,  filling  them  with  tem- 
porary workers  and  self-employed 
independent  contractors.  But  what  be- 
gan as  temp  woi'k  often  has  timied  into 
multiyear  employm.ent,  as  companies 
got  hooked  on  tlie  flexibility  and  lower 
labor  costs  that  temps  provide. 

Now,  Corporate  America's  love  affau" 
with  contingent  workers  is  lunning  into 
trouble.  The  concept  of  "permatemps" 
has  been  hauled  into  couit,  most  promi- 
nently in  a  suit  against  Microsoft  Corp. 
and  another-  recently  filed  by  the  Labor 
Dept.  against  Time  Waniei'  Inc.  The  cen- 
tral question:  Who  is  the  real  employer 
of  someone  who  manageinent  says  is 
contingent  but  who  remains  on  the  job 
long  term?  If  it's  the  company,  federal 
pension  law  could  require  it  to  provide 
that  person  benefits,  including  payments 
for  missed  back  years,  as  the  courts 
iTiled  in  the  Microsoft  case  (page  92). 

The  legal  issues  at  stake  are  still  in 
flux.  But  if  judges  con- 
tinue to  side  with 
permatemps,  it  could 
trigger  costly  suits  for 
a  wide  i-ange  of  em- 
ployers that  rely  on 
temp  agencies  and 
force  big  changes  in 
the  way  they  employ 
temps  and  conti'actors. 
"Any  company  with 
any  sense  is  going  to 
be  aware  of  these 
[new  legal  questions] 
and  is  talking  to  coun- 
sel about  the  potential 
liabihties,"  says  Ed  Lenz,  gener'al  coun- 
sel of  the  National  Association  of  Tem- 
porary &  Staffing  Services. 

The  problem  is  that  labor  laws 
weren't  written  to  cover  temps  who 


RISE  OF  THE  "PERMATEMPS 


SHARE  OF  TEMPORARY 
EMPLOYEES  WORKING  AT  SAME 
lOBFORAYEAR  OR  MORE 


. PERCENT 


aren't  temporary.  For 
workers  who  switch 
jobs    frequently,  it's 
usually  clear  that  a 
temp  agency  employs 
them — oi;  if  they  are 
independent  contr-ac- 
tors,  that  they  are  self- 
employed.    But  it's 
muddier   for  perma- 
temps,  whose  ranks 
have  swollen  in  the 
1990s.  Some  29%  of 
workers  employed  by 
temp  agencies  I'e- 
main  on  the  same 
job  assignment  for- 
a  year  or  more, 
according  to  the 
Bureau    of  Labor 
Statistics  (chart). 

The  question  of  who  is  the  primary 
employer  fh'st  arose  at  the  Internal  Rev- 
enue Service.  In  the  early  1990s,  it 
found  that  many  companies  wei"e  mis- 
classifying  employees 
as  independent  con- 
tr-actor's  and  not  pay- 
ing payr'oll  taxes  on 
their  behalf.  An  iRS 
conrplaint  at  Micr-osoft 
on  this  issue  led  to  the 
current  lawsuit,  fiJed  in 
1992.  The  claim:  Many 
of  Microsofi^'s  6,000  or- 
so  temps  really  are 
common-law  employees 
of  the  company.  Under" 
the  Employee  Retir-e- 
ment  Income  Seciunty 
Act  of  1974  (f;risa), 
the  feder-al  pension  law,  they  would  be 
entitled  to  benefits  that  other  employ- 
ees get  unless  the  company's  benefit  plan 
specifically  excludes  them. 

The  U.  S.  Court  of  Appeals  for  the 


DATA  BUREAU  OF  UBOR  STATISTICS 


Ninth  Circuit  upheld  this  view  last  yt 
and  the  Supreme  Court  denied  review 
January,  1998.  On  Nov.  17,  plaintiffs  li 
a  new  suit  for  thousands  of  worker's  \vi 
were  removed  fi'om  the  original  nilK 
this  summer,  when  the  district  judge 
stiicted  the  case  to  sever-al  hundr-ed 
dependent  contr-actor-s  who  had  woi  i 
at  Micr'osoft  prior  to  1990.  "If  you  re; 
look  at  what's  going  on  (with  the  ti ' 
suit),  it  appear-s  as  if  they'r-e  sayi 
ther-e's  no  good  reason  to  have  tempor 
worker's  at  all,"  complains  Shaixm  Dec-1 
Microsoft's  dir-ector  of  contingent  stafti 
Microsoft's  setbacks  have  promjii 
many  companies  to  revisit  their  jm 
cies,  say  management  lawyers.  But  \\ 
the  law  in  a  state  of  uncertainty,  ci 
pany  options  ar-en't  clear-.  One  coursi 
for  an  employer  to  amend  its  beni 
plans  to  exclude  explicitly  some  wo 
er's,  such  as  those  on  outside  payr-n 
Still,  temps  who  could  prove  they  w ' 
common-law  employees  could  sue 
benefits  they  didn't  get  before  the  pn 


The  courts  say  some  of  Microsoft's  6,000  temps  are  reallj 
common-law  employees,  making  them  eligible  for  benefit 


sioppli  10  mm  yoi  cmiiiiNi.  Hiiii[ii  m-wmm  m  from  Mbco. 


Until  recently,  if  you  wanted  to  travel 
great  distances  without  changing  your 
coolant,  you'd  need  a  camel-a  vehicle 
not  exactly  practical  for  a  freeway  commute. 

But  thanks  to  Texaco's  relentless  pursuit 
of  energy,  there's  now  a  150,000-mile 
coolant  for  cars.  It  lasts  five  times  longer 
than  most  conventional  coolants.  In  fact,  it 
could  very  well  last  for  the  life  of  your  car 


We've  also  developed  a  system  of 
coolants  for  trucks  good  for  600,000  miles, 
and  we're  working  on  fuels  for  the  future  that 
will  help  save  energy  and  the  environment 
by  letting  drivers  travel  farther  than  ever  on 
a  single  tank  of  gas. 

Although  the  camel  has  been  around 
for  centuries,  we  think  it's  got  some 
catching  up  to  do. 


1998  Texaco  Inc. 


Visit  www  texaco. 
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HIGH  TECH 


PROGRAMMERS  OF 
THE  WORLD... 

An  effort  by  Microsoft  temps  to  unionize  faces  big  odds 


change,  says  Fi'ederic  S.  Singerman,  an 
ERISA  lawyer  in  Washington,  D.  C. 

Emi)loyers  can  also  take  steps  to  en- 
siu'e  that  a  coiut  won't  find  pennatenips 
to  be  common-law  emi)loyees.  But  that 
may  require  them  to  suirender  consid- 
erable manageiial  control  over  long-teiTn 
temps.  Consider  San  Francisco's  Pacific 
Gas  &  Electi-ic  Co.  On  Oct.  20,  the  utili- 
)  ty  lost  a  case  on  appeal  when  the  court 
niled  that  a  dozen  employees  outsom-ced 
in  1983  could  collect  benefits  by  proving 
they  were  common-law  employees.  Even 
before  the  suit  was  filed,  pg&e  took  steps 
to  make  sure  its  temps  were  treated  dif- 
ferently from  other  employees.  Now, 
temps  ai'en't  supei^vised  by  pg&e  man- 
agei-s  or  listed  in  the  employee  directoiy, 
and  they  can't  use  pg&e  cars,  business 
cards,  or  stationeiy.  "You  really  have  to 
give  up  du'ect  control  to  make  sm-e  yoiu- 
temps  aren't  common-law  employees," 
says  PG&E  staff  attorney  Maiu'een  Fries. 
BIG  IMPACT.  PG&E  isn't  the  only  company 
facing  the  prospect  of  managing  its  tem- 
poraiy  workforce  in  new,  careful  ways. 
In  July,  Allstate  Insurance  Co.  got  hit 
with  a  class  action  claiming  that  10,000 
temps  hired  since  1983  were  common- 
law  workers.  The  comj^laint  claiiTis  that 
Allstate  controls  theii'  liiiing,  filing,  train- 
ing, and  day-to-day  management.  If  the 
plaintiffs  prevail,  Allstate  may  have  to 
give  up  some  of  these  functions.  Allstate 
lawyer  Greg  Rohlfing  says  that,  because 
the  company's  benefit  plans  exclude  these 
workers,  the  claims  are  meritless. 

The  Time  Wamer  suit  has  introduced 
another  issue:  government  enforcement. 
Wliile  other  pemnatemp  cases  have  been 
brought  by  private  plaintiff  lawyers, 
Time  Warner  was  slapped  on  Oct.  26 
with  a  Labor  Dept.  suit  citing  violations 
of  the  ERISA  rights  of  hundreds  of  free- 
lance photographere  and  journalists.  The 
agency  had  been  in  heated  negotiations 
with  Time  Warner  for  two  years  and 
filed  suit  after  failing  to  reach  a  resolu- 
tion. Benefits  lawyers  say  if  Labor  pre- 
vails, it  may  sjjui-  a  flood  of  pennatemi:)s 
seeking  help  fi'om  the  government. 

Microsoft's  Decker  wonies  that  the 
new  spate  of  jtermatemp  lawsuits  could 
undo  what  many  see  as  a  mutually  ben- 
eficial work  arrangement.  The  suits 
"could  take  away  opportunities  for  some 
people,  like  women  who  want  to  take 
time  off,"  she  says.  They  also  "could  to- 
5    tally  change  the  way  a  lot  of  compa- 
1'    nies  staff  their  businesses."  Indeed,  for 
■i    the  many  companies  that  have  made 
i    contingent  workers  part  of  theii-  human 
I    resoiu'ce  strategy,  the  benefits  of  a  more 
5    flexible  workforce  may  tiUTi  out  to  cany 
*    a  steep  price. 

r        By  Aaron  Beni.Kicin  in  Washington 


In  mid-November,  Marcus  Couilney 
camped  out  at  a  Seattle  bus  stop, 
handing  out  leaflets  to  riders  headed 
for  Microsoft  Coip.'s  sprawling  head- 
quarters in  the  subm'b  of  Redmond.  His 
quixotic  mission:  to  persuade  the  6,000 
jjrogTammers  and  technical  wiiters  who 
work  for  the  software  giant  as  "temps" 
to  join  a  labor  union. 

Couitney  is  a  founder  of  a  group 
called  the  Washington  Alliance  of  Tech- 
nology Workers  (WashTech).  It  was 
foiTned  last  spring  by  a  few  dozen  dis- 
giimtled  Microsoft  temps  angiy  at  what 
they  see  as  theii*  second-class  treatment 
(table,  page  94).  In  August,  WashTech 
affiliated  with  the  600,000-membei*  Com- 
munications Workers  of  America  (cwA). 
WashTech  says  that  900  software  work- 
ers, mostly  at  Microsoft  but  also  at  Boe- 
ing, Amtizon.com,  and  other  Seattle  high- 
tech companies,  have  signed  up  for  its 
E-mail  newsletter.  (There's  no  piint  ver- 


sion.) The  gToup  began  accepting  dut; 
paying  members  in  October,  but  does . 
expect  many  joiners  until  it  gets  an  i  ■ 
Hne  registration  system  up  and  runnii 

WashTech  would  appear  to  be  tilti 
at  windmills.  Microsoft  may  be  pi-r.  ir( 
pied  with  its  antitrast  suit  right  m 
but  the  $15  billion  colossus  has  plenty  i 
resoiu-ces  to  battle  a  union  drive.  A/ 
even  many  WashTech  members  say  tly 
like  their  jobs,  if  not  their  treatmek 
Still,  if  the  effort  succeeds,  it  will  marfe 
waterehed  for  the  largely  union-fi'ee  co- 
puter  industry  and  for  the  U.  S.  lali 
movement.  For  more  than  a  deca^. 
union  leadei-s  have  been  tiying  with  li 
luck  to  gain  a  foothold  not  just  am 
computer  workers  but  also  among  hi 
tech  antl  white-collar  professionals 
genei'al.  Tiiumph  at  Microsoft  would 
courage  other  unions  in  their  reen 
ment  efforts,  say  labor  leaders. 

WashTech  is  also  cutting  new  groi 
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among  temps  and  independent  contrac- 
tors, who  now  constitute  10%  of  the 
U.  S.  workforce.  Unions  have  made  little 
headway  with  these  workers,  profes- 
sional or  blue-collai",  lai'gely  because  they 
hop  from  company  to  company.  But  big 
companies  like  Microsoft  have  provided 
unions  an  opening  by  keeping  their 
temps  on  long  term,  often  for  years. 
Unionization  efforts  could  gain  from  the 
murky  legal  status  of  these 
"permatemps,"  which  is 
beginning  to  cause  head- 
aches for  employers  and 
the  temp  industry  alike 
(page  90).  Says  Coui-t- 
ney,  who  in  August 
quit  Microsoft  after 
nearly  two  years  as  a 
temporally  software  test 
engineer  to  organize  for 
WashTech:  "We're  employed 
indefinitely  through  temp  agencies  and 
have  no  economic  rights  like  other 
workers." 

Indeed,  Microsoft's  hiring  policies 
helped  to  spur  its  temp  workers  to  or- 
ganize. The  company  employs  more  than 
6,000  people  through  temporary  agencies 
and  as  independent  contractors.  Rough- 
ly one-third  of  temps  have  been  on  the 
job  for  a  year  or  more,  the  company 
says.  Yet  these  employees  are  excluded 
from  the  generous  benefits  and  fat  stock 
options  that  Microsoft's  19,000  "regu- 
lar" U.  S.  workers  get.  Microsoft  is  now 
battling  a  class  action  by  temps  who 
argue  that  they  are  legal  employees  of 
the  company  and  entitled  to  benefits. 
Sharon  Decker,  Microsoft's  director  of 
contingent  staffing,  says  many  temps 
like  the  flexibility  their  jobs  allow. 
OVERTIME  TIFF.  The  immediate  spark 
for  WashTech  came  last  fall,  when  a 
software  industry  group  that  includes 
Microsoft  supported  a  move  by  the  state 
Labor  &  Industries  Dept.  to  exempt 
some  softwai-e  professionals  from  state 
overtime  laws.  Some  750  outraged  soft- 
ware workers  E-mailed  protests  to  the 
agency,  but  it  changed  the  policy  any- 
way^* Courtney  and  other  Microsoft 
workers  then  got  the  7-50  names  from 
the  agency's  public  E-mail  list  and  con- 
tacted them  to  form  WashTech. 

WashTech  doesn't  intend  to  be  a  con- 
ventional union.  It  won't  hold  a  federally 
supei-vised  unionization  election,  in  part 
because  permatemps'  status  is  unclear 
under  labor  law.  Down  the  road, 
WashTech  may  try  to  force  Microsoft  to 
recognize  it  as  a  union  without  a  formal 
election — a  tactic  the  cwa  has  used  with 
mobile-phone  and  other  workere.  But  for 
now,  WashTech  hopes  to  build  a  mem- 
bership gi'oup  whose  sheer  numbers 


vdll  force  Microsoft  to  pay  attention. 

WashTech's  initial  goal  is  to  give  high- 
tech workers  a  voice  for  their  concerns. 
At  Microsoft,  that  means  getting  better' 
treatment  for  permatemps.  They  say 
they  do  the  same  jobs  as  regular  em- 
ployees and  work  side  by  side  vnth 
them  in  the  same  work  groups.  Yet 
Microsoft  will  only  employ  them  if 
they  agree  to  become  independent  con- 
tractors or  sign  up  with  a  temp 
agency — and  forgo  benefits, 
say  these  temps.  Microsoft's 
Decker  says  the  company  has 
3,000  regular  jobs  open  at 
any  given  time  and  "anyone 
who  wants  to  work  at  Mi- 


WHY  SOME  MICROSOFT  TEMPS 
ARE  THINKING  UNION 

A  group  called  WashTech  is  trying  to 
unionize  Microsoft's  6,000  teitnporary 
employees  and  independetit  contractors. 
So  me  of  their  complaints: 

HIRING  Microsoft  managers  agree  to  hire 
people,  then  ask  them  to  sign  up  as  em- 
ployees of  a  temp  agency. 

PERMATEMPS  About  a  third  of  Microsoft 
temps  have  worked  there  for  more  than  a 
year,  but  they're  not  made  regular  employees. 

BENEFITS  Temps  often  do  the  same  work 
as  regular  employees  but  receive  no  benefits 
or  stock  options  from  Microsoft. 

STATUS  Temps  say  they  feel  like  second- 
class  citizens,  which  is  underscored  by  their 
orange  badges  vs.  blue  ones  for  regular  em- 
ployees. Temps  can't  go  to  company  picnics 
or  parties,  use  Microsoft  sports  fields,  or 
play  on  company  teams. 


crosoft  can  come  and  apply. 

Still,  some  peiTnatemps  say 
they  see  the  agency  relation- 
ship as  a  sham  that  allows  Mi- 
crosoft to  deprive  them  of  ben- 
efits. One  temp,  who  declined 
to  be  named,  says  she  found  a 
job  as  a  technical  editor  at  Mi 
crosoft  in  1995  and  has  been  there 
full-time  ever  since.  She  was  told  to 
sign  up  with  s&T  Onsite,  a  unit  of  Seat- 
tle-based Sakson  &  Taylor  Inc.  She  pays 
about  half  the  cost  of  the  health  and 
dental  benefits  s&t  offers,  much  more 
than  what  regular  Microsoft  workers 
pay.  And  she  doesn't  get  Microsoft's 
paid  vacation,  sick  days,  and  holidays,  or 
its  stock  options.  S&T  strategy  manager 
Eric  Sonett  agrees  that  s&t's  benefits 
are  inferior  to  Microsoft's.  Decker  says 
Microsoft  is  urging  agencies  to  look  at 


their  benefit  plans  to  make  sure  they 
competitive. 

Other  permatemps  maintain  that  t 
agencies  ai"e  simply  third  parties  that 
little  for  them.  So  says  Miriam  Harli 
who  has  been  a  Microsoft  technical  e 
tor  on  and  off  for  seven  years.  She  j 
her  first  job  thi'ough  an  agency  and  1 
personal  relations  there,  so  she  die 
mind  being  on  its  payroll.  But  wl 
Hai'line  found  a  job  in  a  different 
crosoft  unit  in  1996,  her  manager  s 
she  had  to  switch  to  .s&t  even  thougl 
didn't  find  her  the  job.  Sonett  conce 
that  a  majority  of  the  500  temps  it 
at  Microsoft  foimd  their  own  jobs.  De 
er  says  Microsoft  asks  managers  to 
fer  candidates  to  agencies. 

s&T  then  dragged  its  ft 
Hariine  claims,  when  her  r 
Microsoft  manager  agreed 
should  get  a  raise.  Hariine 
so  fed  up  that  she  formet 
company  with  her  husband, 
at  Microsoft,  and  both  beca 
independent  contractors,  stil 
the  same  jobs.  Then  she  joii 
WashTech.  "I  resent  this  wl 
agency  shell  game,"  says  E 
line.  "I  don't  know  anyone  tb 
they  don't  speak  for  me,  and 
want  a  raise,  they  don't  e 
want  to  help."  Sonett,  howe 
says  that  "it  would  be  sense 
for  us  to  do  anything  to  hi 
our  relations"  with  employe 
In  July,  Microsoft  told 
agencies  that  agency  manaj 
would  henceforth  be  expec 
to  do  performance  reviews 
their  employees  and  use  tl 
to  deteiTTiine  pay  hikes.  "But 
Microsoft  manager  has  da^ 
day  control  over  me.  I  n( 
talk  to  anyone  from 
agency,  and  they  1 
no  clue  what  I 
says  the  editor.  ' 
agency  will  just 
ber-stamp  what 
manager  says."  So 
agi-ees  that  S&T  n 
heavily  on  "client  f 
back"    to    do  revi< 
Decker  says  Microsoft  is 
couraging  agencies  to  communicate  r 
with  temps. 

The  odds  against  WashTech  ma 
headway  at  Microsoft  seem  high, 
if  it  manages  to  get  the  software  ^ 
to  turn  more  permatemps  into  reg 
employees,  it  could  mean  millions  r 
for  the  company  in  added  benefits- 
a  prominent  foothold  for  unions  in 
high-tech  economy. 

By  Aaron  Bernstein  in  Washin 


Shell  Canada  discovered  a  great 
resource  for  putting  a  cap  on  IT  costs. 


anaging  resources  is  what  Shell 
inada  is  all  about.  So  when  IT  costs 
ached  unacceptable  levels  — 
er  $100  million  annually  —  Shell 
cided  it  was  time  to  do  something 
out  it. 

Part  of  the  problem  was  due 
the  lack  of  an  integrated  system 
roughout  the  company  —  operations 
;re  performed  on  a  variety  of  systems 


across  different  divisions.  But  Shell 
found  a  solution:  they  replaced  these 
systems  with  enterprise  software  by 
J.D.  Edwards,  integrated  seamlessly 
throughout  their  core  business  functions. 

According  to  Paul  Reynolds, 
Manager  Business  Systems,  Shell 
Canada,  "The  solution  not  only  met  our 
business  and  user  needs;  it  allovv'ed  us 
to    reduce    business  transaction 

IPEdwards 


processing  costs  from  $17  million 
down  to  $9  million.  Reducing  costs  has 
allowed  us  to  direct  IT  dollars  to  areas 
that  benefit  the  customer  as  well  as 
enhance  shareholder  confidence." 

Of  course,  that's  how  enterprise 
software  ought  to  be.  It  can  be  that 
way  for  you,  too.  To  find  out 
more,  call  1-800-727-5333.  Or  visit 
www.jdedwards.com/customer. 
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FIBER  OPTICS 


THROUGH  A  GLASS 
QUICKLY 

Advances  in  optical  fiber  are  revolutionizing  telecom 


Everyone  knows 
about  the  Silicon 
Revolution.  But 
what  about  glass, 
the  foundation  of  the 
coming  optics  epoch? 
Invisible  to  most  peo- 
ple, a  web  of  lightning- 
fast  optical  fibers  al- 
ready encases  the 
modern  world.  Today, 
these  hair-thin  glass 
strands  handle  most 
long-distance  phone 
traffic  and  some  local 
traffic  in  cities— and 
they'll  soon  begin  aniv- 
ing  at  neai'ly  everyone's 
front  door.  A  single 
laser  beam  pulsing 
through  these  fibers  can 
transmit  thousands  of 
simultaneous  voice  con- 
versations, or  millions 
of  bits  of  digital  data, 
eveiy  second. 

That's  a  lot — -but  not 
nearly  enough.  Ever 
since  Internet  traffic  be- 
gan to  boom  and  the 
television  business  de- 
cided to  go  digital,  com- 
puter companies  and 
online  services  have  been  warning  that 
tremendous  increases  in  our  ability  to 
dehver  information— voice,  video,  and 
data — will  be  needed.  Worldwide  de- 
mand just  for  Internet  capacity  is  pro- 
jected to  surge  4,600% 
by  2002. 

FANCY  PRISMS.  Fortu- 
nately, a  stunning  ad- 
vance in  fiber-optic  tech- 
nology is  now  pumping 
up  the  available  capaci- 
ty to  levels  that  could 
revolutionize  telecom- 
munications. The  tech- 
nology is  dubbed  wave- 
length division  multi- 
plexing, or  WDM.  But 
you  can  think  of  it  as  a 


ON  THE  BEAM:  Bell  Labs'  Glass  sees  stupendous  liikes 


SOARING  INTERNET  USE 
WILL  SPUR  WDM  SALES 


98       '99       '00  '01 
A  BILLIONS  OF  DOLLARS 

DATA:  INSIGHT  RESEARCH  CORP 


rainbow.  With  WDM,  the  light  stream- 
ing thi'ough  fibers  consists  of  many  col- 
ors— although  all  are  in  the  invisible 
infrared  spectioim.  Each  hue  stretches 
ft-om  end  to  end  of  a  glass  strand  and 
can  carry  its  own 
stream  of  data.  Thus, 
WDM  makes  it  possible 
to  gi'eatly  multiply  the 
amount  of  data  flowing 
through  one  fiber. 

Despite  the  fibers' 
slender  width,  optical 
engineers  are  develop- 
ing fancy  prisms  that 
can  split  infr-ared  light 
into  an  ever-growing 
number  of  colors — ^just 
as    silicon  engineers 


keep  increasing  the  number  of  trans - 
tors  on  chips.  In  1995,  wdm  made  i 
debut  as  a  rainbow  of  just  eight  colo . 
Today,  commercial  wdm  systems  wi: 
40  hues  are  available. 

Last  spring,  researchers  at  Lucf 
Technologies  Inc.'s  Bell  Laboraton 
stuffed  100  beams  into  a  fiber — a 
jacked  up  the  data  rate  of  each  laser 
10  gigabits  (10  bilhon  bits)  per  secoi 
four  times  today's  usual  drumbeat.  Tl 
means  the  total  throughput  from  t! 
single  glass  strand  was  an  amazing' 
trillion  bits  per  second.  That's  more  tli 
enough  to  accommod; 
all  of  North  Americ- 
telecom    needs.  Bl 
Labs  expects  this  tef- 
noiogy  will  be  on  t 
market  by  2000.  W 
such  enoiTnous  capaci 
Hollywood  could  del 
er  movies  to  theaters 
the  blink  of  an  e; 
Product  developmd 
could  be  greatly  acc 
erated  because  en 
neers  could  instan 
access    huge  thr^ 
dimensional  models 
components  and  mai 
facturing  operations. 
"MIND-BOGGLING."  An(  I 
trillion  bits  (one  terab) 
per  fiber  is  just 
starters.  Alastair  Gl; 
head  of  photonics 
search  at  Bell  Labs,  i- 
visions  lasers  pulsingit 
40  gigabits  a  seconc- 
and    optical  fib< 
crammed  v/ith  hi 
dreds,  even  thousan 
of  WDM  beams.  I' 
mately,  each  wispy  ti 
may  transmit  close 
an  incredible  200  t ■ 
abits  per  second.  That's  enough  to 
liver  the  entire  contents  of  the  Libi- 
of  Congi'ess  every  single  second.  " 
mind-boggling,"  says  Glass. 

The  numbers  gi'ow  more  extraoi 
nary  when  you  consider  that  fiber-o)i^ 
cables  used  as  so-called  tiimk  lines 
link  cities  and  span  oceans  hold  as  m; 
as  432  fibers.  So  even  with  today's  c( 
mercial  wdm  technology — 40  beai 
each  pumping  at  2.5  gigabits  per  s 
ond — fiber  cables  can  can-y  tens  to  h 
dreds  of  terabits  per  second.  Next  yi 
says  Glass,  80  wdm  beams  could  becd 
common,  each  one  beating  at  10  gia 
bits,  and  160  beams  are  on  the  hori/ 

That's  the  magic  of  wdm.  Once 
fiber  is  in  the  gi'ound,  its  capacity  i: 
be  multiplied  just  by  upgrading  the  e. 


peed 


What,  exactly,  is  the  best  way  to 


share 


a  thought  ? 


you  post  it  on  your  Intranet'  Or  do  you  say  it  on  the  Internet?  Should  you  e-mail  it?  Or  fax  it?  With  so  many  ways  to  connect,  you  need  the 
;p  of  a  company  that  can  help  you  unify  them  all  -  Nortel  Networks™  A  company  whose  solutions  are  at  the  heart  of  mission  critical 
[works  -  ranging  from  the  world's  largest  capital  markets,  to  the  world's  busiest  call  centers.  We've  even  connected  entire  countries  through 
'anced  wireless  networks.  For  a  few  thoughts  on  how  you  can  unify  your  networks,  call  us  at  i-8oo-4NORTEL,  or  visit  us  at  wwwnortelnetworks  com. 


N0RTEL 


NETWORKS 

How  the  world  shares  ideas. 


Nortel  Networks,  the  Nortel  Networks  logo  and  How  the  world  shares  ideas  are  trademarks  of  Northern  Telecom  Limited  ©1998  Northern  Telecom  Limited  All  rights  reserved 
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tronics  at  both  ends.  The  wdm  electron- 
ics package  isn't  cheap,  at  roughly 
$30,000  per  fiber  at  each  end,  but  that's 
a  pittance  compared  to  the  cost  of  dig- 
ging up  the  gi'ound  to  lay  new  cable. 

When  Denver-based  Qwest  Commu- 
nications International  Inc.  began  laying 
96-strand  optical  cables  along  railway 
lines  in  1996,  each  fiber  was  designed  to 
carry  eight  wdm  channels.  But  the  tech- 
nology is  advancing  so  fast  that  most 
sections  have  already  been  upgi*aded  to 
16  channels,  doubling  the  initial  capacity. 
If  customers  demand  still  more,  Qwest 


infrared  rainbows  inside  optical  fibers, 
it's  a  bonanza.  Sales  of  wdm  gear  are 
projected  to  more  than  quadruple,  to 
$4  billion,  by  2002,  according  to  Insight 
Research  Corp.  in  Parsippany,  N.J. 
(chart,  page  96).  "It  looks  like  another 
California  gold  rash,"  says  Insight  Pres- 
ident Robert  Rosenberg.  All  the  tele- 
com-tech heavyweights — such  as  Erics- 
son, Northern  Telecom,  and  Pirelli 
Cable — are  rushing  to 
stake  claims  with  ^ 
their  own  wdm     _  ^  -a^/^ 
technology. 


CAPACITY  KEEPS  ON  DOUBLING 

1995  An  optical  technology  called  wavelength-division  multiplexing  pumps 
data  at  20  gigabits  per  second — using  eight-color  rainbows  and  2.5-gigabit 
laser  pulses  in  each  color. 

1996  WDM  unleashes  16-color  bands,  doubling  throughput. 

1997  40-color  rainbows  go  commercial,  as  do  10-gigabit  lasers — for  single- 
fiber  outputs  of  up  to  400  gigabits  a  second. 

1998  80-band  systems  announced  and  should  be  installed  next  year. 
150-color  fibers  and  terabit  speeds  due  by  2000. 


can  quickly  double  capacity  again  by 
adding  more  wdm  lasers.  And  if  that's 
still  not  enough,  Qwest  may  be  able  to 
quadraple  capacity  with  faster  lasers. 

In  a  chase  after  Qwest,  similar  trank 
networks  are  being  built  by  IXC  Com- 
munications, Level  -S  Communications, 
and  Williams  Commvmications.  By  2000, 
these  four  companies  will  have  planted 
50%  more  miles  of  fiber-optic  cable  than 
the  41,000  miles  operated  by  AT&T.  And 
other  companies  are  laying  still  more 
new  fiber — such  as  NorthEast  Optic- 
Network  Inc.,  which  is  installing  600 
miles  along  the  East  Coast  comdor 

Now,  the  wdm  race  is  spreading 
around  the  globe.  In  Europe,  Britain's 
Cable  &  Wii-eless  Communications  began 
upgrading  its  existing  fiber  networks  in 
1997,  using  the  16-wavelength  wdm  sys- 
tems that  Ciena  has  been  supplying  to 
Sprint  since  1996.  Since  August,  1997, 
China  has  been  buying  wdm  systems 
from  Lucent  and  more  recently,  Japan's 
NEC.  And  Alcatel  and  Fujitsu  Ltd.  are 
about  to  constnict  an  18,000-mile  under- 
sea wdm  cable  looping  from  Australia 
and  New  Zealand  to  the  U.  S.,  then  back 
through  Hawaii  antl  Fiji  to  Australia. 

In  short,  the  world  is  getting  wired 
as  never  before.  For  the  suppliers  of 
the  exotic  equipment  that  creates  the 


So  much  additional  ^i.: 
capacity  will  be  coming  onstream  that 
some  analysts  wonder  what  the  world 
will  do  with  it  all.  Not  even  the  enor- 
mous appetite  of  Internet  traffic,  which 
will  surpass  the  volume  of  voice  calls 
any  day  now,  will  eat  it  all.  The  looming 
glut  heralds  good  tidings  for  eveiy  com- 
pany that  has  a  phone  line,  predicts 
Rosenberg  of  Insight  Reseai-ch.  "Eveiy- 
body's  going  to  see  a  big  drop  in  com- 
munications costs,"  he  says.  Indeed,  Wall 
Street  analysts  are  beginning  to  wony 
about  a  major  shakeout  in  the  telecom 
industry. 

BABE  IN  ARMS.  That  might  be  a  short- 
term  danger,  but  Hany  Bosco,  cliief  op- 
erating officer  of  Lucent's  optical  net- 
working business,  isn't  concerned.  The 
dynamics  of  ever  cheaper  bandwidth, 
he  predicts,  will  spur  innovations  that 
will  far  outstrip  what  the  spread  of  pes 
has  brought.  "As  cost  comes  down,  it's 
going  to  constantly  drive  up  demand 
by  creating  new  opportunities,"  he  says. 

Bosco  envisions  a  day  when  every 
manufactui'er  and  department  store  has 
a  separate  high-speed  WDM  channel 
that's  continuously  open  to  each  supj^li- 
er.  Bandwidth  might  become  so  cheap 
that  every  ?c  and  home  could  also  have 
its  own  open  line  to  the  Internet.  So- 


called  "metropolitan"  wdm  systems 
signed  for  short-haul  links  are 
starting  to  show  up  in  cities,  he  not 
and  plug-in  optical  "cards"  for  local-; 
WDM  networks  are  in  the  works  at 
eral  telecom  suppliers,  including  stait 
LightPath  Technologies  Inc.  in  Al 
querque  and  Eagle  Optoelectronics 
in  Boulder,  Colo. 

The  WDM  revolution  is  still  sue 
babe  in  aiTns,  and  is  advancing  so  svs 
ly,  that  most  businesses  haven't  bei 
to  gi'apple  with  the  notion  of  an  on 
world  in  which  bandwidth  is  essenti 
unlimited  and  is  practically  ft-ee.  E 
Glass  of  Bell  Laboratories  has  to  sen 
his  head  in  amazement  at  the  phen 
enal  progi'ess.  wdm  technology  is  act 
ly  outnmning  silicon's  advances,  he  s 
If  it  weren't  for  ibm's  breaktlii'ough 
icon-gennanium  material,  a  hybrid  se 
conductor  that  {H-oduces  far  faster  cI 
than  ordinary  silicon,  the  telecom  c 
puters  that  do  traffic-cop  duty  could 
come  Keystone  Kops.  "Silicon  isn't  ki 
ing  up,"  says  Glass,  because  light 
luilimited  bandwidth.  "Paradigm  shif 
a  much  overased  term,  he  adds,  bi 
certainly  applies  to  what's  happei 
on  this  side  of  wdm's  magic  rainbov 
By  Otis  Port  in  New 


Bandwidth  could  become  so  cheap  that  every  home 
could  have  its  own  open  line  to  the  Internet 


ODDLY  ENOUGH,  GETTING  YOUR  SCHEDULE  STRAIGHT 
HELPS  YOU  KEEP  YOUR  PRIORITIES  STRAIGHT. 


Il  fits  In  your  pocket  It's  elegantly  simple.  The  Palm  IIT  connected  organizer  keeps 
names,  phone  numbers,  schedules,  memos,  and  e-mail  right  at  your  fingertips  And 
HotSync®technology  lets  you  exchange  all  that  information  back  and  forth  with  your  PC, 
You  can  even  personalize  your  organizer  with  thousands  of  available  applications  Wherever 
your  life  takes  you,  your  Palm  III  organizer  can  come  along  Palm  Computing"  connected 
organizers  start  as  low  as  $249'  To  leam  more  visit  www  palm  com  or  call  1  -800-861-2529 


■At!  prices  siio'.vn  arc  US  Siigsestel  reiail  jnces  US  sujgesled  retail  once  for  Pslra  ill  ofsanijc!  is  531:9  Palm  " 
MacPac  rfXiu^'cd  tar  WaDn'osh  ccimrrjciivitv,  st'lcl  seiwrately  for  $14.JI!;.  P;iim"'Kfl3il  siyc  himf^.  r.\^)\=t>y.n}m 
mm  links  «i  desisori  software  supiioried  on  Macirncstt.®  1998  Xwi  CoipurMioii  i?Com.  ihe  .TCrim  tooa. 
i>aim  Com(i.:(m.  GraSifi  arii)  HotSync  are  rejislsred  trademarks  anti  Pate  III.  Palm  CS.  Palni.  Palm  Compj-MK 
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More  connected.^ 


 .    ~  ' —  ^^T^^^^^^ 

fifii  t  t6W  perspective  on  tlli 
i  Internet.  A  three  dimensional  one. 
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The  AMD-K6-2  Processor 
with  3DNow!  Technology 


Presenting  the 
next  dimension  i 
iPC  technology. 


Walk  around  a  bike.  Open  your  doors  to  e-commerce.  Even  give  your  customers  a  3D  view  of  your  business.  It  all  begins  with 
system  based  on  the  AMD-K6  -2  Processor  with  3DNow!.™  Expect  sharp  3D  imaging,  smooth  video  playback  and  incredibly  fa 
multimedia.  Even  sound  is  more  lifelike.  Of  course,  your  current  Windows  applications  run  at  lightning  speed.  And  our  ne 
3DNow!  technology  lets  you  see  the  latest  3D  applications  the  way  they  were  meant  to  be  seen.  The  fact  is,  the  AMD-K6 
Processor  with  3DNow!  has  the  power  to  outperform  Pentium  !!.*  More  importantly,  it  has  the  power 

toaddanewdimensiontoyourinternetexperience.Getmoreinformation.Visitusatwww.amd.com/bike.  www.amd.co 


1993  Advanced  Micro  Devices.  Inc  AMD,  the  AMD  logo,  K6,  3DNowi,  and  combinations  ttiereot  are  trademarks  of  Advanced  Micro  Devices,  inc  Pentium  is  a  registered  trademark  of  the  Intel  Corporation  Windows  is  a  registered  trademark 
ot  Microsotl  Corporation  All  other  products  are  trademarks  ot  their  respective  companies  'Comparison  based  on  3D  Winbench'"  98  benchmark  scores  using  pre-released  software  (5/98) 


evelopments  to  Watch 
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ING  CELLS  ARE  FANTASTI- 

y  efficient  factories,  con- 
itly  procuring  chemicals 
n  theii"  environment  and 
embling  them  into  com- 
:  proteins.  They  even  con- 
minuscule  molecular 
ips  and  motors  to  trans- 
:  materials  in,  out,  and 
ind  the  cell.  Scientists 
lid  like  to  intervene  in 
;e  processes  and  direct 
n  toward  delicate  and 
;ific  engineering  goals — 
1  as  delivering  toxins  to 
or  cells  or  monitoring  mi- 
dal  threats  to  crops, 
ow,  researchers  are  tak- 
the  fu'st  small  steps  to- 
i  such  intei-ventions.  Car- 
I.  Montemagno,  an  assis- 
professor  of  biological 


'  lED:  The  pump  that 
temagno  manipulates 


leering  at  Cornell  Uni- 
Ity,  says  he  has  modified 
mface  of  a  ceUulai-  pump 
measures  just  40  atoms 
5S.  This  modification  al- 
him  to  attach  artificial 
lonents  for  controlling  it. 
-essing  the  Foresight 
erence    on  Molecular 
)technology    in  Santa 
I,  Calif.,  in  mid-Novem- 
le  described  a  blueprint 
hybrid  cellular  machine 
engineers  can  turn  on 
iff  as  they  please.  Such  a 
e  could  be  progi'ammed 
irget  renegade  cancer 
glom  on  to  them,  and 
-  them  up  with  chemi- 
,  ;hat  would  be  too  toxic 
'lease  into  the  general 
I-  stream.  □ 


HOW  TO  FIND  A  UNO  MINE  IN  FADING  LIGHT 

NEW  FLUORESCENT  COMPOUNDS  DEVELOPED  BY  A  RESEARCH 

gi-oup  at  Massachusetts  Institute  of  Technology  may  soon 
be  used  to  sniff  out  some  of  the  estimated  120  million  unex- 
ploded  land  mines  hidden  around  the  world.  The  polymers, 
which  glow  yellow,  are  described  in  the  Nov.  25  issue  of  the 
Journal  of  tlie  American  Chemical  Society.  They  ai'e  sensitive 
enough  to  de- 
tect extremely 
dilute  trace  va- 
pors of  TNT, 
which  waft  into 
the  air  directly 
above  a  buried 
land  mine. 

When  these 
highly  sophisti- 
cated chemical 
sensors  bind  to 
TNT,  the  polymers'  fluorescent  intensity  decreases  signifi- 
cantly. The  binding  of  just  one  molecule  of  tnt  is  enough  to 
cause  a  measurable  dimming  of  the  polymers.  That  means 
they  can  be  used  to  detect  tnt  in  concentrations  as  dilute  as 
10  to  100  parts  per  billion. 

Timothy  M.  Swager,  the  lead  author  of  the  study,  believes 
these  novel  polymers  could  be  used  in  low-cost,  handheld 
mine  detectors.  He  is  working  with  a  Stillwater  (Okla.)-based 
company  called  Nomadics  Inc.  to  develop  a  prototype.  In 
the  future,  the  polymers,  and  the  portable  detection  devices 
that  will  contain  them,  could  also  find  a  home  at  airport  se- 
cmity  checkpoints,  alerting  inspectors  to  hazardous  chemicals, 
fii'earms,  and  dings  such  as  cocaine  and  heroin,  all  of  which 
give  off  trace  vapors.  □ 


DRAWING  A  BEAD  ON  REOYGLABLES 

A  NEW  POINT-AND-SHOOT  DEVICE  CALLED  THE  RP-1 

Polymer  Identification  System  promises  to  cut  down  on 
the  billions  of  pounds  of  plastic  that  are  annually  land- 
filled  or  incinerated  because  they  can't  be  recycled  until 
they're  identified  and  meticulously  sorted.  The  device, 
which  looks  hke  a  laser-tag  gan  tethered  to  a  desktop 
computer,  was  developed  by  engineers  at  Pm'due  Uni- 
versity and  is  being  marketed  by  West  Lafayette  (Ind.)- 
based  SpectraCode.  Visteon  Automotive  Systems,  Ford 
Motor  Co.'s  automotive  component  operation,  is  using 
the  device  to  pick  out  plastic  components  from  junked 
cars,  and  Detroit  recycling  facilities  are  using  it  to  sort 
other  plastics  such  as  dry-cleaning  bags  and  shrink-wi-ap 
packaging. 

The  RP-i  works  like  a  bar-code  reader — only  instead 
of  magnetic  Hnes,  the  instrument  "reads"  molecular 
stinctures  in  the  plastic.  Typically,  the  system  takes  less 
than  a  second  to  identify  a  piece  of  plastic.  That  means 
the  RP-i  has  the  potential  to  sort  through  500  tons  of 
material  a  day.  "It's  a  fabulous  piece  of  equipment,"  says 
Tony  J.  Bruchs,  Senior  Recycled  Materials  Engineer  at 
Visteon.  □ 


INNOVATIONS 


m  Stanford  University  neuro- 
scientists  are  the  first  to 
show  that  there  are  differ- 
ences in  brain  function  be- 
tween boys  who  have  atten- 
tion-deficit disorder  and  those 
who  do  not.  The  results, 
which  were  published  in  the 
Nov.  24  issue  of  the  Proceed- 
ings of  the  Natio7ial  Acad- 
emy of  Science,  may  allow 
doctors  to  diagnose  add 
based  on  brain  activity,  in- 
stead of  relying  on  subjective 
observations  of  children's  be- 
havior The  Stanford  group 
mapped  the  brain  activities 
of  16  boys  and  found  that  the 
boys  with  add  showed  less 
activity  in  a  region  of  the 
brain  called  the  basal  gang- 
lion than  normal  boys.  But 
when  the  boys  with  add  took 
Ritalin — the  most  commonly 
prescribed  ding  for  the  dis- 
order— activity  in  this  region 
of  the  brain  increased.  With 
improved  diagnostics,  doctors 
may  be  able  to  limit  their 
prescribing  of  Ritalin  to  those 
patients  who  would  actually 
benefit  from  it. 
■  After  a  hugely  profitable 
15-year  run,  Novartis  Phar- 
maceuticals Corp.  has  lost  its 
lock  on  the  lifesaving  trans- 
plant medication  cyclosporine, 
worth  an  estimated  $1.3  bil- 
lion in  yearly  worldwide 
sales.  In  early  November,  the 
Food  and  Ding  Administra- 
tion granted  Sangstat  Med- 
ical Corp.,  a  small  biotechnol- 
ogy company  based  in  Menlo 
Park,  Calif.,  approval  to  mar- 
ket SangCya,  a  generic  ver- 
sion of  the  Novailis  ding  Ne- 
oral.  The  drugs  are  used  to 
suppress  patients'  immune  re- 
sponses to  help  prevent  or- 
gan rejection.  SangCya, 
which  the  fda  has  approved 
as  therapeutically  ecjuivalent 
to  Neoral,  will  cost  20% 
less — which  could  mean  sav- 
ings of  as  much  as  $1,200  dol- 
lars a  year  per  patient,  and 
up  to  $100  million  a  year  for 
health-care  payers.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwdec@businessweek.com 
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WHO  SAYS  INTEL'S 
CHIPS  ARE  DOWN? 

Its  three-tier  strategy  keeps  sales  afloat  in  an  off  year 


In  early  November,  duinng  his  annu- 
al trip  to  China,  Intel  Corp.  Chief 
Executive  Craig  R.  Ban-ett  attended 
an  Intel-sponsored  computer  street 
fair  in  the  city  of  Chengdu — one  of  the 
mar'keting  progi'ams  the  chipmaker  uses 
to  push  personal  computers  where  retail 
outlets  are  still  in  short  sup- 
ply More  than  100,000  peo- 
ple showed  up,  cleaning  out 
the  mom-and-pop  computer 
makers  who  hawked  stacks 
of  home-built  Pentium  II  PCs  on  creak- 
ing sidewalk  stands.  Many  buyers 
lugged  their  computers  home  lashed  to 
the  backs  of  bicycles.  Even  Barrett, 
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who  coolly  presides  over  Intel's  $26  bil- 
lion chip  empire,  says  he  was  "truly 
amazed." 

Equally  amazing:  Those  eager  buy- 
ers weren't  snapping  up  bargain  ma- 
chines made  with  Intel's  inexpensive 
Celeron  chip.  Instead,  they  were  clam- 
oring for  PC'S  built  on  the 
more  powerful,  and  profitable, 
Pentium  II.  Good  thing  for 
Intel.  In  a  year  when  aver- 
age PC  prices  ch-opped  7.3%^ — 
setting  the  stage  for  Intel's  juicy  profit 
mai'gins  to  get  whacked — Intel  has  man- 
aged to  stay  above  water  thanks  to 
strong  sales  of  its  priciest  chips.  True, 


analysts  expect  Intel's  earnings  to  fall 
16%  this  year,  the  company's  fii-st  annu- 
al decUne  in  a  decade,  on  revenues  that 
are  up  just  4%.  But  experts  had  been 
fi'etting  it  would  be  a  lot  worse. 

What  saved  Intel's  bacon  was  a  new 
strategy  it  launched  in  the  fall  of  1997. 
Barrett  and  his  mentor.  Chairman  An- 
drew S.  Grove,  decided  18  months  ago 
to  segment  Intel's  product  line  into 
chips  aimed  at  specific  markets,  such  as 
cheap  PCS,  mid-tier  "performance"  PCs, 
and  powerful  corporate  servers.  That 
let  Intel  balance  thin  profits  from  prod- 
ucts like  the  Celerons,  which 
sell  for  as  little  as  $86,  with 
cash  cows  like  the  Pentium  II 
Xeon  workstation  and  server 
chips,  which  cost  up  to  $2,000. 
The  combination  helped  Intel 
hold  its  average  selling  price 
nearly  flat  for  the  last  five 
quarters,  at  around  $210.  "Were 
it  not  for  a  timely  switch  to  a 
segmentation  strategy,  Intel 
would  be  facing  an  abyss,"  says 
analyst  Drew  Peck  of  SG 
Cowen. 

NO  CHANCES.  The  balancing  act, 
though,  is  not  without  risk.  An- 
alysts expect  Xeon-class  chips 
used  in  corporate  workstations 
and  servers  to  pump  $1.8  bil- 
lion into  Intel's  bottom  fine  in 
1999—22%  of  its  total  profits, 
and  more  than  three-quarters 
of  expected  profit  growth.  The 
only  problem:  High-end  chip 
sales  could  evaporate  if  the 
global  economy  tanks  fuilhei-  or 
if  corporate  buyers  worried 

ROSIER  PICTURE 

x\ow,  CEO  Barrett  can 
balance  thin  profits  from 
Intel's  cheap  Celeron 
chips  with  those  from  its 
costly  server  chips 

about  the  Year  2000  bug  freeze  their 
PC  purchases  next  year. 

A  shaky  economy  also  could  drive 
more  consumers  to  cheap  PCs.  That 
would  force  Intel  to  slug  it  out  with 
low-price  rival  chips  made  by  Advanced 
Micro  Devices  Inc.  and  National  Semi- 
conductor Corp.  Intel  was  late  to  ad- 
dress that  fast-gi"owing  segment,  and 
despite  gains  made  with  the  Celeron 
processors,  it  still  has  less  than  30% 
market  share  in  sub-$  1,000  PCs  sold 
through  U.  S.  retail  stores,  says  re- 
searcher PC  Data  Inc.  "Is  pricing  pres- 
sure still  a  risk?  Definitely,"  says  analyst 
Erika  Klauer  of  BT  Alex.  Brown.  "Is 
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the  economy  still  a  risk?  Absolutely." 

Barrett  dismisses  the  notion  that  In- 
tel is  more  vulnerable  to  an  economic 
downturn  than  it  has  been  in  the  past. 
"I'm  not  sure  that's  a  valid  concern," 
he  says.  "We're  not  fuithei'  out  on  the 
edge  or  suffering  fear  of  falling  from 
gi'eat  heights."  Still,  the  company  isn't 
taking  any  chances.  It  is  mounting  an 
unprecedented  cost-cutting  progi-am  to 
keep  profits  on  track  in  1999.  "We  will 
increasingly  put  emphasis  on  the  cost 
side,"  Grove  told  Wall  Street  analysts  on 
Nov.  13.  The  message  analysts  took 
away:  After  a  decade  of  go-go  gi-owth 
when  the  chipmaker 
could  set  its  prices  and 
watch  profits  roll  in, 
"Intel  is  now  more  like 
everybody  else,"  says 
SG  Cowen's  Peck. 

Fortunately  for  In- 
tel, the  pictiu'e  is  look- 
ing  rosier.  Despite 
earlier  warnings  that 
its    fourth  quarter 
might  be   flat,  the 
company  surprised 
Wall  Street  on  Nov. 
9  by  forecasting  8% 
to    10%  sequential 
revenue  growth,  to 
around  $7.3  billion, 
thanks  to  unexpectedly  strong  PC  de- 
mand. Better  yet,  Intel's  gi'oss  margins 
will  rise  two  percentage  points,  to  55%, 
well  within  its  historic  profit  levels.  Na- 
tionsBanc  Montgomeiy  Securities  Inc. 
analyst  Jonathan  J.  Joseph  predicts 
those  mai'gins  will  increase  slightly  next 
year,  pushing  Intel's  profits  to  a  record 
$8.2  billion,  on  revenues  of  $33  billion. 

The  nascent  turnaround  is  welcome 
news  to  shareholders.  After  watching 
Intel's  stock  fall  32%,  to  65"/,,,  from 
February  to  June,  they've  pushed  it 
back  up  to  over  115,  a  record.  Indeed, 
Intel's  upbeat  finish  to  the  year  has 
belied  skeptics  who  warned  that  col- 
lapsing PC  prices  signaled  the  end  of 
Intel's  money  machine.  But  to  adapt 
to  a  changing  world,  Intel  is  scrutiniz- 
ing every  expense.  "We  put  very  ag- 
gressive spending  targets  on  every- 
body," Barrett  says. 
RECYCLING.  Intel  has  already  curtailed 
travel  spending,  in  part  by  using  more 
videoconferencing.  Head  count  will  be 
reduced  this  year  by  3,000,  to  about 
61,000  people,  through  attrition  and  lay- 
ofis  across  the  business.  And  it's  urging 
customers  to  place  their  orders  over 
the  Internet,  which  reduces  processing 
expenses  and  inijjroves  productivity.  Al- 
ready, the  comparty  books  about  $1  bil- 
lion in  orders  per  month  over  the  Net, 


though  it  hasn't  disclosed  how  much 
that  saves.  All  told,  these  and  other 
measures  could  chop  expenses  by  $45 
million  in  1999,  analysts  estimate. 

Intel  is  looking  for  even  bigger  sav- 
ings in  production  costs.  It  is  accelerat- 
ing by  six  months,  to  mid-1999,  its  move 
to  next-generation  chip  manufactuiing 
technology:  Shrinking  the  width  of  cir- 
cuits on  chips  fi'om  0.25  microns — about 
one-four-hundredths  of  the  thickness  of 
a  human  hair — to  just  0.18  microns. 
That  lets  Intel  make  75%  moi-e  chips 
per  silicon  wafer,  di'amatically  slashing 
its  unit  costs.  And  instead  of  buying 
all-new  production  gear,  the  company 
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plans  to  '>^^^, 
reuse  70% 
of  its  current 
equipment  as  it 
shifts  to  0.18-micron 
widths.  These  and  other 
moves  should  raise  gToss  pi'of- 
its  by  more  than  $1  billion  in  1999. 

All  the  cost  savings  won't  help  if  In- 
tel doesn't  kick-start  top-line  growth. 
The  entry-level  Celeron  chip,  widely 
paimed  when  it  fii'st  arrived  last  April, 
was  revamped  in  Augiist  and  is  stalling 
to  take  off  with  PC  makei's  such  as  irm, 
Compaq,  and  Hewlett-Packard.  Intel 
expects  to  double  production  tliis  quar- 
ter, to  8  million  units — more  than  the 
entire  output  of  AMD,  National,  and  a 
host  of  smaller  competitors  combined. 

Intel  is  bent  on  getting  an  even  big- 
ger piece  of  the  pie.  It  will  roll  out 
faster  C'eleron  chips  in  the  fii'st  half  of 
1999,  and  may  discount  older  versions 
to  as  low  as  $50 — comparable  to  ri- 
vals'   prices — estimates  Linley 
Gwennap  of  chip  researcher  Mi- 
croDesign  Resources.  Intel  Ex- 
ecutive Vice-President  Paul  S.  y- 
Otellini  says  Intel  aims  to 
claw  back  cheap  PC  busi- 
ness. "We're  not  willing  to 
live  with  the  share  we 
have,"  he  vows. 


Even  so,  many  analysts  think  Inti 
secretly  wishes  cheap  PCs  would  g 
away.  The  chipmaker  would  rather  coi 
sumers  buy  pcs  built  on  more-profitab 
Pentium  lis,  and  it's  those  chips  tl 
company  is  heavily  advertising  on  T' 
Celeron  chips,  by  contrast,  get  no  l 
spots  and  are  promoted  only  via  loc 
newspaper  ads  on  Fridays  and  Sunday 
It's  no  wonder  Intel  pushes  the  Pe 
tium  II.  Those  cliips  will  contribute  56 
of  the  company's  processor  revenu( 
this  year — fueled  by  the  fact  that  Pe 
tium  lis  are  used  in  97%'  of  all  P( 
priced  over  $1,500,  according  to  r 
searcher  Dataquest  Inc.  Intel  has  no 
tention  of  losing  that  fi-anchise:  In  199 
it  will  roll  out  zippier  Pentium 
chips  that  also  include  new  featur 
for  speeding  up  3-D  gi'aphics. 
OVERSEAS  OPENING.  Intel's  plans  f 
Xeon  are  no  less  ambitious.  T. 
company  will  debut  faster  models 
offering  speeds  of  over  600  meg 
hertz — throughout  1999,  in  a  bid 
continue  gaining  market  share 
servers  and  workstations.  Interr 
tional   Data  Corp.   says  Int| 
4*      already  has  nearly  100%  u 
W  .^sss^-      share  in  serv 

costing  $10,0| 
and  below. 
2002,  it  will  ha 
captm-ed  a  maj 
ity  of  serv 
priced  up 
$100,000,  acco: 
ing  to  IDC. 

Then  the 
the  global  mart 
AMD  and  Natio 
have  given  up 
temational  mar 
share  to  gain  bi 
ness  in  the  high 
profile  U.  S.  mar 
/   That  has  opened 
j  field  to  Intel,  wl 
has  beefed  up  ov 
seas  marketing 
places  such  as  Ch 
and  Latin  Americ 
reaping  big  sales  gj 
around  the  globe.  ^ 
PC  growth  in  emerg 
markets  expected  to  ( 
pace  domestic  growth 
14%.  in  1999,  Intel  sta 
to  profit  handsomely 
the  Chengdu  compi 
fair  is  any  indicat 
Intel  still  has  a  lo 
gold  to  mine  from 
processors. 

By  Andy  Reinlu 
in  San  Mateo,  C( 
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to  help  make  sure  your  long-term 
financial  goals  can  be  met  and 
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your  family  kept  secure  today. 

A  superstar?  Yes.  We've  got  lots  of 
them.  As  part  of  the  global  AXA 
group,  a  financial  services  power- 
house with  more  than  $530  billion 
under  management';  Equitable  has 
a  full  line  of  products  and  services  for 
all  life's  opportunities  and  challenges. 
Our  representatives  hold  more  dua 
CLU  and  ChFC  professional  designa 
tions  than  anyone  in  the  industry.  And 
they're  ready  to  help.  It  ail  starts  with 
a  phone  call.  Contact  us  today.  We 
have  some  of  the  best  goal  keepers 
around.  1-800-590-5995  or  visit 
WW  IV.  equitable. CO  m 
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JAPAN 


7HIS  IS 
GOING  TO 
HAPPEN' 

MITFs  Yosano  pledges  reform 


It  was  once  the  undisputed  prince  of 
Japanese  ministries.  The  planners  at 
the  Ministry  of  International  Trade 
&  Industiy  guided  Japan's  postwar 
resurgence,  nurturing  the  auto  indus- 
try, building  critical  mass  in  steel.  But 
around  1980,  the  game  changed,  and 
MiTi's  great  rival,  the  Ministry  of  Fi- 
nance, seized  the  initiative  in  planning 
Japan's  future,  mof  convinced  Japan's 
i-ulere  that  the  countiy  now  had  to  focus 
on  husbanding  and  allocating  its  vast 
wealth  instead  of  targeting  the  next  in- 
dustry to  dominate.  Thus,  mof  emerged 
as  the  top  player  in  Kasumigaseki,  the 
administrative  quarter  of  Tokyo. 

But  Ti-ade  Minister  Kaoru  Yosano, 
MiTl's  new  chief,  now  sees  a  chance  to 
reassert  his  ministry's  old  dominance. 
In  this  season  of  fear,  voters  and  legis- 
lators revile  mof  as  the  architect  of 
Japan's  economic  mess,  and  mof's  man- 
darins, normally  arrogantly  self-confi- 
dent, seem  hobbled  by  self-doubt. 
SHIFTING  CENTER.  That's  the  kind  of 
opening  a  seasoned  Liberal  Democratic 
Party  player  such  as  Yosano  is  too 
shrewd  to  ignore.  In  recent  weeks,  he 
has  worked  furiously  to  position  miti 
as  the  leader  of  a  much  needed  re- 
structuring in  industiy  and  the  planner 
of  Japan's  rescue.  He  has  also  eagei-ly 
crossed  swords  with  U.  S.  trade  nego- 
tiators about  export  policies.  It's  un- 
clear if  Yosano  is  sincere  about  forcing 
Japan  to  take  the  painful  steps  needed 
to  restore  its  economic  health.  But  he 
sure  i.^  serious  about  turning  miti  into 
the  country's  No.  1  power  center. 

Yosano  is  an  unlikely  character  to  act 
as  an  agent  of  <  hange.  Granted,  he  talks 
readily  about  Japan's  need  for  a  dereg- 
ulation that,  though  painful,  will  get 


large  pockets  of  the 
domestic  economy  up 
to  global  standards. 
"Regardless  of  who- 
ever ci'ies  for  help, 
this  is  going  to  hap- 
pen," he  vows.  Yet 
such  gutsy  talk  was 
until  recently  quite 
out  of  sync  for  an 
LDP  heavyweight  of 
Yosano's  standing  and 
pedigree.  He's  the 
gi'andchild  of  famous 
Japanese  poets 
Tekkan  and  Akiko 
Yosano.  After  gradu- 
ating from  Tokyo 
Univei-sity  vrith  a  law 
degree  in  1963,  he 
quickly  caught  the 
eye  of  party  bigwig 
and  future  Premier 
Yasuhiro  Nakasone, 
who  brought  him  on 
as  a  senior  staff 
member.  Elected  to 
the  Diet  in  1976, 
Yosano  steadily 
moved  up  the  ranks. 
Last  year,  as  Prime 
Minister  Ryutaro 
Hashimoto's  Deputy 
Cabinet  Minister,  he 
suppoi-ted  mof's  policy  goal  of  reining  in 
the  iTJinaway  budget  deficit.  As  a  result, 
he  backed  Hashimoto's  ill-fated  move 
to  hike  the  consumption  tax,  which 
pushed  Japan  into  recession  in  late  1997 
and  helped  aggi'avate  the  banking  crisis. 

That  disaster  brought  down  the 
Hashimoto  government — and  apparent- 
ly triggered  an  about-face  in  Yosano's 


ItH^itlinifir-'ritiiMMimtttr^^ 
thinking.  By  the  time  the  new 
Prime  Minister,  Keizo  Obuchi,  enlifed 
Yosano  to  run  miti  last  July,  Yos  loy 
had  morphed  into  a  Keynesian  apo  e.K 
To  the  utter  hoiTor  of  Finance  Mini  jr:4 
Kiichi  Miyazawa,  Yosano  condeir  !d;v 
mof's  fiscal  conser-vatism  and  called  ; 
massive  round  of  public-works  sp  3-;'t 
ing,  government  loans  for  cash-stra]  ii  > 


ABOUT-FACE 


Yosano  backed  the  tax 
hike  that  brought  down  Hashimoto, 
whose  fall  turned  the  MITI  chief  into 
an  apostle  for  economic  incentives 

YOSANO  (LEFT)  HAS  REPLACED  MfYAZAWA  (BELOW)  AS 
OBUCHI'S  CHIEF  CABINET  VOICE  ON  ECONOMIC  POLICY 


MITI*S  COMEBACK 

ADVISING  POLITICIANS 

The  ministry  is  providing  policy 
directives  to  the  LDP,  pushing 
Prime  Minister  Obuchi  to  come  up 
with  new  stimulus  measures 

BEATING  UP  ON  THE  MOF 

It's  attacking  the  Ministry  of 
Finance's  position  on  taxes  and 
other  fiscal  measures  now  that 
MOF  is  badly  weakened 

BASHING  AMERICANS 

At  APEC,  MITI  negotiators 
derailed  U.S.  efforts  for  new 
free-trade  initiatives  and  asserted 
Japanese  primacy  in  Asian  trade 
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ornpanies,  tax  cuts,  and  other  incen- 
ives  to  get  the  economy  moving  again. 

Yosano  also  cjuickly  mai-shaled  the  pol- 
cy  wonks  at  miti  to  back  his  ai-gument. 
ilTi  planners  staited  to  make  a  convinc- 
ng  case  that  the  economy  would  incui-  a 
atastrophic  plunge  if  the  government 
iidn't  open  the  fiscal  floodgates.  Accord- 
ng  to  one  miti  document  that  circulated 


around  the  govern- 
ment in  the  early  fall, 
the  deflationary  forces 
would  vaporize  rough- 
ly 8%  of  Japan's  econ- 
omy over  a  four-year 
period  through  2001. 
"We  are  staring  at  the 
door  of  a  deflationai^y 
spiral,"  says  Yosano. 
That  kind  of  sentiment 
prompted  the  Obuchi 
government  to  launch 
a  $200  billion  spending 
package  on  Nov.  16. 
News  of  the  package 
sent  a  sti'ong  signal 
that  Yosano  has  el- 
bowed aside  Finance 
Minister  Miyazawa 
as  Obuchi's  chief  Cabi- 
net voice  on  economic 
pohcy. 

But  Yosano  still 
has  to  consolidate  his  victory  by  prov- 
ing that  MITI  knows  best.  He  has 
staked  his  career — and  miti's  come- 
back— on  an  all-or-nothing  bet  that 
Japan  can  make  one  final  spending 
push  to  reflate  the  economy  before  its 
debt  reaches  unsustainable  levels.  If 
the  billions  set  aside  for  high-tech  pub- 
lic-works projects  and  government 


loans  to  cash-strapped  companies  are 
squandered  on  politically  motivated 
handouts,  Miyazawa  might  get  the  last 
laugh.  Indeed,  the  fear  that  Japan  will 
do  just  that  has  already  prompted 
Moody's  Investors  Service  to  strip  the 
nation  of  its  top-grade  credit  rating. 

And  Yosano  still  has  not  shown  how 
MITI  can  pull  off  the  restructuring  and 
deregulation  that  Corporate  Japan 
needs  to  revive.  He  is  looking  to  create 
a  European-style  mix  of  job  retraining 
and  generous  unemployment  benefits 
to  ease  the  pain  of  change.  And  he 
wants  MITI  to  be  a  kind  of  massive 
McKinsey  &  Co.  consulting  firm  to  help 
instill  best-business  practices  in  the 
most  uncompetitive  sectors,  miti  is 
moving  toward  opening  sensitive  sec- 
tors such  as  energy,  retailing,  inland 
transportation,  and  distribution  to  some 
tough  deregulation  that  will  hike 
Japan's  jobless  rate  to  Western  levels. 
But  serious  deregulation  and  restruc- 
turing have  yet  to  begin. 
TRADE  TANTRUM.  Yosano  can  argue 
that  he  needs  breathing  room  for  the 
economy  before  tackling  the  hard  stuff. 
He  also  wants  to  keep  exports  flowing 
at  record  levels  to  keep  Japan's  eco- 
nomic vital  signs  steady.  America's  bal- 
looning trade  deficit  could  well  restart 
the  trade  war  with  Japan  sometime 
next  year,  but  Yosano  is  not  ready  to 
have  Japan  pull  back. 

Thus,  Yosano  banged  heads  with 
combative  U.  S.  Trade  Representative 
Charlene  Barshefsky  at  the  recent 
Asia-Pacific  Economic  Cooperation  sum- 
mit in  Kuala  Lumpur.  There,  Yosano 
and  his  aides  insisted  on  excluding  fish- 
ery and  forestry  products  from  a  round 
of  tariff  reductions.  It  was  part  of  a 
larger  APEC  free-trade  accord  covering 
nine  industries  that  has  been  shelved 
for  a  year.  Japan's  combative  stance 
steamed  the  U.  S.  negotiators,  who  sus- 
pect that  Tokyo  is  using  its  crisis  as  an 
excuse  to  pump  out  exports  and  prop 
up  trade  barriers. 

However  Yosano's  moves  play  out, 
there's  no  doubt  he  has  done  a  superb 
job  of  getting  MiTi  back  into  the  game. 
What  better  way  for  miti  to  ensure  its 
sui-vival  than  to  position  itself  as  Japan's 
central  agent  of  change?  The  Obuchi 
government  has  pledged  to  downsize 
the  sprawhng  central  government  once 
the  current  crisis  passes.  Some  econo- 
mists would  like  to  see  bureaucratic 
payrolls  slashed  by  50%  early  next  cen- 
tury. A  MITI  cloaked  in  reformist  cloth- 
ing might  stay  intact — and  a  master 
strategist  such  as  Yosano  might  emerge 
as  the  top  dog  in  Kasumigaseki. 

By  Brian  Bremner  in  Tokyo 
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JAPAN 


SEGA:  WE'RE  GOING  TO  BLOW 
THEM  OUT  OF  THE  WATER' 

But  will  its  new  game  console  really  threaten  Sony  and  Nintendo? 


Shoichii'o  Iiimajiii,  president  of  game 
maker  Sega  Enterprises  Ltd., 
thnves  on  risk.  When  he  was  at 
Honda  Motor  Co.,  he  led  the  develop- 
ment of  a  revolutionary  passenger  car 
and  later  helped  spearhead  the  charge 
into  the  U.  S.  Novi^,  Irimajiri  is  making 
his  biggest  gamble,  with  the  Nov.  27 
Japanese  launch  of  Dreamcast,  Sega's 
new  video  game  console.  It's  a  cool  ma- 
chine, but  it  pits  Sega  against  Sony 
Coi-p.  and  Nintendo  Co.,  the  gameland 
titans  that  turned  Sega's  Saturn  con- 
sole into  an  also-ran.  Yet  in  assessing 
the  odds,  Iiimajiri  sounds  as  cocky  as 
Sonic  the  Hedgehog,  the  Sega  chai'acter 
who  will  continue  his  death-defying 
stunts  in  Dreamcast  games.  "I'm  per- 
sonally not  used  to  losing  fights,"  he 
says.  "We're  not  really  going  to  com- 
pete vdth  Sony  or  Nintendo.  We're  go- 
ing to  blow  them  out  of  the  water" 

From  a  purely  technical  standpoint, 
such  bravura  may  be  justified.  Driven 
by  a  128-bit  processor,  Sega's  $250 
Dreamcast  has  bullet-train  speed  and 
dazzling  gi-aphics  that  should  appeal  to 
Sega's  core  Japanese  fans.  Game  winters 
love  the  depth  and  fluidity  of  the  images 
they  can  achieve  on  its  hardware.  Says 
game  designer  Kenji  Eno:  "I  finally  can 


create  the  kind  of  3-D  gi'apliics  I  only 
dreamed  about."  Dreamcast  will  cer- 
tainly get  noticed  in  Japan  and  the 
U.  S.,  where  it  debuts  next  September 

But  technology  alone  is  not  enough. 
Four  years  ago,  Sega  introduced  the 
state-of-the-art  32-bit  Saturn,  but 
then  got  trounced  by 
Sony's  slightly  inferi- 
or PlayStation,  also  a 
32-bit.  Sony  swamped 
stores  with  game  ti- 
tles and  marketed  its 
console  much  more  effec- 
tively than  Sega,  whose 
$2.3  billion  in  sales  is 
dwarfed  by  Sony's  $50 
billion.  "Sega  can  get  by 
with  its  core  market," 
says  Robert  Burghart, 
an  analyst  with  ing  Barings  in  Tokyo. 
"Tlie  question  is  whether  it  can  create  a 
hit."  Yet  a  hit  is  precisely  what  Sega 
needs.  Pretax  profits  for  the  fii'st  half  of 
fiscal  1998  tumbled  47%. 

To  improve  Sega's  chances,  Irimajiri 
is  taking  lessons  from  Sony.  Before 
launching  PlayStation,  Sony's  game  di- 
vision wooed  game  developers  vrith  an 
impressive  library  of  technical  tools.  So 
Irimajiri  traveled  ai'oimd  the  world  ask- 


DREAMCAST 
HAS  FAST 
3-D  IMAGES 


SONIC  THE  HEDGEHOG 

Popular  characters  and  great 
technology  may  not  be  enough 

ing  developers  what  they  wanted  to  se 
in  a  next-generation  console.  The  en 
result,  he  says,  is  a  central  processin 
unit  that  delivers  tkree  times  the  powe 
of  a  PC  and  a  gi-aphics  chip  develope 
by  NEC  Coip.  of  Japan  and  VideoLog 
Group  of  Britain  that  j-enders  dazzlin 
3-D  images.  Sega  is  also  introducing  Ii 
ternet  capability,  making  it  possible 
play  online  games  and  handle  E-mail. 
"ARROGANT."  Sega  appears  to  hav 
learned  from  the  past,  when  it  consi< 
ered  itself  the  gold  standai'd.  "Sega  g( 
aiTogant,"  admits  Ii-imajiri,  recalling  tl 
Saturn  fiasco.  "They  forgot  about  tl 
customei-s,  and  the  developers  needed 
make  the  technology  a  success."  To  g( 
products  quickly  to  Japanese  stores,  I 
imajiii  has  cut  out  slow-moving  middl 
men  and  set  up  du'ect  links  to  5,000  r 
tailers  across  Japan.  He  has  also  lin( 
up  more  than  300  software  develope: 
with  two  dozen  games  due  for  release 
the  next  four  months.  Included  are  ne 
versions  of  popular  games  like  Seg; 
Sonic  Adventure  and  Virtua  Fighter. 

But  the  launch  is  a  huge  effort  for 
company  Sega's  size.  Mai'keting  and  d 
velopment  costs — including  the  exper 
es  of  the  U.  S.  introduction — approa 
$300  million.  Complicating  matters  h 
been  a  delay  in  the  delivery  of  ne( 
gi-aphic  chip.  Sega  had  hoped  to  sell  % 
million  Dreamcast  consoles  by  the  e 
of  next  March,  but  now  figui'es  it  a 
^'■^^      only  make  1  million.  For 
Japan  launch,  Sega  is  ( 
— iiig  an  it  can  to  scr;i 
^  together  100,(1 
machines,  far  sh' 
%lJk  500,000 
^^^^^L-         1^  had  promised. 

\  /  Competition 
certain  to  heat  r 
Sony    and  Nintein 
liave  been  lowering  t 
price  of  their  current  1 1. 
soles  in  anticipation  of  Dreaim  a: 
an-ival.  In  the  U.S.,  prices  for  Nint  i 
do's  N(i4  and  Sony's  PlayStation  are  • 
pected  to  fall  below  $100  next  year.  ^ 
tendo  is  now  working  on  a  new  vers 
of  N64,  while  Sony  has  dropped  num 
ous   hints   about   a   128-bit,  dig 
videodisk-based  PlayStation  2  in  the  ' 
due  to  hit  stores  in  late  1999  or 
yond.  Maybe  Sega  needs  two  r 
games:  Ninfetido  Negator  and  Sc  H 
Smaslwr.  Then,  sui-ely,  Dreamcast  wc 
be  a  hit. 

By  Irene  M.  Kunii  in  To, 
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THEY  PREFER  STAYING  THAT  WAY. 


Seventy-eight  of  the  Fortune  100  companies  run  their  businesses  on  Lotus  Notes' and  Dominol" 
And,  with  over  40  million  seats,  Lotus  is  also  the  messaging  platform  of  choice  for  other  major 
corporations  around  the  world.  The  reasons  are  simple.  For  starters,  it  offers  more  than  simply  an 
e-mail-only  system.  It's  the  most  reliable,  scalable  and  thoroughly  cross-platform  solution  for 
developing  custom  applications.  And  ultimately,  when  it  comes  to  running  global  enterprises, 
failure  is  not  an  option.  To  fmd  out  more,  visit  our  Web  site  at  www.lotus.com/worktheweb 
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•As 


RUSSIA 


THE  HIGH  COST 
OF  EASY  MONEY 

Many  Russian  companies  are  now  perilously  in  debt 


Credit  Suisse  First  Boston  should 
have  spotted  the  red  flags  when 
Russian  oil  company  Tatneft 
asked  for  a  short-term  loan  last 
February.  Oil  prices  were  sinking  fast. 
Tatneft  was  already  saddled  with  $828 
million  in  hard-cuiTency  debt,  roughly 
equaling  its  1997  export  earnings. 
Worse,  the  company  had  admitted  it 
was  funneling  loan  money  from  foreign 
banks  into  the  treasury  of  the  Tatarstan 
regional  government,  which  holds  a  con- 
trolling 32.4%  stake  in  Tatneft.  Even 
so,  CSFB  quickly  approved  a  $220  million 


unsecured  loan — one  of  many  it  offered 
Russian  companies  even  as  the  coun- 
try's finances  deteriorated. 

Now,  Tatneft  is  buried  under  a  pile 
of  hard-cuiTency  debt  and  looking  for  a 
way  out.  After  naiTowly  avoiding  default 
in  November  on  a  $300  million  Eui'obond, 
the  country's  fourth-lai'gest  oil  pixxlucer  is 
deep  in  talks  with  CSFB  and  other  credi- 
tors to  restructure  about  $600  million  in 
outstanding  loans.  Scores  of  other  Russ- 
ian companies  are  stuck  in  the  same  sit- 
uation. Even  if  most  creditors  agree  to 
restructuring,  as  seems  likely,  these  com- 


DRY  WELL?  0 

company  Tatri 
is  restructari 
$600  million 
troubled  loan 


panies  will  struggle 
for  years  making  re- 
payments on  loans 
they  should  never 
have  received. 

BLIND  EYE.  The  saga   

of  Tatneft  illumi- 
nates how  Russian  companies 
barked  on  a  disastrous  borrowi 
spree — partly  prodded  by  fore 
bankers — in  the  months  before  I 
country's  economic  collapse.  Fooled 
a  slight  uptick  in  Russia's  economy,  f 
eign  bankers  bent  their  own  rules 
credit  risk  in  the  rush  to  forge  clii 
relationships  in  1997.  Many  turnec 
blind  eye  as  borrowers  invested  k 
proceeds  in  risky  Russian  bonds 
squandered  the  money  on  shaky 
vestments.  With  easy  money  flood 
in,  Russian  borrowers  didn't  woi 
about  how  to  repay  loans.  "There  v 
so  much  credit,  the  companies  began 
believe  that  they  didn't  need  to  ; 
have  well,"  says  Stephen  O'Sulliv 
co-head  of  research  at  United  Finan( 
Group,  a  Moscow  investment  bank. 

Indeed,  the  money  kept  coming  e\ 
after  Russia's  stock  and  bond  mark 
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MAKE  $20  MILLION. 


It's  all  thanks  to  a  Lotus  Notes-based  application  called  SIMON" (Shell  inventory  Managed  Order  Network). 
And  when  Shell  installed  it,  they  experienced  a  $20,000,000  increase  in  sales.  Before  SIMON,  a  typical 
customer  order  took  two  weeks  to  process.  Now,  resupply  orders  typically  happen  in  24  hours.  At  first, 
SIMON  served  23  key  customer  accounts.  Today  that  number  is  50.  To  which  SIMON  says,  let's  make 
more  money.  To  find  out  more,  visit  our  Web  site  at  www.iotus.com/worktheweb. 
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'There  was  so  much  credit,  the  companies  began  to 
believe  they  didn't  need  to  behave  well,"  says  one  bank  exe< 


nosedived  along  with  Asia's  late  last 
year.  As  weakening  markets  hampered 
their  ability  to  raise  capital,  Russian 
companies  increasingly  turned  to  U.  S., 
European,  and  Japanese  banks.  After 
boosting  their  foreign  borrowing  from 
$1.5  billion  to  more  than  $6.8  billion  in 
1997,  the  companies  borrowed  another 
$5.2  billion  in  the  first  eight  months  of 
this  year,  according  to  Loan  Pricing 
Cor]3.,  a  New  York-based  agency  that 
tracks  lending.  Foreign  bankers  turned 
off  the  spigot  in  August  after  Russia 
devalued  the  ruble.  But  by  then  it  was 
too  late.  "There's  no  chance  of  recov- 
ering our 
says  a 
banker. 

Only  a  year  ago, 
Tatneft  looked  like 
one  of  Russia's  most 
creditworthy  compa- 
nies. It  had  reliable 
hard-currency  earn- 
ings, and  it  had 
brought  in  Price  Wa- 
terhouse  to  bring  its 


money, 
Western 


FOREIGN  BANKS  UNO 
IN  A  RUSSIAN  SWAMP 


WHY  THEY  WENT  IN 

Heartened  by  signs  of 
economic  recovery,  foreign 
banks  increased  lending  to 
Russian  corporations  and 
banks  to  $5.8  billion  in 


1997 


nance  equipment  to  boost  the  produc- 
tivity of  its  wells.  But  the  company  was 
also  handing  over  cash  to  the  govern- 
ment of  Tatarstan,  a  semiautonomous 
republic  in  Russia  that  ixtns  its  economy 
with  a  strong  hand.  Unable  to  raise 
money  for  a  backlog  of  unpaid  bills, 
Tatarstan  made  Tatneft  its  cash  cow, 
taking  at  least  $105  million  ft-om  the 
company  in  1997  and  another  $280  mil- 
lion so  far  this  year,  the  company  says. 

Surprisingly,  foreign  lenders  didn't 
seem  overly  concerned.  When  Chase 
Manhattan  arranged  two  syndicated 
loans  totalling  more  than  $140  million  in 
1997,  Tatneft  in  turn 
loaned  more  than  half 
the  proceeds  to 
Tatai'stan.  Both  loans 
were  secm-ed  by  Tat- 
neft's  export  earn- 
ings, then  about  $800 
million  annually. 
Chase  Manhattan 
says  it  wasn't  told 
about  the  relending 
to    Tatarstan  and 


books  up  to  U. S.  ac-   wouldn't   have  ap- 


counting  standards 
and  U.  S.  consultants 
Miller  &  Lents  Ltd. 
to  audit  its  oil  re- 
serves. Profits  in 
1997  were  $12.3  mil- 
lion on  sales  of  $2.5 
billion,  up  from  1996 
when  the  company 
lost  $290  million. 
Tatneft  had  been  one 
of  the  first  Russian 
companies  to  issue 
American  depositaiy 
receipts,  and  its 
shares  rose  242%  in 
the  first  nine  months 
of  1997,  before 
slumping  along  with  other  Russian 
stocks. 

EXPOSED  LENDERS.  Tatneft  had  started 
boiTowing  from  the  West  in  1994,  when 
Dresdner  Bank  opened  a  $fiO  million 
line  of  credit  secured  by  the  company's 
oil  exports.  The  borrowing  remained 
modest  until  1997,  when  Tatneft  took 
out  $528  million  in  short-term  loans 
from  banks  including  Ch.tse  Manhattan 
Corp.,  Britain's  West  M  erchant  Bank, 
France's  Societe  Generale,  and  Ger- 
many's Berliner  Bank  and  BHF-Bank. 
Tatneft  says  the  loans  wen^  chiefly  to  fi- 


WHY  THEY  STAYED  When 
financial  markets  plummet 
ed,  borrowers  asked  for 
more  loans,  snagging  $5.2 
billion  in  the  first  eight 
months  of  1998 

HOW  THEY  GOT  STUCK 

After  Russia  devalued  its 
currency  and  defaulted  on 
domestic  debt,  borrowers 
couldn't  keep  up  pay- 
ments, launching  restruc- 
turing talks  instead 

DATA  LOAN  PRICING  CORP  BUSINESS  WEEK 


proved  loans  for  that 
puii)ose.  But  Maxim 
Dyomin,  financial  ad- 
viser to  Tatneft  ceo 
Rinat  Galeyev,  says 
the  company  in- 
formed Chase  Man- 
hattan and  other 
lenders,  and  they 
didn't  object. 

Industry  analysts 
say  Tatneft's  re-lend- 
ing was  well  known. 
A  disgiamtled  officer 
at  another  Western 
bank  that  lent  to 
Tatneft  confu-ms  that 
his  bank  knew  about 
the  practice  before  approving  its  loan, 
but  says  Tatneft  didn't  reveal  the  full 
extent  of  it  until  months  later  "In  ret- 
rospect, clearly  we  should  not  have 
lent  to  them,"  the  banker  says.  "No 
amount  of  market  share  is  worth  that 
kind  of  risk."  CSFB  was  one  of  the  most 
exposed  lenders  because  its  loan  was 
unsecured.  The  company  declined  to 
comment. 

Tatneft  has  its  own  regi'ets.  Since 
the  August  devaluation,  the  ruble  cost 
of  its  hard-currency  debts  has  more 
than  doubled.  The  company's  revenues 


ir 
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are  projected  to  fall  at  least  8%  tl 
year,  to  $2.3  billion,  because  of 
pressed  oil  prices.  It  also  lost 
lion  in  Eurobond  proceeds  it  had 
vested  in  Russian  treasmy  bills  befc 
the  government  defaulted.  "It  was 
mistake  to  borrow  a  huge  amount 
short-term  debt.  But  we  didn't  kni 
there  would  be  such  a  change  in  the 
nancial  situation,"  Dyom.in  says. 

Tatneft  is  still  pumping  oil,  and 
can  use  an  estimated  $571  million 
hard-currency  earnings  this  year 
help  pay  off  its  debts.  But  the  com] 
ny  is  hurting.  To  raise  cash  to  m( 
its  $8.2  miUion  monthly  payroll, 
neft  now  is  issuing  lous  backed 
crude-oil  stocks.  On  Oct.  29,  the  co 
pany  missed  a  $13.5  million  Eurobc 
coupon  payment,  but  it  scraped 
gether  the  money  before  Nov.  20,  wl 
a  default  would  have  been  triggere( 

Foreign  lendere  were  especially  dra 
to  oil  producers  such  as  Tatneft  becai 
of  their  hai'd-cuiTency  eaiTiings.  But  n 
the  oil  companies  ai'e  stiuggling  to 
an  estimated  $1.1  billion  in  loan 
ments  due  by  yeai'end,  and  bankere  v 
once  willingly  rolled  over  then*  loans 
longer  want  to  do  so.  Russia's  bigg 
oil  company,  Lukoil  Holding,  is  one 
ception:  It  has  not  only  kept  up  p 
ments  but  is  negotiating  additional  loj 
Unlike  Tatneft,  Lukoil  is  not  control 
by  a  local  government  that  could  rail 
for  cash.  And  it  is  considered  relativ 
transparent  and  well  managed. 
"USEFUL"  EXPERIENCE.  As  Russia's 
debted  companies  hunker  down  in  tj 
with  creditors,  analysts  are  pi^edict 
Tatneft  will  win  a  restructuring 
that  will  pull  it  back  fi-om  the  br: 
Analysts  say  that's  because  lendei-s  d 
want  to  trigger  a  default  in  wl 
they'd  have  to  battle  other  creditor; 
get  paid.  Financial  adviser  Dyo) 
promises  if  Tatneft  seciu'es  such  a  d 
it  will  keep  much  tighter  control  o 
nances  in  the  future.  "In  some  w; 
this  experience  may  be  useful  for 
company,"  he  says. 

But  such  promises  will  mean  littk 
long  as  cash-strapped  local  authori 
control  the  company.  Foreign  lenc 
may  once  have  ignored  what  boiTOV 
did  with  theu"  money.  They  won't  rr 
the  same  mistake  again.  For  those 
as  Tatneft,  there  may  still  be  a  long  lir 
climb  up  the  learning  cm-ve. 

By  Carol  Matlack  in  Moti 
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A  POLITICAL  MURDER 

GOULD  SPARK  REFORM-OR  A  CRACKDOWN 


All  weekend,  Russians  sat  glued  to  their  TV  sets,  trying  to 
make  sense  of  Galina  Starovoitova's  murder.  The  52- 
year-old  grandmother  and  respected  State  Duma  law- 
maker was  gunned  down  by  contract  killere  in  the  staii'well  of 
her  St.  Petersbui'g  apaitment  building  on  Nov.  20.  Even  a  cit- 
izenry inured  to  violence  was  appalled. 

The  assassination  may  signal  the  onset  of  a  scary  new 
period  of  political  vacuum  in  Russia.  Lawlessness  has  risen  to 
ten-ifying  proportions  as  political  thugs  and  mobsters  take 
matters  into  then*  own  hands.  President  Boris  N.  Yeltsin,  now 
hospitalized  with  pneumonia,  hasn't 
run  the  government  for  months. 
From  his  sickbed,  Yeltsin  promised 
to  supervise  the  murder  investiga- 
tions, but  few  give  that  much  cre- 
dence. Prime  Minister  Yevgeny  Pri- 
makov, meanwhile,  seems  to  have  all 
but  given  up  on  trying  to  fix  Rus- 
sia's broken  economy.  After  nearly 
thi'ee  months  in  office,  he  has  yet  to 
propose  a  budget. 

Starovoitova  is  by  far  the  most 
prominent  victim  to  date.  A  leading 
democratic  refoiTner  and  fiiend  of  the 
ailing  Yeltsin,  she  was  mulling  mn- 

ning  for  Govenior  of  the  St.  Petersburg  region  next  Sep- 
tember. The  race  could  have  pitted  her  against  ultra-nation- 
alist Vladimir  Zhirinovsky. 

STATE  OF  EMERGENCY?  Tliere's  a  chance  that  her  death  could 
nurture  the  I'efoiTns  she  wanted  but  failed  to  achieve  in  Hfe. 
Within  hours,  leaders  of  the  countiy's  splintered  democratic 
forces,  including  fomier  Piime  Minister  Yegor  Gaidai",  foimer 
Ki-emlin  economic  chief  Anatoly  Chubais,  and  Yabloko  Party 
leader  Grigoiy  Yavlinsky,  were  discussing  forming  a  united 
front  to  fight  the  Communists.  Such  efforts,  however,  have 
foundered  before. 

A  more  alanning  possibility  is  that  the  murder  could  push 


YELTSIN  AND  STAROVOITOVA:  Friend. 


Russia  into  authoritarianism,  under  a  figure  such  as  Alexa 
der  Lebed  or  Gennady  Zuganov.  Already,  calls  to  declare 
state  of  emergency  are  making  the  rounds  of  the  Dum 
though  both  Primakov  and  Yeltsin  oppose  the  idea.  The  d 
mands  will  become  more  insistent  if  Russia's  corrupt  ai 
incompetent  law  enforcement  bodies  fail  to  find  the  perp 
trators.  Last  month,  several  agents  of  the  Federal  Securi 
Service  (fsb),  the  kgb's  successor,  accused  their  superiors 
an  unsuccessful  plot  to  miu'der  wealthy  businessman  Boris 
Berezovsky.  The  fsb  denies  the  charge,  now  being  inves 
gated  by  mihtary  prosecutors.  Mea 
while,  the  fsb  is  handhng  t 
Starovoitova  case. 

Starovoitova  was  almost  certair 
killed  for  pohtical  reasons.  Five  oth 
Duma  deputies  have  been  slaughter 
in  as  many  years.  But  they  are  wic 
ly  believed  to  have  been  targeted  l 
cause  of  their  business  interests, 
contrast,  neither  Stai'ovoitova  nor 
family  was  involved  in  business,  a 
she  had  no  control  over  state  ca 
or  assets. 

She  did,  though,  have  plenty  of 
Utical  enemies.  She  has  leveled  C( 
loiption  charges  against  leading  Communists.  Her  relatic 
with  St.  Petersburg's  political  eUte  were  frosty,  too.  She  m 
organizing  reformist  candidates  in  a  municipal  election  ca 
paign  already  man-ed  by  violence.  One  candidate  was  c 
bombed,  and  another's  apaitment  was  shot  up  just  days  af 
Starovoitova's  assassination. 

It  may  be  some  time  before  Russia's  political  life  is  clear 
up  the  way  she  wished.  If  the  political  di"ift  continues  and 
Starovoitova  case  disappears  into  the  unsolved  murder  f 
pressure  could  grow  for  early  presidential  elections — or  e\ 


a  coup. 


By  Carol  Matlack  in  Mosc 


GLOBAL  WRAPUP 


ITALIAN-TURKISH  ROW  FLARES 

►  Relations  between  Turkey  and  Italy 
have  taken  a  nosedive  following 
Italy's  decision  not  to  extradite  Kur- 
dish rebel  leader  Abdullah  Ocalan. 
Ocalan  was  arrested  on  Nov.  12  at 
Rome's  Fiumicino  Airport  and  sought 
political  asylum.  Ankara  quickly 
riposted  by  barring  Italian  companies 
from  bidding  on  Turkish  defense  con- 
tracts. Italy's  Finmeccanica  had  been 
in  the  running  for  a  $3.5  billion  con- 
tract for  attack  helicopters.  Now, 
retailers  are  boycotting  Italian  goods 


from  Barilla  pasta  to  Pirelli  tires. 

But  Tiu-key  may  be  hurting  its  ovm 
interests.  Italy  is  its  fourth-largest  ex- 
port mai-ket,  and  Italian  support  is 
needed  if  Turkey  is  ever  to  enter  the 
European  Union.  Besides,  over  130  Ital- 
ian companies  operate  in  Turkey,  from 
clothier  Benetton  to  auto  maker  Fiat, 
which  builds  200,000  cars  a  year  there. 

SCANDAL  ROCKS  BRAZIL 

►  Four  top  Brazilian  officials  resigned 
on  Nov.  23  and  rid  President  Fernan- 
do Henrique  Cardoso  of  a  major  dis- 
traction as  he  pushes  a  $23.5  billion 


austerity  program  through  Congrestf 
to  secure  IMF  funding.  Communica-  |, 
tions  Minister  Luiz  Carlos  Mendon^sji' 
de  Barros  and  National  Development 
Bank  President  Andre  Lara  Resend' 
quit  after  taped  phone  calls  suggestf 
they  tried  to  help  a  group  that  consi 
ered  a  bid  in  July  for  part  of  telecon: 
company  Telebras. 

Mendonga  de  Barros  denies  any 
wrongdoing  and  maintains  that  the 
tapes  were  edited.  His  brother,  For- 
eign Trade  Secretary  Jose  Roberto 
Mendonga  de  Barros,  also  resigned, 
did  Lara  Resende's  deputy. 
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Inside  the  Indian  Institutes  of 
Technology's  star  factory 


IIT-DELHI 

Physics,  mechanica 

engineeriiii 


Victor  J.  Menezes,  the  49-year-old 
newly  appointed  co-CEO  at  Citi- 
gi-oup's  coi-porate  and  investment 
banking  branch,  vividly  remem- 
bers his  gi-ueling  college  years 
in  India — and  Professor  M.  S.  Kamath's 
electrical  engineering  class  in  particu- 
lar Menezes  recalls  Kamath  as 
"the  most  dreaded  professor" 
on  campus  30  years  ago 
at  the  Indian  Institute 
of  Technology-Bombay. 
His  class  was  the 
hardest  to  get  into. 

And  once  in,  stu- 
dents  wondered 
what  hit  them.  Ka- 
math's gi-ading  sys- 
tem    was  a 
punch  in  the 
nose  for  stu- 
dents who  fan- 
cied themselves 
as  the  best  and 
brightest  in  India.  Of- 
ten, only  one  student 
per  test  got  an  A — the 
top  scorer.  The  second- 
best  score  got  a  B.  Eveiy- 
one  else  got  Cs,  Ds,  or  Fs. 
But  Kamath  had  his  reasons. 
Now  retired  and  living  out- 
side Bombay,  he  brushes  off" 
his  legendaiy  reputation  as 
a  campus  terror:  "I  used  to 


tell  my  students,  'IIT  is  a  center  of  ex- 
cellence. I  don't  want  you  to  be  third- 
rate  products.' " 

Far  from  it.  Some  of  the  most 
prominent  chief  executives,  presidents, 
entrepreneurs,  and  inventors  in  the 
world  are  gi-aduates  of  iiT,  India's  elite 
institution  of  higher  learning.  Its 
impossibly  high  standards,  com- 
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IIT-KANPUR 

Computer 
science 


II^GUWAHATI  I 

First  grads  | 
in  1999  I 


IIT-KHARAGPUR  . 

Geophysics,  | 
rocket  science  i 


IIT  Campuses 
And  Their 
Strengths 
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pelling  the  mostly  male  student  bod, 
average  fewer  than  five  hours 
sleep  a  night,  produce  numei 
graduates  who  are  masters 
problem-solving.  Familiar 
Western  ways  due  to  India's  ( 
nial  past,  they  have  spent  their 
demic  years  studying  in  Engl 
which  gives  them  an  edge  over  oi 
Asians  competing  for  jobs  in  gl 
corporations. 

Wliile  IIT  has  been  producing  tale 
engineers,  scientists,  and  managers 
foui-  decades,  the  school  has  taken 
new  prominence  lately.  With  Men( 
ascension  at  Citigi-oup  on  Nov.  1 
the  appointment  of  45-year-old  Ral 
Gangwal  as  us  Airways  Group's 
CKO  on  Nov.  18,  IIT  counts  two 
alums  among  the  highest  ranks  of  j 
al  business.  They  join  Rajat  Gupta, 
has  led  McKinsey  &  Co.  for  foui-  y< 
Vinod  Khosla,  the  co-foimder  of  Sui' 
crosystems  Inc.,  and  hundreds  of  ot 


I  working  in  the  top  ranks  of  U.  S. 
Dorations  and  Silicon  Valley  power- 
ses.  (BUSINESS  WKEK  has  an  IIT  con- 
tion.  Graduate  Vasant  Prabhu  is 
sident  of  the  Information  and  Me- 
Services  unit  of  The  McGraw-Hill 
npanies,  business  week's  parent.) 
tlMER  PRISON.  Wall  Street  fo-ms  rely 
institute  gTads  to  devise  the  complex 
)rithms  behind  their  derivatives 
itegies  while  big  multinationals  call 
,hem  to  solve  pi'oblems  in  new  ways, 
en  recruiting  fi-om  colleges  for  its 
ual  crop  of  consultants,  McKinsey 
s  a  significant  nimiber  of  the  school's 
luates  eveiy  yeai".  Many  more  wiite 
software  and  design  the  chips  and 
pherals  that  Silicon  Valley  sells  to 
world.  One  example:  The  founders 
nternet  browser  Junglee.com — all 
?rads — made  fortunes  in  August  by 
ng  their  company  to  Amazon.com, 
onHne  bookseller,  for  $180  million, 
'he  rise  of  iiTians,  as  they  are 


LONC  DAYS,  LONG  NIGHTS 

Students  average  less  than 
five  hours  of  sleep.  But  all 
that  study  doesn't 
guarantee  good  grades 

known,  is  a  telling  example  of  how 
global  capitahsm  works  today.  The  best 
companies  draw  on  the  best  brains 
from  around  the  world,  and  the  result 
is  a  global  class  of  worker:  the  highly 
educated,  intensely  ambitious  college 
gi'ad  who  seeks  out  a  challenging  ca- 
reer, even  if  it  is  thousands  of  miles 
from  home.  By  rising  to  the  top  of  Cor- 
porate America,  these  alumni  lead  all 
other  Asians  in  their  ability  to  reach 
the  upper  echelons  of  world-class 
companies. 

It's  not  just  that  entrepreneurs  have 
forged  a  path  thi'ough  high-tech  arenas; 
corjDorate  executives  have  proven  profi- 


cient at  managing  companies,  too.  Cost- 
cutting  by  us  Airways'  Gangwal,  for 
example,  helped  pull  the  airline  back 
from  the  brink  of  bankruptcy  and  in- 
creased revenues  fourfold. 

In  that  regard,  the  story  of  these  In- 
dians provides  a  model  for  other  Asians 
to  emulate — and  an  example  for  U.  S. 
companies  and  universities  to  ponder 
For  India  has  created,  out  of  limited 
resources,  a  class  of  executives  and  en- 
trepreneurs who  manage  to  combine 
technical  brilliance  with  gi'eat  manage- 
ment skills.  And  the  Indian  government, 
to  its  credit,  has  not  tried  to  keep  these 
first-class  students  at  home.  In  many 
ways,  the  IIT  grad  is  the  hottest  export 
India  has  ever  produced. 

To  mold  them,  the  schools  put  these 
18-year-olds  tlu'ough  an  experience  akin 
to  boot  camp.  Theories  learned  by 
rote — a  key  element  of  Japanese  edu- 
cation— are  only  part  of  the  experience. 
"Students  should  see  the  problem  and 


Management 


conjure  up  a  solution,  not  only 
memorize  a  theory,"  says 
Deepak  Phatak,  professor  of 
computer  science  at  iiT-Bom- 
bay.  The  focus  is  on  hands-on 
learning.  I  IT  maintains  work- 
shops where  students  even 
learn  how  to  make  machine 
tools  and  operate  rotation  mo- 
tors, the  kinds  of  crafts  rele- 
gated to  trade  schools  in 
the  U. S. 

When  he  helped  found  IIT 
in  1951,  Jawahai'lal  Nehru,  In- 
dia's first  Prime  Minister, 
wanted  an  elite  that  could 
build  the  great  state-spon- 
sored power  plants,  dams,  and 
bridges  so  badly  needed  in  the 
newly  independent  country. 
The  planners  drew  on  Massa- 
chusetts Institute  of  Technol- 
ogy as  a  model  and  on  UN- 
ESCO for  funds  to  build  the 
first  campus,  in  Kharagpur, 
near  Calcutta,  in  a  former 
British  prison  for  Indian  po- 
litical detainees.  Five  other 


ONE  IN  FORTY  ADMIHED 

McKinsey's  Rajat  Gup 


campuses  followed,  in  Kanpui', 

Delhi,  Bombay,  Madras,  and  ta  SayS  111  S  SelectlOn 
most  recently,  Guwahati  At  p^oceSS  "iS  abSOlutcly 
various    times,    the    U.  S.,  j  .  „ 

Britain,  the  former  Soviet  draCOnian 
Union,  and  Germany  have  all 
provided  backing. 

FREE  REIN.  The  schools  have  kept  their 
edge  by  staying  out  of  India's  partisan 
politics.  "It  is  the  most  uncon-upt  in- 
stitution in  India  today,"  says  Kartik 
Kilachand,  a  New  York-based  consul- 
tant and  IIT  alumnus.  IIT  has  an  au- 
tonomous board  that  doesn't  have  to 
kowtow  to  state  bureaucracies.  The  In- 
dian government  pays  most  of  the 
$3,000  it  costs  annually  to  educate  each 


student.  Famous 
alumni  in  India  in- 
clude B.  K.  Syngal, 
chairman  of  Re- 
liance Telecom, 
Nh'mal  Jain,  man- 
aging director  of 
Tata  Infotech, 
N.  R.  Narayana- 
murthy,  founder  of  software  developer 
Infosys,  and  Yogi  Deveshwar,  CEO  of 
Indian  Tobacco. 

I  it's  huge  campuses  are  vastly  supe- 
rior to  other  Indian  universities  but 
spartan  compared  with  Western  coun- 
tei^parts.  Many  of  the  faculty  have  U.  S. 
degrees  and  are  stars  in  their  fields, 
such  as  V.  Rajaraman,  who  has  helped 
New  Delhi  fonnulate  its  software  poli- 
cy. Professors  double  as  administrators, 


limiting  India's  notorious  b 
reaucratic  malaise. 

More  than  100,000  India 
aspire  to  enter  iiT  each  ye 
sitting  for  the  grueling  e 
trance  exams  eveiy  May.  Si 
dents  typically  spend  t^ 
years  in  preparation.  Of  tho 
just  2,500  are  admitted  to  t 
network  of  campuses.  Few 
than  2,000  make  it  to  gradi 
tion  each  year.  "The  proc 
of  selection  is  absolutely  d 
conian,"  says  McKinsey  h« 
Gupta. 

Once  in,  it  gets  tough 
Aman  Parhar,  22,  a  bioche 
isti-y  major  at  iiT-Delhi,  wa 
high  school  star  "But  he 
everyone  is  as  smart 
smarter  than  you  are," 
says.  Textbooks  are  so 
pensive  that  an  entire  cl; 
of  25  often  has  to  share  a 
gle  book.  Students  routin 
stay  up  until  3  a.m.  to  study — or, 
IIT  lingo,  "mug."  But  they  get  plentj 
attention.  Faculty-student  ratios,  at 
or  1:8,  are  among  the  world's  low( 
MIT's  is  1:11. 

TECHNOBRATS?  Tales  abound  of  the 
crecy  and  ritual  of  I  it's  dorm  life.  S 
dents  have  their  own  exclusive  sla 
where  "crack"  means  a  job  well  dc 
and  "fundoo,"  short  for  "fundament 
means  great.  The  jobs  and  salai 
grads  command  make  them  hig 
prized  in  India's  contractual  marri 
market. 

WIdle  some  of  the  swagger  gets  b 
en  out  of  them  by  the  rigors  of  the  i 
tem,  these  students  retain  high  exj 
tations  for  their  careers.  Below 
surface  of  being  "well  mannered 
polite,"  according  to  Rukmini  Bh 
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VICTOR  J.  MENEZES 

IIT-Bombay,  1970 
Co-CEO,  Corporate 
&  Investment 
Banking,  Citigroup 

RAJAT  GUPTA 

IIT-Delhi,  1967 
Managing  Partner, 
McKinsey  &  Co. 

RAKESH  GANGWAL 

IIT-Kanpur,  1975 
CEO  and  President, 
US  Airways 


VINOD  KHOSLA 

IIT-Delhi,  1976 
Partner,  Kleiner 
Perkins.  Co-founder, 
Sun  Microsystems 

SUHAS  PATIL 

IIT-hliaragpur,  1965 
Founder,  chip 
designer  Cirrus  Logic 

RAJ  GUPTA 

IIT-Bombay,  1967 
CEO,  chemical  maker 
Rohm  &  Haas 


ANIL  THADANI 

IIT-Madras,  1968 
Chairman,  Schroder 
Capital  Partners 
investment  bank 

UMANG  GUPTA 

IIT-Kanpur,  1971 
Founder,  Gupta  Corp. 
and  Keynote  Systems 

DESK  DESHPANDE 

IITMadras,  1973 
Founder,  Cascade 
Communications 


KANWAL  REKHI 

IIT-Bombay,  1967 
Venture  capitalist. 
Founder,  boardmaker 
Excelan 

SHAILESH  MEHTA 

IIT-Bombay,  1971 
Chairman,  CEO, 
Providian  Financial 

ROMESH  WADHWANI 

IIT-Bombay,  1969 
CEO,  founder. 
Aspect  Development 


VINOD  GUPTA 

IIT-Kharagpur,  1967 
Founder,  database 
American  Business 
Information 

VENKY  HARINARAYAN, 
RAKESH  MATHUR, 
ANANAD  RAJARAMAN, 
ASHSIH  GUPTA 

im-Madras, 
Bombay,  Kanpur, 
1978-1993 

Co-founders,  internet 
browser  Junglee.com 
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Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you  ve  imagined. 

-Henry  David  Thoreau 

What  do  you  want  out  of  liter'  What  do  you  imagine  it  to  be?  Does  it  scare  your'  Or  fill 
you  with  promise  and  anticipation.-*  At  American  General,  50,000  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 
we're  helping  over  12  million  people  live  the  life  they've  imagined. 

Live  the  life  you've  imagined. 


American 
I  General 

I  Financial  Group 

©1 998  American  General  Corporation,  www  age  com  or  1  (800)  AGC-1 1 1 1 
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The  government 
students  at  home. 

Naif's  book  on  IIT,  Teclinobmt,  students 
are  "i-uthlessly  competitive  and  have  an 
annoying  complacency  at  having  'ar- 
rived' at  age  19." 

This  attitude  often  leads  to  disap- 
pointment with  the  opportunities  India 
has  to  offer.  Thousands  of  gi-aduates 
have  emigrated  to  the  U.  S.,  causing  the 
Indian  government  anxiety  over  the 
brain  drain  of  its  brightest.  A  full  30% 
of  the  gTaduating  class — over  500  stu- 
dents— headed  to  the  U.  S.  for  gi-aduate 
degi'ees  and  better  job  opportunities  in 
1998.  In  the  more  popular  computer-sci- 
ence programs,  nearly  80%  leave  for 
Silicon  Valley.  So  routine  is  the  exodus 
that  at  IIT-Madras,  the  local  campus 
postman  and  bank  clerk  provide  unso- 
licited advice  on  the  best  U.  S.  schools 
to  attend.  When  acceptance  letters  ar- 
rive, the  postman  waits  outside  the  stu- 
dent's door  for  a  tip — a  large  one  if  it's 
from  a  highly  regarded  university  such 
as  Stanford.  Wliile  IIT  does  offer  gi-adu- 
ate  programs,  students  know  that  an 
advanced  degi'ee  from  a  U.  S.  institu- 
tion is  the  entiy  ticket  to  an  American 
or  global  coi'poration — and  big  bucks. 

The  U.  S.  also  benefits  enormously 
fi'om  the  influx.  AnnaLee  Saxenian,  an 
associate  professor  at  the  University 
of  California  at  Berkeley,  recently  con- 
ducted a  study  of  Silicon  Valley's  new 
immigi'ant  entrepreneurs.  According  to 
Saxenian,  of  an  estimated  2,000  start- 
ups in  Silicon  Valley,  40%  are  Indian- 
spawned,  and  of  those,  half  are  by 
IIT  gi'ads. 

The  influx  began  in  earnest  in  the 
1970s  as  Indian  students  gi^aduated  from 
such  schools  as  Stanford,  mit,  and 
Carnegie  Mellon  and  became  a  vital 
source  of  brainpower  in  the  research 
labs  of  Hewlett-Packard,  Intel,  ibm,  and 
Texas  Instruments.  They  then  played 
founding  roles  in  Sun  Microsystems,  Cir- 
rus Logic,  and  numerous  other  high- 
tech powers. 

Yogen  Dalai,  an  IIT  alumnus  and  part- 
ner with  prominent  ventui'e-capital  fuTn 
Mayfield,  says  the  Valley  has  "a  critical 
mass  of  IIT  alums  who  can  finance  and 
guide  the  new  generation."  Suhas  Patil, 
who  founded  chip  design  innovator  Cir- 
rus Logic  in  1984,  is  now  a  prominent 
"angel"  investor  who  provides  etirly  cap- 
ital and  business  connections  for  Indian- 
owned  startups.  Another  angel  is  Kan- 
wal  Rekhi,  who  founded  and  sold  add-on 
board  maker  Excelan  and  who  sei-ved  as 
chief  technology  officer  for  Novell  Inc. 


has  not  tried  to  keep  these  briUiant 
In  fact,  they  are  India's  hottest  export 


Among  the  dozen  or  so  startups  Rekhi 
helped  launch  are  Ambit  Design  Sys- 
tems, a  developer  of  chip-design  soft- 
ware, and  info-tech  consulting  firm 
CyberMedia. 

SCHOOLYARD  LESSONS.  U.S.  giaduate 
schools  actively  seek  out  the  institute's 
gi'ads.  California  Institute  of  Technology 
"writes  to  us  regularly,  asking  us  to 
recommend  students  for  scholarships 
they  have  available,"  says  Kharagpur 
campus  Professor  Badriprasad  Gupta, 
who  is  vice-chairman  of  the  entrance- 
exam  committee.  Amitabha  Ghosh,  di- 


ates  frequently  find  U.  S.  gradu 
schools  a  breeze  by  comparison. 

India's  math-focused  education  gi 
students  a  leg  up  on  American  stude 
who  depend  heavily  on  calculators 
the  learning  process.  India  has  a  1 
tradition  of  conceptual  mathematics, 
schoolcliildren  ai'e  forced  to  master  : 
tiplication  tables  early  on.  The  math 
vantage  helps:  Gangwal  of  us  Aim; 
renowned  in  the  aviation  industry 
his  speedy  mental  calculations,  s 
"people  always  pegged  me  as  being 
terribly  analytical  guy  who  can 


SPEED  COUNTS 

Rakesh  Gangwal's 
facility  for  zippy  mental 
calculations  proved 
invaluable  at  US  Aiiways 

rector  of  iiT-KliaragiJui",  recalls  the  dean 
of  the  Univereity  of  Maiyland  at  College 
Pai'k,  entreating  Mm  to  "send  liis  entii'e 
graduating  class  to  Maryland"  and 
promising  them  all  financial  assistance. 
Even  the  French  and  German  govern- 
ments, faced  with  declining  numbers  of 
engineers,  are  trying  to  attract  gTads 
tkrough  exchange  progi'ams.  iiT  gi-adu- 


numbers  in  his  head."  Yet  it  was  (rj 
wal's  number-cnmching  that  helpe( 
through  the  morass  at  the  airline. 

Another  factor  of  campus  life  i.- 
dia's  diversity  of  languages,  et 
gi'oups,  and  castes.  "You  learn  hoi 
manage  across  them,"  says  Citigrli 
Menezes,  who  managed  to  thriv 
Citibank's  cutthi'oat  environment.  :i 
couldn't  survive  any  Indian  schoolai 
unless  you  figured  out  how  difftj 
people  think  and  behave." 

Recently,  irr  gi-ads  in  the  U.S 
been  formalizing  their  powerful  lei 
work.  Two  years  ago,  Indians  and  ial 
istanis  in  the  San  Francisco  re 
formed  The  Indus  Entrepreneurs,  ia 
ily  half  its  1,000  members  are  I! 


Are  your 
desktops  tied 
together 
by  a  network, 
or  tied  up 
by  one? 


j|  ihoring  of  information  is  critical  to  your  company's  success  If  your  network  isn't  running  efficiently, 
ild  seriously  impact  your  bottom  line  As  a  more  than  $3  billion  IT  services  provider,  Wang  Global 
dicated  to  providing  timely  solutions  for  your  day  to  day  operations,  allowing  you  tfie  freedom  to 
■  on  the  bigger  picture  With  a  core  business  of  network  and  desktop  services  and  solutions,  we're 
rts  at  planning,  deployment,  monogement  and  maintenance  -  for  a  seamless,  predictable  IT  infra- 

■■|  Jre.  But  our  biggest  distinction  is  the  obility  to  deliver  the  best  talent  and  technology  whenever  you 
it  so  you'll  never  be  lied  up  again  Visit  our  website  at  vavw  wang  com  or  call  us  at  1-800-639-9264, 
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gi'ads.  "We  help  each  other  and 
provide  role  models,"  says  Desh 
Deshpande,  an  IIT-Madras  alum- 
nus whose  computer-networking 
company,  Cascade,  recently  was 
sold  to  Ascend  Communications 
Inc.  for  $3.7  billion. 

Now  that  they  have  the  means, 
alums  also  want  to  help  their 
alma  mater.  Rekhi  last  year  do- 
nated $2  million  to  the  school  and 
ui'ged  fellow  aluinni  to  follow  suit. 
Says  Mayfield's  Dalai,  who  has 
given  $10,000  to  kick  off  an  alum- 
ni-sponsored endowment  fund: 
"We  want  to  make  it  nght  for  the 
next  generation." 
GOVERNMENT  CUTBACKS.  Their 
help  could  not  have  come  at  a  bet- 
ter time.  New  Delhi  has  been  re- 
ducing funding  to  institutions  of  higher 
learning  such  as  the  iiTs  by  25%  since 
1993.  Alumni  help  is  taking  its  place: 
Vinod  Gupta,  for  example,  founder  of 
Nebraska-based  database  American 
Business  Iiiformation,  recently  built  a 
$3  million  school  of  management  for  IIT- 
Kharagpur.  McKinsey's  Gupta  is  active 
in  setting  up  a  business  school  to  open 
in  2001  in  India,  in  conjunction  with  the 
Wharton  School  at  the  Universitv  of 


Pennsylvania  and  Northwestern  Uni- 
versity's Kellogg  School. 

The  IITS  have  also  been  teaming  up 
with  industry  on  development.  IIT- 
Kharagi^ur  patents  a  dozen  new  prod- 
ucts each  year.  Companies  such  as  Intel 
and  Philips  Electronics,  which  are  big 
recruiters  at  the  iiTs,  have  funded  en- 
dowments and  scholarships.  They  have 
even  bankrolled  computer  and  elec- 
tronics laboratories  in  order  to  keep 


STRESS  TESTS 

Citi's  dog-eat-dog 
culture  didn't  faze  Vict 
Menezes,  whose  old  pn 
gave  only  one  A,  one  B 

iiT  grads  up  to  snuff  on  the  la 
technologj^ 

Tlie  bottom  line  for  students 
grads  is  that  India  has  produe 
world-class  university  at  sur] 
ingly  little  cost.  By  nmluring 
schools,  the  govemment  stanc 
reap  huge  rewaids  as  these  g 
invest  in  India  and  di'aw  it  fui 
into  the  cuxle  of  global  trade 
prospei-ity.  Much  like  Taiwan- 
engineers  in  the  U.  S.,  IIT  g 
ai-e  well  positioned  to  set  up  ventm- 
theu-  native  coimtiy.  "Tliese  Indians 
play  a  key  role  in  the  resui'gence  o 
dia,"  says  Vijay  Sahni,  countiy  hea( 
Aithm"  Andersen's  India  operations 
not  cjuite  how  Neliru  thought  it  w 
be.  But  this  school  is  vital  to  In 
place  in  the  world. 

By  Manjeet  Kripalani  in  Bon. 
with  Pete  Engardio  and  Leah  Nat 
Spiro  in  New  York  and  bureau  re] 


I'M  TOO  SMART  FOR  YOU  TO  PULL  THIS  ONE  ON  ME' 


Students  at  the  Indian  Institutes 
of  Technology  learned  how  to 
make  do  with  little  arid  cope 
with  a  lot.  Here  are  some  stories  of 
those  formative  experiences: 

ON  SCARCE  RESOURCES: 

Venky  Hannarayan,  one  of  fom* 
founders  of  Junglee.com,  a  Net 
browser  purchased  for  $180  million 
by  Amazon.com  in  August,  is  a  1988 
computer-science  graduate  of  IIT- 
Madras.  WTien  he  went  to  Stanford 
University  for  his  master's  degi'ee, 
he  was  stunned  to  have  a  textbook 
all  to  himself,  instead  of  shaiing  a 
book  with  dozens  of  classmates.  "It 
was  amazing,"  he  says. 

ON  GRADING: 

Harinarayan  recalls  the  rigor  of  ex- 
aminations, particularly  those  given 
by  Antony  Reddy,  an  electrical-engi- 
neering professor,  whose  system  was 
simple:  Eveiy  question  had  to  ha\-e 
an  exact  answer — down  to  the  fomlh 
decimal  place — or  the  gi-ade  was  zero. 
"We  used  to  sweat  bullets,"  Hari- 


nai'ayan  recalls.  "Students  made  zeros 
all  thi'ough  the  com'se,  had  to  take  it 
again,  and  had  zeros  again  thi'ough  fi- 
nals!" Another  tough  gi'ader.  Profes- 
sor Swaminathan,  wiio  taught  physics, 
would  pepper  exam  i:)apers  with  bni- 
tal  comments  pointing  out  wiiat  pait 
of  a  problem  the 
student  got 
wrong — even  if 
the  final  answer 
was  correct. 
Sw'aminathan 
would  write: 
"Bastard,  I'm  too 
small  for  you 
to  pull  this  one 
on  me." 


NEW  DELHI  CAMPUS 

Indian  professors  were 
tough,  IIT  grads  recall 


ON  STUDENT 
INGENUITY: 

Romesh  Wadh- 
wani,  CEO  of  As- 
pect Development  Inc.,  a  leading 
suppher  of  the  software  used  by 
manufacturers  to  monitor  component 
procurement  and  product  design,  re- 
members the  dav  in  1968  that  iiT- 


Bombay  got  its  fii'st  computer.  The 
campus  was  funded  by  the  Soviet 
union,  so  this  mainframe  was  a 
Russian-built  Minsk  II  that  filled  ai 
entire  floor  of  a  building.  It  ran  on 
Russian  operating  system  that  no- 
body understood,  and  the  manual 
was  also  in  Russia: 
So  Wadhwani  ar 
two  other  student; 
wrote  their  own  o] 
crating  system — ai 
turned  the  behemc 
into  a  primitive  mi 
timedia  computer: 
They  progi'ammed 
to  play  the  Indian 
national  anthem  at 
the  commencemen 
ceremony.  Wadhw; 
later  studied  at 
Carnegie  Mellon 
University  in  Pitti 
burgh,  then  equipped  with  Univac 
1108,  IBM  370,  and  Digital  PDP  mail 
fi-ames.  "WTien  they  had  problems 
with  a  Univac,  to  me  it  seemed  lik 
child's  play,"  he  says. 


wwvi/  ittind.com  or  call  i-800  iin-info 


"When  a  child  is  lost  and  it's  dark  on  the  mountain,  your  heart  breaks. 
Last  winter  there  was  a  search  and  rescue  teann  following  this 
snowboarder's  tracks — until  new  snow  fell  and  covered  them. 

But  our  Night  Vision  showed  his  tracks  through  the  new  snow — so 
they  could  still  follow  him!  Saved  the  kid's  life.  We're  constantly 
working  to  improve  our  Night  Vision  viewers  and  to  make  them 
sturdy  and  reliable.  We're  not  making  gadgets;  we're  making  the 
difference  between  life  and  death." 

Lisa  L.  Miller, 
Senior  Operations 
Engineer, 
Roanoke,  Virginia 


NIGHT  VISION  TECHNOLOGY  COLLECTS  LIGHT  ENERGY  VIA  A 
PHOTOCATHODE,  WHICH  THEN  RELEASES  ELECTRONS  INTO  A 


MICROCHANNEL  PLATE,  WHERE  THEY  ARE  MULTIPLIED  AND 
ACCELERATED  ONTO  A  PHOSPHOR  SCREEN— WHICH 
DISPLAYS  THE  RESULTING  ENERGY  AS  AN  INTENSIFIED  IMAGE. 


ITT  INDUSTRIES'  PUMPS 
PROVIDE  FLOOD  PROTEC 
TION  TO  NEW  ORLEANS  AND 
OTHER  COASTAL  CITIES  ALL 
OVER  THE  WORLD. 


IN  DESERT  STORM,  THE  U  S. 
ARMY  ADOPTED  THE 
SLOGAN  "WE  OWN  THE 
NIGHT"  BECAUSE  OP  NIGHT 
VISION  TECHNOLOGY. 
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^  ITT  Industries 

Engineered  for  life 
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JULY  17  The  Dow  Jones 
industrial  average  closes  at 
9338,  an  all-time  high 


HOW  THE 
BULL  CAME 
ROARING  BACK 


AUG.  17 


R 


ussia  delays 
payments  on 
its  debt 


SEPT.  2  Long-Term  Cai 
Management  discloses 
44%  loss  in  August 


AUG.  31 

Dow  plummets  513  points, 
as  investors,  reactmg  to  global 
financial  troubles,  dump  stocks 


STOCKS 


THE  CASE 

FOR  DOW  10,000 

Behind  the  market's  rise  is  a  still-healthy  economy 


Have  investors  gone  mad?  Is  there 
anything  to  justify  a  1700-point 
rise  in  the  Dow  Jones  industrial 
average  in  just  seven  vv^eeks?  Has 
the  economy  improved  that  dramatical- 
ly? No,  it  hasn't. 

The  real  stoiy  is  that,  all  along,  the 
economy  was  a  lot  stronger  than  the 
pundits  were  telling  investore.  Reports  of 
the  collapse  of  corporate  profits  were 
greatly  exaggerated.  Asia  and  Latin 
America  did  not  quite  melt  down.  Add  in 
a  dramatic  series  of  interest-rate  cuts — in 
the  U.  S.  and  other  major  industrial  coun- 
tiies — and  a  rechai-ged  mergers-and-ac- 
quisitions  boom,  and  you  get  a  market 
(Iriving  toward  Dow  10,000. 

The  market's  muscle  is  astonishing, 
leaving  many  pros  breathless.  "People 
wei'e  too  bearish  before,  so  there's  pan- 
ic buying  now,"  says  W.  Shannon  Reid,  a 
senior  portfolio  manager  at  First  Capital 


Group  in  C'hai-lotte,  N.  C,  as  he  watched 
the  Dow  gain  nearly  215  points  on  Nov. 
28.  'Tt  looks  like  a  melt-up."  Indeed, 
the  sheer  momentum  of  the  market's 
comeback  has  heads  spinning.  Ralph  J. 
Acampora,  the  market  technician  at 
Pnulential  Secmities  Inc.,  whose  beaiish 
predictions  on  Aug.  4  helped  slice  300 
points  off  the  Dow  that  day,  is  again  in 
the  bulls'  camp.  Acampora  hasn't  final- 
ized his  1999  forecast  yet  but  says  firm- 
ly that  the  Dow  will  be  "well  above  the 
10,000  mark"  next  year. 

Indeed,  the  market  is  coming  around 
to  what  Abby  Joseph  Cohen  of  Gokbiian, 
Sachs  &  Co.  has  said  all  year:  "The  fun- 
damentals of  oiu'  economy  ai'e  good,  pi'of- 
its  look  0.  K.,  business  investment  is 
0.  K.,  and  consumption's  0.  K."  And  with 
easier  monetaiy  policy,  "the  Fed  gave 
us  something  of  an  insm-ance  jjolicy  that 
it's  monitoring  the  global  situation.  That 


makes  everyone  more  comfortable.' 
hen,  who  looked  gutsy  in  August  w 
she  said  that  the  Dow  would  finish 
yeai-  at  9300,  still  holds  to  her  next 
get:  1250  on  the  Standai'd  &  Poor's 
stock  index  in  12  months.  That's  rou; 
equivalent  to  10,000  on  the  Dow. 

The  economic  picture  has  brighti 
now  that  the  shape  of  the  thii'd  qua 
is  emerging  more  clearly.  Real  gTO 
in  gi'oss  domestic  product  came  in 
3.9%  annual  rate,  1.5  percentage  pc 
better  than  expected,  producti 
growth  beat  all  forecasts,  and  even 
U.  S.  trade  deficit  turned  out  tc 
smaller  than  expected.  And  the  fo 
quaiter,  once  forecasted  to  show  a  s 
slowdown,  could  come  in  at  near 
"By  cutting  rates,  the  Fed  is  sendi: 
message  that  it  wants  the  econom 
do  better,"  says  Thomas  V.  Reilly, 
investment  officer  of- Global  Value  G 
at  Putnam  Investments.  Reilly  say 
sees  pickups  in  orders  at  industrial 
panies  such  as  3M  and  at  comp 
and  semiconductor  companies. 

Also  coming  into  sharper  focu: 
the  last  of  the  thiixl-quarter  earr 
reports  come  in,  is  the  realization 
they  were  better  than  their  headl 
Brian  F.  Rauscher,  U.  S.  investr 
strategist  at  Morgan  Stanley  Dean 
ter,  says  much  of  the  disappointme 
the  reports  were  concentrated 
handful  of  big  companies,  which  p 
down  total  earnings.  General  M( 


SEPT.  23 

The  Federal  Reserve 
organizes  a  $3.5  billion 
private  rescue  of  LTCM 


OCT.  15  The  Federal 
Reserve  makes  a  surprise 
quarter-point  cut  in  Fed 
funds  and  discount  rates 


NOV.  17 

The  Federal 
Reserve  cuts 
rates  again  by  a 
quarter-point 


SEPT.  29 

The  Federal  Reserve  cuts  Fed 
funds  rate  by  a  quarter-point 


p.,  which  suffered  the  effects  of  a 
ce,  was  the  biggest  drag  on  the  s&p 
with  a  $570  million  operating  loss,  a 
billion  drop  from  the  third  quai'- 
1997.  "That's  not  due  to  a  funda- 
tal  weakness  in  the  company,  but 
e-time  event,"  says  Rauscher.  Take 
GM,  and  the  s&p  earnings  improve 
estly,  fi-om  -2.9%  to  -1.2%.  Most  of 
ither  depressants  came  from  write- 
in  the  financial  sector  and  a  drop  in 
ampany  earnings  in  the  wake  of  a 
drop  in  oil  prices. 

MODITIES  REBOUND.  In  short,  much 
le  downdraft  in  earnings  was  con- 
rated  in  a  few  sectors;  it  was  not  a 
ispread  affliction  for  Corporate 
rica.  According  to  Rauschei-'s  analy- 
52%  of  the  476  companies  that  have 
rted  their  third-quarter  numbers 
3  profit  gains  over  1997's  tliii'd  quai'- 
ind  3%'  matched.  And  the  median 
500  company  recorded  a  nifty  9% 
-over-year  gain.  According  to 
scher,  the  stage  is  already  set  for 
-over-year  profit  gains  of  3%  to  5%- 
e  fouith  quarter  With  some  finning 
lergy  and  commodities,  Rauscher 
?s  earnings  can  go  up  7%  to  9%- 
,  year. 

'  course,  a  rebound  in  commodities 
mixed  bag.  Higher  prices  would 
:  the  depressed  energy  and  natm-al- 
irce  companies,  but  lower  commod- 
)rices  help  the  economy  by  keep- 
'-^yi inflation  at  bay.  Indeed,  that's  pait  of 


Gb 


what's  driving  stocks.  From  Nov.  12  to 
Nov.  23,  when  the  Dow  gained  544 
points,  or  6.2%>,  the  CRB/Biidge  Futiu'es 
Price  Index,  an  amalgam  of  17  com- 
modities futures  prices,  dropped  4.6%. 

The  annual  gain  in  inflation  is  now 
1.5%,  the  lowest  since  the  1960s.  "If 
you  can  get  5%-  real  earnings  gi'owth 
when  inflation  is  near  zero,  you  have 
an  attractive  environment  for  stocks," 
says  investment  strategist  Edward  M. 
Kerschner  of  PaineWebber  Inc.  "Double- 
digit  earnings  gi'owth  invite  the  Fed  to 
start  raising  rates." 

The  Fed  has  pushed  short-term  in- 
terest rates  lowei;  and  that  is  a  power- 
ful stimulus  for  stock  prices.  Just  look  at 
the  "two  timibles  and  a  jump"  signal,  an 
indicator  developed  by  Nonnan  Fosback 
of  the  Institute  for  Econometric  Re- 
search: Wlien  either  the  discount  rate, 
the  banldng  resei"ve  requirement,  or  the 
margin  requirement  are  lowered  twice 
after  an  increase,  the  market  usually 
makes  big  gains. 

How  big?  Twenty  calendar  days  after 
the  signal,  the  s&p  500  is  usually  up  an 
average  of  4%.  (By  Nov.  23,  just  the 
sixth  day  after  the  second  chscount  rate 
cut,  the  S&P  was  up  4.3%).  According 
to  Fosback,  the  average  s&p  gain  after 
three  months  is  11%;  after  six  months, 
15.9%.,  and  after  one  year,  29.7%..  Fos- 
back says  the  two-tumbles  signal  is 
most  effective  in  the  six-month  and 
yearly  intervals.  In  18  of  19  times,  re- 


turns have  been  positive.  Even  with 
the  signal  pointing  to  higher  stock 
prices,  Fosback  himself  is  bearish,  main- 
ly because  of  high  price-earnings  ratios. 
Still,  admits  Fosback,  "it's  tough  to  go 
up  against  the  Fed." 
THE  "WALL  OF  WORRY."  Rather  than  act- 
ing as  a  depressant,  such  bearish  senti- 
ment is  usually  a  positive  for  stocks. 
Bull  markets  climb  a  wall  of  worry,  be- 
cause bad  news  has  already  been  dis- 
counted, so  positive  developments  send 
the  mai-ket  higher.  There's  still  plenty  of 
worry  about.  Asia  is  not  yet  out  of  the 
woods.  Investment  strategist  Charles  I. 
Clough  of  Merrill  Lynch  &  Co.,  bearish 
on  stocks  for  several  years,  remains  un- 
convinced that  coiporate  profits  will  re- 
bound in  coming  quarters.  "Consump- 
tion and  investment  are  already  well 
above  the  long-term  trend,  yet  earn- 
ings are  weak,"  says  Clough.  "With  low 
inflation  and  no  pricing  power,  how  are 
you  going  to  get  better  eaiTiings?" 

Mergers  help,  certainly,  by  allowing 
companies  to  slash  overhead,  build  mar- 
ket share,  and  gain  economies  of  scale. 
On  Nov.  23  and  24  alone,  deals  worth 
$70  bilhon  were  announced,  according 
to  Securities  Data  Co.  Still,  this  stock 
market  isn't  dependent  on  dealmeisters 
to  keep  moving  up.  The  economy's  re- 
silience and  vitality  is  likely  to  keej)  the 
market  on  the  march  to  Dow  10,000. 

By  Jeffrey  M.  Ladennan 
hi  New  York 
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COMMENTARY 

By  Thane  Peterson  and  Gary  Silverman 


IS  DEUTSCHE  BANK  'OUT  OF  ITS  DEPTH  ? 

It's  the  biggest  acquisition  ever  of 
a  U.  S.  financial  institution  by  a 
foreign  bank.  But  it  looks  like  the 
same,  sony  old  stoiy.  For  nearly  a 
decade,  German  giant  Deutsche  Bank 
has  spent  billions  trying  to  make  a 
go  of  it  in  investment  banking.  Now, 
with  its  proposed  $9  billion  all-cash 
purchase  of  Bankers  Trust  Corp.,  the 
bank  is  upping  the  ante,,  striking  a 
deal  to  create  what  would  be 
the  world's  largest  finan- 
cial institution.  But  ana- 
lysts and  rivals  are  prop- 
erly skeptical  that 
Deutsche  Bank  will  fare 
any  better  "I'm  worried 
Deutsche  is  getting  a 
little  out  of  its 
depth,"  says 
Mark  Hoge,  a 
London-based 
Credit  Suisse 
First  Boston  an- 
alyst. "It  could 
get  messy." 

Indeed  it 
could.  In  buying 
BT,  Deutsche  is  hop- 
ing to  build  up  its 
presence  in  the 
U.  S.  and  extend 
its  reach  into  the 
capital  markets. 
But  Bankers 
Ti-ust's  finances 
are  shaky,  and 
the  deal  adds  little  in 
the  areas  where 
Deutsche  is  weakest. 
Analysts  wony  the 
merged  institution  will 
be  plagued  by  the  cul- 
tural conflicts  and  man- 
agement defections  that 
have  undermined  an  ar- 
ray of  initiatives  to  build 
a  successful  investment 
banking  team — from 
Deutsche's  costly  attempts 
to  beef  up  Morgan  Gren- 
fell,  the  British  investment 
bank  it  bought  in  1989,  to 
recent  abortive  ventures  in 
Silicon  Valley.  Plus,  bt's  fo- 


DEUTSCHE  CEO  BREUER: 

Did  lie  get  a  bargain? 


llie  DeuUche-Bankers  deal  carries  more  problems  than  virtues 
PROS  CONS 


•  Deutsche  gains  a  big  U.S. 
foothold,  with  increased 
capabilities  in  high-yield 
debt,  equity  underwriting, 
and  asset  management. 


•  Neither  Bankers  nor  Deutsche 
has  a  flair  for  innovative 
management.  And  commercial 
banks  often  have  trouble 
handling  investment  bankers. 


I*  After  suffering  huge 
losses.  Bankers  gets 
enough  capital  to  fund 
future  growth. 


Bankers  Trust  isn't  a  top- 
ranked  underwriter  or 
mergers-and-acquisitions 
adviser. 


DATA:  BUSINESS  WEEK 
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cus  on  junk  bonds  and  deriv- 
I  atives  seems  risky  for  a  con- 
servative bank  like  Deutsche. 
"KT  is  like  Long-Term  Capital 
lanagement  with  corporate 
overhead  attached,"  snipes  a 
rival  investment  banker  refer- 
ring to  tlie  LI.  S.  hedge  fund 
that  collapsed  this  year 

BT  isn't  coming  cheap  ei- 
ther. Deutsche's  $93-per-share 
offer  is  more  than  twice  BT's 
book  value.  By  comparison, 
Ti-avelers  Group  Inc.  paid  L7 
times  book  value  in  1997  for 
Salomon  Brothers,  another 
Wall  Street  fu-m  with  a  reputa- 


tion for  rolling  the  dice.  And  BT  itse 
was  trading  for  just  about  book  val 
ue  as  recently  as  last  month.  "It  die 
not  seem  to  me  that  Bankers  Trust 
was  in  a  good  position  to  negotiate 
good  price,  but  they  did,"  says  Jam^ 
K.  Schmidt,  manager  of  the  John 
Hancock  Financial  Industries  Fund 
an  owner'  of  BT  shares  as  of  Octobei 
CASH  HOARD.  BT  has  had  a  long  his 
tory  of  problems.  In  1995,  Fi'ank  N 
Newman,  a  former  U.  S.  Tr-easury 
Dept.  official,  was  recruited  to  cleai 
up  the  bank's  scandal-plagued  deriv 
fives  operation.  But  Newman,  now 
CEO,  has  faltered  in  his  efforts  to  n 
duce  the  bank's  exposui-e  to  risky 


IOC  DticiMCcc  \A/rri/  ;  n  c    c  ^/l  d  r  d    i  inno 


and  money.  For  more  answers,  better  answers,  reach  us  at  www.compaq.com/do. 

Better  answers. 
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businesses.  In  1998's  third 
quarter,  BT  lost  $488  million, 
dragged  down  by  bets  in  Rus- 
sia and  other  emerging  mar- 
kets. And  its  leverage  ratio,  a 
gauge  of  capital  adequacy, 
slipped  for  a  time  below  the 
Federal  Resei-ve's  3%  mini- 
mum. BT  scaled  back,  especially 
in  emerging  mai'kets.  "They 
were  basically  in  a  liquidation 
mode,"  says  Charles  W. 
Peabody,  an  analyst  at  Mitchell 
Secunties  in  New  York. 

WhOe  the  GeiTnans  are  com- 
ing to  the  rescue,  raising  cash 
to  finance  the  deal  could,  cost 
Deutsche  a  bundle.  Sure,  the 
Frankfurt-based  bank  is  cash- 
lich,  with  some  $27  bilhon  in 
investments  in  such  companies 
as  carmaker  DaimlerChrysler 
and  insurers  Allianz  and  Mu- 
nich Re — many  of  them  booked 
years  ago  at  a  tiny  ft-action  of 
today's  value.  Indeed,  Deutsche's 
shares  shot  up  after  news  of  the  deal 
leaked  out,  partly  because  investors 
are  happy  the  bank  is  finally  spend- 
ing some  of  its  cash  hoard.  But  that 
could  be  a  mixed  blessing.  Deutsche 
will  probably  have  to  pay  Germany's 
punishing  capital-gains  tax  of  50%- 
plus  on  any  assets  its  sells. 
CULTURE  CLASH.  The  bigger  worry: 
how  much  BT  will 
actually  be  able  to 
help  Deutsche's 
flagging  investment 
bank.  Sti-ategically, 
BT  is  strongest  in 
derivatives  and 
high-yield  bonds.  It 
bolstered  its  equity 
businesses  by  buy- 
ing Alex.  Brown  & 
Sons  last  year  and 
the  London-based 
investment  banking 
unit  of  National 

Westminster  Bank  PLC  this  year.  But 
BT  ranked  only  22nd  this  year  among 
U.  S.  debt  and  equity  underwriters, 
according  to  Secunties  Data  Corp. 
(table).  And  bt  adds  little  in  mergers 
and  acquisitions,  where  Deutsche  is 
weakest.  Combined,  Deutsche  and  bt 
would  only  rank  10th  this  year  in 
M&A,  with  6.6%  of  deals  done.  Securi- 
ties Data  says. 

bt  also  may  not  add  much  in  man- 
agement firepo\'>  "^r.  After  the  merger, 
analysts  expect  tiie  investment  bank- 
ing unit  to  be  run  jointly  by  Newman 
and  Josef  Ackei-mann,  the  Deutsche 


BT'S  NEWMAN:  His  risk-reducing  effort  faltered 


Bank  boaixl  member  mainly  responsi- 
ble for  investment  banking.  But  New- 
man doesn't  have  much  of  an  invest- 
ment-banking track  record.  And 
AckeiTTiann,  a  Svdss,  is  a  rare  out- 
sider at  Deutsche,  having  joined  the 
bank  in  1996,  after  being  passed  over 
for  the  top  job  at  Credit  Suisse. 

Cultural  issues  may  impede  the 
deal.  "Merging  commercial  bankers' 


SMALL  POTATOES 

U.S.  debt  and  equity  underwriting:  deal  rankings  and  market  share 


BANKERS  TRUST 

RANK  MARKET  SHARE 


1995 

16th 

0.7% 

17th 

0.5% 

1996 

17th 

0.8% 

16t.h 

1.0% 

1997 

19th 

0.6% 

15th 

1.1% 

1998* 

22nd 

0.5% 

17th 

0.9% 
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style  with  entrepreneurial,  diiven  in- 
vestment bankers  is  hard  enough," 
says  Louis  Perlmutter,  executive 
managing  director  of  Lazard  Freres 
&  Co.  "The  difference  between  Ger- 
man and  U.  S.  banking  culture  makes 
it  that  much  harder."  And  Deutsche's 
record  is  hardly  inspinng.  Says  one 
former  Deutsche  investment  banker: 
"Deutsche  Bank  doesn't  have  a  very 
good  track  record  at  bringing  in  out- 
side executives  and  keeping  them." 

In  recent  years,  Deutsche  has 
spent  heavily  to  hire  high-profile  in- 
vestment bankers  from  U.  S.  rivals, 


such  as  tech  specialist  Frank 
Quattrone  and  Carter  McClel- 
land, both  of  Morgan  Stanley  & 
Co.  But  after  a  $1.5  billion  re- 
structuring— led  by  Ackermani 
and  designed  to  foster  coopera- 
tion between  investment  and 
coi-porate  bankers — was  an- 
nounced this  year,  most  of  the 
highfliers  defected. 

The  result,  says  one  former 
executive,  was  that  to  create 
an  investment  bank,  Deutsche 
had  to  buy  one.  "They  can't 
build,"  he  says,  "because  no  or 
will  go  to  work  for  them."  The 
bt  deal  may  help  shore  up  the 
ranks,  notably  in  L) .  S.  high 
tech,  where  Alex.  Browm  is 
strong.  But  key  Alex.  Brovra 
bankers  have  quit,  too.  And, 
figures  Salomon  Smith  Barney 
analyst  Matthew  Czepliewicz, 
even  without  more  defections, 
Deutsche  may  need  to  pour  in 
$1  bilhon  more  to  build  a  first-class 
investment  banking  team. 

Despite  these  risks,  Deutsche  coul 
be  getting  a  bargain  if  bt  rebounds. 
After  all,  the  bank  earned  $866  mil- 
lion in  1997,  and  its  16.1%  retiun  on 
equity  was  about  equal  to  Deutsche 
Bank  CEO  Rolf  E.  Breuer's  profit  go{ 
for  his  bank.  Deutsche  board  membe 
Jiii'gen  Krumnow  told  Reuters  that 
the  bank  expects 
"enoiTnous  synergy 
effects"  from  the 
merger.  Analysts 
translate  that  into 
layoffs  of  around 
2,000,  about  2%  of 
the  combined  work 
force,  and  cost  sav- 
ings of  some  $600 
million  ft-om  eUmi- 
nating  overlapping 
operations. 

Investors  liked 
the  concept  of  the 
deal.  After  news  of  the  deal  leaked 
out,  shares  of  Lehman  Brothers,  J. 
Morgan,  and  other  iiimored 
Deutsche  targets  in  the  U.  S.  soare 
Crosstown  rival  Dresdner  Bank 
added  fuel  to  the  fire  by  saying  it, 
too,  might  go  for  a  big  merger. 

No  doubt  Breuer  and  Newman 
may  have  created  the  world's  large 
financial  institution.  But  they  may 
have  trouble  living  with  each  other 


DEUTSCHE  BANK 

RANK  MARKET  SHARE 
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Peterson  is  Frankfurt  bureau 
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CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  over  the  Denver  Mint,  CNA  was  there  to  cover  it.  CNA  worl<ed  with 
B&M  Roofing  by  providing  them  with  general  liability  insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  IS  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation. 
Any  depiction  of  the  Mint  does  not  imply  endorsement  of  CNA  by  the  Mint 
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COIVIMENTARY 

By  Joseph  Weber 


WHY  CANADA  SHOULD  LIGHTEN  UP  ON  FOREIGN  BANKS 


It  would  be  as  if  the  consolidation 
race  in  U.  S.  banking  ended  with 
only  Citigi'oup,  Bank  of  America, 
and  a  handful  of  stragglers  crossing 
the  finish  line.  Within  the  next  few 
weeks,  Canadian  banking  authorities 
are  expected  to  rale  on  two  proposed 
mergers  that  would  spawn  almost  un- 
precedented concentration  for  a  de- 
veloped country:  a  pair  of  megabanks, 
each  almost  as  big  as  Chase 
Manhattan  Coip.,  America's 
thiixl-largest,  along  with  a 
smaller  titan  and  a  clutch  of 
niche  players. 

Good  idea?  A  gi-owing 
number  of  critics  say  the 
deal  only  benefits  the  top 
executives  of  the  two  pro- 
posed megabanks:  Royal 
Bank  of  Canada/Bank  of 
Montreal  and  Canadian  Im- 
perial Bank  of  Commerce/ 
Toronto-Dominion  Bank. 
"When  is  big  too  big?  When 
is  powei-ful  too  powerful?" 
asks  Peter  Godsoe,  chief  ex- 
ecutive officer  of  Bank  of 
Nova  Scotia,  Canada's  fifth- 
lai'gest  bank.  These  deals, 
he  argues,  would  be  anti- 
competitive, giving  two 
banks  control  of  nearly  70% 
of  Canada's  domestic  bank- 
ing business.  A  task  force  of 
the  governing  Liberal  Party 
in  Parliament  adds  that 
there  is  "virtually  no  con- 
stituency of  support  beyond 
the  merger-seeking  banks." 

What  to  do?  In  the  spirit 
of  NAFTA,  Ottawa  should 
open  its  financial  system  ful- 
ly to  foreign  banks.  These 
outfits  now  come  in  chiefly 
to  sei-ve  specialty  markets  and  must 
contend  with  all  but  suffocating  re- 
strictions. But  if  U.S.  banks  could 
compete  fully  and  fairly  north  of  the 
border,  Canadians  would  rapidly 
wind  up  with  a  Niagara-sized  menu 
of  fiLnaiicial  choices. 
PROMISING  START.  With  stiff  compe- 
tition from  outsiders  to  keep  the 
home  crowd  honest,  the  merger  ar- 
guments— that  Canada  needs  j)lay- 
ers  with  enough  heft  to  serve  global 
markets — would  be  more  convincing. 


At  $317.2  billion  in  assets,  Royal 
and  Bank  of  Montreal  would  be 
Canada's  biggest  bank  and  among 
the  top  25  in  the  world.  CIBC  and 
TD,  with  $313.3  biUion,  would  rank 
nearby.  Without  such  size,  the  banks 
argue  persuasively,  they  would  lose 
standing  globally  as  the  industry 
worldwide  consolidates.  Latest  evi- 
dence: Deutsche  Bank's  purchase  of 


New  York's  Bankers  Trust  Co. 

With  such  deals  on  the  upswing, 
only  robust  competition  will  protect 
consumers.  Already,  Canadians  are 
benefiting  from  the  limited  competi- 
tion pennitted  fi-om  foreign  banks. 
MBNA  Coi-p.,  the  IJ.  S.  credit-card  gi- 
ant, for  example,  is  shaking  up  con- 
sumer-credit markets  in  Canada. 
Through  a  chartered  Canadian  bank 
that  MBNA  created,  it  is  blitzing 
homes  with  low-rate  card  offers  and 
giving  credit-card  users  more  choice. 


1 

Yet  newcomers  operate  in  Canada  s 
under  chafing  restrictions.  They  can-  p 
not  open  branches  of  their  offshore  p 
parents  but  must  set  up  separately  |-: 
based  and  capitalized  banks.  Nor  can| 
they  hold  more  than  10%  of  the  | 
shares  in  a  large  Canadian  bank — a  i 
restriction  on  all  Canadian  investors 
too — making  takeovers  impossible 
Outsiders  control  a  paltry  10%  of 

Canadian  banking  assets,  on 
of  the  lowest  shares  in  the 
world. 

BIG  BRAWL.  Opening  up  the 
market  could  have  salutary 
effects.  By  either  buying  up 
Canadian  outfits  or  picking 
up  redundant  facilities  of 
merged  giants,  the  Ameri- 
can banks  could  ignite  a  fi- 
nancial free-for-all  that 
would  be  a  boon  to  the 
Canadian  consumer. 
Hongkong  Bank  lately  has 
become  a  force  in  the  Cana- 
dian West  by  cateiing  to  th 
burgeoning  regional  immi 
gi'ant  market  there. 

But  the  Canadians  would 
not  be  the  only  beneficiaries 
If  American  banks  ever  do 
get  to  set  up  shop  fully  in 
Canada,  Canadians  will  hav( 
a  thing  or  two  to  teach 
them.  Canadian  bankers 
have  far  outdistanced  their 
Yank  counteiparts  in  pro- 
moting debit  cards,  which 
are  accepted  by  nearly 
everyone  from  corner  conve 
nience  stores  to  the  biggest 
malls.  Electronic  banking 
generally  is  a  step  ahead  in 
Canada.  Americans  send 
staffers  to  study  Canada's 
payments  system  to  see  how  checks 
clear,  often  in  hours. 

In  short,  if  the  borders  were  fulli 
opened,  bankers  on  both  sides  woul- 
be  forced  to  improve  and,  most  im 
portant,  serve  the  citizens  of  both 
countries  better.  Othei-wise,  the  coz 
Canadian  banking  cartel  will  either 
get  a  lot  cozier  or  fade  fast  fi'om  th 
global  financial  scene. 

Joseph  Weber  reports  from 
Toronto. 


fs  easy  to  enjoy  the  same  AOL  benefits 
m  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


Step  1: 


riect  to  the  Internet  using  your  local  Internet 
ice  Provider  or  by  using  the  Local  Area  Net^'ork 
Ointernet  Connection  at  work. 

  Step  2: 


i  up  your  AOL  software*  Before  signing-on  to  AOL, 
will  first  need  to  reconfigure  your  AOL  connection 
)  to  connect  via  TCP/IP  Here's  how: 
1  the  Sign-on  screen,  click  "Setup." 
1^  loose  Create  a  location  for  use  with  new  access 
iione  numbers  or  an  ISP  option  and  click  Next 
the  "Add  Location"  windovv  type  a  name  for  the 
cation  (for  example,  TCP/IP  location), 
loose  Add  a  custom  connection  (for  example 
CP/IP)  and  click  "Next."  A  TCP/IP  location  will 
created  automatically 


Step  3: 


Sign-on  to  America  Online.  If  \'ou  are  already  an  AOL 
member  use  your  existing  screen  name  and  password 
and  sign  on  as  normal.  If  you  are  not  an  AOL  member 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  l-S00-4-()NLlNK  to 
get  software  delivered  to  you. 

AOL  also  offei's  a  sjiecial  pricing  plan  for 
customers  who  use  AOL  exclusively  via  T(;P/IR 
The  Bring  Your  Own  Access  Plan  is  just  $9.9S 
per  inontli  for  unlimited  use  of  America  Online.** 

Next  time  \()u're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  It  you  ate  nol  an  AOL  member,  you  can  download  Ihe  cuifent  software  through  our 
Web  site  at  wwwaol  com  oi  call  1-800-4-ONUNE  to  gel  soltware  delivered  to  you 

"Additional  charges  apply  it  you  do  nol  conned  through  TCP/IP 
Go  to  AOL  Keywotif:  Billing  to  switch  to  this  plan 
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To  receive  FREE 
AOL  soltware,  call 
1-800-4-ONLINE. 
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WHAT  TO  DO  ABOUT 

MICROSOFT 


Regulate 
It 


Break 
It  Up 


Readers: 
Tell  us  what 
vou  think 


"Microsoft  on  Trial" 
Thursdays,  7PIVI  ET  on  COURT  TV 


Business  Week  and 
Court  TV  hove  joined 
together  to  cover  the 
landmarl<  Microsoft 
antitrust  suit.  From 
legal  innplications  to  its 
impact  on  business  and 
consumers,  we  provide 
comprehensive  analysis 
on  the  air  and  in  daily 
reports  on  the  Web  at 
v^vwv. businessweek.com 
and  www.courttv.com. 


Produced  by: 


Most  Read.  Best  Read.  Worldwide. 
AOL  Keyword:  BW 


Literacy  centers  across  America 
depend  upon  support  from  the  business  community. 
As  an  employer,  you  have  a  lot  to  offer. 


GTE  Corporation  and  its  CEO,  Chuck  Lee,  are  generous  with  their  time,  space,  and  money. 
Like  GTE,  you  can  let  your  workers  know  that  supporting  Hteracy  is  important. 
The  good  news  is  you  don't  have  to  do  it  alone — literacy  programs  in  your 
community  are  ready  to  help  employers  make  a  difference. 

For  more  information  call  1-800-228-8813. 
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WHOLE     NEW  WORLD 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

SPRINT:  SAUNTERING 
AFTER  EARTHLINK? 

Riding  high  among  the  sizzling  Ya- 
hoos and  AOLs  of  the  world,  Eaith- 
Link  Network  (elnk),  a  little-known 
Internet  stock,  may  soon  attract  huge 
investor  attention. 

This  second-largest  independent 
provider  of  sophisticated  Internet  ser- 
vices (America  Online  is  No.  1  )  is  be- 
having like  a  sui^erstock:  It's  up  318%  so 
fai*  this  yeai',  compared  with  295%  for 
AOL,  476%  for  Yahoo!,  and  566%  for 
Amazon.com.  Several  buUs  think  Eaith- 
Link  will  charge  higher  still:  Sprint,  the 
No.  3  U.  S.  long-distance  company  and  a 
top  carrier  of  global  Internet  traffic, 
may  opt  to  acquire  EarthLink,  of  which 
it  already  owns  29%. 

Robin  West,  who  steers  $1.5  billion 
at  the  New  Mexico  State  Investment 
Council,  says:  "It's  not  a  question  of 
whether  Sprint  vdll  buy  the  rest,  but 
when."  The  longer  Sprint  waits,  she 
adds,  the  more  it  will  have  to  shell 
out.  At  EarthLink's  current  price  of 
56,  its  market  cap 
AN  INTERNET       is  about  $2  billion, 
SIZZLER  based  on  fully  di- 

luted 36.7  million 
shares.  In  June, 
the  two  compa- 
nies formed 
EarthLink  Sprint 
Internet  Service. 
Sprint  Chairman 
and  CEO  William 
Esrey  said  at  the 
time  that  Earth- 
Link  was  the 
"perfect  Internet- 
access  partner  for 
Sprint." 

What  will  the 
takeout  price  be?  West  figui'es  that  AOL, 
which  is  currently  acquiring  Netscape 
Communications,  values  subscribers  one 
to  two  years  out  at  $1,200  apiece.  Based 
on  EarthLink's  projected  subscriber 
count  of  4  million  in  two  years,  West 
calculates  the  company  is  woilh  $4.8 
billion,  or  $120  a  share.  "That's  inex- 
pensive," she  adds.  EarthLink  was  high- 
lighted eariier  in  this  column  (BW— 
Sept.  7,  1997),  when  it  was  trading  at  a 
split-adjusted  GVz  a  share. 

Andrea  Grosz,  Internet  maven  at  Ev- 
eren  Securities,  also  thinks  Sprint  "vnll 
ultimately  own  100%  of  EarthLink,  pay- 
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ing  "a  rich  premium"  for  the  remaining 
71%.  One  reason:  EaithLink's  subscriber 
list  is  gi'owing  faster  than  that  of  any 
other  Net  provider,  including  at&t,  mcl 
WorldCom,  and  the  regional  Bells. 
Moreover,  she  says,  there  ai'e  few  lai'ge 
providers  up  for  gi'abs. 

An  EarthLink  spokeswoman  notes 
that  a  standstill  pact  signed  in  Febru- 
ary bars  Sprint  from  buying  Earth- 
Link  for  39  months.  But  some  pros  ai'- 
gue  that  Sprint  could  opt  to  break  the 
agi'eement. 

HUMMING  ALONG 
AT  HUMDRUM  TEREX 

Terex  (tex)  is  no  Internet  stock,  nor 
is  it  in  a  glamoui'  business.  It  makes 
mobile  cranes  and  gear  for  mining  and 
handling  materials — a  highly  cyclical 
industry.  Despite  its  humdrum  busi- 
ness, the  stock  has  been  hot:  After  hit- 
ting  a  52-week 

low  of  14  a  share      HOISTED  ALOFT 
on  Oct.  12,  the       BY  BUYOUTS 

stock  snapped 
back  to  27/.  by 
Nov.  23. 

Stephen  Volk- 
mann  of  Morgan 
Stanley  Dean  Wit- 
ter thinks  Terex 
will  keep  on  shin- 
ing, as  the  market 
comes  to  appreci- 
ate Terex'  "strong 
earnings  visibili- 
ty." Since  1993, 
sales  have  grown 
31%  a  year — as 
Terex  consolidated  companies  in  its 
businesses,  says  Volkmann.  His  near- 
term  target  for  the  stock  is  35. 

"I  am  very  impressed  vdth  ceo  Ron 
DeFeo's  savvy,"  says  Tobias  Levkovich, 
an  analyst  at  Salomon  Smith  Baniey. 
DeFeo,  he  adds,  "isn't  finished  buOding 
up  and  broadening  a  company  that  had 
been  losing  heavily  before  he  came  on 
board"  in  Januaiy,  1995. 

The  stock  was  then  trading  at  5/, 
and  1994  sales  were  $314  million.  But 
last  year,  Terex  posted  sales  of  $842 
million  and  is  expected  to  hit  $1.3  bil- 
hon  this  year.  DeFeo  thinks  revenues 
will  reach  $2.5  bilhon  in  2002,  through 
grov\i:h  and  fuither  acquisitions. 

Analysts  have  been  playing  catch- 
up since  DeFeo  took  the  helm.  He  has 
not  only  managed  to  beat  estimates 
each  year  but  has  also  has  surprised 
them  with  lucrative  acquisitions. 
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Levkovich  raised  1999  earnings  for 
casts  by  10(2  a  share,  to  $4.35,  aft( 
Terex  bought  two  European  towe 
crane  makers — wdth  combined  sales 
$75  million— for  $22  million.  He  e: 
pects  $3.22  for  1998.  With  DeFeo's  hi 
tory  of  acquisition  turnarounds,  co 
slashing,  and  underpricing  rivals  I 
10%  to  15%,  the  buys  will  crank 
earnings  fast,  he  says. 

BIOMIRA'S  ASSAULT 
ON  GANGER 

With  a  market  cap  of  just  $100  ni 
lion,  Biomira  (biomf)  isn't  on  h 
investors'  screens.  But  some  pros  ti' 
the  stock  compelling:  The  company 
developing  a  vaccine,  called  Therato] 
to  battle  breast  cancer.  And  biote 
leader  Chiron  is  Biomira's  partner 
producing  the  vaccine. 

The  Food  &  Drug  Administrati 
has  approved  Phase  III  clinical  tri 
for  Theratope,  and  Biomira  vrill  so 
announce  the  enrollment  of  patier 
for  the  trials — at  70  sites  in  the  U. 
and  Europe — to  evaluate  the  vaccin 
effectiveness  in  treating  metasta 
breast  cancer  in  patients  who  have 
ready  undergone  chemotherapy. 

Karen  Boezi  of  Coral  Ventur 
which  owns  about  1  million  shai 
of  Biomira,  says 

Chiron's  holding  a  A  'HUGE'  MARKE 
stake   in   Ther      DOWN  THE  ROAI 

atope  adds  validi-  4   

ty  to  the  under- 
taking. As  results 
from  the  trials 
emerge,  Biomira 
shai'es,  now  at  2k!, 
should  sui'ge.  The 
market  for  the 
vaccine,  says 
Boezi,  is  "huge." 

Trials  will  take 
18  months,  and 
the  first  submis- 
sion for  FDA  re- 
view is  planned 
six  months  after  em-olling  all  900 
tients.  The  Biomira-Chiron  pact  gi 
Chiron  exclusive  marketing  rights 
the  U.  S.,  Japan,  Australia,  and  Eu 
pean  countries.  In  addition,  Bion 
has  rights  to  Canada  and  countries 
Asia  and  the  Mideast 
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For  more  coverage  of  the  markets 
visit  our  Web  site  at  businessweek.c 


tports  Business 


COMMENTARY 

By  Keith  Dunnavant 


PIGSKIN  PUYOFFS:  A  COLLEGIATE  NO-BRAINER 


: 


or  decades,  major  college  foot- 
ball has  been  trapped  in  a  finan- 
cial netherworld,  confined  by  its 
wn  contradictions.  Part  big  busi- 
ess,  part  benefactor,  the  sport  gen- 
rates  hundreds  of  millions  of  dol- 
,rs  each  year  in  ticket  sales, 
roadcasting  rights  fees,  postseason 
jwl  appearance  guarantees,  and 
roduct  licensing.  But  an  increasing 
jrcentage  of  that  money  is  con- 
imed  by  various  nonrevenue 
)orts — especially  the  federally 
andated  programs 
r  women. 
Still,  college  ball 
'fuses  to  switch  to  a 
g-money  touma- 
ent  structure  to 
own  a  national 
lampion.  For  more 
an  a  half-centmy, 
umero  uno  has  been 
osen  by  postseason 
ills  of  coaches  and 
iimalists,  a  system 
at  invariably 
inches  more  argu- 
snts  than  it  re- 
ives. In  1991,  the 
garies  of  the 
lling  system  were 
tigated  somewhat 
len  the  major  con- 
•ences  formed  a 
rtnership  vdth  the 
stitos  Fiesta  Bowl, 
e  Nokia  Sugar 
iwl,  and  the  FedEx 
•ange  Bowl  to  ro- 
;e  a  No.  l-vs.-No.  2 
itchup  billed  as  the  national  cham- 
mship  game. 

EAR-CUT?  But  the  flaws  in  that 
stem  were  exposed  in  1996,  when 
nn  State  finished  unbeaten  and  un- 
)wned  without  having  a  shot  at 
i  title.  As  a  result,  the  Big  Ten 
d  Pacific-10  conferences  joined  the 
ilition  of  major  leagues,  along  with 
i  Rose  Bowl,  to  produce  the  Bowl 
lampionship  Series  (bcs).  The  two 
jhest-rated  teams  will  meet  this 
H'ar  at  the  Tostitos  Fiesta  Bowl  on 
M  1.  4.  "This  is  what  the  American 
»  blic  has  been  clamoring  for,"  says 
in  Litner,  senior  vice-president  for 
)gramming  at  abc  Sports,  which 


ovms,  the  rights  to  the  game. 

Well,  not  quite.  Unlike  the  popular- 
ity contests  of  the  past,  the  BCS  rat- 
ing system  combines  team  records, 
two  major  polls,  computer  rankings, 
and  opponents'  records  to  determine 
the  top  teams.  "Our  goal  was  to  cre- 
ate a  system  that  goes  beyond  the 
subjective  natui'e  of  the  polls  in  order 
to  produce  a  clear-cut  national  cham- 
pionship game,"  says  Southeastern 
Conference  Commissioner  Roy 
Kramer,  cooi'dinator  of  the  bcs. 


team  tournament  modeled  on  the  Na- 
tional Football  League  playoffs  that 
uses  the  existing  bowl  structure.  That 
would  tm-n  all  those  meaningless  De- 
cember bowls  into  elimination  rounds 
worthy  of  a  national  obsession,  like 
the  Mai'ch  Madness  preliminaries  to 
college  basketball's  Final  Foui*. 
POT  OF  GOLD.  One  large  stumbling 
block  is  the  opposition  of  the  vast 
majority  of  college  presidents  and 
coaches.  Among  other  things,  they 
believe  a  playoff  system  lengthening 


THE  FORMULA 

Bowl  Championship 
Series  rankings  are 
determined  by  the 
following: 


GO  FOR  IT:  A  tourney  would  settle  the  season — and  excite  fans  . 


►  Team's  record 

►  The  computer 
rankings  of  USA 
Today,  The  New  York 
Times,  and  The 
Seattle  Times 

►  The  Associated 
Press  journalists' 
poll  and  the 
ESPWUSA  Today 
coaches'  poll 

►  Strength  of  sched- 
ule, which  ranks 
teams  according  to 
the  records  of  their 
opponents 


Even  though  the  bcs  is  a  positive 
step  toward  a  playoff  system,  it  could 
quickly  become  mired  in  controversy 
after  this  season  if  Termessee,  ucla, 
and  Kansas  State  all  finish  unbeaten. 
One  of  these  teams  would  be  left  out 
of  the  so-called  national  championship 
game.  And  who's  to  say  Florida 
State,  with  just  one  loss,  couldn't 
beat  an  undefeated  ucla  team?  Why 
is  an  undefeated  team  necessarily  the 
national  champion? 

The  problem  with  using  any  sort  of 
ranking  to  anoint  two  teams  is  that  it 
takes  the  decision  off  the  playing 
field,  where  anything  can  and  often 
does  happen.  The  solution  is  a  16- 


the  season  would  increase  pressure 
on  student-athletes  and  lead  the 
sport  further  down  the  path  to  com- 
mercialization. Well,  hello.  College 
football  is  already  there. 

A  full-blowTi  tournament  could,  ac- 
cording to  various  estimates,  gener- 
ate $250  million  to  $400  million  per 
year  for  the  schools  involved.  With 
that  pot  of  gold  sitting  in  the  end 
zone,  it's  only  a  matter  of  time  be- 
fore cash-strapped  major  colleges  go 
for  the  playoff  idea.  So  why  wait? 

Dunnavant  is  editor-in-chief  of  the 
college  football  magazine  Dunna- 
vant's  Paydirt  Illustrated. 
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BASKETBALL 

NOT  THE  ONLY 
GAME  IN  TOWN 

Can  the  NBA  be  replaced? 
No,  but . . . 

The  arenas  where  the  NBA  plays  ai'e 
dark  and  will  stay  that  way  for 
some  time.  Even  if  quaireling  own- 
ers and  players  stnke  a  bargain,  there 
would  be  no  season  until  the  middle 
of  January.  The  lockout  is  a  bummer 
for  the  National  Basketball  Assn.,  all 
right.  But  are  the  league's  troubles 
opening  up  opportunities  for  other 
sports  enterprises?  It  depends. 

The  National  Hockey  League  says 
its  demogi'apliics  more  closely  resemble 
those  of  the  National  Football  League 
than  the  NBA.  In  other  words,  hock- 
ey's fan  base  isn't  going  to  gi'ow  be- 
cause Charles  Barkley  is  walking  a 
picket  line.  "There's  potential  for  more 
exposure  to  hockey — we  welcome  that. 
But  to  say  we  have  an  opportunity  to 


JUMP  BALL:  The  ABL  has  pitched  ads  at  NBAfa7is,  but  so  far;  crowds  arei 


capture  all  these  nba  fans  isn't  vahd," 
says  XHL  spokesperson  Bernadette 
Mansur. 

Other  leagues,  though,  do  smell  prof- 
it. Take  the  brash  American  Basket- 


ball League.  The  women's  leag 
wooing  refugees  from  the  nba 
dead-aim  advertising.  One  ad  r 
"Looking  for  pro  hoops?  We're 
ing!"  Says  abl  co-founder  Gary  (_ 


Remote  access 
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BPaul's  Blue  Demons,  whose  thunder  is 
ually  stolen  by  the  Chicago  Bulls,  have 
joyed  a  40%  climb  in  season-ticket  sales 

BULLS  ASKED  DePAUL  TO  PULL  THIS  AD  AFTER  IT  RAN  ONLY  TWICE 


'It's  a  real  opportunity  for  us  in 
ns  of  both  exposure  and  a  way 
3uild  our  fan  base.  No  question 

lockout  has  enabled  us  to  get 
e  media  coverage  without  endless 
highlights  of  people  dunking 
lauseam."  Another  abl  advertise- 
it  features  a  drawing  of  a  huge 
w.  "NBA  Lockout!"  the  copy  reads. 
J  only  ones  who  get  [an-ow  pointing 
he  screw]  are  the  fans."  Cavalli 
lowledges    that    "only    one  or 

of  our  teams  wanted  to  use  the 
w  ad.  The  rest  thought  it  was 
..direct." 

LEGE  TRY.  Whether  disenchanted 
fans  will  connect  with  the  abl  re- 
is  to  be  seen.  Three  weeks  into 
league's  third  season,  attendance 
ij  ;'t  moved  from  last  year's  average 
li  300  fans  a  game.  And  in  Portland, 
il  ,  and  Denver,  two  cities  where  the 
len's  league  competes  head-to-head 
the  NBA,  crowds  in  November 
!  even  smaller. 

ollege  basketball  has  also  had  its 


eyes  on  the  NBA  crowd.  At  Southern 
Methodist  University  in  Dallas,  how- 
ever, school  officials  are  avoiding  men- 
tion of  the  lockout  in  advertising  cam- 
paigns. In  the  past,  the  Mustangs' 
men's  basketball  team  has  had  cross- 
promotional  deals  with  the  NBA  Dal- 
las   Mavericks    that,    says  SMU 
spokesman  John  .Jackson,  "in  no  way 
do  we  want  to  jeopardize." 

DePaul  University  in  Chicago  has 
been    less    reserved.    The  Blue 
Demons,  who  are  usually  lost  in 
the  shadow  of  the  NBA  champion 
Bulls,  recently  ran  a  newspaper  ad- 
vertisement that  took  a  playful  jab 
at  Michael  Jordan  &  Co.  "Don't  get 
locked  out.  Buy  your  season  tickets 
now,"  the  advertisement  said.  It  ran 
only  twice.  "We  got  a  call  from  the 
Bulls  on  that  one  saying,  'We  wish  you 
wouldn't  do  that,'"  says  DePaul  Ath- 
letic Director  Bill  Bradshaw.  "I  was 
flattered.  It  was  the  first  time  that 
they  had  noticed  us  in  10  years."  Fans 
are  noticing  DePaul,  too:  Sales  of  sea- 


DONT  GET  LOCKED  OUT 

BUY  YOUR  SEASON  TICKETS  NOW 

15  GAME  FULL  SEASON 
WITH  PRIORriY 
SEATING  FOR  ONLY  $210 

MINI  PLANS  START  AS 
LOW  AS  $75 

FOR  MORE  INFORMATION 
CALL  (773)  325-SLAM  S 

^°"^r"^*2>iEatUmNG  CLASS  IN  TM£  ' 
NATION 


MtN 

CXHIsmON  GAMES 

11/1  vs.  World  M  SUus  7:00  om 
11/6  vs.  Cjlitomla  M  Stars  8:00  pm 

HOME  OPENER 
11/M  vs,  UNC 


WOMEN 
EXHIKOION  GAMES 

11/1  vs.  Owjgo  Chaltenows  S:QOpm 
ll/S  vs.  for»Qn  Toam    7:00  pm 

HOME  OPENER 
11/20  w  Northmstem  7  30  om 


son  tickets  have  increased  by  approxi- 
mately 40%. 

Professional  wi'estling  also  seems  to 
be  benefiting  from  the  nba  lockout.  A 
Woi'ld  Wrestling  Federation  event  in 
Houston  recently  ch'ew  a  healthy  crowd, 
including  at  least  one  spectator  who 
would  normally  be  at  work — Los  An- 
geles Lakers  center  Shaquille  O'Neal. 

By  Mark  Hijmaii 


b  hosting 


E-commerce 


One  company  can 
handle  it  all  on  a 
single  network. 


MCI  WORLDCOM 

ior  s  hinges  on  tlie  flow  of  critical  data.  All  executed  In  a  ^iiiule  team,  dedicated  to  (  UMloinizinij  our  mtn  ices  to  meet 
ompany  s  sperific  needs.  Thai  iiicliKles  iiitegratinii  solutions  to  help  miii  mi<iiate  Iroiii  vom  em  r-eiil  network 
ilogy  to  next-generation  IP  solutions.  For  details  eoiitaet  us  at  1-o77-7.").)-l(jo()  or  visit  www.weom.net/adv/aiiF 
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If  anyone  on  your  holi- 
day list  is  an  avid  in- 
vestor, here's  a  way  out 
of  the  gift  rut:  Think 
stocks,  not  socks. 
Whether  you're  giving  to 
novices  who 

are  eager  to  INVE 
hone  their 

Street  smarts  or  to  a  raging 
bull  looking  to  gain  an  edge, 
a  wide  range  of  software, 
books,  and  electronic  devices 
can  help  investors  determine 
whether  to  buy,  sell,  or  hold. 
Other  items  simply  celebrate 
an  interest  in  things  financial. 

Since  successful  investing 
is  as  much  an  art  as  a  sci- 
ence, let  your  loved  ones  put 
their  passion  on  display  with 
vintage  stock  certificates.  One 
of  the  best  soui'ces  is  Ander- 
son Investor's  Software  (800 
286-4106),  which,  for  $29.95, 
sells  six  certificates,  all  of 
them  guaranteed  to  be  at 
least  25  yeai-s  old  and  in  mint 
condition,  with  the  original 
watermarks.  All  of  the  com- 
panies involved  are  defunct, 
but  many  people  may  still 
like  seeing  famous  names 
fi-om  the  past,  such  as  Penn- 
sylvania Railroad,  Howard 
Johnson,  and  United  Wlielan 
(once  a  public  subsidiaiy  of 
E.  F.  Hutton). 

FRAME-UP.  For  art  that  has 
real  potential  for  apprecia- 
tion, San  Francisco's  One 
Share  of  Stock  offers  a 
framed  ceilificate — for  a  real 
share  of  stock — for  nearly 
100  active  companies,  includ- 
ing Microsoft,  Coca-Cola, 
Starbucks,  and  publicly  trad- 
ed pro-.spoits  fi'anchises.  For 


the  younger  set,  One  Share 
offers  shares  of  Walt  Disney, 
Marvel  Comics,  and  Toys  'R' 
Us  mounted  in  a  special  "My 
First  Stock"  frame.  The 
price:  $80  to  $99,  depending 
on  frame 
STING  style,  plus 

the  current 
cost  of  a  share  (which,  for 
Coca-Cola,  is  about  $73).  One 
Shai'e  requires  three  to  eight 
weeks  to  obtain  the  certifi- 
cates from  the  issuing 
companies.  But  up  until 
Dec.  23.  the  company 
will  ship  overnight  a 
laminated  "presenta- 
tion certificate,"  which 
the  donor  can  wi"ap  to 
alert  the  recipient  that 
the  gift  is  on  its  way. 

It's  hard  to  make  real 
money  one  share  at  a  time. 
So  if  you  know  someone  who 
would  appreciate  getting  in- 
vestment advice  from  a  mas- 
ter, you  could  bundle  up  pa- 
perback copies  of  Peter 
Lynch's  three  best-selling 
books.  One  Up  on  Wall  Street 
(Penguin  USA,  $13.95),  Beat- 
ing the  Street  (Fireside,  $14), 
and  Learn  to  Earn  (Fireside, 
$13).  Each  builds  on  the  for- 
mer Fidelity  Magellan  Fund 
manager's  mantra:  People  can 
pick  winning  stocks  by  ex- 
ploiting their  knowledge  of 
the  industiy  they  work  in  or 
the  products  that  they  use 
every  day.  Lynch's  books  are 
written  mostly  for  lay  peo- 
ple: Market  sophisticates 
would  better  appreciate  Ben- 
jamin Graham's  The  Intelli- 
gent Investor  (HarperCollins, 
$30),  a  classic  that  offers  an 


in-depth  study 
valuing  stocks. 

Of  coui'se,  any 
serious   stock-  / 
market  inves-  / 
tor  will  need  : 
to  used  the  1 
World   Wide  \ 
Web  to  stay 
abreast  of  cur- 
rent conditions 
While  countless 


\  r\T  r-\  n  n     n  u  : 


vestment  site 
are  free,  you  get 
what  you  pay  for 
when  it  comes  to  the 
Web.  At  $6.95  a  month 
or  $69.95  a  year,  you 
can  give  a  year's  sub- 
scription to  The  Street. 


com  (www.- 
thestreet.- 
com),  one  of 
the  best  sites 
for  understand- 
ing how  Wall 
Street  works. 
Acerbic  columnist 
Herb  Greenberg 
skewers  highfliers, 
while  hedge  fund 
manager  James 
Cramer  files  daily 
■  dispatches  from  the 
trenches. 

Street.com  is 
mostly  a  stock-pick- 
er's haven,  however. 
Mutual-fund  mavens 
ll  get  more  out  of 
ingstar.Net.  While 
intent  is  ft-ee,  the  real 
ire  found  in  Morn- 
's premium  service 
a  month  or  $99  a 
lat  lets  you  screen  for 
hat  meet  your  stan- 
Like  most  other  in- 
nt  sites,  Street.com 
)rningstar  shy  away 
ffering  advice.  One 
■t  doesn't  is  s&P  Per- 


sonal Wealth 
(Standai'd  &  Poor's, 
like  BUSINESS  week,  is 
owned  by  The  McGraw-Hill 
Companies).  Personal  Wealth 
not  only  provides  specific 
buy,  sell,  or  hold  recommen- 
dations for  thousands  of 
stocks  and  mutual  ftmds  but 
also  helps  subscribers  build 
their  own  asset-allocation 
plans.  It  costs  $9.95  a  month; 
$7.95  for  America  Online 
subscribers. 

QUOTES  ON  THE  GO.  If  youl 
recipient  knows  more  about 
computers  than  convertible 
bonds,  the  perfect  cybergift 
may  be  a  Value  Line  Invest- 
ment Survey  for  Windows 
(800  535-8760,  $55  for  a  two- 
month  trial).  Describe  your 
dream  stock — say  20%  annual 
gTowth  and  a  steady  2%  div- 
idend yield — and  Value  Line 
will  churn  through  its  1,700- 
stock  database  to  find  those 
that  meet  the  standai-d.  Value 
Line  also  offers  a  similarly 
priced  screening  program 
called  Mutual  Fund  Survey 
for  Windows. 

For  the  on-the-go  investor, 
a  number  of  wireless  devices 
let  you  track  your  portfolio 
no  matter  where  you  are. 
One  of  the  more  affordable 
is  the  $195  Link  II  device 
ft"om  SkyTel  Commimications 
and  DataLink  Systems.  For 
$35  to  $50  a  month,  you  can 
receive  real-time  quotes  and 
news  headlines  for  stocks. 
The  Link  IPs  strength  is  re- 
tneving  quotes  for  a  portfoUo 
you've  estabHshed  on  Data- 


Link's  Web 
site.  To  grab  quotes 
for  other  stocks,  you 
need  WolfeTech's  $300 
PocketGenie.  For  roughly 
the  same  monthly  access 
fees  as  the  Link  II,  it  allows 
you  to  request  real-time 
quotes  and  news  on  the  fly 
using  the  Motorola  Page- 
Writer  2000.  But  beware: 
Many  of  the  headlines  are  too 
cryptic  to  be  of  value.  A 
search  for  news  on  Intel 
drew  "Symantec  completes 
Quarterdeck  tender  offer." 
For  that  to  make  sense,  you 
would  have  to  know  that  In- 
tel has  a  joint  venture  witli 
Symantec. 

For  many  investoi's,  a  big 
mystery  is  determining  the 
returns  they're  making — 
something  stockbrokers  are 
sometimes  loath  to  divulge. 
For  that  comple.x  task,  you 
need  the  Electronic  Invest- 
ment Organizer,  a  specialized 


calculator  ($69.95  at  the 
Safety  Zone,  800  999-3030) 
that  lets  you  determine 
how  your  portfolio  is  per- 
forming. Punch  in  your  pur- 
chase price  for  up  to  80 
stocks,  bonds,  mutual  funds, 
or  certificates  of  deposit, 
then  enter  the  cuiTent  price. 
Toltek  updates  the  value  and 
performance  of  each  and 
cost-averages  reinvested  div- 
idends as  well. 
SAIL  AWAY.  The  perfect  gift, 
perhaps,  is  one  you  can  share 
in  enjoying.  If  your  spouse 
has  been  promising  to  invest 
your  profits  for  a  vacation, 
consider  booking  two  berths 
on  the  13-day  Louis  Ruk- 
eyser  Investment  Cruise, 
which  will  sail  into  Copen- 
hagen, Oslo,  and  six  othei- 
Eiu'opean  ports  next  siunmei'. 
Each  day,  passengers  get  in- 
vestment advice  from  Wall 
Street  Week  regulars  such  as 
Maiy  FaiTell  and  Frank  Ca]  )- 
piello.  The  cruise,  excludinu 
airfare,  starts  around  $11,000 
per  couple,  depending  on  calv 
in  location.  Who  knows'.' 
Maybe  you'll  pick  uj)  enougli 
good  tips  to  pay  for  the 
trip — and  all  of  next  year's 
holiday  gifts.      Dean  Foiisl 


WHAT  TO  GIVE  THE  MARKET  MAVEN 


COMPANY 

ONE  SHARE  OF  STOCK 

800  742-7311 
www.oneshare.com 

LOUIS  RUKEYSER 
INVESTMENT  CRUISE 

888  684-SAIL 


STOCK  SHOP 
WITH  PETER  LYNCH 

617  503-4800 


STREET.COM 

www.thestreet.com 

THE  INTELLIGENT 

INVESTOR 


WOLFETECH'S 
POCKETGENIE 

800  965-3832 
www.wolfetech.com 


PRODUCT 

Framed  stock  certificates  for  about 
100  companies;  $80  to  $99  plus  the 
price  of  one  share 

A  13-day  European  cruise  with  the 
Wall  Street  Week  host  and  guests; 
$11,260  to  $26,370  per  couple 

Stock-picking  CD-ROM  tutorial 
from  the  legendary  fund  manager; 
$69.95 

Web  site  with  no-holds-barred  stock 
market  commentary;  $6.95  a  month, 
$69.95  a  year 

Benjamin  Graham's  classic  1949 
tome  on  how  to  value  stocks; 
HarperCollins,  $30 

A  paging  device  provides  real-time 
quotes,  news,  and  E-mail;  $300 
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Movable  Feasts 
For  the  Holidays 


Mail-order  food  is 
the  perfect  holiday 
prescription  for 
homesick  natives 

from  just  about  anywhere. 
If  your  friend  from  Little 
Rock  has  moved  to  Gotham, 
you  can  sate  her  hankering 


for  serious  barbecue  with 
one  phone  call  to  Arm- 
strong's in  Helena,  Ark.  Or 
if  some  hai'dcore  New  York- 
er finds  himself 
in  Cheyenne 
iioping  against  hope  to  sa- 
vor real  lox,  make  him  hap- 
py by  sending  a  New  York 
brunch  fi-om  the  quintessen- 


FO 


iKil  smoked  fish  emporium, 
Russ  &  Daughters.  All  over 
the  country,  purveyors  are 
keeping  American  food  tra- 
ditions alive — and  trans- 
planted professionals  hap- 
py— by  making  and  shipping 
the  culinary  equivalent  of 
handknit  sweaters  and 
scarves  (table,  page  142). 

I  have  had  barbecue  sent 
from  more  than  a  dozen 
joints,  but  1  never  became 
a  mail-ordei'  barbecue  devo- 
tee  until  a  caller 
on  National  Pub- 
lic Radio  alerted  me  to  the 
whole  pork  shoulder  from 
Armstrong's  (also  known  as 
Eddie's).  The  shoulder  ar- 


rives ready  to  be  pic 
clean  by  a  horde  of  15  I 
becue    lovers.    It  has 
cmnchy  exterior  and  sat'j 
tender   meat   inside  ta 
tastes  like  pork  confit.  I  i : 
sent  one  as  a  gift  to  Da 
Boulud,  chef-owner  of  < 
Boulud  and  the  soon-to 
opened  Daniel  in  New  ^' 
Boulud,  who's  fi'om  the  ]  > 
loving  French  city  of  Ly 
started  attacking  it  be 
he  put  it  into  the  ovei 
waiTn  (as  it's  ah'eady  con 
it's  safe  to  eat  cold), 
barbecue  doesn't  even  i 
the  accompanying  hot 
mild  bai'becue  sauces  tha 
ten  come  in  sauerki'aul 
with  Eddie's  labels  pa. 
on  them.  Ai-mstrong's  \ 
ribs,  while  respectable, 
not  in  the  same  leagau. 
the  shoulder. 
BREAKFAST  PACKAGE, 
other  Southern  traditin 
a  big  breakfast  featu 
coimtiy  ham,  bacon,  sau.~ 
biscuits,  and  homemade 
serves.  Although  I've  ii^ 
been  to  the  famous  Nasi 
breakfast  spot.  Loveless 
tel,  I  have  duplicated 
Southern  repast  many  l 
thanks  to  its  mail-n 
breakfast  sampler.  Clas^ 
ly  salty  ham,  meaty  b; 
sausage,  and  fabulous  ]> 
preserves  (when  they'n 
iiddly  smokey)  will  ha' 
recipient  thinking  of  mu). 
to  Nashville  to  becon 
songviTiter. 

If  you're  not  into  p 
Russ  &  Daughters,  an 
the  oldest  smoked  fish  sl 
in  New  York  City,  can 
your  day  off  to  a  rou 
start.  Owner  Mark  Fe 
man  was  a  lawyer  in 
Brookl\^^  District  Attor 
Office  before  becoming 
thii'd  generation  of  his 
ly  to  supply  New  Yor 
with  their  cherished 
bagels,  and  cream  ch* 
His  New  York  brunch 
feed  10  hungiy  folks  co] 
amounts  of  silky  smR 
salmon,  herring,  whit(| 
and  sturgeon.  The 
cream  cheese  is  made 
out  gum,  unlike  many  oi 
brands,  and  the  bagel.-aj 


Estinialet)  aulhonzed  IBM  Reseilec  Price  tor  model  2626-20U  Aclual  prices  may  vary  MHj  denotes  microprocessor  internal  clock  speed  only;  olher  tactors  may  also  aftsct  application  performance.  GB^bilbon  bytes  wtien  rslemng  lo  HDD  capacity,  PCs 
relerenced  in  ttiis  ad  include  an  operating  system.  IBM  product  names  are  trademartc  of  Inteinationai  Business  Machines  Corpoiation.  Intel  Inside  and  Pentium  are  regisreied  Iraoemaita  ol  l-nlel  Corporation.  ©  1998  IBM  Corp  All  nghls  resetvett 


RULES. 
WHAT  RULES? 


INTRODUCING  THE  IBM  THINKPAD^  390  SERIES 


Who  said  notebook  computers  were  just  for  the  big  budget  guys?  TheThinkPad  390  gives  small  business  professionals 
a  fully  integrated  desktop  alternative  at  a  small  business  price.  It's  got  a  huge  active  matrix  screen,  a  built-in  CD-ROM  and 
floppy  high-performance  stereo  speakers,  and  a  keyboard  so  roomy  you  forget  it's  a  notebook.  All  the  power  you  need.  All 
at  a  price  you  can  handle.  See  the  full  line  of  ThinkPads  at  www.ibm.com/thinkpad  or  call  1  800  426  7255,  ext.  5020. 


'e-business  tools 


Inter  processors  (up  to  266  MHz)  /  Up  to  4.3GB  hard  drive  / 12.1"  or  14.1"  screen  /  CD-ROM  /  From  $1,799 
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crusty  enough  to  crunch 
when  you  bite  into  them. 
Fetlerman  even  suppHes  a 
pound  of  rugelach  for 
dessert,  although  serious 
rugelach  aficionados  would 
probably  prefer  a  buttery 
batch  from  Margaret  Paica's 
little  bakery  in  a  centmy-old 
Italian  neighborhood  in 
Brooklyn. 

What  would  any  brunch 
be  without  butter?  Jonathan 
White's  Egg  Farm  Dairy 
sampler  includes  butter  so 
rich  and  good  that  I  have 
eaten  it  with  a  spoon  when 
my  wife  wasn't  looking.  It's 
made  with  pasteurized  raw 
cream  and  churned  in  small 
batches.  Also  in  the  sampler 
pack  is  clabber  cream, 
similar  to  creme  fraiche,  and 
a  group  of  White's 
superb  handmade 
cheeses. 

TEA  LEAVES.  If  you're 
sending  something  to 
a  coffee  or  tea  lover, 
consider  the  gift  pack- 
ages from  Greenwich 
Village's  Porto  Rico 
Importing.  Long  be- 
fore Starbucks  was  a 
glint  in  founder 
Howai'd  Schulz's  eye, 
Peter  Longo's  gi'and- 
father  was  roasting 
beans  for  the  coffee- 
lo\ing  aitists  and  writ- 
ei-s  that  populated  the 
streets  near  the  store. 
Longo  still  roasts  his 
own  beans  at  a  newly 
opened  facility  in 
Brooklyn,  so  you  can 
be  confident  of  finding 
fi'esh,  high-quality  cof- 
fee. Longo's  coffee 
sampler  features  six 
half-pound  bags;  his 
tea  sampler  includes 
eight  quarter-pound 
tea  selections  and  an 
infuser. 

Friends  with  a  pen- 
chant for  sweeter 
breakfast  beverages 
will  appreciate  the 
Hot  Chocolate  Creme 
l)aste  from  Le 
Fran(;ais  ('hocolate  in 
Wheeling,  111.  An  off- 
shoot of  the  restau- 

•■:;llt     i  <    \\']>i  (  lili;. 


the  same  name,  Le  Frangais 
presents  its  Hot  Chocolate 
Creme  in  an  old-fashioned 
resealable  glass  jar.  All  you 
need  to  do  is  add  three 
spoonfuls  to  a  mug  of  milk, 
stir,  and  stick  the  concoc- 
tion in  the  microwave  for 
90  seconds.  You  may  never 
want  to  resort  to  Nestle's 
Quick  or  even  Di'oste  again. 

That's  not  the  only  gift 
for  chocoholics.  Larry  Bur- 
dick  used  to  supply  whimsi- 
cal chocolate  mice,  made  in 
his  New  York  tenement 
apartment,  to  Bouley,  the 
now-closed  four-star  restau- 
rant. Burdick  has  since 
moved  to  New  Hampshire, 
but  he  hasn't  lost  his  sense 
of  humor.  His  assortments, 
which  include  some  of  those 


cute  mice,  come  in  wood 
boxes  and  house  some  of  the 
most  unusual  flavored  choco- 
lates you  can  '  buy.  Who 
wouldn't  like  to  bite  into  a 
truffle  made  with  cara- 
melized honey,  herbes  de 
Provence,  and  cream;  or  a 
porto,  a  dark  ganache  of 
chopped  hazelnut,  cinnamon, 
lavender,  and  port  wine? 

Burdick  doesn't  make 
dessert  sauces,  but  Fran 
Bigelow  does  at  Fran's 
Chocolates,  her  Seattle  shop. 
Although  her  regular  dark 
chocolate  sauce  is  sweet  for 
my  taste,  the  coffee  in  her 
espresso  caramel  sauce  cuts 
the  sweetness  well.  Fran's 
raspberry  sauce,  made  with 
fresh  Northwest  raspbenies, 
sugar,    and    lemon  juice. 


DELECTABLES  BY  MAIL 


PURVEYOR 


AMERICAN  SPOON  FOODS 
888  735-6700,  www.spoon.com 

ARMSTRONG'S  PIT  BARBECUE 

870  338-7746 


EGG  FARM  DAIRY 

800  273-2637 


FAT  WITCH  BROWNIES 

212  807-1335  or  888  41-WITCH 


FRAN'S  CHOCOLATES 

800  422-FRAN 

L.  A.  BURDICK  CHOCOLATES 

800  229-2419 


LE  FRANCAIS 

847  541-1317 


LOVELESS  MOTEL 

615  646-0067  or  800  889-2432 


SAMPLE  PACKAGE 

Three  pasta  sauces  (woodland, 
black  olive,  primavera) 

7-8  lb.  pit-cooked  barbeque  pork 
shoulder,  plus  mild  and  hot  sauce 

Eveiything  Sampler  (2  lbs.  cheese, 
1  lb.  butter,  8  oz.  clabber  cream) 

Package  of  14  brownies  (regular, 
walnut,  coffee,  etc.) 

Sauce  Ti'io  (dark  chocolate, 
raspberry,  caramel) 

Wood  box  assortments 
(16-64  pieces) 

20-oz.  jar  Hot  Chocolate  Creme 


PRICE* 

$18.70 


$40 


$40 


$18 


$15 

to  $46 

$12.95 


Teaser  Package  (fruit  preserves,  sor-  $42.95 
ghum,  honey,  ham,  bacon,  sausage) 


PORTO  RICO  IMPORTING 

Coffee  or  tea  sampler 

$39.95 

800  453-5908 

RUSS  &  DAUGHTERS 

New  York  Biunch  (bagels,  smoked  fish. 

$95 

212  475-4880 

cream  cheese,  rugelach  for  8  to  10) 

MARGARET  PALCA  BAKES 

1  lb.  tin  of  chocolate,  apricot,  or 

$12 

718  802-9771 

raspberry  rugelach 

NUESKE'S 

2  lbs.  applewood-smoked  bacon: 

$19.95; 

800  392-2266 

4  lbs.  ham: 

$29.95 

ZiNGERMAN'S 

Olive  oil  samplers 

$50 

888  636-8162 

to  $150 

*Plus  shipping 

shocks  with  its  intense  bey 
flavor. 

Jams  and  dried  traits 
ubiquitous  mail-order  iti' 
but  American  Spoon  Yo 
has  raised  the  craft  of  i 
serving  ftniit  to  an  art  fo 
Co-owner  Justin  Rasl 
whose  partner  is  noted  i 
Larry  Forgione,  abandn 
an  acting  career  in  N 
York  to  forage  for  &Tiit 
mushrooms  in  Michig; 
North  Country.  Their  Mi 
ganian  sampler  is  a  \\ 
put-together  gift  box 
comprises  "Fruit  Pejt' 
blueberries  and  chei- 
(80%  fiiiit),  lovely  peach 
strawberry  preserves,  c 
dried  apples,  and  chocol 
cove)-ed  maple  creams. 
One  of  America's  gi 
food  stores,  Zin 
man's  DeU,  in  Ann 
bor,  Mich.,  has  tui 
out  a  catalog  that's 
to  read  and  or 
from.  Partner 
Weinzweig  is  pas; 
ate  about  ohve  oil, 
oil  samplers  con 
some  great  olive 
a  self-published  I 
Weinzweig's  Guid 
Good  Olive  Oil, 
even  tasting  kits 
allow  olive  oil  lo 
to  put  into  prac 
what  they  learne 
the  book. 

One  thing  to 
member:  Mail-oi 
food  packages  s 
times  can  arriv( 
disarray.  Frieda's 
duce  in  Los  Ang 
for  example,  w 
ships  exotic  ft-uit, 
me  a  basket  viitl 
overripe  melon 
other  fruits  spi 
out.  But  for  the  i 
part,  these  mail-o 
com})anies  are  rel 
operations. 

So  forget 
sweaters,  the  s 
and  the  slip])erf 
year.  Give  the  f'  ill 
your  list  real  Av.i 
can  food.  It's  a  Ji 
that  will  never  b('r» 
turned  because  it'U 
Miiall.  /-;</  L  it 


Personal  Business 

GIFT  GUIDE 


bddlers 
let  Cozy 
Wth  a  PC 


ftware  producers 
en't  claiming  that 
^ou  introduce  your 
is  to  computers 

le  they're  in  diapers,  you 
turn  them  into  Silicon 
ley  geniuses.  Bui  they  do 
that  the  programs 
iased  this  year  will  stim- 
;e  babies'  curiosity  and 
gination. 

n  general,  progi'ams  for 
youngest  kids  introduce 
oes  and  colors.  Those  for 
llere  develop  mouse  skills 
teach  numbers  and  vo- 
alary.  Babywow!,  from 
iWow  House,  and  Jump- 
i  Baby,  irom  Knowledge 
'enture,  claim  to  be  for 
;   as    young    as  nine 
iths.  Baby-ROM,  from  By- 
Preiss  Multimedia,  is 
ed  at  kids  six  months 
Knowledge  Adventure's 
y  With  The  Teletubbies, 
lin-off  from  the  pes  and 
series,  and  Learning 
3  Reader  Rabbit's  Tod- 
,  raise  the  age  bar  to  12- 
18-month-olds.  Other  ti- 
hst  2  to  4  years  as  a 
ible  age  range. 
abywow!   ($35,  www. 
fwow.com)  features 
iral  simple  games 
lat  Is  It?"  has  pho- 
aphs   of  a  lion, 
ons,  or  other 
?es  covered 
boxes.  Each 
a  child  hits 
key,  a  box 
over  to  re- 
'  more  of  the 
ire,  until  the 
re  image  is 
.  In  another 
■cise,  the 
en  changes 


colors  when  a  kid  hits  a  key. 

JunipStad  Baby  has  a  va- 
riety of  exercises,  from 
hide-and-seek  to  connecting 
the  stars.  In  "Let's  Make 
Music,"  a  teddy  bear  leads 
other  characters  in  nursery 
rhymes.  In  "Puzzle  Time," 
children  help  piece  together 
puzzles,  then  watch  the  ob- 


ject come  to  life.  Critics 
claim  the  program  isn't  in- 
teractive enough:  At  times, 
kids  can't  affect  what  hap- 
pens on  the 
screen  till  Teddy 
stops  speaking. 

Many  pai-ents  wonder 
how  young  is  too  young  for 
kids  and  computers  to  meet. 


KIDDIE  PROGRAMS 


PROGRAM 

AGE 

COMMENTS 

PLAY  WITH  THE  TELETUBBIES 

I  to  4 

Characters  from  the  PBS  series  teach 

KNOWLEDGE  ADVENTURE/BBC 

years 

early  computer  skills,  $30 

READER  RABBIT'S  TODDLER 

18  mos. 

A  smiling  train  introduces  the  alphabet 

LEARNING  CO. 

to  3  yi-s. 

and  words,  $30 

SESAME  STREET  LEARNING  SERIES 

2  to  4 

Three  CD-ROMs  with  activities  for 

TODDLERS  DELUXE  Cmim  WONDERS 

years 

mouse  skills  and  vocabulary,  $40 

"We  know  that  by  exposing 
cliildi'en  veiy  eai'ly  to  boolvs, 
they  begin  to  look  at  pic- 
tures, see  symbols,  and  un- 
SOFTWARE  ^lei-«tand  Ian- 
guage,  says 
psychologist  Corinne  Rupeil, 
who  was  a  consultant  on 
JumpStart  Baby.  "That 
same  process  can  be  applied 
to  computer  learning."  But 
Warren  Buckleitner,  editor 
of  Childrens  Software  Revue 
(www.  childrenssoftware. 
com),  which  is  written  by 
educators,  thinks  small  chil- 
dren can  get  as  much,  if  not 
more,  out  of  Play-Doh  or 
the  family  cat.  Moreover, 
parents  risk  turning  kids  off 
to  PCS  if  they  expose  them 
to  concepts  they're  not 
ready  for.  "Some  of  this 
software  makes  it  seem  like 
it  will  stimulate  your  child, 
teach  a  different  language, 
or  somehow  give  an  acade- 
mic advantage,"  says  Buck- 
leitner. "That's  a  bunch  of 
hooey." 

CLOSENESS.   At  whatever 
age  youi'  kid  begins  to  use  a 
computer,  keep  your  expec- 
tations in  check.  Little  ones 
aren't  likely  to  master  a 
mouse  by  age  2.  Nor  will 
they  spend  more  than  a  few 
minutes  at  a  time  playing  at 
the  screen.  And  you  cer- 
tainly should  not  make 
software  a  substitute  for 
books,  blocks,  or  crayons. 
Still,  programs  can  bring 
parents  and  kids  closer  to- 
gether.  Michele   Curry,  a 
Web  manager  at  Barnard 
College  in  New  York,  holds 
her  six-month-old  son,  Lu- 
cas, on  her  lap  while  he's 
''langing  away  on  the  key- 
board watchmg  Babij- 
wow! — hence  the 
name  "lapware"  to 
descnbe  the  pro- 
grams. "It's  nice 
for  kuK  to  feel 
more  comfortable 
around  the  ma- 
chines," she  says. 
Even    if  that 
means  ))utting 
youi-  $2,000  PC  at 
the    mei'cy  of 
small  hands. 
Edward  C.  Baig 


iff 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


Investment  Services 


Trade  Online  w/Signal 

the  real-time  money-making  machine! 


Sales  Leads/Consulting 


•  Stocks 

•  Futures 

•  Options 
•Streaming 

Internet 
Delivery 


>  Forex 
'News 

•  Charting 

'  Historical 
Data 

•  Pager/cell 


>  Free  Nasdaq  phone  alerts 
Level  II 


Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


■  Have  Your  Own  Personal 

Massage  

Therapist:  Day-  ^^^^MSr 
Night/Otfice-Home,  , 

'Get  Full  Details  Today! 
Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 
L  Nationwide  800-353-9917  i 


Corporate  Gifts/Luxury 

Xtir^^ejLt.,  ^ftMhtit-.  v/in.««£K. 


PISCOUNTS  OF 

30-60^2 

FRi;i:  CA  TAi-oc; 
11-888-346-LUXE  LUXE.COMl 


1000  Temporary  Tattoos  with  your  Logo, 
Jijst  $189.00!! 

plus  $10.00  S&H  (CA  -add  7;25%. sales  tax) 
Customized!  Full  Color!  2"  X  2" 


3000  Alamo  Drive,  Ste201  •  Vacaville,  OA  95687 
Tel;  707/448-7072  '  Fax: '707/446-8^73 


Sign-up  online  today  at: 

www.diin.com/bw 

or  call  888.200.1016  1140L 


Investments 


VIATICAL  INVESTMENTS 


•  12-42%  Guaranteed  Total  Return 

•  Monthly  income  •  IRA  rollovers 

1-888-263-6623 

www.viaticalinvest.com 
F.D.I,  licensed 


CD-Rom  Equipment 


Easy  to  CD  COPIER 
use!  No^ 
computer^ 
needed. 


sCOMpress    by  Princeton  Disc 


800-426-0247 


WWW  pnncetondisc  com 

Menswear/Fashion 


THEDIMPLERtm 

Use  the  patenled  Dimplei  lie  tool  to  put  0  ni(e, 
deep  dimple  m  ye<ir  r«(l(tie  every  day  lor  tlvit, 
dosiy  profesiionol  look  i<ade  in  U  SA 

Only  S9  50  S  hondtinj  mil 

Call  l-M8-DIMPin  lor  credit  card  order 
or  send  cherk «  money  order  to 
THE  DIMPURiM  COMPANY 

2200Wil!onllKl  *l02  29>lin5lonVJ  22301 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Personeaized  Golf  Balls 


Toe^UTt 
PRECEPT 


MAXFLI. 


Back  On  Track  Marketing 


Business  to  Business  telemarketing 
leads  provided  to  your  sales  force 
using  the  Agresstve  Sales  Program. 
Proven  track  record.  Information  and 
references  at: 

www.backontrackmarketing.coin 
E-mail:  ontrack@ibm.net 


Venture  Capital 


Corporate  Investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e  mail 
bussplan@ix.netcom.com 


Business  Software 

Oiiia  mt).  crcJii  urd  [ifih.cv.ing,,  shipping,  --VIv  .VR 
amua  maiiJijemcnt  with  imegfJifd  interna  c-md  options, 

invcncon  managenicni,  ti'ptirtmg,  \\sx  mmigcmem  and 
niilini; — ocnthing  vou  nail  tor  order  taking  nv  phone,  mail 
e\tn  the  World  Wide  Wch  in  oncMmple  eas\-i(.>-iiMrand 

iftordjbic  Windows  progr,im  liom  IVdicomp 
Call  I-800-8S8-  H>«)  or  >isit  www.fHtbtomp.coin/bwk 

MailOnlerMmsigcr 


Franchising 


Franchise  it. 


CALL  1-800-373-6344 

Talit  to  us  first  Because  nubody  has  franchised 
more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting  Worldwide 

Francorp'  bw 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Financial  Services 

$30,000  to  $500,000 

•Start  or  expand  >  our  business 
with  a  business  loan  that  is 

Guaranteed  by  the  Gov  t, 
www. business-capital. org 

i-888-745-6756  Ext  8006 


Business  Services 


SAVE  30%  to  5 


3-TO-A-PA< 

Business  Chec:ks| 

Laser/InkJeI 

Computer  Checf 

(  all  for  a  FREE  brochur^ 

1-800-239-401 

Designer  CHEd 

wvvvv  designtrcliecks.cq 


100%  SATISFACTION  GUARA 


The  first  service  On-li 
search  &  select  your  Inter 
Distributors  &  Custornei^^. 
effective,  for  any  products  iro/w 


WWW.GOEXPORTNO 


S 


INCORPORRT 


FREE  Information  ,  . 
All  US,  States  and  Off  sirs 
Attorney  owfned  and  ope 


www.corpcreations. 


1-800-672- 


TRRDEMflR 


91(1 

3 


^JfH!»:lt 

Have  your  own  Finance  Depailkni" 

•  A/PA/li,  P/R.G'L      •  Profit  Anal' 

•  Cosd  Monogement       •  Custom  Rei' 

•  f inonciol  Stotements     •  Business  Ai  a 
Let  Oulmrang  Save  You  Time  i  Moi 

M  Finance  Depmtment 
(S16)  547-1800 


TRADEMA 


'  Trademark  by  Phone! 
'  Protect  your  logo,  slca' 
or  business  name 
>  Attorney  owned/operlBt 


800-67-TRADE 


zr 


3 


RESEARCH  REP 


20,000  ACADEMIC  TOPICS  AV 
Send  S2  for  the  290  page  i , 
Custom-wiillen  lepoiis  olso  av.l^- 
RESEARCH  ASSISTANCK 
11322  laafio  Ave ,  #206Bm 
Los  Angeles,  OA  90025  ■ 
TOLL  FREE  HOTLINE:  800-3ai 


http://www.researcti-assista 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  484-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Education/Instruction 


I  i  BY  Distance  Lemning 

;h  university  oWeis  accredited  MBA,  no 
I  or  GMAT  needed  Ctiosen  by  Economist 

Unit  as  one  ot  world's  best  MBA  programs 
i  UTT  UNIVERSITY  I  (800)  MBA-0707 

'ican  Distributor  I  «•  Ask  for  ext  20 

<ton  St,  Suite  ?  Fl  Ceirito,  CA  94530 
I  diate  FaxBack  literature:  from  your 

ne's  phone,  call  (510)  486-8900. 


'  ractitioner's  MBA  &  JD 
I  -ograms.  Accredited 
j  tor,  Master,  Bachelor, 
i  iv.monticello.edu 
1x913-661-9414 
I  00-405-7935 


DOCTORAL/ 
TER'S  DEGREES 

ted,  1  to  2  years;  1  month 
cy.  Business,  Education,  Gov't, 
elations,  Psych,  Religion, 
Work.  Health  Services.. 
Berne  University,  Int'l. 
'te  School,  PO  Box  1080 
,  oro  Falls,  NH  03896  USA 
569-8648;  Fax  603-569-4052 
'  berne@berne.edu 


Aa  MBA  You  Can  Fit 
into  Your  Schedule 


Innovative  and  tiexible.  v^u  can  structure  your  sfudv  to 
tit  your  schedule,  location  and  budget  Earn  your  fully- 
accredited  MBA  by  distance  learning  through  Leicester 
University's  Management  Centre 
.^Callus  now' 800-874-5844  ^unlvlr;^ 
>;  E-mail  rdiusa@erols  com  '^'SF^  2ll!T"'"' 

!^  www  le  ac  utfAumc/  ^  ^  ' 


'Columbus  University^ 

SpeiHttisls  in  DiMunLf  Etluitilinn 

Bachelor  •  Master  •  Doctor  •  Law 

Credit  for  work/life  experience 
Lowest  Tuition  •  Accredited 

24  Hn.  1-888-896-0353  wm/.ColumbusU.com 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor«Master«  Doctor 

Business  (Mgml,  HRM,  Health  Care) 
Management  of  Tecfinology, 
Psctiology.  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254  www.scups.edu 


Business  Opportunities 


■d  you  spend  up  to  $60-100K 
ii  on  a  francliise,  check  this; 
d'  sven  Fi^re  Income 
sntial  from  HOME 

ime  and  fax  *No  employees 
r  hours  *Fewer  expenses 
*Free  information 
>-432-0018  x5252 

EDOM  ASSOCIATES 


r  bored''  Want  to  be  your  own 
3ld  your  business  &  would 
V  challenge''  Need  a  part  time 
Weare  seeking  qualt'ied  afTili- 
ime  to  benefit  from  your  own 
ce  &  our  40  year  background 
INESS  MEDIATION  CON- 
Exceptional  training  & 
support  can  provide  a  sub- 
come  &  personal  satisfaction 
^,  bank  loans,  insurance,  R  E 
s,  business  transfers,  etc ,)  $  1 2k 
Call  foTjree  brochure  (&  video 


1 


inancial  Services 


1 100  to  $95,000l 


stant-approvalxom 


BUSINESSES  FOR  SALE 


bizsale.com,  webs  largest 
selection  of  F.S.B.O.'s. 
All  sizes,  types,  prices,  terms 
Call  Ron  &>  (719)  540-2200 

,  AFFILIATED 
BUSINESS 
f  CONSULTANTS 


Education/Instruction 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Bu^ine^s  Li.>ans  and  Equipment 
Leases  fron:>  $1,00U  to  $10  million.  No  co- 
brokering  Work  directly  with  National 
Lenders  Unlimited  earnings  ptitentsa!  >ind 
residual  mct-me  iw  m  i  h.^i^vmicth 

FREE  45  minute  — — -r  ' 
video  seminar  and  itj 
information  packet  ^w-  - 

CALL  1-800-336-3933 

^   I  hf  Loan  Consultant;..  \nc  A 


Business  for  Sale 


UNIQUE  BUSINESS 
OPPORTUNITY 


Government  Contractor,  3  year 
gross  $21MM,  S-Corp.  Profitable, 
$900k  loss  carry  forward.  M  or  A 

Fax  512-257-1956  or 

dreitmeyer@surecom.net 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance.' • 


UPCOMING  COURSES 


The  Columbia  Senior  Executive  Program 

(May  2  -  28)    (Aug  8  -  Sept  3) 

Marketing  Management 

(Feb  21  -  26)    (Apr  25  -  30) 

Leading  and  Managing  People 

(Jan  31  -  Feb  5)    (Apr  11  -  16) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  60 

Visit  our  vyeb  site  at:  www.columbla.edu/cu/buslness/execed 


Publishing  Services 
Publish  Your  Book 

7,5-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author'!.  Guide  wiile  Dorrance- 
BW,  MS  Smithfield,  Pittsburgh,  PA 
or  call  l-HO()-f)9.5-y,599 


Home  Furnishings 
r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOIMEWAY  FURNrrURE  COIMPANY 
P.O.  Box  1548.  Mt.  Airy.  NC  27030 
^  (SCO)  334-9094  (336)  786-6151  > 


Fine  Art 


DALI 


Coll*ct  Rlir*.  Auth«ntlc  ^ 
Llmllad  Edltlsns 
from  9  2S00 
CALL  FOR  CATALOG 

1-800-999-DALI 

0,(3101  851-4714 


■  A 

i«ntlc 

I 

ALI  J 
14^ 


SILVERSTATE  FINE  ART 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call: 

Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 

717-633-1850 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 
•  Grades  7/12,  full  accredited,  small  classes. 
Weekly  report  cards 

-  Promotes  leadership,  self-confidence,  and 

Manners 


•  Computer  in  every  dorm  room 

•  Full  athletic  program 

•  Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 
-  www  cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-click 
option  to  connect  with 
our  advertisers.  ■ 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  the 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1-800-848-6708. 
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lusiness  Week  Index 


DUCTION  INDEX 


;hange  from  last  week:  0.1% 
;hange  from  last  year:  5.4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Nou.  14=135.2 
1992=100 


Nov.  Mar 
,997  1998 
e  index  is  a  4-week  moving  average 


July 
1998 


Nov 
1998 


)roductioii  index  rose  in  the  week  ended  Nov.  14,  Before  calculation  of 
5ur-week  moving  index,  ttie  index  increased  0.4%,  to  135.5,  from  135  m 
revious  week.  After  seasonal  adjustment  of  the  data,  output  of  steel, 
,  trucks,  and  lumber  posted  gams.  On  the  downside,  electricity,  oil,  coal, 
ail-freight  traffic  all  fell  slightly. 

Juction  index  copyright  1998  by  The  McGraw-Hill  Companies 


JNG  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

t  PRICES  (11/20)  S&P  500 

1163.55 

1125.72 

24.3 

ORATE  BOND  YIELD,  Aaa  (II/20) 

5.31% 

6.42% 

-7.5 

■;Y  SUPPLY,  M2  (11/9)  billions  i 

4,373.1  $ 

4,362.3r 

8.9 

&L  CLAIMS,  UNEMPLOYMENT  1 1/13)  thous 

332 

323r 

0.3 

GAGE  APPLICATIONS.  PURCHASE  (11/20) 

NA 

295.8 

NA 

GAGE  APPLICATIONS,  REFINANCE  (11/20) 

NA 

1,723.0 

NA 

es:  standard  &  Poor's,  Moody's.  Federal  Reserve,  Labor  Dept  ,  Mortgage 
s  Assn,  (Index:  March  16,  1990=100) 


REST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

ML  FUNDS  (11/23) 

4,58% 

4,61% 

5.55% 

lERCiAL  PAPER  (11/23)  3-month 

4,97 

5.26 

5.71 

IFICATES  OF  DEPOSIT  (11/24)  3  month 

5.18 

5.16 

5.80 

MORTGAGE  (11/20)  30-year 

7.03 

7.08 

7.36 

STABLE  MORTGAGE  (11/20)  one  year 

5.82 

5.74 

5.71 

i  (11/20) 

7  75 

7,75  -  8,00 

8.50 

iS:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (11/21)  thous.  of  net  tons 

LATEST 
WEEK 

1,892 

WEEK 
AGO 

1,864# 

YEARLY 

%  CHG 

-13.1 

AUTOS  (11/21)  units 

119,307 

108,316r# 

-6.9 

TRUCKS  (11/21)  units 

146,890 

121,218r# 

3,5 

ELECTRIC  POWER  (11/21)  millions  of  kliowatt-hrs.  NA 

61,761# 

NA 

CRUDE-OIL  REFINING  (11/21)  thous.  of  bbl./day  NA 

14,738# 

NA 

COAL  (11/14)  thous.  of  net  tons 

21,801# 

22,001 

6.6 

LUMBER  (11/14)  millions  of  ft. 

501. 1# 

481.3 

4.3 

RAIL  FREIGHT  (11/14)  billions  of  ton-miles 

27. 8# 

28.0 

4.5 

Sources:  American  Iron  &  Steel  Institute,  Ward's 
Institute,  American  Petroleum  Institute,  Energy  Dept 

American  Railroads 

Automotive  Reports,  Edison  Electric 
,  WWPAi,  SFPA2,  Association  of 

PRICES 

GOLD  (11/24)  $/troy  oz. 

LATEST 
WEEK 

296.450 

WEEK 
AGO 

296.500 

YEARLY 
%  CHG 

1.2 

STEEL  SCRAP  (11/23)  #1  heavy,  $/ton 

85.50 

85.50 

-40.4 

COPPER  (11/20)  «/Ib. 

74.9 

75.3 

-14.1 

ALUMINUM  (11/20)  (z/ib. 

62.8 

62.5 

-19.3 

COTTON  (11/20)  strict  low  middling  1-1/16  in.. 

(Z/lb.  65.17 

68.34 

-3.9 

OIL  (11/24)  $/bbl 

11.66 

12.07 

-37.3 

CRB  FOODSTUFFS  (11/23)  1967=100 

195.84 

205.66 

-21.3 

CRB  RAW  INDUSTRIALS  (11/23)  1967=100 

267.57 

267.08 

-15.9 

Sources:  London  Wednesday  final  setting.  Chicago 
market.  NYMEX,  Commodity  Research  Bureau 

market,  Metals 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (11/24) 

LATEST 
WEEK 

120,93 

WEEK 
AGO 

121,35 

YEAR 
AGO 

28.60 

GERMAN  MARK  (11/24) 

1.71 

1.67 

1.77 

BRITISH  POUND  (11/24) 

1.66 

1.67 

1.68 

FRENCH  FRANC  (11/24) 

5.73 

5.60 

5.92 

ITALIAN  LIRA  (11/24) 

1690.5 

1649.5 

734.5 

CANADIAN  DOLLAR  (11/24) 

1.55 

1.56 

1.42 

MEXICAN  PESO  (11/24) 

9.915 

9.935 

8.125 

TRADE-WEIGHTED  DOLLAR  INDEX  (11/24) 

108.4 

107.8 

108.4 

Sources:  Maior  New  York  banks  Currencies  expresseij  m  units  per  U.S.  dollar, 
except  for  British  pound  m  dollars    Trade-weighted  dollar  via  J. P.  Morgan. 


data  in  ttie  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent.   i=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


SURVEY 


ly,  Dec.  1,  iO  a.m.fsr  ►  The  Nation- 
iciation  of  Purchasing  Management's 
5S  index  for  November  probably 
I  to  47.9%,  from  October's  48.3%, 
ing  to  the  median  projection  of  econ- 
surveyed  by  Standard  &  Poor's  mms, 
on  of  The  McGraw-Hill  Companies, 
ict,  the  forecast  means  that  the  napm 
las  been  below  50%  for  five  consec- 
lonths,  a  sign  that  the  manufactur- 
tor  is  contracting. 

RUCTION  SPENDING 

y,  Dec.  1,  iO  a. /TJ.fsr  ►  Construc- 
tiays  probably  rose  0.5%  in  October, 
of  a  0.4%  gain  in  September.  That's 


suggested  by  the  unexpected  7.3%  jump  in 
homebuilding  for  the  month. 

LEADING  INDICATORS 

Tuesday,  Dec.  1,  iO  a.m. fsr  ►  The  Confer- 
ence Board's  index  of  leading  indicators  likely 
rose  0.2%  in  October,  after  no  change  in 
either  August  or  September.  A  rebound  in 
stock  prices  helped  to  lift  the  index. 

NEW  HOME  SALES 

Wednesday,  Dec.  2,  10  a.m. est  ►  New  sin- 
gle-famiily  homes  probably  sold  at  an  annu- 
al rate  of  840,000  in  October.  If  so,  that 
would  be  the  first  rise  in  sales  since  June. 
In  September,  home  buying  slipped  1%,  to 
822,000  homes  purchased. 


EMPLOYMENT 

Friday,  Dec.  4,  8:30  a.m. est  ►  The  s&p 
MMS  median  forecast  expects  that  nonfarm 
payrolls  grew  by  a  solid  160,000  in  Novem- 
ber, following  a  116,000  increase  in  Octo- 
ber. However,  manufacturing  jobs  probably 
declined  by  another  22,000,  bringing  the 
total  number  of  factory  workers  laid  off  so 
far  in  1998  to  215,000.  November's  unem- 
ployment rate  is  expected  to  remain  at 
October's  4.6%  reading. 

FACTORY  INVENTORIES 

Friday,  Dec.  4,  10  a.m. est  >■  Manufactur- 
ers probably  increased  their  inventories  by 
a  small  0.2%  in  October,  after  seeing  no 
change  in  September. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbey  Camera  14 
ABC(DIS)  50 
ABNAmro  62 
Advanced  Micro  Devices 

(AMD)  103 
Adventure-16  66 
Alcatel  (ALA)  96 
Allstate  (ALL)  90 
Amazon  com  (AMZN)  26, 46,  92, 

116,122,134 
American  Basketball  League  136 
American  Movie  Classics  40 
American  Spoon  Foods  140 
America  Online  (AOL)  26,28,31, 

32, 46,50,134,150 
Armstrong's  140 
Ascend  Communications 

(ASND)  116 

Aspect  Development  (ASDV)  122 
AT&T(D  40,96,134 

B 


Bankers  Trust  (BT)  50 
Bank  ot  America  (BAG)  130 
Bank  of  Montreal  130 
Bank  of  Nova  Scotia  130 
Barilla  114 

Barnes  &  Noble  (BKS)  46 
Bell  Laboratories  (LU)  96 
Berliner  Bank  110 
Best  Buy  (BBY)  14,58 
BHF-Bank  110 
Biomira  (BIOMF)  134 
Blair  (William)  26 
Boeing  (BA)  10,92 
BowWow  House  143 
Bravo  40 

Bread  &  Circus  (WFMI)  79 
BT  Alex  Brown  (BT)  58,103 
Burdick  (Larrv)  140 
Byron  Preiss  Multimedia  143 


Cable  &  Wireless  (CWP)  96 
Cablevision  Systems  (CVC)  40 
Callaway  (ELY)  14 
Canon  14 
Cendant  (CD)  46 
Cliase  Manhattan  (CMB)  110, 
130 

Chicago  Bulls  136 
Chnstian  &  Timbers  8 
Chumbo  14 
CIBC  50,130 
Ciena  (CIEN)  96 
Citigroup  (CCD  10, 116, 130 
Coca-Cola  (KG)  138 
Compaq  Computer  (CPQ)  26,  58, 
103,150 

CompuServe  (AOL)  26,28 
Conference  Board  22,  23, 147 
Coral  Ventures  134 
Con'ections  Corp  of  America 
(CCA)  6 

Costco  (COST)  66 
Cowen(SG  )  40,103 
Creative  Artists  Agency  42 
Credit  Suisse  First  Boston  110 
Crutchfieid  14 


Dallas  Mavericks  136 

DataLink  Systems  138 

Dataquest  103 

Dell  Computer  (DELL)  150 

Deutsche  Bank  50 

Digital  Equipment  (CPQ)  122 

DresdnerBank  110 


Eagle  Optoelectronics  96 
EarthLink  Network  (ELNK)  134 
Edwards  (A  G )  (AGE)  54, 58 
Enron  (ENE)  8, 50 
Ericsson  (ERICY)  96 
Everen  Secunties  134 
Excite  (XGIT)  14, 150 


FactoryMall  14 

FAO  Schwarz  14 

Federal  Express  (FDX)  50,  72 

Fiat(FIA)  114 

First  Capital  Group  124 

Foot  Locker (Z)  66 

Ford(F)  26,54,101 

Forrester  Research  (FORR)  26, 46 

Fox  Entertainment  (NWS)  40 

Fran's  Chocolates  140 

Fresh  Fields  (WFMI)  79 

Fujitsu  96 


Gap  (GPS)  72 
General  Motors  (GM)  124 
GenoveseDrug(GDX  A)  50 
GeoPartners  26 
Giant  46 

Goldman  Sachs  124 


Hambrecht  &  Quist  (HQ)  8, 26 
HarmanKardon  10 
Harpo  Entertainment  50 
Hartford  Whalers  38 
Hewlett-Packard  (HWP)  26,31, 
58, 103  116 

Hicks  Muse  Tate  &  Furst  50 
Honda  (HMO  108 


IBM  (IBM)  26,31,58,96,103, 
116, 122 
ICQ  28 

Indian  Tobacco  116 
Infosys  116 
INGBanngs  108 
Insight  Research  96 
Intel  (INTO  31,103,116,138 
International  Data  103 
International  Paper  (IP)  50 
IXC  Communications  (IIXC)  96 


Jango  14 
J  Crew  72 

Jonathan  White's  Egg  Farm  140 
Junglee  (AMZN)  14, 122 
Jupiter  Communications  26 
JVC  10 

K 


Lucent  Technologies  (LU)  96 
Lukoil  (LUKOV)  110 

M 


Kleiner  Per1(ins  Caufield  &  Byers  8 
Kmart  (KMT)  58 
Knowledge  Adventure  143 


Lands'  End  (LE)  72 

Learning  Co  aLO  143 

Le  Francais  Chocolate  140 

Lehman  Brothers  (LEH)  50 

Level  3  Communications  (LVLT)  96 

Liberty  Media  Group  (LBTYA)  40 

LightPath  Technologies  96 

Livent  (LVNTF)  40,42 

L  L  Bean  72 

Loan  Pricing  110 

LordAbbett  66 

Los  Angeles  Lakers  136 

Loveless  Motel  140 


Madison  Square  Garden  40 
Marriott  International  (MAR)  6 
Matsushita  Electronics  10 
MBNA(KRB)  130 
McGraw-Hill  (MHP)  116,138,147 
MCI  WorldCom  (WCOM)  26,  50, 
134 

McKinsey  6, 106, 116 
Mercer  Management 

Consulting  26 
Merck  (MRK)  50 
Merrill  Lynch  (MER)  40,124 
MicraDesign  Resources  103 
Microsoft  (MSFT)  10,14,26,31, 

32,90,  92,138,150 
Millers,  Lents  110 
Monsanto  (MTC)  50 
Moody's  Investors  Service 

(DNB)  10, 106 

Moonshine  Mountaineering  68 
Morgan  Stanley  Dean  Witter 
(MWD)  66, 124, 134 
Morningstar  138 
Motorola  (MOT)  138 
Mrs  Gooch's  (WFMI)  79 
mySimon  14 

N 


National  Semiconductor 
(NSM)  103 

NationsBanc  Montgomery 
Securities  (NB)  103 
NBA  136 
NBC  (GE)  40 

NCM  Capital  Management  58 
NEC(NIPNY)  108 
Net  Grocer  46 
Netscape  Communications 
(NSCP)  26,31,32,134,150 
New  England  Patnots  38 
New  York  Knicks  40 
New  Yori<  Rangers  40 
New  York  Yankees  40 
NexGen  116 
NFL  38,135,136 
NHL  38, 136 
Nickelodeon  (VIA  B)  50 
Nintendo  (NIDOY)  108 
Nobody  Beats  the  Wiz  40 
Nomadics  101 

Nordstrom  (NQBE)  46,  54,  66 
NorthEast  OpticNetworti  96 
Northern  Telecom  (NT)  96 
North  Face  (TNFI)  66,68 
Novartis  101 
Novell  (NOVL)  50, 116 


Office  Depot  (ODP)  62, 58 
OfficeMax  (OMX)  62,58 
OnCart  46 
Oxygen  Media  50 


Pacific  Gas  &  Electric  (PCG)  90 

Packard  Bell  NEC  58 

PaineWebber  (PWJ)  54, 124 

Paica  (Margaret)  140 

Patagonia  68 

PC  Data  103 

Peapod (PPOD)  46 

Pearson  50 

Penney  (J  C  )  (JCP)  50 

Pfizer  (PFE)  50 

Philip  Moms  (MO  34 

Pioneer  10 

Pirelli  96, 114 

Porto  Rico  Importing  140 

Pricewaterhouse  Coopers  1 1 0 

Provident  (PVT)  50 

Prudential  Securities  124 

Putnam  Investments  124 


Quarterdeck  (QDEK)  138 
Qwest  Communications 
(QWST)  96 


Rainbow  Media  40 
Recreational  Equipment  (RE 
Reliance  Telecom  116 
Rhythms  NetConnections  8 
RJR  Nabisco  (RN)  34 
Royal  Ahold  46 
Royal  Bank  of  Canada  130 
Royal  Philips  Electronics 
(PHO  116 

Russ  &  Daughters  140 
S 


Sakson  &  Taylor  92 
Salomon  Smith  Barney  (CGI 
Sangstat  Medical  101 
Shaho  Jones  Direct  72 
ShopLink  46 
Simon  &  Schuster  50 
SkyTel  Communications 

(SKTL)  138 
Smurtit-Stone  Container  51 
Societe  Generale  110 
Sony(SNE)  14,42,108 
Southwest  Airtines  (LUV)  6 
SpectraCode  101 
Sportago  68 
Sprint  (FON)  134 
Standard  &  Poor's  (MHP)  1 

124,147 

Staples  (SPLS)  62,58 
Starbucks  (SBUX)  138,14 
State  Farm  Insurance  54 
State  Street  Research  62 
Stop  &  Shop  46 
Streamline  46 
Sun  Microsystems  (SUNVfl 
32,116,150 
Symantec  (SYMC)  138 


Tatalnfotech  116 
Tatneft(TNT)  110 
Telebras  114 
Tele-Communications 
aCOMA)  40,  50 
Terex(TEX)  134 
Texas  Instruments  (TXN) 
Thomson  10 
3M(MMM)  124 
Time  Warner  (TWO  90 
Toltek  138 

Toronto-Dominion  Bank  ' 
Toys 'R' Us  aOY)  138 

U 


iSi 


ISI 


UltraTech  Products  8 
Union  Camp  (UC)  50 
United  Financial  Group 
Unum(UNM)  50 
Upper  Cmsi  B 
US  Airways  (U)  116 
USWest(USW)  8 

V 


Value  Line  138 
Viacom  (VIA.B)  50 
VideoLogic  Group  108 
Visteon  Automotive  Systei 

W 


Wal-Mart  Stores  (WMT)  4 
Walt  Disney  (DIS)  26,42 
West  Merchant  Bank  111 
Whole  Foods  Martlet  (WF^ 
79 

Wild  Oats  mms  (OATS; 
Wolf  Camera  14 
WolfeTech  138 
Woolf  Associates  38 
WSL  Mart^eting  72 


Yahoo!  (YHOO)  14, 26, 
Z 


Zenith  Electronics  10 
Zingerman's  Deli  140 
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(  BERLIN -  IT^S  JUST  } 

(  ONE  SMALL  step) 
FOR  YOUR  BUSINESS... 


...  but  one  giant  leap  for  your  business 
opporttinities.  Not  only  does  Gernnany's 

capital  city  provijl,e  all  the  modern 
business  amenities  ybg'd  expect  -  it's  also 

undergoing  a  massive  rejuvenation, 
which  itself  offers  a  pioneering  business 
potential  not  found  in  other  world  capitals. 

Link  that  to  our  unique  geographic 
location  -  just  over  40  Autobahn  rriiles  from 
the  rapidly  expanding  markets  of  Central 
and  Eastern  Europe  -  and  you 
end  up  with  an  astronomical  potential 
foryourbusiness.Socomeandjoinusin  ' 
Berlin. Berlin  Economic  Develofiment 
Corporation.  Fax: +49  (30)  399  80-239,  ' 
:  e-mail:  info@wf-berlin.de,  Interneil: 
V  http://wwtw.berlin.de 
jYour  Gateway! to       1^      -m  !• 


ivestment  Figures  of  the  Week 


%  change 


&P  soo 

V.    May    Nov.  Nov.  19-24 


-  1200 

"1182.99 

-  1170 


1155 


week  change  1  -week  change 
4.4%  +3.4% 


IMENTARY 

bull  made  a  return  ap- 
■ance,  with  U.  S.  stocks 
;ing  to  all-time  tiighs.  The 
Jones  industrial  average 
bed  215  points  on  Nov. 
rising  to  9374 — smash- 
the  previous  record  oet  on 
17.  A  spate  of  takeovers, 
iding  Deutsche  Bank's 
ement  to  buy  Bankers 
t,  fueled  the  market  rally, 
net  stocks  were  particu- 

strong,  aided  by  America 
le's  merger  talks  with 
cape.  Stocks  gave  back 
i  of  their  gains  on  Nov. 
5onds  and  the  dollar 

strong. 


U.S.  MARKETS 

Latest 

Week 

Year 

DoMT  Jones  Industrials 

9301.2 

2.9 

19.1 

NASDAQ  Combined  Composite 

1965.9 

3.6 

23.7 

S&P  MidCap  400 

355.9 

1.2 

11.3 

S&P  SmallCap  600 

166.6 

2.5 

-5.6 

S&P  SuperComposite  1500 

248.8 

3.2 

21.9 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

419.1 

4.3 

42.2 

S&P  Financials 

131.4 

5.7 

16.8 

S&P  Utilities 

258.2 

0.6 

17.7 

402  9 

3.7 

33.9 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5798.3 

5.9 

19.2 

Frankfurt  (DAX) 

4958.8 

5.5 

28.8 

Tokyo  (NIKKEI  225) 

15,164.6 

3.9 

-4.4 

Hong  Kong  (Hang  Seng) 

10,851.7 

6.2 

5.1 

Toronto (TSE  300) 

6570.3 

3.6 

-0.9 

Mexico  City  (IPC) 

4032.2 

-0.7 

-15.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1 .32  % 

1.40% 

1.61% 

S&P  500  P/E  Ratio  (Last12mos 

)  30.8 

29.5 

23.9 

S&P  500  P/E  Ratio  (Next12mDS 

)*  23.2 

22.2 

18.7 

First  Call  Earnings  Revision* 

-4.03  % 

^.35  % 

-0.98% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1086.7 

1083.6 

Positive 

Stocks  above  200-day  average 

37.0% 

32.0% 

Positive 

Options:  Put/call  ratio 

0.46 

0.54 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

0.62 

0.52 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Data:  Bloomberg  Financial  Markets;  *Flrst  Call  Corp. 


Invest.  Banking/Brkrge. 
HMOs 

Semiconductors 
Transportation  Services 
Communications  Equip. 


34.5  Communications  Equip.  77.5 

26.9  Genl.  Merchandise  Chains  66.3 

26.5  Specialty  Appar.  Retailers  65.4 

24.1  Drugs  61.5 

22.7  Automobiles  59.5 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling 
Oil  Exploration  &  Prod. 
Oil-Weil  Equip.  &  Svcs. 
Domestic  Oil 
Pollution  Control 


-17.0 
-6.8 
-3.5 
-1.8 
-1.1 


Oil  &  Gas  Drilling 
Oil-Weil  Equip.  &  Svcs. 
Leisure  Time 
Oil  Exploration  &  Prod. 
Machine  Tools 


-61.2 
-35.6 
-34.7 
-32.1 
-31.1 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

AT&T 

63^/8 

-% 

Apple  Computer 

36 '74 

-l^'lB 

Telefonos  de  Mexico-ADR 

50 'A 

-3/4 

BEA  Systems 

13^/4 

-5V4 

Lockheed  Martin 

108% 

-2'Vl6 

Chevron 

80^16 

-Vs 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

65'/8 

3% 

Cisco  Systems 

76^16 

14'^t6 

MCI  WorldCom 

58^16 

5 '^16 

Amazon.com 

218 

96^16 

Biogen 

82% 

I2V4 

Inktomi 

146% 

61% 

REST  RATES 


EASURY  BOND  INDEX 

May    Nov.  Nov.  19-24 


-1707.95 
- 1700 


;ek  change        1-week  change 
-0.1% 

Ij  loomberg  Financial  Markets 


AL  FUNDS 


li  MO"       U  S.  Divefsilied  BSi  All  Equity 
otal  return         52-week  total  return 


ornlngstar,  Inc. 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.80 

4.83 

5.18 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.61 

4.42 

5.23 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MDNTH  BANK  CDS 

4.47 

4.47 

5.20 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.59 

4.52 

5.49 

GENERAL  OBLIGATIONS 

4.17% 

4.19% 

4.84% 

4.86% 

10-YEAR  TREASURY  NOTES 

4.83 

4.87 

5.82 

PERCENT  OF  TREASURIES 

86.38 

86.33 

92.96 

92.41 

30-YEAR  TREASURY  BONDS 

5.21 

5.30 

6.01 

TAXABLE  EQUIVALENT 

6.04 

6.07 

7.01 

7.04 

LONG-TERM  AA  INDUSTRIALS 

6.15 

6.28 

6.55 

INSURED  REVENUE  BONDS 

4.29 

4.31 

5.08 

5.10 

LONG-TERM  BBB  INDUSTRIALS  7.08 

7.27 

6.97 

PERCENT  OF  TREASURIES 

88.87 

88.80 

97.57 

96.97 

LONG-TERM  AA  TELEPHONES 

6.51 

6.59 

6.96 

TAXABLE  EQUIVALENT 

6.22 

6.25 

7.36 

7.39 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Amerindo  Technology  D 

42.9 

ProFunds  Ultrashort  OTCInv. 

-26.3 

Technology 

19.1 

Natural  Resources 

-0.9 

ProFunds  UltraOTC  Investor 

33.2 

ProFunds  UltraBear  Serv. 

-18.6 

Communications 

14.8 

Real  Estate 

1.9 

Munder  NetNet  B 

31.5 

Fidelity  Sel.  Energy  Serv. 

-16.5 

Mid-cap  Growth 

12.8 

International  Hybrid 

3.9 

Matthews  Korea  A 

27.1 

Rydex  Energy  Svcs.  Inv. 

-16.2 

Large-cap  Growth 

12.6 

Utilities 

5.4 

TCW/DW  Mid-Cap  Equity  D 

25.8 

Oppenheimer  Real  Asset  C 

-14.4 

Latin  America 

12.2 

Domestic  Hybrid 

5.8 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Amerindo  Technology  D 
Transamerica  Aggr.  Gr.  Inv, 
Flag  Investors  Commons.  A 
Dreyfus  Technology  Growth 
Northern  Technology 


65.6  Lexington  Troika  Russia  -82.0 

63.2  Eaton  Vance  Wwde.Dv.  Res.  B^9.4 

58.5  Frontier  Equity  -48.0 

58.8  Dreyfus  Aggressive  Growth  -47.5 

54.0  Fidelity  Sel.  Energy  Serv.  -47.0 


Communications  29.0  latin  America  -27.5 

Large-cap  Grovrth  24.3  Natural  Resources  -25.4 

Utilities  20.0  Diversified  Emerging  Mkts.  -24.3 

Technology  20.0  Pacific/Asia  ex-Japan  -16.1 

Large-cap  Blend  I8.6  Real  Estate  -14.4 


5  as  of  market  close  Tuesday,  Nov.  24,  1998,  unless  ottierwise  indicated.  Industry  groups 
iP  500  companies  only.  Fundamentals,  tectinlcal  indicators,  Bloomberg  money  flow  analy- 


sis, and  mutual  fund  returns  are  as  of  Nov.  23.  For  a  more  detailed  explanation,  write  to  us  or  E- 
mail  figures@businessweek.com,  NA=Not  available  **Vanguard  Index  500  Fund 


Editorials 


AN  ERA  OF  UTTER  UNPREDICTARILITY 


Can  an  entire  nation  get  whiplash?  You  bet.  Just  look 
around.  In  the  flash  of  a  few  months,  the  stock  market 
goes  from  euphoria  to  panic  back  to  euphoria  again,  taking 
millions  along  for  the  angst-ridden  ride.  One  day,  there's  a 
liquidity  crisis.  The  next  moment,  companies  are  asking, 
"What  credit  crunch?"  In  September,  the  President  looks  like 
he  might  be  impeached.  By  November,  Newt  Gingiich  is  out 
on  his  butt.  TV  pundits  predict  a  major  sweep  for  Republi- 
cans in  Congressional  elections.  Voters  prove  them  hope- 
lessly wrong.  In  the  fall,  America  appeai'ed  to  be  enteiing  an 
Age  of  Uncertainty!  As  the  countdown  for  yearend  1998 
begins,  it  is  clear  that  the  U.  S.  is  really  in  an  Era  of  Utter 
Unpredictability. 

What's  so  confusing?  Take  your  pick.  The  stock  market 
hits  new  highs  in  July  and  then  drops  1,800  points  just 
like  that.  Everyone  is  shouting  "Sell!  Sell!"  because  there's 
a  meltdown  in  the  financial  system.  But  it  turns  out  there  is- 
n't. Spreads  open  and  capital  markets  choke,  but  banks 
pick  up  the  slack  and  loans  keep  flowing.  No  crisis.  So  the 
market  switches  gears  and  levitates  up  to  a  record  high  in 
the  space  of  seven  weeks.  Wait  a  minute.  Don't  stock  prices 
depend  on  profits?  Yet  the  Commerce  Dept.  reports  that 
aftertax  corporate  profits  are  down  for  three  quarters  run- 
ning. But  ai'e  they?  Grab  a  calculator,  check  the  stats,  and  it 
turns  out  that  the  median  company  in  the  s&P  500  index  ac- 
tually reported  a  nice  9%  year-over-year  gain  in  the  third 
quarter  (page  122).  So  the  market  isn't  crazy,  right? 
Whiplash. 

Want  more?  Take  mergers  and  acquisitions.  They  were 
supposed  to  be  dead.  The  cycle  was  over.  There  wasn't  any 


financing  left.  Then  came  Merger  Monday.  No  sooner  hadj 
window  of  opportunity  opened  again,  with  the  Dow  Jonesj 
dustrial  average  blasting  into  new  ten-itoiy,  than  mergen| 
taling  more  than  $42  billion  poiu-ed  through  in  a  single 
Some  22  companies  said  that  they  were  talking  about 
ting  together  in  some  fashion,  and  a  record  10  deals! 
ceeded  $1  bilHon.  Whiplash.  ' 

Or  consider  Asia.  It  is  supposed  to  be  in  a  deflationai-jft 
cession  so  bad  it's  the  closest  thing  to  the  Great  Depresi 
Conventional  vdsdom  holds  that  nothing  can  be  done  i| 
Japan  puUs  itself  out  of  eight  years  of  stagnation.  China  if 
the  verge  of  devaluing,  making  matters  worse.  Forget  a| 
it.  Word  is  that  Asia  has  mii-aculously  "bottomed,"  witi 
any  help  from  Japan.  Exports  are  up,  manufacturing  is  rij 
the  Hang  Seng  and  other  Asian  stock  markets  are  buoAl 
China  never  stopped  gi-owing.  The  Asian  Depression?! 
over.  Wliiplash.  I 

The  U.  S.  is  an  even  greater  surprise.  Economic  gr( 
was  supposed  to  be  slowing  down  by  now.  Asia,  invenU 
credit  cnmch,  the  doUai" — take  your  pick  for  a  reason  wl 
isn't  happening.  Third-quarter  gross  domestic  product 
in  at  a  galloping  3.9%,  practically  double  the  conse 
forecast  of  2.2%  at  the  beginning  of  the  quarter.  Anc 
fourth  quarter  is  looking  pretty  good,  too.  Where  ar 
those  tired  consumers,  all  spent  out,  in  hock,  and  reac 
call  it  quits?  They're  in  the  stores  buying  up  a  storm, 
py  as  clams.  Whiplash. 

In  unpredictable  times  such  as  these,  today's  opti 
may  be  just  as  fleeting  as  yesterday's  pessimism.  The 
sensible  stance  is  caution.  And  humility. 


THE  MICROSOFT  FACTOR 


As  the  government's  antitmst  case  against  Microsoft  Coip. 
proceeds  in  Washington,  the  Internet  may  already  be 
undermining  the  company's  dominance.  A  strong  stock  market 
is  providing  the  means  to  finance  a  series  of  deals  that  is 
changing  the  stixictm-e  of  the  Net,  the  latest  involving  Amer- 
ica Online,  Netscape  Communications,  and  Sun  Microsystems. 

Just  a  short  time  ago,  the  Net  appeared  to  be  locking  up. 
Eveiywhere  on  the  Net,  Microsoft  appeared  to  be  leveraging 
its  90%  shai"e  of  the  operating-system  market  into  controlling 
other  businesses.  No  longer  In  recent  months,  Compaq  and 
Dell  have  decided  to  take  control  of  their  own  "first  boot" 
screens  and  now  channel  consumers  to  their  portal  partners, 
such  as  Excite.  Computer  makers  are  designing  PCs  with 
specific  buttons  that  channel  consumers  directly  into  their 
partners'  Web  sites.  Net  sei'vice  providers,  for  their  part,  feel 
freer  to  offer  both  Netscape  and  Explorer  browsers  and  a  va- 
riety of  content  (page  26). 

In  the  space  of  a  year  or  so,  the  Net  landscape  has  become 


more  open,  more  dynamic,  and  more  competitive.  The 
Netscape  Communications-Sun  Microsystems  deal  highligh 
change.  The  combo  vriU  give  Microsoft  and  others  strong 
petition  in  the  booming  field  of  electronic  commerce,  ex{ 
to  reach  $3.5  trilhon  by  2002,  as  well  as  in  new  media 
competitive  prospects  for  both  Netscape's  browser  and  u 
Java  software  programming  language  ai'e  much  improvij 
Sometliing  has  changed  in  the  liigh-tech  Zeitgeist.  Cer 
new  technology  and  ex-panding  mai'kets  on  the  Net  are  p 
the  exjjlanation.  But  the  entire  comjDetitive  environment  h\ 
technology  may  also  be  improving  thanks  to  the  Mic^s 
case,  emboldening  rivals  to  compete  and  innovate  whc 
feai'  of  retribution.  Too  many  PC  makers  and  Internet  s^v 
providers  have  broken  free  to  wheel  and  deal  and  mi' 
since  Justice  launched  the  case  to  believe  it  is  simply  n 
dence.  Sihcon  Valley  mavens,  forced  to  air  theu*  giievn 
against  Microsoft  after  years  of  private  complaint,  now  ;  ] 
emboldened  to  act. 


I 


Paradox: 


$20,495 


t's  tough  to  categorize  the  1999  Dodge  Intrepid.  On  the  one  hand,  it  has  a  lease  rate  tluit's  lean  and  a  price  tag 
hat's  mid-size.  Yet  Intrepid  offers  so  much  interior  space  that  it's  officially  recognized  as  a  large  car  by  the  EPA. 
ts  standard  aluminum  engine  delivers  a  stingy  EPA  estimated  nipg  of  21  city,  30  highw  ay,  yet  it  generates  a  stout 
)0  horsepower  That's  more  power  per  liter  than  any  regular-fuel  V-6  engine  available  today.  And  while  Intrepid's 
ride  is  supple,  its  handling  is  crisp  and  controlled.  Large  car  mid-size  car  fanuly  car  luxury  car  sports  sedan. 
That's  not  a  parado.x.  it's  an  Intrepid.  Dodge  Intrepid.  We're  changing  everything.  Again. 

Intrepid  ^  The  New  Dodge 

800-4-A-DODGE  or  wwwAadodge.com 


*Basc'  MSRP  excludes  tax.  Cohir  shown  '^2(10  extra.  Alnaxs  use  seat  hells.  Reiiieuibei a  haekseat  is  the  \aje\t  pUu  e  l<:r  cliiltlieu 
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The 

world's  largest  computer 
maker  is  you-know-who.  And  now 
W    you  know  another  leader,  too.  That's 

right,  Fujitsu.  (pWe're  a  global  maker  of 
everything  from  tablet,  notebook  and  desktop 
'Cs  to  workstations,  servers,  supercomputers  and 
)ftware.cPWe  also  make  a  full  line  of  computer 
sripherals  including  high  capacity  disk  drives, 
agneto-optical  removable  storage,  tape  cartridge 
ack-up  systems,  high  volume  document  scanners 
3nd  workhorse  printers. cP  Why  are  we  telling  you 
this?  Because  we  fully  expect  you'll  be  seeing 
more  and  more  of  our  products  in  your 
business.  And  when  you  do,  we 
p     don't  want  you  to  wonder, 
^'  "Fujitsu  who?" 


I' 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 
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PAPER  PLAYS 

NOT  BANKING  ON 
BANKRUPTCY-YET 

here's  another  pos- 
sible way  to  make 
money  on  financial 
disaster.  It's  thi' 
Qiiaiterly  Bankiupl 
cy  Index  futures 
contract,  a  security 
whose  value  is  based  on 
the  nmiiber  of  bankiaiptcy  fil- 
ings by  U.  S.  consumers.  De- 
signed as  a  hedge  against 
loan  losses  by  credit-card  is- 
suers, finance  companies,  and 
the  like,  qri  was  introduced 
at  the  Chicago  Mercantile 
Exchange  on  Nov.  3.  But  de- 
spite record  levels  of  con- 
sumer banki-uptcy,  not  a  sin- 
gle contract  had  been  traded 
by  early  December. 

Not  that  the  big  boys  are 


against  dealing  in  John  Q. 
Public's  economic  failure.  It's 
just  that  as  with  most  new 
futures  contracts,  no  one 
wants  to  be  the  fii'st  to 
.  set  a  price  on  it.  "This 
^  is  cutting-edge  stuff," 
says  David  Willey, 
treasurer  for  credit- 
;:ard  issuer  Capital 
}\  ( )ne  Financial,  which 
Iped  develop  i^Bi 
with  the  Merc.  "It's  go- 
ing to  take  a  while  to  build 
up  steam." 

QBi  works  because  bank- 
ruptcies correlate  liighly  with 
badly  overdue  consumer 
loans.  Since  the  contract  goes 
up  in  value  as  bankiiiptcies 
rise,  lenders  can  offset  loan 
losses.  The  caveat:  Congress 
may  make  declaring  bank- 
ruptcy tougher.  That  would 
wreak  havoc  with  valuing 
the  qPA.    Andrew  Osterland 


UNION  DUES 

GRAB  STUDENTS  VS. 
CALIFORNIA 

the  mi<;hty  university  of 
California  may  soon  be  para- 
lyzed by  striking  grad  stu- 
dents. On  Dec.  1,  9,000  grad- 
uate teaching  assistants  at 
eight  \jc  campuses  mounted 
their  first  systemwide  walk- 
out, mainly  aimed  at  gaining 
recognition  for  their  union. 

Grad  students,  who  con- 
duct about  60%  of  under- 
graduate instruction,  have 
mounted  unsuccessful  strikes 
at  individual  l'( '  camj^uses  be- 
fore. But  this  is  the  fu'st  co- 
ordinated strike  across  the 
state. 

If  the  walkout  succeeds,  it 
will  be  a  major  blow  to  the 
university,  which  has  waged  a 
legal  battle  against  effoils  by 
the  students  to  luiionize  since 
1983.  The  university  says  it 
refuses  to  recognize  the 
union,  which  is  affiliated  with 
the  United  Auto  Workers, 
because  its  members  are  pri- 
marily students,  not  employ- 


WALKOUT:  Sfdfe/ride  »tnke 

ees.  But  other  gi'ad-student 
unions  have  recently  won 
bargaining  rights  at  the  Uni- 
versities of  Massachusetts, 
Iowa,  and  Kansas. 

Beyond  the  issue  of  union 
recognition,  Ricardo  Ochoa, 
president  of  the  union's 
Berkeley  local,  notes  that  the 
academics  walking  the  line 
basically  want  the  same  thing 
tliat  other  workers  want:  bet- 
ter working  conditions  and 
more  money.  Aaron  Bemsfeui 


TALK  SHOW  UMaybe  you  joined  the  company  becaustt 
was  a  cool  company.  We  are  not  changing  any  of  that  " 

— A  m  erica  Online  CEO  Steve  Case  reassuring  Netscape 
employees,  now  that  Netscape  will  be  a  division  of  AOL 


PROFIT  &  GLOSS 

A  PENNY  EARNED 
IS  A  PENNY  FUDGED? 

WANT  MORE  EVIDENCE  THAT 

investors  aren't  getting  the 
straight  dope  from  companies 
about  earnings?  In  a  study 
of  tliiixl-quai-ter  results  at  632 
companies,  with  per-shai"e  re- 
sults ranging  from  a  9(2  loss 
to  a  9(2  profit,  Mark 
Nigrini,  an  account- 
ing professor  at 
Southern  Methodist 
University,  found  a 
pattern  showing 
that  some  compa-  -0.01 
nies  may  be  "mas-  0.00 
saging"  earnings.  ^q.OI 

Among  those  632, 
all  chosen  for  their 
low  earnings-per-share  post- 
ings, 57  reported  earnings  of 
1(2  per  share — more  reports 
than  any  other  figure,  profit 
or  loss.  And  far  more  than 
reports  of  a  penny-a-share 


ONE  CENT 
PER  SHARE  IS  THE 
MAfllC  NUMBER 


EPS 


DATA:  MJ.  NIGRINI 


loss  (only  16)  or  a  brea 
(24).  Nigrini  says  th; 
accident.  "Companies 
don't  want  to  report  a 
he  notes,  adding  that 
is  a  huge  stigma  for  ii 
itability.  So  companie: 
stretch  the  rules  to  s 
profit — even  if  it's  only 
ny  per  share. 

Stretching  is  easic 
larger  companies,  whic 
tweak  such  it( 
provisions  fn 
debts  or  obsol 
inventory.  0 
Nigiini's  big  i  ri 
per-share  com]t 
Teradyne,  li 
major  write-o 
quarterly  sa  I 
$335  million. 
CFO  Jeffrey  I 
kiss  says  that  while 
judgments  are  alwa,\ 
volved  in  making  pro\ 
the  company  had  not  cli . 
any  valuation  practices 
fluence  earnings. 


NO.  OF 
COMPANIES 


16 
24 
57 


SHOW  BIZ 


THE  NEXT  SPIELBERG  MAY  BE  IN  THE  ARCillf 


NEVER  MIND  "LIGHTS,  CAM- 

era,  action!"  How  about 
"Chip,  monitor,  joystick!"  Tlie 
fast  route  to  an  Oscar  may 
not  be  film  school  but  a 
GameBoy.  OT  Interactive, 
best  known  for  its  hit  game 
Duke  Niikein  S-D,  is  submit- 
ting another  game,  Oddworld: 
Abe's  Exoddus.  for  an  Acad- 
emy Award.  The  category  is 
animated  short.  As  far  as  the 
Academy  of  Motion  Picture 
Arts  &  Sciences  knows,  it's 
the  first  time  a  video 
game  has  vied  for  an 
honor  usually  reserve( 
for  movies. 

The  game  tells  the 
stoiy  of  Abe,  a  lizard- 
faced  creature 
who  tries  to 
shut  down  a 


ABE: 

Thank- 
ijou 

speech ? 


brewery  that  has  en.- 
his  people.  It  was  des 
by  software  developei 
world  Inhabitants,  whu 
designers  animated  thn. 
lar  bears  in  the  Coca 
ads.  "When  they  pieci 
gether  all  of  the  ftiU-n  i. 
videos,  they  said,  'Lo.: 
this.    It    has  high-(|i 
graphics,  it  has  a  gi  i 
stoiy  fine.  It's  like  a  m . 
says  GT  spokesman  Dan  . 
nett.  So  GT  decided  to  j. 
the  gold,  transfeniii  ' 
story  to  a  film,  ^ 
then  played  for 
days  at  a  Los 
es  theater  tn 
Oscar-nomin 
requirements, 
now  says  other  o 
ware  devt  ! 
are  inti 
ed   ill ': 
Oscar  f 

Fin-' 
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THE  GLOBAL  ECONOMY 

HOLDING  THE  FRIES- 
ATTHE  BORDER 

YOUR    STOMACH  STARTS 

growling  and  you  want  a 
quick  fix,  so  you  head  to  the 
nearest  Golden  Arches  for  a 
Big  Mac  and  . . .  rice? 

Rice  is  what  you'll  proba- 
bly end  up  with  these  days  if 
your  local  Mickey  D's  is  in 
Indonesia.  With  the  collapse 
of  the  rupiah  over  the  past 
year,  potatoes,  the  only  in- 
gi'edient  McDonald's  imports 
to  the  island  nation,  have 
quintupled  in  price.  That 


means  rice  is  tm'ning  up  with 
increasing  frequency  as  an  al- 
ternative to  the  french  fry. 
In  September,  McDonald's  in- 
troduced a  rice  and  eggs  dish, 
and  its  value  meals  now  con- 
sist of  just  chicken  and  a 
N  drink — but  no  taters.  It's 
not  hard  to  fathom  why 
flies  ai'e  an  endangered  menu 
item  says  Jack  Greenberg, 
CEO  of  McDonald's:  "No  one 
can  afford  them." 

The  company  has  long  tai- 
lored menus  at  its  24,000 
worldwide  restaurants  to  lo- 
cal tastes,  though  not  out  of 
economic  distress.  In  other 
Asian  markets,  weakened 
currencies  have  made  it 
cheaper  to  build  new  outlets: 
2,000  ai'e  anticipated  over  the 
next  three  years.  But  In- 
donesia's situation  is  so  dis- 
asti'ous,  says  Greenberg,  that 
McDonald's  will  close  30  of 
its  100  stores  there.  Even  foi' 
Mickey  D's,  that's  still  hard 
to  swallow.  David  Leonhardt 


GETTING  AND  SPENDING 


LIFT  TICKETS  THAT  DEFY  GRAVITY 


STRAP    (JN    THOSE  HRIKO 

goggles  and  Strolz  ski  boots 
at  your  peril:  The  price  hike 
this  winter  for  a  peak-season, 
one-dav  lift  ticket  is  steeper 
than  the  Rockies.  Achmg  tor 


ROCKY  MOUNTAIN  HIGH:  Cost 


the  slopes  of  Vail?  Expect  a 
9%  increase,  from  last  year's 
$56,  to  $61.  Hoping  to  touch 
the  sky  at  Heavenly,  in  Cal- 
ifornia? That's  a  6%  rise,  to 
$52,  while  out  east.  Killing- 
ton,  Vt.,  is  up  4%,  to  $52.  Tel- 
luride,  Colo.,  has  risen  A%,  to 
$55.  And  Aspen?  The  resort 
won't  even  divulge  its  top 
day  rate  by  phone.  Maybe  it's 
embarrassed. 


Skiers,  meanwhile,  are  re- 
acting icily  to  the  increases. 
Inflation,  they  note,  is  only 
1.5%.  But,  then,  as  Ski  mag- 
azine's editor,  Andrew  Big- 
ford,  says:  "Anybody  who 
buys  a  full-day, 
open-rate  lift  ticket 
is  an  idiot."  Desti- 
nation resorts  esti- 
mate that  only  10% 
of  skiers  do  this, 
and  the  numbers 
decline  each  year. 
Why?  Credit  naulti- 
ple-day  ticketing 
and  ski  resoits'  new 
"frequency"  cards,  which  re- 
ward skiers  for  using  credit 
cards  and  loading  up  on 
services  at  a  single  resort. 
The  industry  is  actively  try- 
ing "to  attract  people  of  all 
ages  and  incomes,"  Bigford 
points  out.  Besides,  he  says, 
compared  with  a  round  of 
golf  at  Pebble  Beach  ($175 
to  $225),  eight  hours  at  Vail 
is  a  steal.      Sandra  Dallas 


DRAWN  &  QUARTERED 


RETAIL  REVELRY 

BICYCLES  BUILT  FOR 
BARGAIN  HUNTERS 

HERE    COMES  DEFLATION 

down  the  chimney.  This  hol- 
iday season,  big  retailers  are 
offering  prime  kids'  gift 
material,  some  entry-level 
bicycles,  at  eye-poppingly 
low  prices.  That's  sure  to 
make  a  lot  of  pai'ents  hap- 
py— unless  mom  and  pop 
work  in  a  bicycle  factory. 

In  November,  Target 
Stores  advertised  bikes 
in  some  markets  for  as 
little  as  $38.  Then  Wal-Mart^ 
Stores  jumped  in,  cutting  the 
price  of  violet-and-pink  Sea 
Star  bikes  for  girls  and  the 
black-and-red  Rock-It  for 
boys  to  $37.88.  And  by  eariy 
December,  Kmart  had  low- 
ered prices  to  $34.99. 

Bikemakers  such  as  Mi- 
amisburg  (Ohio)-based  Huffy 


would  love  to  put  the 
on  shding  prices.  Bui 
face  a  flood  of  cheap 
Says   Assistant  Tre| 
Paul  Fisher:  "That's 
of  worldwide  excess 
ty."  So  Huffy  will 
more  than  1.5  millior 


this  year — up 
from  none  five  year| 
Those  imports  were  a 
tor  in  closing  its  plant 
na,  Oliio,  tliis  yeai",  whil 
about  1,000  jobs.  BikJ 
be  cheap,  but  theyl 
reach  consumers  witj 
cost.  Robert 


THE  BIG  PICTURE 


II 


THE  JOB-HUNTIN' BLUES 

Age  bias  is  still  a  fact  of  life  in  Coiporate  America.  A  s' 
of  35-to-60-year-old  job-seekers  showed  that  the  older 
were,  the  fewer  inteiviews  they  got,  and  the  longer  it 
them  to  find  a  job.  job  search  time 

PERCENT  INCREASE  BY 
AGE  COMPARED  TO  A 
35-T0-40-YEAR-0LD 


DATA 

EXEC-U-NET 


41-45  46-50  51-55  50-f 
SURVEY  OF  400  EXECUTIVES  PERC 


FOOTNOTES  Americans  who  cannot  remember  the  gifts  they  received  for  Christmas  last  year:  37% 


8  BUSINESS  WEEK  /  DECEMBER  14,  1998 


DATA:  PIPER  JAFt 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B,  Shepard 

MANAGING  EDITOR:  Mark  Morrison 

CHIEF  ECONOMIST:  Wiliiam  Wolman 

ASSISTANT  MANAGING  EDITORS: 

bdiah  Barllc-n,  Robert  J  Dowling.  G  David  Wallace 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E  Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media).  Frank  J,  Comes.  William 
GItisgall,  Rick  Green  (Enterprise),  Geoff  Lewis.  Paul  Raeburn.  Kathy 
Rebello,  Jane  A  Sasseen.  Giro  Scotti,  Lee  Walczak  (Washington), 
Elizabeth  Weiner,  Chris  Welles,  Seymour  Zucker 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS;  Robert  Barker,  Anthony  Bianco,  John  A,  Byrne.  Jeffrey 
M  Laderman,  Gene  G.  Marcial.  Karen  Pennar,  Otis  Port,  (3ary  Weiss 
ECONOMICS:  James  C.  Cooper  (Sr.  Economist/Bus.  Outlook  ed.). 
Kathleen  Madigan  Michael  J.  Mandel  (Economics  ed  ),  Peter  Coy. 
Gene  Koretz  (Trends  ed  )  Christopher  Farreil  (Contributing  ed.) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  ed.);  Rose  Brady 
(European  Edition  ed.);  Duane  E.  Anderson.  Pete  Engardio.  Joan 
Warner  iSr  news  eds );  John  Templeman  (Political  affairs).  Sheri  Prasso 
(Asia),  John  Pearson  (Latin  America);  Kerry  Capell  (Finance) 
ASSOCIATE  EDITORS:  Catherine  Arnst,  Aaron  Bernstein,  Dan  Beucke. 
Amy  Ounkm.  Neil  Gross,  Keith  H  Hammonds,  Kelley  Holland.  Larry 
Light,  Ira  Sager.  Leah  Nathans  Spiro.  Fred  Strasser,  Pat  Wechsler 
PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books;  Hardy  Green  Corporate  Finance;  Debra 
Sparks  Corporations:  Nanette  Byrnes  Enterprise:  Robin  D  Schatz 
Legal  Affairs;  Mike  France  Management;  Jennifer  Reingold  Marketing; 
Ellen  Neuborne  Media:  Richard  Siklos  Money  &  Banking;  Gary 
Silverman  People:  Eric  Schine  Personal  Business:  Edward  C  Baig 
Personal  Finance;  Toddi  Gutner  Scoreboards:  Frederick  F  Jespersen, 
Technology  Strategies:  Marcia  Stepanek  Telecommunications:  Peter 
FJstroni  Up  Front:  Robert  McNatt 

STAFF  EDITORS:  Heather  Green,  Ellen  Licking,  Joan  deck,  Edith  Updike 
COPY  EDITORS;  f'rudence  Crowther,  Harry  Maurer  (Deputy  chiefs);  Marc 
Miller.  Jim  Taibi  (Asst  chiefs).  Tim  Belknap.  Aleta  Davies.  Jack  Robbins. 
Doug  Royalty  (Sr ).  Giles  Blunt.  Joseph  Mandel,  Anne  Newman,  David 
Pengilly.  Malka  Percal,  Lourdes  Valeriano  Researchers:  Maria  Chapin,  Gail 
Fowler,  Aida  Rosario.  Oluwabunmi  Shabi 

PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief).  Celine  Keating  (Deputy 
chief),  Hallberg  Hallmundsson.  B.  Kite.  Robert  S.  Norman,  Robert  J 
Rosenberg,  Victoria  Rubin 

ART:  Jay  Petrow.  Steven  Taylor  (Deputy  dirs ).  Don  Besom.  Alice  Cheung. 
Richard  Dernier,  Andree  Kahlmorgan,  Christine  Silver  (Assoc  ),  Peter 
Marshutz  (Asst.)  Graphics  &  New  Media:  Arthur  Eves  (Creative  dir ),  Joan 
Danaher  (Graphics  dir ).  Rob  Doyle  (Assoc  },  Jaime  Beauchamp.  Alan 
Baseden.  Lisa  Knouse  Braiman,  Alt)erto  Mena,  Ray  Vella  (Illustrators),  Eric 
Hoffmann  Imaging: Annette  Farreil  (Mgr. I.  Alan  Bomzer  (Asst).  Leo 
Nieter.  Joseph  Rhames 

PHOTO  EDITORS;  Scott  Mlyn  (Deputy);  Ronnie  Weil  (Sr.).  Michael  Hirsch, 
Anne  Murray,  Andrew  Popper,  (Assoc  ),  Bettina  Baudoin,  Kathleen  Moore 
[Asst ),  M  Margarita  Eiroa,  Sarah  Greenberg  Morse  (Researcher) 
EDITORIAL  OPERATIONS:  Yvonne  F  Rodnguez  (Director).  Wally  Baudin. 
Nicholas  M.  White  (Mgrs  )  Karen  Butcher.  Francisco  Cardoza.  Thomas  R 
Dowd.  Nancy  Gores,  Stephen  R,  Lebron,  Jody  A.  LoGrasso,  Jose  L 
Martin.  Peter  K  Niceberg,  Jane  M.  Perkinson,  Laura  Reissman.  Karen 
Turok.  Ilje  V  Walton.  Barbara  Wilhelm  Donald  C  Pearson;  Guiilermo  Ortiz 
EDITORIAL  TECHNOLOGY;  Thomas  L  Morgan  (Director);  Chnstopher  Amado, 
Richard  Balestrino,  David  Bandler.  Lawrence  Crowe,  Beth  Higgins.  James 
Kutz.  Neil  MacLeod.  John  Navarro,  Juan  Rodriguez,  Marta  Skrelja,  Mauro 
Vaisman 

BUSINESS  WEEK  ONLINE:  Michael  Mercuric  (Managing,  ed  ).  A  Peter 
Clem,  Jotin  A  Dierdorff,  John  Johnsrud;  Dennis  K  Berman.  Stefani 
Eads,  Nadav  Enbar,  Paul  Eng,  Julia  Lichtblau.  Jeremy  Quittner,  Diane 

Young 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr )  Boston:  William  C  Symonds 
IMgr).  F'dul  C  Judge.  Geoffrey  Smith  Chicago:  Richard  A  Melcher 
(Mgr  ),  Rrjger  0  Crockett,  David  Leonhardt,  Andrew  Osterland.  De'Ann 
Weimer  Cleveland:  Peter  Galuszka  (Mgr )  Dallas:  Wendy  Zellner  (Mgr ). 
Stephanie  Ander^n  Fc/est  Detroit  Kathleen  Kerwin  (Mgr ).  Keith  Naughton 
Houston;  Gary  McWilliams  (Mgr )  Los  Angeles:  Ronald  Grover  (Mgr ). 
Larry  Arm<,trong  (Sr  correspondent).  Steven  V  Brull.  Kathleen  Morns 
Philadelphia:  Amy  Barrett  (Mgr )  San  Francisco;  Linda  Himelstein  (Mgr ), 
Peter  Burrows.  Steve  Hamm.  Robert  D  Hot.  Andy  Reinhardt  Washington: 
Owen  Ullmann  (Sr  news  ed.).  Douglas  Harbrecht  (Nev^  ed  );  John  Carey. 
Paula  Dwyer.  Howard  Gleckman  (Sr  correspondents).  Amy  Borrus.  Stan 
Crock,  Richard  S  Dunham.  Susan  B  Garland.  Paul  Magnusson.  Mike 
McNamee,  Stephen  H  Wildstrom  (Tech  &  You),  Lorraine  Woellert 
Catherine  Yang  Beijing:  Dexter  Roberts  (Mgr )  Bombay:  Man]eet  Kripalani 
(Mgr  )  Frankfurt;  Thane  Peterson  (Mgr ),  Karen  Lowry  Miller,  David 
Woodruti  Hong  Kong:  Joyce  Barnathan  (Mgr ),  Mark  L  Clifford.  Bruce 
Einhorn  London:  Stanley  Reed  (Mgr ).  Julia  Flynn  Mexico  City:  Gen 
Smith  (Mgr  )  Moscow;  Patricia  Kranz  (Mgr )  Paris;  Gail  Edmondson 
(f/lgr  1.  Stephen  B.iker  Rome:  John  Rossant  (Mgr )  Sao  Paulo:  Ian  Katz 
(Mgr )  Singapore:  Michael  Shan  (Mgr ).  Tokyo;  Brian  Bremner  (Mgr ).  Rotiert 
Neff  (Ontributing  ed  ).  Irene  M  Kunii,  Emily  Thornton  Toronto;  Joseph 

V,'tl-,.-T  (Mnr  ) 

EDITORIaLSERVICES;  Broadcasting;  Ray  Hoffman   Business  Manager; 

1-  :  -  ;  i^ovulon  Informatioo  Sen/ices;  Jamie  B  Russell  (Director). 
Kar'rii  (Mgr )  Judi  uo\\''.  Sii'san  Cusner,  Debra  Dreskiri,  Fred 

Katzenberg,  Robert  Roeker,  Susanu  Putledge,  Barbara  Silverbush  Office 
Manager;  Rosetyn  Kopit  Communications;  Robert  Pondiscio  (Director), 
Christine  Summerson,  Amy  Zelvin  Readers  Report:  Yvette  Hernandez 
Reprint  Permission:  Janet  Gonzalez 

PUBUSHER;  David  G  Ferm 

SR,  VP.  ASSOCIATE  PUBLISHER;  William  P  Kupper  Jr 
SR.  VP,  OPERATIONS:  i".,ir  ,  P  Hophn  . 

SR,  VP,  MARKETING  8,  BRAND  DEVELOPMENT:  Harold  K  Somerdyk 
VP,  CONSUMER  MARKETING/CIRCULATION:  Thomas  Masterson 
VP,  STRATEGIC  PUNNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 
VPs,  SALES:  ("onjt,inre  E    Lennotl  (International),  Joanne  K  Bradford 

'^ri.  p...  ,   Li,n  Dunn  (Midwestern  Region),  Robert  H  Kelly 

ili «■;..-.,:■  1  p.  lui.i  L'.ui;  R,  Mohn  (Southeast  Region) 

VP,  STRATEGIC  PROGRAMS;  James  H,  McGraw  IV 

VP.  SALES  DEVELOPMENT;  M.^rk  A  Flinn 

VP.  MANAGING  DIRECTOR/ASIA:  Stephen  8  Moss 

VP,  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP.  TECHNOLOGY:  r   '  PK-:1 

VP. CONTROLLER;  ii.nidiil  I  fnarkwicz 

DIRECTOR,  ADVERTISING  BUSINESS;  Linda  F  Can/alho 

DIRECTOR,  PRODUCTION  &  SALES  SERVICES;  Mario  J  Tallulo 


Readers  Report 


REPLAYING  THE  CORPORATE 
NUMBERS  GAME  

In  "Playing  the  earnings  game"  (Ed- 
itorials, Nov.  23),  you  suggest  that  it's 
common  practice  for  investor-relations 
peojjle  to  talk  to  the  analysts  who  cover 
their  company  to  get  them  to  lower 
their  earnings  estimates.  The  goal  is  to 
ensui'e  that  investors'  assirnijrtions  about 
the  coming  quaiters  are  consistent  with 
those  of  the  company's  management. 

YoLU"  assertion  that  IR  people  "even 
invented  sometMng  called  'wliisper  num- 
bers' that  they  pass  on  to  analysts  [not 
the  investing  public]  just  days  before 
release  of  the  real  profits  statement"  is 
incorrect.  The  fii-st  derivation  of  "whis- 
per numbers"  was  the  invention  of  sell- 
side  analysts  who  whispered  to  selected 
clients  earnings  numbers  different  from 
published  estimates.  More  recently,  some 
whisper  numbers  have  evolved  from 
companies  that  consistently  under- 
promise  and  overperform  in  their  earn- 
ings. In  these  cases,  analysts  stick  with 
their  published  numbers  but,  again, 
whisper  a  higher  number  to  selected 
professional-investor  clients. 

If  a  company  were  to  follow  the  al- 
leged practice  of  passing  on  material 
information  to  selected  analysts  prior 
to  publishing  it,  they  have  engaged  in 
"selective  disclosure."  It's  illegal — not 
even  a  close  call.  Moreover,  77%  of  our 
members  impose  a  "quiet  period"  for 
an  average  of  22  days  before  then-  earn- 
ings announcements,  during  which  time 
they  will  not  comment  in  any  way  on 
analysts'  estimates. 

Investor-relations  people  have  worked 
hai'd  to  build  relationsliips,  harness  new 
technologies,  and  disseminate  infoiTna- 
tion  fairly  for  accurate  valuations  of 
their  public  companies. 

Louis  M.  Thompson  Jr. 
President  &  CEO 

National  Investor  Relations  Institute 
Vienna,  Va. 

On  the  basis  of  my  15  years'  experi- 
ence in  investor  relations,  I  have  to  say 
that  contrary  to  the  general  practice 
you  postulate,  no  corporation  would  as- 
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sent  to  an  earnings  scenario  that 
be  impossible  to  attain,  no  mattei 
temporary  sm'ge  it  gave  its  stocl 
would  any  company  find  any  longe 
upside  in  later  "pre-announcing" 
cannot  meet  those  earnings  esti 
The  estimate  shortfall  demolishi 
stock  price  and  erodes  manag 
credibility.  And  smpassing  a  redu( 
timate  calls  management's  forec 
abilities  into  gi*eater  question. 

Most  U.  S.  corporations  are  trj 
generate  consistently  positive  r 
to  shareholders.  An  important  c 
nent  of  that  effort  is  clear,  cons 
and  credible  communications.  On 
rificed,  credibility  is  very  hard 
gain.  No  right-minded  manager  1 
it  away  for  a  short-lived  boost  in 
price.  Your  scenario  can  hardly  a 
for  a  bull  market  in  the  face  of 
porary  lull  in  earnings  growth. 

Brian  IV 
Senior  Vice-Pn  ^ 
Morgen-Walke  Assi  ^' 
Ne^pi 

Your  comments  are  on  target 
ever,  there  is  another  game 
played.  Ironically,  a  perfect  exam]  J» 
be  found  in  youi*  report  on  the 
quarter  profits  for  900  companies 
you  thought  last  quaiter  was  bad 
porate  Scoreboard,  Nov.  23). 

MCI  WorldCom  Inc.  is  No.  1  o 
list  of  "who  lost  the  most,"  with 
gering  loss  of  $2.9  billion.  One 
expect  that  the  newly  merged 
had  a  calamitous  fii'st  quarter.  I 
"loss"  includes  a  write-off  of  $J 
lion  of  "pui'chased  research  and 
opment" — the  amount  WorldCoi 
for  MCi's  in-process  R&D.  The 
quence  of  this  immediate  writJir-: 
the  avoidance  of  a  gi-adual  wite-(  Ifi 
ftitiu'e  periods  (the  traditional  acc( 
for  purchased  assets  such  as  bu 
equipment,  and  goodwill).  Thus, 
earnings  will  be  unencLmibered 
cost  of  doing  business. 

Virtually  unheard  of  prior 
1990s,  this  accounting  has  becom 
monplace.  It  is  one  of  the  gami 
Security   &    Exchange  Comr 
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man  Arthur  Levitt  Jr.  sees  as  a 
to  the  credibility  of  the  U.  S.  fi- 
ll reporting  system.  In  fact,  MCi 
Com  originally  wanted  this  wiite- 
be  $7  billion,  but  the  sec  insisted 
:  be  reduced  to  "only"  $3.2  billion, 
the  earnings  game  includes  not 
;he  management  of  analysts'  ex- 
jons  but  also  the  management  of 
irnings  figures  themselves. 

John  P.  McAllister 
Professor  of  Accounting 
Kennesavi^  State  University 
Woodstock,  Ga. 

il  VOCATIONAL  SCHOOL' 
ilSNOMER  

rrite  to  correct  the  characteriza- 
f  New  York  Institute  of  Technolo- 

a  "vocational"  school  in  "Steve 
movie  mogul"  (Cover  Story,  Nov. 
YIT  is  a  comprehensive,  regional, 
accredited  college.  More  than  100 
mic  disciplines  and  progi'ams  are 
d  by  nyit's  eight  schools,  leading 
■helor's,  master's,  and  doctor  of  os- 
:hic  medicine  degi-ees.  In  addition 
ipuses  located  on  Long  Island  and 
w  York  City  and  sateUite  campus- 
Florida,  the  college  has  a  strong 
►■owing  international  presence,  v^ath 
ams  in  Taiwan  and  China.  As  you 

nyit's  rich  research  history  gave 

0  many  technology-based  activi- 
-uch  as  computer  gi'aphics. 

Matthew  Schure,  President 
'  'Jew  York  Institute  of  Technology 
New  York 

MflUM  WAGES 

mmmni  skills  

3  important  items  were  left  out  of 
the  minimum  wage — for  good" 
3:  Analysis  &  Commentaiy,  Nov. 
'irst,  it  appears  that  rhetoric  pro- 
ited  by  Senator  Edward  Kennedy 
iss.)  and  other  strong  supporters 
;  minimum  wage  have  set  the  pa- 
;ers  of  the  debate.  It  is  critical 
he  public  understands  exactly  who 
es  the  minimum  wage.  It  has  been 
lented  that  over  80%  of  those  who 
e  individuals  living  at  home  with 
ts  or  relatives,  workers  in  dual- 
e  households,  or  single  wage  eam- 
ith  no  kids. 

;ond,  it  is  difficult  to  believe  that 
lublic,  and  especially  businesses, 

1  support  indexing  a  federal  man- 
without  any  review  or  discussion. 
DOor  public  policy  to  allow  biu-eau- 

exclusive  control  of  a  mandate 
lirectly  affects  the  way  companies 
lowed  to  operate.  Pi'oponents  of  in- 
g  the  minimimi  wage  must  keep  in 
that  businesses  pay  wages  compa- 

with  skills.  Increasing  the  mini- 


mum wage  is  not  synonymous  with  in- 
creasing the  skill  level  of  workers. 

Bryan  J.  Bucklew 
Vice-President 
Governmental  Affairs 
Dayton  Area  Chamber  of  Commerce 
I  Dayton 

TAIWAN'S  GOVERNING  PARTY 
ISN'T  PICKING  ANY  FIGHTS 

I  would  like  to  commend  you  on  the 
observant  and  thorough  coverage  of 


Taiwan's  coming  elections  and  your 
grasp  of  the  issues  ("The  man  China 
fears,"  International  Economics,  Nov. 
23).  However.  I  am  concerned  that  your 
description  of  the  Democratic  Progres- 
sive Party  as  a  crisis-provoking  party 
that  could  incite  confrontation  between 
Beijing  and  Washington  raises  unwar- 
ranted anxiety,  both  domestically  and 
internationally. 

Ever  since  the  founding  of  the  dpp 
12  years  ago.  Mayor  Chen  Shuibian 
and  other  DPP  leaders  have  champi- 
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Fulfilling  the  potential  of  true  collaboration 
in  business  today  requires  the  real-time 
sharing  of  audio,  video  and  data  with  all 

ion 

Integrated  On-Demand  Network 

employees,  customers  and  suppliers. 
And  new  Sprint  ION,''"  Integrated 
On-Demand  Network,  is  the  innovative 
communications  platform  that  will 
provide  the  secure,  high-speed  informa- 
tion links  you  need  with  guaranteed 
quality  of  service.  Sprint  ION  facilitates 
collaboration  so  your  business  can 
realize  increased  product  quality  and 
improved  speed-to-market.  Sprint  ION 
will  offer  a  significantly  more  efficient 
total  communications  solution,  leading 
to  a  dramatic  change  in  the  way  your 
business  does  business,  www.sprint.com/ion 

Sprint 

We  help  your  business  do  more  businessrs 
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Si 


oned  human  rights  and  democra' 
Taiwan.  Today,  the  dpp  is  also  le; 
Taiwan  into  a  new  era  of  govern 
efficiency  and  clean  politics.  Throuj 
this  process  of  democratization,  th 
has  upheld  the  fundamental  prir 
of  peace,  not  only  in  domestic  pol 
reform  but  also  in  facing  China, 

The  Democratic  Progi'essive  ] 
is  not  trying  to  initiate  confront 
with  China.  Nor  does  the  dpp  se 
draw  the  U.  S.  into  conflict  with  C 
Mayor  Chen  and  the  dpp  underi 
that  the  U.  S.'s  cominitment  to  Tai 
security  and  defense  relies  on  re 
sible,  mature,  and  peaceful  handli 
relations  across  the  Taiwan  Str 
political  leaders  on  both  sides. 

Bi-khim 
Director  of  International 
Democratic  Progi'essive 
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Identify  the  best  business 
school  for  YOU  from 
Business  Week's 
comprehensive  data  on 
more  than  200  leading 
business  schools 
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Our  extensive  B-school 
profiles  provide  vital  info 
on  top  schools,  including 
key  contacts,  curriculum, 
salaries,  most  active 
corporate  recruiters,  and 
assessments  by  recent 
grads.  Plus:  Q&As  with 
admissions  and  placement 
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and  more 
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submit  your  application 
online  to  more  than  70% 
of  the  schools  on 
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HE  BEST  BUSINESS 
OOKS  OF  1998 


"^ime  was,  business  topics  were  the 
neglected  stepchildren  of  book 
.  publishing.  But  things  have 
iged:  In  1998,  a  new  emphasis  on 
ness  could  be  seen  both  in  the  num- 
and  quality  of  business  nan-atives 
histories,  analyses  of  economic 
ds,  and  even  fiction  centered  on  U.  S. 
global  commerce.  From  that  pile, 
are  our  picks  for  the  top  10  business 
:s  of  1998. 

onsider  what  became  one  of  the  most 
3rated — and  commercially  success- 
-books  of  the  year,  Ron  Chemow's 

V  The  Life  of  John  D.  Rockefeller  Sr. 
idem  House).  The  key  to  its  success 
Dth  the  author's  formidable  writing 
;y  and  the  fact  that  few  people  today 

V  much  about  Standard  Oil's  founder. 
Tiow  gives  readers  a  Rockefeller  who 
lore  than  the  sum  of  his  Standard 
works,  a  complex  person  reflective 
oth  his  mother's  Methodist  chaiity 
self-restraint  and  his  fathei''s  snake- 
eddling  ways. 

ascinating  chapters  describe  Stan- 
's anticompetitive  practices,  the  fed- 
antitrust  day  of  reckoning,  Rocke- 
r  philanthropies,  and  the  lives  of 
iefelier  progeny.  But  most  impor- 
,  we  meet  John  D.  Rockefeller  Sr. 
levil  and  angel — a  man  who  first 
sed  the  animosity  of  millions,  then 
■  persuaded  the  pubUc  that  he  was 
>ly  "a  sweet,  bumbling  old  man" — 
it  a  very,  very  rich  one. 
ikewise  commendable  is  Niall  Fer- 
n's Tfie  Home  of  Rothschild:  Monei/s 
ihets,  1798-1848  (Viking).  This  is  a 
of  how  another  family  whose  name 
id  become  synonymous  with  wealth 
from  obscurity — in  tliis  case,  fi'om 
ikfuit's  Jewish  ghetto.  Tlie  Napoleon- 
ars  gave  these  inventors  of  the  in- 
ational  bond  market  their  big  oppor- 
:y,  as  the  Rothschilds  provided  cash 
16  Duke  of  Wellington's  anny,  simul- 
ously  making  a  bundle  off  of  ex- 
ge-rate  transactions,  bond-price  spec- 

i  ons,  and  commissions. 

'  hey  also  profited  by  financing  the 
ilization  of  Europe's  conservative 
archies  when  those  wars  ended, 
n  £500,000  in  1818,  Rothschild  capital 
to  £4,330,333  in  1828— about  14 
s  the  resources  of  the  family's  near- 
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est  competitor.  Baring  Brothers.  Fergu- 
son "brings  vitality  to  a  series  of  com- 
pelling issues,  ranging  fi'om  the  Roth- 
schilds' staunch  Judaism  to  their 
intrafamily  marriages,"  found  reviewer 
Joseph  Mandel. 

Critically  successful,  too,  was  Richard 
Powers'  novel.  Gam  (Farrar,  Straus  and 
Giroux).  It  focuses  alternately  on  the  liis- 
tories  of  the  fictional  Clare  International 
Corp.  and  Laui'a  Bodey,  a  42- 
year-old  woman  whose  ovarian 
cancer  may  be  linked  to  the 
company's  toxic-waste  dis- 
charges. The  structure  draws 
us  bit  by  bit  into  their  two 
lives. 

As  Clai'e  expands  fi'om  19th- 
centiuy  soapmaking  startup  to 
modern-day  conglomerate, 
weathering  the  decades'  eco- 
nomic ups  and  downs  and  regii- 
lai'ly  adapting  to  consumer  mai-- 
kets,  we  get  a  microhistoiy  of 
U.  S.  capitalism.  Bodey's  expe- 
riences, too — including  painful, 
ineffective  cancer  treatments — 
have  a  case-study-like  verisimil- 
itude. But  this  is  no  facile  tale 
of  environmental  despoliation 
and  its  consequences.  Instead, 
Powers  shows  us  how  corjaora- 
tions  are  a  key  vehicle  of  soci- 
etal evolution — and  how  that 
change  often  comes  with  a  star- 
tling price  tag. 

A  true-life  business  tale  is 
the  subject  of  David  Greising's 
/'(/  Like  the  World  to  Buy  a 
Coke:  The  Life  mid  Leadership 
of  Roberto  Goizueta  (Wiley). 
BUSINESS  week's  foiTner  Atlanta 
bui'eau  chief  describes  the  rise 
and  reign  of  the  Cuban-expa- 
triate chemical  engineer  who, 
26  years  after  going  to  work 
for  Coca-Cola  Co.,  ovei-came 
long  odds  to  claim  that  compa- 
ny's top  job. 

During  his  fii'st  months  in  of- 
fice, Goizueta  drew  up  the  plan 
that  would  set  the  company's 
course  for  the  next  17  years. 
He  placed  his  imprint  every- 
where, demanding  a  new  dis- 
cipline from  his  managers 
and  dumping  businesses  that 
didn't  fit  his  vision  for  Coke. 
Over  the  decades,  he  stum- 
bled— with   a   foray  into 
moviemaking  and  with 
the  disastrous  new  recipe 
for  Coca-Cola.  But  it  was 
in  the  "Coca-Colonization"  of 
markets  from  Eastem  Europe 
to  Asia  that  Goizueta  made  his 
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mark.  By  the  time  of  liis  death  in  1997, 
the  company  had  tiipled  in  size  and  tak- 
en control  of  half  of  the  globe's  soft-chink 
market. 

High  mai'ket  share  alone  won't  pro- 
tect a  comi)any  fi-om  profitability  prob- 
lems, however  This  is  the  message  of 
Tlie  Profit  Zoiie  (Times  Business)  by  con- 
sultants Adrian  J.  Slywotzky  and  David 
J.  Monison,  with  Bob  Andelman.  Instead, 
the  authors  say,  companies  must  always 
be  on  the  lookout  for  profitable  new  en- 
teiprises.  Case  studies  include  the  efforts 
of  Bill  Gates  at  Microsoft,  Jack  Welch  at 
Genei-al  Electric,  Michael  Eisner  at  Walt 
Disney,  and  Andrew  Gi'ove  at  Intel. 

Heard  it  all  before?  Maybe  not. 
"Rai'ely — if  ever — have  any  obsei^vers  so 
skillfully  dissected  these  executives' 
strategies  to  create  lessons  that  can  be 
taught  to  anybody,"  foimd  I'e viewer  Jolm 
A.  Byrne.  And  each  case  study  includes 
an  analysis  of  how  a  company  has  out- 
thought  and  outmaneuvered  the  compe- 
tition, regulaiiy  reinventing  its  business. 

Many  worthy  titles  in  1998  dealt  vnth 
cybei'space.  Net  commerce,  and  SiHcon 
Valley.  Perhaps  the  most  caustic  is 
Michael  Wolffs  Bum  Rate:  How  I  Sur- 
vived the  Gold  Rush  Years  on  the  Inter- 
)iet  (Simon  &  Schuster).  Wolff,  a  jom-- 
naUst  who  has  wiitten  for  Tlie  New  York- 
Times  and  other  pubhcations,  tells  how 
he  began  Internet  startup  Wolff  New 
Media  in  the  eaiiy  1990s.  Soon,  his  series 
of  Internet  guides  and  Web  sites  trans- 
foiTOed  the  outfit  into  an  object  of  lust  for 
ventiu'e  capitalists — despite  the  fact  that 
the  company  had  only  about  .$1  million  in 
annual  revenues  and  losses  of  ai-ound  $3 
million. 

"They  had  no  experience  to  get  in  the 
way  of  theii'  enthusiasm,"  Wolff  reflects  of 
those  who  would  buy  out  his  company 
for  a  seven-figure  sum.  Meanwhile,  he 
has  to  scramble  to  keep  investors  satis- 
fied. In  the  end,  Wolff  gets  kicked  off 
the  board  and  is  forced  to  fall  back  on 
print  journalism — a  fate  he  regards  as 
akin  to  waking  from  a  fever  dream.  Re- 
viewer Amy  Cortese  said  the  book 
"should  be  requii'ed  reading  for  all  would- 
be  Net  entrepreneui's." 

Developments  among  the  Internet- 
business  eUte  ai'e  the  focus  of  Competing 
on  Internet  Time:  Lessons  from  Netscape 
and  Its  Battle  with  Microsoft,  (Free 
Press)  by  Michael  A.  Cusumano  and 
David  B.  Yoffie.  This  is  the  book  that 
made  news  when  Microsoft  tried  unsuc- 
cessfully to  get  the  authors'  materials  to 
use  in  its  defense  against  the  govern- 
ment's antitnist  suit.  But  rather  than  re- 
vealing Netscape's  team  to  have  been 
blundei-ei"s — and  hence  more  at  fault  than 
Microsoft  for  the  market-share  losses 


that  recently  ch'ove  the  company  into  the 
arms  of  America  Online  Inc. — this 
volume  demonstrates  that  they  were  ex- 
ceptionally adept. 

Cusumano  and  Yoffie  admire 
Netscape's  leaders  for  spotting  opportu- 
nities, shifting  strategies  deftly,  learning 
quickly  fi'om  goofs,  and  building  a  .$500 
million  company  in  fom-  yeai's.  In  inter- 
\iews,  company  engineers  and  execs  ar-e 


It  turns  out  a  book 
Microsoft  hoped 

would  help  its  case, 
does  the  opposite 

remarkably  candid.  The  result,  said  re- 
viewer Steve  Hamm,  is  "a  marvelously 
detailed  account  of  Netscape's  rocket- 
launch  rise  and  mid-flight  coiTection." 

How  are  we  to  cope  with  the  social 
consequences  of  rapid  technological  and 
economic  change?  For  Bob  Davis  and 
David  Wessel,  Wall  Street  Journal  re- 
porters and  authors  of  Prosperity:  The 
Coming  20-Year  Boom  and  What  It 
Means  to  You  (Times  Business),  global- 
ization, technology,  and  education  will, 
instead  of  hurting  Americans,  help  them 
stay  on  top  of  the  world. 

Comparing  the  cuiTent  technological 
boom  to  the  ascent  of  electric  power  at 
the  turn  of  the  century,  the  authors  sug- 
gest that  it  will  take  more  than  another 


generation  for  business  to  realize  tht'  i 
productivity  gains.  They  also  foresi 
wealth  spuit  resulting  from  fi-eer  gl 
trade.  But  it's  when  the  authors  tui 
the  subject  of  education  that  "theii-  ai 
sis  is  new  and  insightftil,"  found  re\' 
er  Kathleen  Madigan.  Most  impoi 
here,  they  say,  are  America's  comnn 
colleges,  whose  reti"aining  and  work-^ 
offerings  will  enable  the  middle  cla^ 
enjoy  "broadly  shai-ed  prosperity." 

The  dai'ker  side  of  change  is  the  t 
of  The  Corrosion  of  Clmracter:  Pers 
Consequences  of  Work  in  tfie  New  i 
tcdism.  (Norton)  by  New  York  Unive: 
sociologist  Richard  Sennett.  In 
reengineered  economy,  the  author  i 
we  have  become  unmoored — from 
pasts,  oui'  neighbors,  and  om'selves. 

Sennett  finds  the  phrase  "no 
term"  emblematic  of  what's  troul 
about  today's  social  relationships, 
at  work  and  at  home.  Wliole  workfc 
are  viewed  as  contingent,  jobs  ar( 
placed  by  projects,  and  change  nins 
pant.    The    principle    of  "no 
tenn . . .  coiTodes  tmst,  loyalty,  and 

tual  commitment  Detachment 

I  supeiiicial  cooperativeness  ai-e  bette 
mor  for  dealing  with  current  realll 
than  behavior  based  on  values  of  lo; 
and  service."  Such  an  approach  fl 
into  home  life,  too,  he  argues.  Revii 
Patrick  Smith  foimd  that  "Sennett 
concentrated  into  176  pages  a  profoi 
affecting  argument." 

Yet  a  third  take  on  the  New  Ecoi 
is  offered  by  Diane  Coyle  in  The  Wi 
less  World:  Strategies  for  Matuxgini 
Digital  Economij  (MIT  Press).  Here 
economics  editor  of  Britain's  Tlie  t 
pendent  offers  prescriptions  for  cc 
posited  on  political  and  economic  d< 
trahzation.  "The  economic  decline  o 
nation  state"  means  local  govemi 
must  help  people  deal  with  the  incn 
level  of  change  and  risk,  she  beli 
Here,  education  and  ti-aining  of  the  ^ 
force  should  be  a  priority. 

Local  economic  activity  shoul 
noiuished:  Alternative  cuiTencies,  fc 
ample,  should  emerge  to  allow  peof 
trade  labor  for  others'  seinices.  Sue 
velopments  provide  a  way  of  jump-i 
ing  job  creation  with  less  govern 
funds.  Reviewer  Michael  J.  Mandel : 
that  the  book  offered  fresh  ideas 
time  when  people  ai'e  gi'oping  to  u 
stand  the  combination  of  economic 
and  risk  with  which  we  live.  Bu 
hardly  alone  in  grappling  with  the 
sues:  Vigor  and  risk-taking  are  a 
center  of  all  of  1998's  top  business  l 
COMPILED  BY  HARDY  G 

Green  is  business  week's  I 
editor 
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CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  over  the  Denver  Mint,  CNA  was  there  to  cover  it.  CNA  worl<ed  with 
B&M  Roofing  by  providing  them  with  general  liability  Insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


CNA  is  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation 
Any  depiction  of  the  Mint  does  not  imply  endorsement  of  CNA  by  tfie  tVlint 


You  know  our  portables, 
now  meet  the  rest  of  the  family. 


You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow    '  ^ 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshiba.com. 

Pictured  above  Portegf  Notebook  K  with  Pentium^il  processor  The  Intel  Inside  Logo,  and  Pentium  are  registered  tradennarks  of  Intel  Corporation. 
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BY  STEPHEN  H.  WILDSTROIVI  

TRAPPING  Y2K 
BUGS-ON  YOUR  PC 


Now  there's  software 
to  help  you  seek  out 
and  prevent 
millennial  disasters 

While  corporations 
and  governments 
scramble  to  make 
sure  their  computers  are 
ready  for  the  millennium, 
many  PC  owners  are  wonder- 
ing what  to  do.  The  good 
news  is  that  their  computers 
aren't  going  to  drop  dead  on 
Jan.  1,  2000.  But  PC  software, 
especially  database  and 
spreadsheet  programs  used 
to  run  small  businesses, 
may  hide  many  date- 
sensitive  problems  that 
could  already  be  causing 
trouble.  (For  a  good 
oveiview  of  the  problem, 
see  www.ibm.com/ibm/ 
year2000/pcs.) 

There's  nothing  like 
new  software  to  fix  thv 
problems  created  by 
your  old  programs,  and 
the  industiy  is  meeting 
the  challenge.  I  tried  two 
Windows  products  de- 
signed to  help  computer 
owners  deal  with  Year 
2000  issues. 

First,  a  word  about 
the  problem:  In  the  PC 
world,  most  of  the  Y2K 
attention  has  focused  on 
the  fact  that  some  com- 
puters' clocks  will  have 
difficulty  dealing  with  the 
new  millennium.  These  prod- 
ucts, along  with  many  others, 
can  diagnose  such  problems 
and,  in  the  great  majority  of 
cases,  fix  them  permanently. 

The  more  serious  potential 
problem  involves  your  appli- 
cations— and  is  harder  to  fix. 
Your  software  may  interpret 
dates  as  being  in  the  21st 


century  when  you  intended 
them  to  be  in  the  20th,  or 
vice  versa.  Such  misinterpre- 
tations can  cause  problems  in 
many  business  applications, 
such  as  assigning  a  70-year- 
old  a  birth  date  of  2028.' 

Norton  2000  from  Syman- 
tec (877  469-74(57  or  www. 
symantec.com)  offers  a  com- 
prehensive treatment.  The 
$50  program  scans  the 
spreadsheets  and  databases 
produced  by  a  variety  of  pop- 
ular programs  and  lists  the 
potential  problems.  Virtually 
all  programs  use  a  formula 
to  assign  a  century  to  two- 


digit  yeai's  when  data  are  en- 
tered. For  example,  Microsoft 
Excel  97  spreadsheet  uses 
the  30th  year  as  a  dividing 
point  between  determining 
whether  a  date  should  be  list- 
ed as  this  century  or  the 
next — 5/11/28,  for  example, 
will  be  read  as  May  11,  2028, 
while  7/14/31  is  July  14,  1931. 
Unfortunately,  different 


programs  use  different  niles. 
Norton  2000  will  go  through 
your  spreadsheet  and  data- 
base files  and  point  out  dates 
near  the  century-change  di- 
viding line  (usually  witliin  five 
years),  as  well  as  other  po- 
tential date  errors.  Besides 
Microsoft  Access  and  Excel 
files,  it  checks  Visual  Basic 
progi'ams  for  likely  problems. 
Norton  2000  produces  anno- 
tated copies  of  spreadsheets 
with  potential  errors  color- 
coded  by  severity.  For  exam- 
ple, a  two-digit  date  display 
is  judged  less  severe  than  a 
two-digit  data-entiy  field. 

The  program  yields  lots 
of  detailed  data,  but  inter- 
preting it  and  identifying  the 
real  problems,  and  fixing 
them,  can  be  hard.  The  man- 
ual, unfortunately  supplied 
only  in  electronic  form,  ex- 
plains the  sometimes  abstrase 
messages.  All  told,  Norton 
2000  is  best  suited  for  the 
relatively  sophisticated. 

Check  2000  PC  Deluxe 
from  Greenwich  Mean 
Time  (800-216-5545  or 
WTv^'.gint-2000.com )  is  a 
useful  complement  to 
Norton  2000.  The  $50 
program  checks  all  the 
progi'ams  on  your  hard 
disk  against  a  range  of 
known  Y2K  issues  and 
creates  a  report.  But  it's 
not  very  good  at  sepa- 
rating trivial  problems, 
such  as  the  failure  of 
Adobe  Photoshop  to  val- 
idate dates,  ft"om  serious 
ones.  The  file  scan  only 
reports  on  generic  prob- 
lems that  can  exist  in 
files  of  a  certain  type. 

None  of  these  pro- 
gi'ams  can  solve  all  yoiu' 
V2K  problems.  In  par- 
ticular, users  of  account- 
ing o>'  financial-management 
software  should  contact  the 
publisher  (or  visit  the  Web 
site)  to  check  on  any  date-re- 
lated issues.  The  thing  to 
remember  is  that  Y2K  is 
neither  trivial  nor  earth- 
shattering  foi'  PC  owners,  but 
a  manageable  problem  that 
will  take  some  effort  on  yoiu- 
part  to  correct. 


BULLETIN  BOA 


HANDHELDS 
HEY,  KEYBOARD  FANS . . . 

The  computer  industry 
good  at  coming  up  wit 
scratch  for  eveiy  itch. 
Take  3Com's  PaimPilol 
and  Palm  III,  which  aj 
designed  to  work  wdth 


a  keyboard.  But  if  you 
ally  need  to  tyj^e  into 
yom-  Palm,  there's  the 
$80  GoType!  keyboard 
from  Landware  (201  2 
7944  or  www.landwan 
com).  Your  Palm  fits 
snugly  into  a  connecto 
on  the  14-oz.  GoType. 
keys  are  smaller  than 
normal  keyboard,  mal 
touch  typing  difficult  lit 
possible. 

...AND  PAGER  SLAVES 

Then  there's  the  matt' 
of  sending  off  the  info 
mation  you've  typed  i 
Pi'obably  the  slickest 
to  turn  a  Palm  III  or 
Windows  CE  HandhelcPi. 
into  a  communication^^' 
vice  is  with  BeamLinl 
software  from  .jp  Syst 
and  the  4M-oz.  Access 
II  two-way  pager  froi 
Glenayi'e  Technologies 
The  system  uses  the 
handheld's  infrared  lii 
beam  E-mail  to  and  f  ii 
the  pagei',  which  funcD! 
as  a  modem.  You  can  e 
either  Palm  or  CE  sof 
ware  and  the  pager  a  a 
$239  package  fi-om  jp 
(www.jpsystems.com)* 
Two-way  paging  and  - 
mail  service  from  Sk^fei 
starts  at  $25  per  mora, 
plus  a  $20  setup  char?. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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I 


EARTHWEB 


Financial  services  company 


Online  services  (or 
IT  professionals 


European  telecoms  operator 


Xoi'ember  12, 1998 
$1,485,000,000 
Secondary  Offering 


November  10.  1998 

$33,810,000 

Initial  Public  Offering 


Octobers,  1998 
$5,600,000,000 
Initial  Public  Offering 


In  one  tough  market, 
three  different  companies 
have  one  thing  in  common: 
J.R  Morgan 


There  were  many  who  said  the  market  had  dried  up:  Closed  to 
arge  cap  issuers.  Closed  to  small  cap  issuers.  Some  even  said 
orget  about  technology  companies.  And  just  when  everybody 
seemed  to  agree  that  the  equity  market  might  be  finished  for 
be  year,  J. P.  Morgan  went  to  work. 

/Ve  jointly  ran  the  books  for  Swisscom's  IPO,  reopening  the 
Tiarket  for  large  cap  global  issuers.  We  ran  the  books  for 
rorthweb's  IPO,  reopening  the  market  for  small  cap 
echnology  issuers.  And  then  we  ran  the  books  for  CIT, 


which  marked  the  return  to  favor  of  financial  issuers  and 
was  the  largest  U.S.  secondary  offering  of  1998. 

The  ability  to  execute  deals  in  difficult  conditions  is  one  of 
J.P  Morgan's  most  enduring  hallmarks.  Issuers  and  investors 
alike  know  that  when  markets  get  tough,  there's  a  firm  they 
can  count  on  for  quality  and  consistency.  J.P  Morgan. 


ion 


J  P  Morgan 


^Urategic  adince  •  mergers  A:  (icquisilions  •  debt  <t  etjuily  tafnldl  raising  •  swaps  A:  derivatives  •  b*an  syitdicalion  •  sales  tV  trading  •  <i.sset  managertietil 

IUIollhesesecuiilies  have  been  sold  These  announcemenls  appeat  as  a  matlei  ol  tecofdonly  ©1998  J  P  MoiganS  Co  Incorporated  JP  Moigan  Secuiilies  Inc  or  JP  Moigan  SecufihesUiJ  was  lead  manager  oi  a  bookmnnei  on  these  Iransaciions  J  P  Morgan  Secuuties  Inc. ,  membei  SIPC 
''.P  Morgar  Sacuiities  Ud  is  legulaled  by  Ihe  SPA  and  is  a  membei  otlhe  London  SlocK  Exctiange  JP  Moigan  isihe  marKeting  name  toi  J  P  Morgan  &  Co  Incorpoiaied  and  toi  its  subsidiaries  worldwide 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WHY  THE  WAGE  GAP 

JUST  KEEPS  GETTING  BIGGER 


SCHOOL  TIE: 

This  economy 
demands  high 
education 
levels,  which 
many  schools, 
especially 
those  serving 
low-income 
families,  are 
not  providing 


Laura  D'Andrea  Tyson  is  dean  of 
the  Haas  School  of  Business  at  the 
University  of  California  at  Berkeley 
and  was  President  Clinton's  chief 
economic  adviser. 


Despite  recent  volatility  in  capital  mar- 
kets, the  American  economy  continues 
to  outperform  expectations.  Grovvrth 
remains  strong,  the  unemployment  rate  hov- 
ers ai'ound  a  24-year  low,  and  inflation  is  qui- 
escent. If,  as  seems  likely,  the  "Goldilocks" 
expansion  continues  through  June  of  next 
year,  it  will  go  into  the  record  books  as  the 
longest  of  the  20th  centiuy.  But  if  the  overall 
performance  of  the  American  economy  has 
been  decidedly  strong,  the  gains  in  income 
enjoyed  by  the  majority  of  American  workers 
have  been  decidedly  meager. 

The  real  compensation  of  the  median  work- 
er was  actually  about  3%  lower  in  1997  than 
it  was  in  1989,  even  though  growth  was  solid 
in  1996  and  1997.  The  real  income  of  the  me- 
dian family  fared  somewhat  better,  regaining 
its  1989  level  by  1997.  But  this  came  about 
because  the  median  family  in  1997  worked 
more  hours,  equivalent  to  about  six  full-time 
weeks. 

Why  has  the  share  of  the  nation's  income 
going  to  the  bottom  60%  of  American  families 
continued  to  fall,  while  the  share  going  to 
the  top  5%  has  reached  a  postwai'  high?  Why 
are  Americans  continuing  to  grow  apart  eco- 
nomically during  the  current  expansion  when 
they  gi'ew  together  dming  an  otherwise  com- 
parable expansion  in  the  1960s? 

Although  strong  profits  suggest  that  a  shift 
in  favor  of  capital  income  at  the  ex]3ense  of  la- 
bor income  may  provide  the  answer,  the  evi- 
dence strongly  indicates  that  this  is  not  the 
case.  The  share  of  corporate  profits  in  na- 
tional income  has  increased  but  remains  low- 
er than  it  was  throughout  most  of  the  1960s. 
PLAYERS.  This  expansion,  like  its  1980s  pre- 
decessor, has  diverged  from  history  in  at  least 
one  important  respect:  The  higher  one  goes 
up  the  wage  distribution,  the  larger  the  rise 
in  pay.  In  fact,  the  two  gi-oups  that  have  won 
the  largest  pay  increases  during  this  expan- 
sion are  ceos  and  professional  basketball  play- 
ers. Only  workei"s  above  the  75th  percentile  of 
the  wage-and-salaiy  scale  have  enjoyed  sig- 
nificant real  increases  in  their  take-home  pay. 
The  result  has  been  growing  inequality  in 
the  distribution  of  wages  and  salaiies  both  be- 
tween and  within  occupations,  skill  levels, 
age  cohorts,  and  educational  categories. 

By  far  the  mo.st  important  determinant  of 
the  growing  inequality  in  labor  incomes  has 
been  the  increasing  demand  for  workers  with 
a  high  level  of  sMUs,  particularly  those  with  a 


college  or  graduate  degree.  Such  worl 
who  accounted  for  only  26%  of  the  work 
in  1997,  have  experienced  the  larges 
creases  in  compensation.  In  contrast,  woi 
with  a  high  school  education  or  less,  wh 
counted  for  about  44%  of  the  1997  workf 
have  continued  to  see  the  real  value  of  | 
earnings  erode  over  time.  : 

Changes  in  the  workplace  due  to  thd 
formation  Revolution  probably  explainjj 
growth  in  earnings  inequality  among  woi^ 
in  the  same  educational  category.  To  usej( 
technologies  well  requires  high  levels  oS 
tiative,  analytical  capability,  and  commujj 
tions  skills,  chai'acteristics  that  are  une^)| 
distributed  among  individuals  with  the  k 
formal  education.  i 
CONSTRAINT  TO  GROWTH.  The  value  of  | 
lege  degree  to  future  income  has  not  beeif 
upon  America's  youth.  The  percentage  of| 
school  graduates  enrolling  in  coUegeil 
climbed  from  52%.  in  1970  to  about  66%  tl 
That's  good  news  for  both  American  pal 
(like  me),  who  wony  about  their  childreri 
ture,  and  for  American  producers,  who  r;J 
skills  shortage  as  the  major  constrai; 
growth,  according  to  a  recent  study  b  ' 
Council  on  Competitiveness.  But  the 
some  disturbing  news  as  well. 

Nearly  one-third  of  all  beginning  ca 
students  require  remedial  courses  in  o 
more  subjects.  The  percentage  is  even  h 
at  community  colleges,  in  which  about  5i' 
students  begin  their  college  careers.  CI 
many  K-12  school  systems,  especially  tin 
poor  inner-city  and  rural  districts,  ar 
providing  students  with  adequate  ski 
reading,  writing,  and  mathematics.  This 
important  reason  why  college  em'ollmen 
completion  rates  are  considerably  low( 
poor  chikh'en.  Children  from,  families  i  '  ■ 
top  60%'  of  the  income  distribution  accou  i 
the  entire  rise  in  college  em'ollment  d 
the  past  20  years. 

If  the  benefits  of  economic  exi)ansion 
be  shared  more  equitably,  then  the  shi 
the  workforce  with  a  college  education 
continue  to  grow.  This,  in  turn,  requirei 
future  workers  have  the  training  and  f 
ing  options  they  need  to  obtain  a  coUej 
gree  regardless  of  family  income.  We've 
progress  on  the  college-finance  pr< 
thi'ough  Pell  Grants  and  student-loan 
but  much  more  must  be  done  to  impro 
12  school  systems. 
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What,  exactly,  is  the  best  way  to 


share 


a  thought  ? 


post  it  on  your  Intranet?  Or  do  yoii  say  it  on  the  Internet'  Should  you  e-mail  it?  Or  fax  \V  With  so  many  ways  to  connect,  you  need  the 
'  a  company  that  can  help  you  unify  them  all  -  Nortel  Networks™  A  company  whose  solutions  are  at  the  heart  of  mission  critical 
ks  -  ranging  from  the  world's  largest  capital  markets,  to  the  world's  busiest  call  centers.  We've  even  connected  entire  countries  through 
ed  wireless  networks.  For  a  few  thoughts  on  how  you  can  unify  your  networks,  call  us  at  1-800-4NORTEL,  or  visit  us  at  www.nortelnetworks  com 


N0RTEL 

NETWORKS 


How  the  world  shares  ideas. 

Nortel  Networks,  the  Nortel  Networks  logo  and  How  the  world  shares  ideas  are  trademarks  of  Northern  Telecom  Limited  ©1998  Northern  Telecom  limited  All  rights  reserved 


Visil  our  wbsilp  a\  wivw  lovota  lom/usa  or  writp  Toyota  Motor  Corporate  Services.  9  W  ""j?!!]  Si  ,  4900  ? 1 4,  New  York,  NY  10019  •■■1998 


E  A  K. 

H  F  O  K  M  A  N  €  K 

It.  "  s    miJ  k  m  t.  J  o  III  "  d 

X  P  E  C  T 

m  r  m:  o  p  l,  k:  in  t  h  m: 

O  U  N  T  A  I  n 

T  A.  T  E 


It's  as  if  the  term  "the  great 
outdoors"  was  invented  for  West  Virginia.  The 
majestic  mountain  scenery  has  been  known  to 
inspire  a  passion  for  nature  in  even  the  most 
jaded  urbanite.  The  countryside  can  take  your 
breath  away,  so  the  next  time  you're  driving 


^^5'  Virginia,  US^ 

through  this  natural  wonder,  do  what  the  locals 
often  do.  Stop  the  car  and  see  what  the  moun- 
tain air  will  inspire  in  you. 

Of  course,  if  you  happen  to 
be  driving  a  Toyota  through  the  Mountain  State 
in  the  near  future,  you  may  have  the  advantage 
of  some  local  passion  right  there  with  you. 

That's  because,  in  West 
Virginia,  people  will  soon  be  producing  Toyota 
engines  at  a  brand-new  manufacturing  plant 
in  Putnam  County.  By  the  time  it's  fully  oper- 
ational, this  $900  million  plant  will  have  the 
capacity  to  build  500,000  engines  and  360.000 
transmissions  per  year,  using  many  U.S.  parts. 

Local  people  manufacture 
Toyota  vehicles  and  components  in  2.5  coun- 
tries around  the  world.  It  helps  the  products  we 
sell  answer  the  special  needs  of  all  our  drivers, 
wherever  they  may  be. 

Here  in  America,  our  sec- 
ond-largest manufacturing  base,  Toyota  has 
invested  nearly  $8  billion  in  manufacturing, 
research  and  design. 

Local  investment.  It's  the 
engine  for  growth  in  West  Virginia  -  and  in 
communities  around  the  world. 


TOYOTA  People  Drive  Us 


Economic  Trends 


BY  GENE  KORETZ 

WANTED:  BLACK 
ENTREPRENEIRS 

Poor  access  to  credit  is  a  big  hurdle 

Why  have  so  many  blacks  been  left 
far  behind  in  the  struggle  to 
achieve  the  American  Dream  of  eco- 
nomic success?  One  possible  answer  is 
the  low  rate  of  self-employment  among 
African  Americans.  Experts  note  that 
going  into  business  for  one's  self  has 
long  been  a  major  route  of  economic 
advancement  for  disadvantaged  groups 
in  the  U.  S. — from  Jewish,  Chinese,  and 
Japanese  immigi-ants  earlier  in  the  cen- 
tury to  many  Asian  immigi'ants  today. 

By  comparison,  Afiican-American  en- 
trepreneurs ai'e  few  and  far  between. 
Census  Bm-eau  data  indicate  that  the 

DISCRIMINATION  IN 
THE  CREDIT  MARKETS? 

SMALL-BUSINESS  LOAN  APPLICATION  REJECTION  RATE* 


WHITE-OWNED  BLACK-OWNED 
BUSINESSES  BUSINESSES 

•BASED  ON  1993  NATIONAL  SURVEY  Of  SMALL  BUSINESS  FINANCES 
DATA  DAVID  G.  BLANCHFLOVKER,  PHILLIP  B.  LEVINE,  DAVID  J.  ZIMMERMAN 

black  self-employment  rate  is  a  third  of 
the  rate  for  whites.  Moreover,  econo- 
mist Robert  W.  Fairlie  of  the  Univei'si- 
ty  of  CalifoiTiia  at  Santa  Cniz  has  found 
that  black  men  ai'e  only  lialf  as  likely  to 
become  self-employed  as  wliite  men,  and 
they  are  twice  as  hkely  to  leave  such 
employment  if  they  do  take  the  plunge. 

The  challenge,  say  many  policymak- 
ers, is  to  turn  these  trends  around  and 
encourage  entrepreneurship  among 
blacks.  Raisuig  the  rate  of  black  self-em- 
ployment, it  has  been  argued,  could  po- 
tentially provide  a  way  out  of  poverty 
for  millions  of  African  Americans.  In- 
deefl,  several  state  and  fedei-al  programs 
are  fostering  this  strategy  as  a  way  foi- 
blacks  and  whites  to  leave  welfare  rolls. 

A  new  National  Bui-eau  of  Economic 
Research  study,  however,  highlights  an 
apparently  serious  hurdle:  significant 
discrimination  against  black-owned  small 
businesses  in  the  credit  markets. 

In  the  study,  economists  David  G. 
Blanchflower,  Phillip  B.  Levine,  and 
David  J.  Zimmerman  analyze  data  from 


the  1993  National  Survey  of  Small  Busi- 
ness Finances,  a  canvas  of  more  than 
4,600  small  businesses.  Conducted  by 
the  Federal  Reserve  Board  and  the 
Small  Business  Administration,  the  sm- 
vey  provided  detailed  infbnnation  about 
the  companies',  and  their  owners',  fi- 
nancial conditions  and  other  matters. 

The  researchers'  analysis  is  telling, 
to  say  the  least.  Asked  about  problems 
they  had  faced  in  the  past  yeai;  business 
owners  were  pretty  much  alike  in 
gi-ousing  about  things  like  regulations, 
taxes,  and  workmen's  comp  costs.  The 
big  exception  was  that  blacks  were 
twice  as  likely  as  whites  to  complain 
about  credit  availability,  and  thi-ee  times 
as  likely  to  see  this  as  a  futm-e  problem. 

Indeed,  the  study  revealed  that 
blacks  were  almost  three  times  as  like- 
ly to  have  had  a  loan  application  de- 
nied in  recent  years  (chart) — a  result 
that  seemed  partly  attributable  to  the 
fact  that  black-owned  companies  were 
genei-ally  less  creditworthy  than  other 
groups  as  measm-ed  by  past  instances  of 
bankruptcy,  overdue  loans,  and  court 
judgments.  Black  concerns  were  also 
younger,  smaller,  and  moi'e  likely  to  be 
located  in  central  cities  and  owned  by 
someone  with  less  experience  than  their 
white  coimterparts. 

After  adjusting  for  all  of  these  fac- 
tors, however,  the  reseai'chei-s  still  foimd 
that  black-owned  businesses  were  twice 
as  likely  to  be  denied  a  loan  from  a 
bank  or  other  financial  institution  as 
similar  white  concerns.  And  they  found 
that  black  companies  pay  interest  rates 
that  average  one  percentage  point  high- 
er. In  contrast,  the  study  tinned  up  no 
significant  differences  in  boirowing  via 
credit  cards,  whose  issuers  are  often 
unaware  of  applicants'  race. 

In  sum,  says  Blanchflower,  "it's  hard 
to  avoid  the  conclusion  that  blacks  face 
serious  discrimination  in  credit  mar- 
kets— a  fact  that  may  say  a  lot  about 
their  lack  of  economic  progi'ess." 


TOTING  UP  THE 
PEACE  DIVIDEND 

Has  military  spending  hit  bottom? 

Global  militaiy  spending  has  leveled 
off,  after  falling  sharply  ft"om  1990 
to  199.5.  In  that  period,  outlays  by  the 
former  Soviet  Union  plummeted  and 
U.  S.  expenditures  shi'ank  from  5.3%  to 
3.5%  of  gross  domestic  product.  But  in 
both  1996  and  1997,  the  International 
Monetary  Fund  reports,  such  spending 
by  all  nations  stayed  level  at  about  2.3% 


MILITARY  SPENDI 
LEVELS  OFF 


WORLDWIDE 
OUTLAYS 


of  global  GDP, 
compared  with 
3.5%.  in  1990. 

The  IMF  esti- 
mates that  the  an- 
nual "peace  divi- 
dend"— the  added 
amount  that 
would  have  been 
spent  if  military 
outlays  as  a  share 
of  world  output 
had  stayed  at 
1990  levels — came 
to  some  $357  bil- 
lion last  year.  It 
also  notes  that,  on 
average,  amounts  equivalent  to  a  t 
of  such  savings  appear  to  be  devote 
higher  social  spending. 


RED-FACED  OVEH 
SOCIAL  SECURIT 

A  conservative  think  tank's  boo 


A  PERCENT  OF  GLOBAL  GOI 
DATA:  INTERNATIONAL  MONETAR 


A report  on  Social  Security  issue 
the  conservative  Heritage  Fou 
tion  earlier  this  year  has  been  kic 
up  a  storm.  The  focus  of  attentic 
claim,  widely  covered  in  the  nat: 
press,  that  low-income,  single,  Aft- 
American  males  bom  in  the  1960s  w 
actually  get  less  in  pension  benefit; 
they  paid  into  the  system. 

The  trouble  wath  this  projection 
others  in  the  report  is  that  they 
based  on  a  glaring  computational  e 
As  noted  recently  by  Robert  J.  M 
fomier  chief  actuary  of  the  Social 
rity  Administration,  Heritage's  mil 
was  to  rely  entirely  on  average  lif 
pectancies  in  calculating  rates  of  re 
For  example,  it  assimied  that  black 
ciurently  aged  21  would  live  exact 
theii"  expected  average  life  span 
and  then  die — two  years  after 
started  collecting  benefits. 

In  reality,  says  Myers,  about  4C 
this  gi'oup  could  be  expected  to  di 
fore  reaching  retirement  age,  so 
would  pay  less  in  Social  Secuiity 
than  Heritage  assumes.  And  be( 
60%  wiW  live  longer  than  67  (aver; 
perhaps  12  years),  their  benefits  v 
be  a  lot  higher. 

Add  the  fact  that  the  benefit  foi 
favors  low-income  workei-s,  and  it's 
that  this  group  of  young  blacks  s 
come  out  ahead,  says  Myers.  In 
other  research  indicates  that  the 
white  population  actually  enjoy; 
same — or  better — expected  returns 
Social  Security  as  whites. 
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visionary. 


There  are  those  who  can  see  the  long-term  potential 
of  their  information.  Because  they  have  chosen  a  partner 
who  can  help  them  better  access  and  manage  their  storage. 
They  are  the  people  who  count  on  StorageTek® 

Right  now  our  Storage  Area  Networks  are  revolutionizing 
the  way  information  is  managed — with  the  world's  only 
open,  intelligent,  integrated  architecture  that  interfaces 
with  both  Fibre  Channel  and  SCSI.  So  you  can  deliver  a 
level  of  accessibility  never  before  possible.  With  the 
flexibility  to  anticipate  change,  and  the  scalability  to 
:ake  your  company  well  into  the  future. 

Jl  us  at  1-800-STORTEK  or  visit  us  on  the  Web. 
ause  when  it  comes  to  storage  solutions  that 
your  business  forward,  seeing  is  believing. 


vww.storagetek.com/vision 


SPECIAL   ADVERTISING  SECTION 


More,  Better,  Faster: 

The  GAB  Robins  Solution 


INSURANCE  SERVICES  PROVIDER  GAB  ROBINS  INVESTS 
TO  FEED  INFORMATION-HUNGRY  CUSTOMERS 


or  insurers  and  corporate  risk  managers  with  claims  to 
^        process,  notiiing  matters  more  than  information.  It  has  to  be 

quick,  accurate,  and  inteUigent.  Janet  Turoff,  senior  vice- 
i  president  and  CIO  at  GAB  Robins,  talks  about  how  this 
insurance  services  provider  invested  $40  million  to  create  the  most 
sophisticated  reporting  systems  in  the  industry  lor  its  clients. 


O:  How  are  the  needs  of  your  customers 
changing  today? 

A:  There  is  a  phenomenal  rush  toward 
more  timely,  integrated  information. 
Customers  don't  want  isolated  reports. 
What  corporate  risk  managers  and  insur- 
ers want  is  an  integrated  view  of  informa- 
tion which  covers  the  first  report  of  the 
injury  or  loss  all  the  way  through  the 
adjustment  of  the  claim  to  the  MlS-gen- 
erated  analysis  and  reports. 

O:  How  has  GAB  Robins  evolved  to  meet 
those  needs? 

A:  Historically,  our  mainframe  systems 
made  it  difficult  to  react  quickly  and  flex- 
ibly to  customer  needs.  Over  the  past  tew 
years  GAB  Robins  has  invested  over  $40 
million  to  completely  overhaul  our  tech- 
nology infrastructure.  We  made  this  sub- 
stantial financial  commitment  because 
we  realized  that  we  are  not  just  in  the 
insurance  services  business,  we  are  in  the 
information  business  as  well.  That  under- 
standing is  what  differentiates  us  from 
our  competition. 


O:  How  does  that  concept  trans- 
late into  customer  services? 
ArToday  we  can  tailor  our  cus- 
tomer's unique  information 
gathering  requirements  quickly 
and  seamlessly  through  our 
client/server-based  ACIS  ' 
(Automated  Claims  Information 
System)  core  claims  processing 
system.  We  can  provide  informa- 
tion-based reporting  back  to  our 
customer  in  whatever  format 
they  prefer  —  paper,  disk,  tape, 
or  through  an  online  facility. 

We  have  customers  with  tens  of  thou- 
sands of  claims.  They  can  access  their 
claims  information  with  us  through  our 
claims  management  products  ClienTell' ' 
(available  today  to  our  Risk  Management 
customers)  or  the  soon  to  be  released 
ClaimConnect'"  product  (for  our  Insur- 
ance Company  customers).  Customers 
can  download  their  claims  information 
whenever  it  is  convenient  for  them  —  real 
time  or  scheduled  during  off  hours.  Cus- 
tomers can  use  the  built-in  reporting 
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At  a  catastrophe  site,  a  CAB  Robins 
claims  adjuster  uses  an  "unteth- 
ered"  laptop  to  enter  claims  infor- 
mation. The  adjuster  can  enter 
data  and  generate  reports  with  the 
remote  computer,  and  upload  the 
information  later.  This  unique 
system  should  dramatically  speed 
up  claims  processing  for  natural 
disasters,  when  telephone  lines 
may  not  be  readily  available. 


facilities  of  these  tools  or  their  ov 
reporting  tools. 

Wc  also  have  customer  based  advise 
councils  and  focus  groups  who  provid( 
constant  feedback  loop  on  our  tools  a 
services  so  that  we  know  we  are  focus 
on  building  our  information-based  toi 
to  meet  their  needs. 

O:  Impressive!  What  kind  of  technolo 
do  you  have  in  place  that  enables  y 
to  provide  information  so  flexibly? 

A:  We  have  two  very  strong  ven^ 
relationships  —  with  Hewlett  Pack; 
and  Oracle.  We  partnered  with 
technical  lab  staff  and  the  Cuperth 
California-based  senior  managemi 
teams  of  both  HP  and  Oracle  to  h 
us  build  a  scalable  system  that  wo 
perform  as  we  need 
As  a  result,  we  were  the  f 
in  the  country  with 
implementation  of 
Oracle  Parallel  Ser 
(OPS)  technology  in  a  h 
volume  production  e 
ronment.  OPS  is  a  i 
technology  option 
allows  multiple  compu' 
to  access  the  same  datal 
with  improved  per 
mance  and  reliability, 
technology  provided 
with  the  boost  we  needed  to  accom 
date  our  grov/ing  online  population 

Today  we  can  handle  830  concuri 
users  on  our  systems  and  we  can  e 
grow  to  1,500  concurrent  users 
the  same  performance.  This  movi 
client/server  also  allowed  us  to  maxii 
our  infrastructure  into  the  latest  L,'- 
WAN,  and  desktop  environments 
provides  us  with  the  ability  to  qui 
adapt  to  changing  business  needs 
introduce  new  products. 


O:  Were  there  other  benefits  from 
substantial  technology  investment? 

A:  Absolutely!  This  platform  will  allo\ 
to  be  completely  Year  2000  complian 
our  core  claims  processing  systems. 


Janet  Turoff,  senior 
vice-president  and 
CIO,  CAB  Robins 
North  America,  Inc. 


Clara  Van  Hast,  a  New  York-based  wr 
reports  frequently  on  insurance  and 
management.  j 
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TRYING  TO  RECLAIM  PIAMET. 

CELEBRATE  YOUR  T?A'S 
YEAR  2000  COMfLIAMCE. 
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At  GAB  Robins,  we've  anticipated  the  technology  adjustments 
necessary  to  face  the  new  millennium  without  fear.  Our  Client 
Server-based  systems  are  already  year  2000-compliant,  so  no 
matter  what  claims  tomorrow  may  bring,  we'll  be  ready  to 
respond.  And  without  the  Y2K  monster  to  deal  with,  we  can 
concentrate  on  planning  for  more  important  things. ..like  the 
future.  Questions?  answers@gabrobins.com  or  call  888.888.4242 
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You  have  a  great  acquisition  opportunity. 

Can  you  spare  ttie  casli? 


Do  you 


Oracle  Applications  help  you  analyze  your  current  cash  position  and  make  accurate  cash  projections.  You  can  globally  view  your 
position  across  any  currency,  organization  and  time  period.  In  other  words,  it's  as  close  as  you  can  get  to  predicting  the  future.  Oracle 
Ap|ilications  integrate  your  entire  business  -  sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources. 
Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view  of  what's  going  on  in  your  business. 
Every  decision  you  make  is  based  on  up-to-date  information  and  impact  on 
shareholder  value.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle 
at  1-800-633-092  5,  ext.  16356,  or  visit  wuw.nnicle  .com  I  i  nfol  I  6  today.  Applications 

O  iyyn  Otm  \v  (,nrpnrj[i(in  All  ri;^hts  reserved,  Oracle  is  .i  registered  trademark  ot  Oracle  Corporation. 
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ERRY  CHRISTMAS 
AN  IFFT  NEW  YEAR 

)ppers  are  gift-wrapping  the  economy,  but  1999  will  be  less  cheery 


I With  post-Thanksgiving  re- 
ports showing  that  consumers 
ut  in  force  searching  for  everything  from  the  elu- 
F'urby  to  the  perfect  cashmere  sweater,  the  outlook 
sarend  household  spending  looks  far  brighter  than 
1  a  few  months  ago.  Back  then,  the  drop  in  the 
market  and  uncertainty  about  global  finances  hit 
imer  confidence  hard  and  led  many  analysts  to 
ct  a  dreary  holiday  shopping  season, 
t  look  now.  In  a  matter  of  weeks,  aggressive  in- 
t-rate  cuts  by  the  Federal  Reserve  have  breathed 
life  into  stock  prices  and  stabilized  global  markets, 
tig  to  clear  out  the  air  of  doom  and  gloom  that 
jv^eighed  on  households'  psyches.  That,  plus  con- 
d  healthy  gains  in  purchasing  power,  means  that 
imer  spending  is  on  track  to  grow  by  at  least 
n  the  fourth  quarter,  perhaps  yielding  the 
gest  yearend  shopping  season  in  six  years.  All 
hoUday  spending,  plus  a  strong  housing  market 
t),  could  push  the  quarter's  gain  in  real  gross 
Stic  product  into  3%  territory. 

There  are  some  Grinches  in 
this  holiday  story,  though. 
First,  shoppers  remain  bar- 
gain hunters,  so  retailers  prob- 
ably won't  see  much  improve- 
ment in  their  profit  margins, 
even  if  stores  are  packed.  Sec- 
ond, the  factory  sector  re- 
mains beset  by  slumping  for- 
eign demand  that  is  causing  a 
production  slowdown  and  lay- 
offs. And  third,  shrinking  cor- 
e  profits  suggest  that  businesses  will  scale  back 
hiring  just  as  they  are  rethinking  their  capital- 
ling  budgets. 

THIS  MEANS  that  the  cheer  of  1998  may  not  cai*- 
'er  very  far  into  1999.  The  latest  news  from  the 
ig  Co.  shows  why:  The  aircraft  maker  announced 
Bc.  1  that  because  of  weak  Asian  demand,  20,000 
ers  will  be  laid  off  by  2000,  on  top  of  28,000  al- 
T  slated  to  be  let  go.  Its  stock  price  then  plunged 
ars  that  1999  earnings  will  not  meet  expectations. 

other  companies  likely  to  follow  Boeing's  lead,  a 
[own  in  the  job  markets  will  ultimately  be  the 

that  reins  in  the  powei'ful  consumer  sector. 

r  now,  though,  consumer  spending  remains  ro- 
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bust.  In  addition  to  more  confidence  in  the  economy, 
households  are  tapping  sources  of  new  cash  in  order  to 
purchase  more  goods  and  services,  including  big-tick- 
et items  such  as  cars,  homes,  and  home  furnishings. 

Certainly,  fatter  paychecks  are  providing  a  lift.  Af- 
tertax real  eaiTiings  rose  3.3%  in  the  12  months  ended 
in  October,  the  fastest  pace  in  1^  years.  Many  house- 
holds are  enjoying  the  swiftest  advance  in  purchasing 
power  in  two  decades,  thanks  to  rising  wages  and  low 
inflation.  The  recent  drop  in  oil  piices  to  about  $11  a 
barrel  simply  strengthens  that  equation,  freeing  up 
even  more  income  for  holiday  shopping. 

But  rising  incomes  don't  ex- 
plain all  of  the  ongoing  spend- 
ing surge,  since  consumer  pur- 
chases have  soared  by  5.4% 
over  the  past  year,  far  out- 
pacing income  growth  (chart). 
In  addition  to  their  salaries, 
households  obviously  are  re- 
lying on  gains  ft'om  the  stock 
market,  as  well  as  some  time- 
ly extra  cash  provided  by  this 
fall's  record  wave  of  mortgage 
refinancings.  The  Dow  Jones  industrial  average  has 
come  back  from  its  September  low,  although  there  still 
appears  to  be  some  eamngs  angst  among  investors,  as 
shown  by  the  Dow's  drop  in  early  December. 

FOR  RETAILERS,  however,  these  monetary  windfalls 
have  not  changed  a  cinicial  part  of  consumer  psycholo- 
gy in  the  1990s.  Shoppers  are  still  very  price-conscious. 
Most  retailers  will  probably  have  to  mark  down  many 
items  in  order  to  attract  shoppers.  And  the  discounting 
will  mean  that  the  booming  holiday  demand  will  not 
make  it  all  the  way  down  to  the  bottom  lines  of  many 
retailers. 

Consumers  aren't  just  buying  gifts,  however.  Home 
sales  also  remain  very  strong,  even  after  a  record- 
breaking  pace  in  the  spring.  Sales  of  existing  homes 
rose  2.1%  in  October,  to  an  annual  rate  of  4.8  million, 
and  new  homes  sold  at  a  851,000  annual  pace,  0.8% 
above  their  September  level.  Residential  construction, 
up  0.8%  in  October,  led  the  month's  0.3%  rise  in  overall 
construction  spending. 

The  available  data  for  November  look  equally  sohd. 
Mortgage  applications  to  buy  a  home  have  slipped 
only  a  bit  from  their  lofty  levels  of  September  and  Oc- 
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tober.  And  homebuilders  say  their  sales  rose  in  No- 
vember, setting  a  record.  All  in  all,  builders  are  ex- 
tremely optimistic  about  both  current  business  activi- 
ty and  their  prospects  in  coming  months. 

MANUFACTURERS,  however,  are  singing  a  more  melan- 
choly tune,  as  much  of  consumer  demand  is  going  to 
imports  and  as  exports  continue  to  sag.  The  November 
purchasing  managers'  index  fell  again  and  remained 
below  the  50%  mark,  signifying  that  industrial  activity 
is  contracting.  The  index  slipped  from  48.3%  in  October 
to  46.8%,  the  lowest  reading  in  nearly  three  years. 
Production  took  a  big  fall  (chart),  and  the  indexes  cov- 
ering orders,  employment,  inventories,  and  the  order 
backlog  all  declined. 

New  data  from  the  Fed,  however,  indicate  that  man- 
ufacturing's slump  is  not  as  steep  as  previously  thought. 
Revisions  to  the  Fed's  measui-e  of  industrial  production 
show  that  nonauto  output  rose  slightly  in  the  third 
quarter  instead  of  faUing.  And  the  new  data  say  that 
October  output  was  about  even  with  the  third-quarter 
average,  instead  of  below  it.  While  factory  production 
has  slowed  sharply  this  year,  it  has  grown  at  an  annu- 
al rate  of  1.8%  since  the  end  of  1997,  instead  of  only 
0.3%,  as  the  original  data  showed. 

Sagging  foreign  demand  is  obviously  the  main  drag 
on  manufacturing.  Price-adjusted  exports  in  the  third 
quarter  were  2.1%  below  their  year-ago  level.  That's  the 
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first  year-over-year  drop  in  15  years.  And  the 
chasers'  export-order  index  in  November  remain 
near  October's  record  low.  Both  readings  were  far 
low  the  50%  that  indicates  that  orders  are  rising. 

Until  foreign  markets  get 
back  on  their  feet,  the  U.  S. 
economy  will  harbor  a  split 
personaHty.  Overall  domestic 
demand  will  remain  positive, 
but  manufacturing  output  and 
employment  will  suffer.  That 
means  that  the  holiday  season 
will  not  be  very  cheerful  for 
the  200,000  or  so  factory 
workers  who  have  been  pink- 
slipped  so  far  this  year.  More- 
over, a  worsening  foreign  trade  gap  wiW  continue 
subtract  a  bit  from  overall  GDP  growth 

Consumers,  however,  seem  ready  to  offset  the  wi 
foreign  sector.  That  is  the  case  this  hohday  seas 
when  consumer  fundamentals  look  as  strong  as  tl 
ever  have  in  this  expansion.  To  be  sure,  the  roots  i 
slowdown  are  beginning  to  take  hold.  The  profits 
cession,  and  its  implications  for  corporate  restructurii 
will  not  go  away  anytime  soon.  But  most  consumers 
not  want  to  consider  the  prospect  of  a  1999  slowd( 
right  now — not  when  there  are  gifts  to  wrap,  treei 
decorate,  and  Furbys  to  find. 


)AN  '96  NOV.  '98 

,  PERCENT  REPORTING  IMPROVEMENT 
DATA:  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


DECLINE  OF  A  UTIN  FORTRESS? 


Life  in  Latin  America's  safe 
haven  is  getting  more  precari 
ous.  Chile  is  slipping  into  reces- 
sion as  high  interest  rates,  low 
commodity  prices,  and  the  fallout 
from  the  Asian  crisis  hit  one  of 
the  region's  fastest- 
growing  economies. 

In  the  third  quarter, 
Chile's  real  gross  do- 
mestic product  grew 
by  2.7%  from  a  year 
earlier.  That's  down 
sharply  from  5.8%  in 
the  second  quarter, 
and  the  lowest  yeai'ly 
grov^rth  rate  since  1990 
(chart).  Exports  ac- 
counted for  almost  all  of  the  in- 
crease. Domestic  demand  edged 
up  just  0.5%  from  a  year  ago. 

Moreover,  the  data  for  this 
quarter  look  even  poorer.  Retail 
sales  fell  6%  in  October  from  a 
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year  ago  as  the  high  cost  of  credit 
cut  into  demand  for  furniture  and 
other  durable  goods.  The  unem- 
ployment rate  rose  from  6.8%  in 
September  to  6.9%  in  October,  a 
two-year  high.  And  October's  in- 
dustrial output  was 
down  6.8%  from  a 
year  ago.  Chile's  GDP 
is  probably  shrinking 
in  the  fourth  quarter. 
That  suggests  the 
economy  will  fall 
short  of  the  govern- 
ment's target  of  4% 
growth  in  1998.  Pri- 
vate forecasts  put 
1999  gi'owth  at  less 
than  2%.  Chile  grew  by  more 
than  7%  in  both  1996  and  1997. 

In  response,  the  central  bank 
has  begun  to  cut  interest  rates  af- 
ter it  hiked  them  earlier  in  1998 
to  defend  the  peso.  On  Nov.  24, 


the  bank  lowered  its  overnight 
lending  rate  from  10%  to  8.5% 
above  the  inflation  rate,  which 
was  4.3%  in  October.  It  was  the 
third  large  cut  in  seven  weeks. 

Even  so,  Chile  still  faces  prob 
lems.  The  jobless  rate  is  expectt 
to  go  even  higher  in  coming 
months,  which  will  hold  back  coi 
sumer  spending.  And  businesses 
are  cutting  their  capital  budgets 
as  falling  stock  prices  and  still 
high  interest  rates  make  it  diffi- 
cult to  finance  capital  investmen 

One  bit  of  good  news  from  th 
slowdown  is  that  softer  domesti 
demand  is  slovdng  imports  and 
improving  the  current  account 
deficit.  Real  imports  last  quarte: 
were  flat  from  their  year-ago  le' 
els.  And  the  current  account  ga; 
which  will  likely  exceed  7%  of  G 
for  all  of  1998,  may  shi-ink  to 
about  6%  to  6.5%  of  1999's  GDP, 


When  running  a  department,  there  are  no  dress 
rehearsals.Which  is  why  you  need  a  server 
that  dehvers  an  unforgettable  performance 
daily.  Designed  with  our  Highly  Parallel 
Systems  Architecture  and  dual  Pentium  II 
:  )cessors,  the  new  Compaq  ProLiant  3000  has  all  the  power  you 
1  ^d.  And  the  unmatched  availability  to  handle  today's  demanding 
i  partmental  applications.  To  see  how  it  outperforms 
competition  and  performs  under  budget,  contact 
^  vw.compaq.com/servers/performance  or  1-800-AT-COMPAQ. 
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News:  Analysis  &  Commentary 


Exxon  Chairman  Lee  R.  Raymond 
says  he  longs  for  the  days  of 
$20-a-barrel  oil.  So  does  every 
other  oil  executive.  But  what 
makes  Raymond  and  his  compa- 
ny different  is  how  well  they  tolerate  to- 
day's $ll-a-barrel  price.  The  lowest  in- 
flation-adjusted oil  prices  of  the  past 
half-century  have  other  oil  companies 
ninning  for  cover,  and  once-standoffish 
oil-producing  nations  are  suddenly  des- 
perate for  strong  partners.  Yet,  Exxon 
Corp. — perhaps  the  most  efficient  of  the 
majors — is  ideally  placed  to  cash  in. 

And  on  Dec.  1,  it  made  its  fu-st  move, 
announcing  the  biggest  takeover  in  cor- 
porate history:  a  $75  billion  stock  deal  to 
purchase  Mobil  Corp.  and  forge  the 
world's  largest  oil  company.  As  the  chief 
executive  of  $181  bilhon  Exxon  Mobil 
Coi-p. — a  behemoth  fully  a  third  larger 
than  No.  2  Royal  Dutcli/Shell  Group — 
Raymond  will  be  able  to  seize  global 
opportunities  that  are  unavailable  to 
weaker  competitors. 
STRUGGLING  OPEC.  What  opportunities? 
Exxon  MobO — and  other  companies  that 
can  compete  with  its  efficiencies  and 
technical  skills — will  be  the  leaders  in  a 
new  era  for  the  energy  business.  The 
old  order,  dominated  by  the  notion  of 
scarce  oil  and  by  the  political  machina- 
tions of  OPEC,  is  cnimbling.  No  longer 
capable  of  keeping  prices  high  by  delib- 
erately withliolding  supplies,  oPEC  mem- 
bers are  now  struggUng  to  sm-vive  on  a 
diet  of  cheap  oil. 

By  contrast,  producers  such  as  Exxon 
are  thriving — in  part  because  of  opec's 
tactics.  Denied  access  to  the  most  easi- 
ly recovered  oil  resei-ves,  Exxon,  Mobil, 
and  others  have  honed  their  skills  in 
harvesting  hard-to-reach  oil  and  gas  at 
improbably  low  costs  from  remote  Asian 
steppes,  deep  waters  off  the  coast  of 
Affica,  and  far  above  the  Arctic  Circle. 
These  discoveries — as  well  as  weak  de- 
mand in  Asia — have  helped  produce  an 
oil  glut  that  is  wolfsbane  for  the  cartel: 
The  bigger  the  glut,  it  seems,  the  less 
able  OPEC  is  to  reach  agi'eement  on  pro- 
duction limits.  Following  a  recent  un- 
productive meeting  in  late  November, 
the  price  of  West  Texas  Intermediate, 
the  benchmark  U.S.  grade,  hit  $11.13 
per  barrel  on  Dec.  1. 

The  fii-st  big  opportunity  that  Exxon 
Mobil  may  tr-y  to  explore  is  a  partner- 
ship with  Saudi  Ai"abia.  It  has  a  quarter 
of  the  world's  oil  reserves,  and  the 
cheapest  to  tap.  But  the  Saudis  have 
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seen  I'evenues  plunge  because  of  declin- 
ing prices  that  they  have  been  reduced 
to  borrowing  money  from  tiny  Abu 
Dhabi. 

Now,  the  kingdom  is  ready  to  deal. 
On  Sept.  25 — two  decades  after  Saudi 
Arabia  nationalized  its  oil  industry — 
Crown  Prince  Abdullah  ibn  Abdul-Aziz 
held  a  one-hour  "tea  party"  with  top 
executives  of  seven  major  U.  S.  oil  com- 
panies to  discuss  possible  cooperation. 
Other  Mideast  producers  are  also  con- 
sidering such  partnerships.  And  who  is 


bettei"  positioned  than  the  company 
will  be  the  biggest  by  far?  Says  F; 
stock  &  Co.  analyst  Fadel  Gheit:  "\ 
talking  about  a  company  that  can 
the  economic  landscape  of  a  count 

Not  everyone  can  capitalize  on  ;„f 
impending  shift  in  power  in  the  wo 
oil.  The  global  meltdown  of  manj 
emei'ging  markets  earlier  this  yeai 
accelerated  by  deflation  in  the 
modifies  markets,  and  in  particul 
oil.  Major  losers  then— Russia  and 
other   ex-Soviet   states,  Indor 
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EXXON  MOBIL  $181  billion 


Mobi 


REVENUE  $123  billion   |    REVENUE  $58  billion 


NET  INCOME 

$8.5  billion 


NET  INCOME 

$3.3  billion 


EMPLOYEES  80,000 

STRENGTHS  A  strong 
balance  sheet,  low 
exploration  and  produc- 
tion costs,  and  excel- 
lent return  on  capital 


COMPANY  1997  REVENUE  IN  BILLIONS 


EMPLOYEES  43,000 

STRENGTHS  Better 
positioned  than  Exxon 
in  oil  and  natural  gas 
reserves  outside  North 
America 


cash  flow  to  make  the  invest- 
ments that  they  need,"  says 
Rafael  Quijano,  managing 
partner  of  Latin  American  Pe- 
troleum Intelligence  Services 
in  Washington. 

HIGH  TECH.  Low  oil  prices  are 
excellent  news,  of  course,  for 
big  energy  consumers.  A  sus- 
tained $10-per-barrel  drop  in 
the  price  of  oil  cuts  about  0.7 
points  from  the  annual  U.  S. 
inflation  rate  over  five  years 
and  adds  about  0.3  points  to 
the  U.  S.  economy's  growth, 
according  to  an  analysis  for 
BUSINESS  WEEK  last  year  by 
Standard  &  Poor's  dri.  That, 
in  fact,  is  about  what  has  hap- 
pened over  the  past  year. 

However  the  geopolitics  play 
out,  and  wherever  prices  go,  it 
clearly  pays  for  producers  to 
have  the  best  technology  and 
lowest  costs.  Notes  Robert  P. 
Peebler,  ceo  of  seismic  soft- 
ware   developer  Landmark 


2  ROYAL  DUTCH/     Rich  in  cash  and  reserves,  but 

SHELL  under  pressure  because  of  high 

_  ^  .$  1 2_9_  J.3p.^l^_^l^[  1^!" L"!^:   GraphicrCoip7 ''If  you're' the 

3  BRITISH  Kicked  off  merger  wave  with 
PETROLEUM        August  agreement  to  buy  Amoco 
$104  **              for  $64  billion. 


4 

TOTAL  FINA 

Total  agreed  on  Dec.  1  to  buy 

$55 

Belgium's  PetroFina  for  $13  billion. 

5 

ENI  $53 

Italian  government  owns  37% 

6 

TEXACO 

Recently  cancelled  joint  marketing 

$45 

deal  with  Shell  in  Europe.  Merger 

with  Chevron  rumored. 

7 

ELF  AQUITAINE 

Tried  to  buy  PetroFina  but 

$45 

lost  to  Total. 

8 

CHEVRON 

Merged  with  Gulf  in  1985,  but 

$35 

most  think  it  is  a  takeover 

candidate. 

9 

REPSOL 

Oil,  gas,  and  chemical  company 

$22 

sold  off  by  Spanish  government. 

10  CONOCO 

After  spinoff  from  DuPont,  it's  on 

$21 

list  of  takeover  candidates. 

'Assuming  current  deals  are  completed-  Excludes  state-owned  companies 
**  After  pending  purchase  ot  Amoco  Corp  DATA:  BLOOMBERG  FINANCIAL  MARKETS.  PIATTS,  BUSINESS  WEEK 


'sia,  and  to  a  lesser  extent  Mexi- 
ill  suffer  even  more  under  the 
jrder.  Even  if  consumption  rises 
itically  over  time,  most  analysts 
e  prices  should  remain  in  check 
se  of  advanced  technology  and  be- 
OPEC  nations  need  to  sell  as  much 
iy  can  to  maintain  their  incomes, 
issia  could  be  among  the  biggest 
IS.  According  to  Moscow's  Cen- 
fest  brokerage,  it  costs  $6  to  $8  a 
I  on  average  to  produce  and  pipe 
an  oO,  several  times  Mideast  costs. 


Together,  oil  and  gas  account  for  almost 
half  of  Russia's  export  earnings.  And 
with  its  government  is  close  to  default 
on  .$150  bilhon  in  hard-currency  debt, 
the  continuing  drop  in  prices  is  the  last 
thing  Russia  needs. 

Other  producing  nations  that  count 
heavily  on  oil  revenue  are  having  to 
make  adjustments  as  well.  Mexico,  for 
instance,  has  reserves  that  are  rela- 
tively cheap  to  recover,  but  its  state- 
owned  oil  company,  Pemex,  is  under 
pressure.  "Pemex  isn't  generating  the 


most  productive  company,  you 
can  take  advantage  of  the  low 
prices,  because  you're  going  to 
have  the  cash  flows  to  acquire 
properties.  And  when  you  have 
high  prices,  you  can  be  more 
profitable." 

On  the  other  hand,  if 
you're  still  operating  under 
the  assumption  that  the 
earth's  petroleum — or  at  least 
the  cheap  stuff — is  about  to 
run  out,  you're  not  going  to 
thrive  in  the  new  oil  era. 
Technology  is  making  it  pos- 
sible to  find,  produce,  and  re- 
fine oil  so  efficiently  that  its 
supply,  at  least  for  practical 
purposes,  is  basically  unlim- 
ited. So  oil  executives  need 
to  be  as  obsessive  about  cut- 
ting costs  as  anyone  else. 
"You  cannot  count  on  the 
market  to  bail  you  out  of  bad 
decisions,"  Raymond  said  in 
a  Dec.  2  interview. 

Hence  the  merger  wave.  Says  Leo  P. 
Drollas,  deputy  director  of  the  Center 
for  Global  Energy  Studies  in  London: 
"The  industiy  is  looking  ahead  and  see- 
ing low  oil  prices  as  far  as  they  can  see. 
The  mergei-s  ai-e  a  defensive  action."  In- 
ternal cost-cutting  is  no  longer  enough, 
Mobil  Chau-man  and  ceo  Lucio  A.  Noto 
said  at  a  Dec.  1  news  conference:  "The 
easy  things  are  behind  us.  The  easy 
finds.  The  easy  cost  savings.  They're 
done  We  tend  to  do  the  smart  thing 
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when  times  are  tough.  And  times  are 
tough  now." 

By  joining  forces,  Exxon  and  Mobil 
aim  to  cut  $2.8  billion  a  year  in  costs — 
much  of  it  by  eliminating  9,000  jobs,  or 
ai'ound  7%  of  their  combined  worldwide 
total  of  123,000.  Tliough  they'll  keep  both 
brand  names,  they 
will  merge  the  mar- 
keting organizations 
that  support  them.  "It 
is  good  management 
applied  to  a  bigger 
asset  base,"  says  Rod 
Peacock,  managing 
director  for  global 
energy  investment 
banking  at  J.  P.  Mor- 
gan Seciuities  Ltd.  in 
London,  who  advised 
Exxon  on  the  deal. 

The  merger  of 
Exxon  and  Mobil  will  not  only  create 
the  world's  largest  oil  company,  but  it 
also  will  create  one  of  the  world's  lai'gest 
companies  of  any  kind.  The  combined 
revenue  of  Exxon  and  MobO  for  the  first 
nine  months  of  1998  was  $1 19  billion,  vs. 
$115  billion  for  No.  1  General  Motors 
Corp.  Low  oil  prices  plus  divestitures 


CUTTING  EDGE 

Using  their 
technological 
lead  in  finding 
oil,  Western 
companies 
such  as  Exxon 
have  been  able 
to  undermine 
OPEC's  power 


may  knock  Exxon  Mobil  dovm  to  sec- 
ond place.  (Note  to  numbers  watchers: 
Some  sources  report  higher  revenue 
numbers  for  Exxon  and  Mobil,  mainly 
because  they  include  fuel  excise  taxes 
that  ai'e  passed  sti-aight  to  goveiTiments.) 

Does  size  matter?  Yes.  The  biggest 
companies — Exxon,  Royal  Dutch/Shell, 


and  British  Petroleum — routinely  h 
a  higher  return  on  capital  than  tl 
smaller  kin,  says  Douglas  T.  TeiTeso  h 
Morgan  Stanley  Dean  Witter  anal 
Big  companies  can  defray  fixed  ci 
over  a  wider  revenue  base.  And  t  J 
can  tackle  the  biggest  international 
ects — without  paitners,  if  need  be.  1 


WHY  TRUSTBUSTERS  ARE  BUSY  EVEN  WHEN  PRICES  FALL 


Prices  for  gasoline  and  heating  oil 
are  near  inflation-adjusted  50-year 
lows.  And  excess  supply  continues 
to  flow  from  all  corners  of  the  globe. 
Yet,  there  is  no  doubt — certainly  not  in 
the  stock  market  at  any  rate — that 
federal  trustbusters  will  take  an  extra 
hard  look  at  the  proposed  combination 
of  Exxon  Corp.  and  Mobil  Corp. 

The  megamerger  points  up  what  is 
becoming  a  more  frequent  question  for 
regulators:  How  do  you  mea- 
sure anticompetitive  activity 
and  prevent  harm  to  con- 
sumers in  markets  where 
prices  are  falling?  For  the  past 
several  years,  the  Justice  Dept. 
and  Federal  Tj-ade  Commission 
have  stmggled  with  this  conun- 
drum. No  longer  fixating  on 
how  companies  use  market 
power  to  raise  prices — once  the  litmus 
test  of  antitmst  litigation — the  agencies 
now  must  ask  another  type  of  "what 
if?"  Would  prices  be  even  lower  if  this 
merger  didn't  happen? 

Over  the  past  two  years,  the  govern- 
ment has  asked  that  question  and  con- 
cluded that  some  proposed  mergers 


would  impede  market  foi'ces  pushing 
down  prices.  The  ftc  stopped  a  pair  of 
huge  deals  in  the  ding-wholesale  busi- 
ness: McKesson  Corp.'s  plan  to  acquire 
AmeriSource  Health  Coi-p.,  and  Cardi- 
nal Health  Inc.'s  proposed  purchase  of 
Bergen  Bmnswig  Corp.  In  the  office- 
supply  superstore  business,  it  concluded 
that  combining  Staples  Inc.  and  Office 
Depot  Inc.  would  inhibit  the  fall  in 
prices — even  though  the  companies  ar- 


NEW  TEST 


With  deflation,  the 
government  now  asks  if  prices 
would  be  even  lower  if  one  player 
didn't  control  such  a  large  share 


gued  that  their  greater  efficiency 
would,  in  fact,  accelerate  that  decline. 
THE  WINDOWS  TEST.  The  question  of 
how  quickly  jjrices  drop  with  or  without 
competition  is  also  at  the  heart  of  the 
Justice  suit  against  Microsoft  Corp.  In 
its  economic  analysis  of  the  software  in- 
dustiy,  Justice  has  repeatedly  argued 


that  Microsoft's  prices  would  b 
lower  if  it  had  more  direct  con 
On  Dec.  1,  Frederick  R.  Warr€ 
ton,  the  government's  expert  v 
testified  that  the  price  for  Mic: 
Windows  is  "significantly  abov 
more  than  it  would  have  been 
crosoft  didn't  have  90%  of  the 
WaiTen-Boulton,  head  of  a  Wa 
economic  consulting  firm,  argu 
while  prices  of  other  parts  of  it 
falling,  the  Windows  pi: 
an  ever  larger  percent 
the  total  PC  cost.  "We 
ally  dramatic  increase 
cost  of  the  operating  s 
relative  to  the  other  c 
nents  in  a  PC,"  he  saic 
How  to  use  the  too 
being  applied  to  Willi; 
Gates  III,  the  Rockef 
the  computer  era,  to  Exxon 
bil — the  two  largest  chunks  o! 
feller's  Standard  Oil  trust?  TY 
one  segment  of  the  oil  industr 
Exxon  Mobil  will  control  to  thi 
tent  that  Microsoft  controls  th 
dustry.  Nor  will  tliis  giant  hav 
near  the  market  power  of  the 


IK:' 
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BRINGING  TOGETHER 
EADERS  IN  TECHNOLOGY 


STREAM 


and  Mobil  are 
in  recovering  oil 
;tremely  deep 
and  the  Arctic, 
echnology: 
;  platforms. 

eads  in  liquefy- 
ural  gas  for 
irtation.  Exxon 
^  converting 
gas  into  liquids 
micals. 


DOWNSTREAM 


Exxon  is  a  leader  in 
metallocene  catalysts, 
which  recover  far  more 
usable  petroleum  prod- 
ucts from  a  barrel  of 
oil  than  older  catalysts. 

Mobil  introduced  the 
first  fully  synthetic 
engine  oil  in  1970  and 
now  has  more  than  50 
synthetic  oils  for  cars, 
planes,  and  factories. 
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fford  not  only  to  explore  and  sink 
but  to  biiild  refineries,  petrochem- 
lants,  pipelines — the  whole  assem- 
that  host  countries  desire.  Indeed, 
may  have  seen  the  wisdom  of  a 
')■  after  losing  a  bid  to  develop  nat- 
:as  fields  in  Tlu-kmenistan  because  it 
ii't  match  Shell's  offer  to  build  a 


pipeline  for  $1  billion. 

Until  this  year,  there 
had  not  been  a  major  oil 
merger  since  the  1984 
combination  of  Chevron 
Corp.  and  Gulf  Corp. 
Then  in  August,  British 
Petroleum  announced  a 
$64  billion  deal  to  buy 
Amoco  Corp.  And  now 
Exxon  is  buying  Mobil. 
Says  Teireson:  "BP-Amoco 
was  a  shock  to  the  sys- 
tem, and  Exxon  Mobil 
was  a  seismic  shift.  There 
are  going  to  be  several 
more  to  follow." 

That's  a  good  bet.  On 
the  same  day  as  the 
Exxon  Mobil  deal, 
France's  Total  agreed  to 
buy  Belgium's  PetroFina 
for  $13  billion.  Texaco  Inc.  and  ChevTon, 
worried  about  being  left  behind,  might 
make  natural  partners.  In  a  speech  to 
analysts  on  Dec.  2,  Texaco  ceo  Peter 
Bijur  said:  "We  will  not  nish  into  any- 
thing. We  don't  feel  the  urge  to  merge." 

Conoco  Inc.,  recently  spun  off  from 
DuPont  Co.  in  the  biggest  initial  public 


offering  ever,  could  disappear  into  some 
other  company's  embrace  soon — this 
time,  probably  another  oil  company. 
Asked  at  a  news  conference  how  much 
farther  the  consolidation  might  go.  Total 
CEO  Thieriy  Desmarest  answered:  "The 
game  will  go  on  until  the  antitrast  au- 
thorities call  it  off." 

The  Exxon-Mobil  deal  certainly  rings 
antitiTist  bells.  It  unites  the  two  biggest 
companies  of  the  Standard  Oil  Ti-ust, 
which  was  broken  up  by  the  courts  in 
1911.  But  most  experts  expect  the  deal 
to  go  thi'ough — pei'haps  after  the  com- 
panies divest  refineries  and  gas  stations 
in  markets  where  they  have  large  mar- 
ket shares.  In  Washington,  D.  C,  for  in- 
stance, together  they  sell  35%  of  all 
gasoline,  says  Natio)tal  Pefrolemn  News. 

Low  prices  are  shaldng  the  world  oil 
industry  fi'om  top  to  bottom.  The  pain  is 
widespread.  And  old  titans  may  disap- 
pear. But  as  Exxon's  deal  for  Mobil 
shows,  for  some  players,  crisis  ec|uals 
opportunity. 

By  Peter  Coij  in  Neiv  York,  witli. 
Stanley  Reed  and  Heidi  Dawley  in 
London,  Carol  Matlack  in  Moscow, 
Elisabeth  Malkin  in  Mexico  City,  and 
bureau  reports 


.LER:"  A  1907  editorial  cartoon  champions  Uncle  Sam's  fight  against  Big 


iveiTiment  broke  up  in  1911. 
government  will  review  care- 
'ays  in  which  the  Exxon-Mo- 
might  reduce  competition, 
jlieve,  for  instance,  that  it 
r  divestiture  of  some  "down- 
lerations — refining  and  retail 


sales  of  gasoline — where  the  two  now 
compete  directly.  "In  regions  where  the 
two  finns  have  high  shares  in  the  retail 
gas  market,  that  could  require  some  di- 
vestitures," says  Stephen  Calkins,  pro- 
fessor at  Wayne  State  University  Law 
School.  But  in  exploration  and  develop- 


ment, where  competition  is 
brisk.  Justice  may  not  demand 
anything,  despite  the  combined 
companies'  awesome  assets. 

One  core  concern  in  the 
Exxon-Mobil  union  will  be 
whether  proposed  cost-cutting 
will  keep  prices  on  a  downward 
trend.  Even  if  the  agency  con- 
cludes that  crude  oil  prices  are 
beyond  the  control  of  the  com- 
panies, the  FTC  will  have  to  de- 
cide which  would  do  more  to 
transmit  deflationary  pressures 
down  to  the  pump — super-effi- 
cient giants  or  intense  competi- 
tion among  more  players.  This 
will  be  a  key  concern  as  the 
Feds  review  other  oil-patch 
maniages.  In  the  wake  of  the 
Exxon-Mobil  deal,  other  combi- 
nations are  likely.  The  ftc  is  al- 
ready reviewing  British  Petrole- 
um Co.'s  purchase  of  Amoco 
Coi-p. — which  is  expected  to  go 
foi-ward,  but  with  strings. 
Those  are  tricky  tasks.  But  as  global 
competition  induces  more  companies  to 
merge  and  as  deflation  takes  over  more 
markets,  trastbusters  will  constantly 
face  the  pricing  question:  How  low  is 
low  enough? 

By  Susan  B.  Garland  in  Washington 
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INFORMATION  STRATEGIES 


Y2K  IS  WORSE  THAN 
ANYONE  THOUGHT 

The  final  reckoning  for  the  bug  could  hit  $1  trillion 


People  have  been  sounding  the 
alarm  about  the  costs  of  the  mil- 
lennium bug — the  software  glitch 
that  could  paralyze  computers 
come  Jan.  1,  2000 — for  a  couple  of  yeai"s. 
Now,  the  hard  numbers  are  coming  in 
and,  if  the  pattern  holds,  they  point  to 
an  even  larger  bill  than  many  feared 
just  a  few  months  ago. 

In  the  third  quarter,  the  Securities 
&  Exchange  Commission  for  the  first 
time  urged  companies  to  disclose  what  it 
wA\  cost  them  to  head  off  the  bug.  The 
disturbing  news:  Many  now  plan  to 
spend,  on  average,  about  26%  more  than 
they  thought  just  months  ago.  at&t,  for 
example,  had  said  in  early  1997  that  it 
might  shell  out  $300  million.  Now,  it 
says  it  could  spend  $900  milHon  before 
Jan.  1,  2000— some  $186  milhon  of  that 
this  year's  fourth  quarter  alone. 

says  it  will 
from  its  $300 


m 


Chase  Manhattan  Corp. 
spend  $363  million,  up  21% 


million  second-quarter  estimate.  And 
Aetna  Inc.  is  blaming  fatter-than-ex- 
pected  Y2K  bills — $195  million  instead 
of  the  $139  million  forecasted  last  sum- 
mer— for  a  6.1%  drop  in  thii-d-quarter 
profits.  Even  states  are  feeling  sticker 
shock:  Illinois  officials  say  fixing  bugs  in 
the  state  bureaucracy  will  cost  $114.4 
million — up  65%  from  1997  estimates. 

Outspoken  Y2K- watcher  Edward  E. 
Yardeni,  chief  economist  at  Deutsche 
Bank  Securities  Inc.,  says  the  numbers 
show  that  some  organizations  are  "just 
starting"  to  wake  up  to  Y2k's  potential 
for  damage — but  he  beheves  the  possi- 

*^  The  Fed  expects  GDP  to 
shrink  0.3%  in  2000  because  of 
millennium-related  problems 


ble  impact  is  enomious.  In  fact.  Yard* 
puts  the  chances  of  a  recession  in  2|; 

or  2001  at  70%  becausti 
"a  ghtch  in  the  fiowj 
information."  ^ 
Now,  comparj' 
are  testing  repji( 
and  finding  that  sj; 
don't  work  prope 
And  with  less  than 
days  to  go,  some 
saying  they  can't  m 
all  their  fixes  on  t 
and  will  have  to 
ways  to  do  business, 
gardless.    That  cc 
mean,  for  example 
vesting  more  in  bacllp 
suppUes,  as  Xerox  G  j, 
is  doing,  or  tempora  ^ 
shelving  just-in-t  - 
inventory  syste 
The  sad 
of  Samso) 
Corp.  illustri 
how  costs 
mushroom.  A 
-    A  spending  $10  mil 

^A%^^     "    to  upgi-ade  its  com 
er  system  to  head  off 
bug.  President  Tom  Sandler  proudlji 
sembled  some  of  the  troops  to  ur 
the  progi-ammers'  Y2K  handiwork  du 
a  diy-nm  at  a  distribution  wai'ehous 
subiu'ban  Denver.  "We  had  20  out  « 
consultants  working  vdth  us,  all  te 
me  eveiything  was  going  to  work 
recalls  Sandler.  "But  then  I  wal 
dovra  to  the  loading  dock  to  flip  on  ^ 
switch."  Nothing  happened. 
LOST  LUGGAGE.  Besides  driving 
Samsonite's  Y2K  budget,  the 
messed  up  the  company's  entire  di 
bution  system,  freezing  deliveries 
the  fii'st  20  days  of  July  and  hampt 
operations  for  months  afterward 
result,  many  stores  were  unable  to  ^ 
shipments  of  suitcases,  duffle  bags,  ^ 
computer  cases  for  the  busy  bad 
school  season.  Some  systems  were 
ing  out  incoiTect  infonnation— inclu 
sending  trucks  to  the  wrong  stores 
forklifts  to  the  wrong  locations  in 
plant.  "It  was  frightening,"  says 
dler.  The  tally:  In  the  second  and  t 
quarters,  the  Y2K  snafu  ate  up  rou 
$4  million  in  profits  and  scuttled 
million  in  sales,  he  says. 

Multiply  such 
across  the  globe 
you're  talking 
money.  Gartner  G 
Inc.,  a  technology 
suiting  firm  in  S 
ford,  Coim.,  warns 
total  Y2K  costs 


rei 


trillion  worldwide — $600 
fi  before  2000  and  $400 
1  Jifter.  Says  David  Wyss, 
■onomist  at  Standard  & 
s/dri.  "It's  like  that 
icock  film  The  Birds: 
time  you  look,  the 
t — the  cost — ^just  seems 
im  bigger." 

Y  SCARED."  For  now,  the 
problem  is  giving  the 
my  a  little  lift.  The  Fed- 
ieserve  Bank  of  Philadel- 
predicts  that  Y2K  spend- 
ould  boost  1999's  gross 
stic  product  by  0.1%,  or 
lion.  But  in  2000,  it  says,  gdp  could 
<  0.3%  because  of  y2k  problems. 
Fed  Governor  Edward  W.  Kelley 
e  central  bank's  Y2K-watcher:  "The 
(  ws  is  that  with  all  this  spending 
■A  V  2000,  there  is  no  corresponding 
use  in  firms'  output,  and  this  lowers 


THE  TAB  IS 
RISING 

What 

companies 
say  they'll 
spend  to  avoid 
Y2K  bugs 


DATA:  SECURITIES  &  EXCHANGE 
COMMISSION,  COMPANY  REPORTS 


COMPANY 


AETNA 


PREVIOUS  ESTIMATE   NEW  ESTIMATE 

IN  MILLIONS 


$139 


$195 


about  the  Year  2000,"  he  says. 

Why  is  the  bug  becoming 
so  costly?  As  the  sec  filings 
show,  some  companies  initially 

*T^I  _^i!P_   underestimated  the  size  of  the 

BANKERS  TRUST       J_8q-23q      22^^^^^^^        j-epaii-  job.  In  some  cases,  it's 

"c'end'aW       ""25  53]  

CHAVeMaMaTTAN"  "300  363^ " 

genVrXl'mFtFrY'"'"40o-50o'""""8^^^^^  " 


because  business  partners 
aren't  up  to  speed.  General 
Motors  Corp.,  with  its  40,000 
critical  supphei-s,  worries  about 

M^M^l  A   glitches  beyond  its  control.  "If 

MERRILL  LYNCH        375  _5_60_   you  don't  get  suppliers  in  line, 

SEARS  63  143 

xerox"  116  T35"' 

'includes  $300  million  payment  to  EOS 


company  productivity,  boosts  costs,  and 
reduces  its  profits."  Robert  Stansky, 
manager  of  Fidelity  Investments'  $73 
billion  Magellan  Fund,  fears  that  a  cost- 
ly, last-minute  scramble  to  fix  the  bug 
next  year  will  exacerbate  weakness  in 
corporate  profits.  "I'm  truly  scared 


it  can  be  just  as  bad  as  not 
having  your  internal  systems 
ready,"  says  a  spokesman. 
At  NCR  Corp.,  which  makes 
automated  teller  machines,  executives 
worry  about  "the  unreadiness"  of  for- 
eign customers.  "The  big  unknown  is 
how  many  of  our*  customei-s,  especially  in 
Europe  and  Asia,  are  going  to  delay 
making  Y2K  fixes  imtU  the  very  last  mo- 
ment," says  Howai'd  Mitchell,  NCR's  vice- 


AHENTION,  SHOPPERS:  THE  WORLD  IS  ABOUT  TO  CLOSE 


^  omputer  services  and  software 
_  companies  aren't  the  only  ones 
*  enjoying  a  Year  2000  boom, 
■ross  the  economy,  nervous  con- 
mers — some  motivated  by  fears  of 
i![>ocalypse^ — are  stocking  up  on 
ains  and  starting  to  cause  short- 
es  of  generators,  canning  sup- 
es,  and  even  army  surplus 
:ions. 

Ian  B.,  a  Dallas-area  housewife 
iu  doesn't  want  to  give  her  last 
me,  has  organized  50  families  to 
fchase  80,000  pounds  of 
leat,  com,  soybeans,  and 
e.  She  and  her  friends  be- 
ve  millennium-related  prob- 
ns  will  herald  social  chaos. 
Ills  kind  of  trauma  is  in- 
itable,"  says  Jan.  "We  will 
liin  to  trickle  into  an  era  of 
iiiiption." 

ETTING  FED.  People  like 
n  are  beating  a  path  to 
lyce  Feed  &  Grain  in  Wax- 
achie,  Tex.  The  company 
s  been  fielding  several 
lis  a  week  from  folks  look- 
?  to  buy  thousands  of 
unds  of  gi-ain.  Owner  Den- 
5  Horak  says  Boyce  turns 
ray  many  such  calls,  but  he 
reed  to  sell  to  Jan  B.  The 
Hers  "are  kind  of  freaking 
t,"  he  says.  "They  think 
e  world's  gonna  shut  down 
me  2000." 

It's  not  just  individuals 
)rried  about  millennium  HORAK: 


chaos.  The  Federal  Reserve  plans  to 
order  $50  billion  in  extra  money  for 
the  turn  of  the  century.  AlHant  En- 
ergy Corp.,  an  electric  utility,  is  en- 
couraging corporate  customers 
to  buy  generators.  The  U.  S.  Trea- 
sury plans  to  buy  a  few  generators 
to  prevent  disruption  in  Social  Secu- 
rity, tax-refund,  and  veterans' 
checks. 

Meanwhile,  some  companies  are 
courting  the  Y2K  hoarders.  Idaho- 
based  Walton  Feed  Inc.  markets  via 


Hoarders  are  "kind  of  freaking  out" 


an  informal  Y2K  media  network,  in- 
cluding radio  talk  shows  and  Web 
sites.  The  Christian  Broadcast  Net- 
work runs  a  Y2K  Web  site,  which  ad- 
vises viewers  to  first  "seek  God's 
wisdom" — and  then  to  take  an  inven- 
tory of  the  family  panti'y,  since  "it's 
impossible  to  know  with  certainty 
how  long  the  crisis  will  last."  CBN 
also  offers  a  link  to  Walton,  which  is 
doing  so  much  business  that  an  order 
placed  now  will  not  be  shipped  be- 
fore July,  1999. 

For  folks  who  can't  wait, 
Barbara  Guame  in  Stephenille, 
Tex.,  has  launched  her  own 
home-based  business,  selling 
six-pound  bags  of  wheat.  "It 
makes  a  lot  of  sense  to  be 
prepared,"  she  says.  "Given 
that,  we  started  thinking, 
what  kind  of  Y2K  cottage  in- 
dustry could  we  do?" 

Meanwhile,  Jan  B.  gets  to- 
gether with  friends  to  unload 
gi-ain  into  five-gallon  drams 
and  set  aside  stocks  of  sugar, 
salt,  and  seeds  for  the  garden. 
"There  will  be  significant 
change  in  oiu-  lives,"  she  says. 
"It  will  impact  our  food  sup- 
ply, our  fuel,  our  electricity, 
our  phones,  oiu-  whole 
economy . . .  everything,  even 
trash  pickup.  It's  gonna  be 
gross."  But  at  least  she  won't 
lack  for  bread. 

By  Hilary  Hylton 
171  Austin,  Tex. 
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president  in  charge  of  Y2K  fixes.  "As 
they  delay,  our  costs  go  up."  Cap  Gemi- 
ni says  65%  of  U.  S.  companies  now  see 
a  risk  of  failure  among  trading  paitners. 

Post-2000  repair  and  litigation  costs 
could  push  spending  higher  still.  Com- 
panies such  as  Blue  Cross/Blue  Shield 
of  Michigan  and  Ford  Motor  Co.  pre- 
dict they'll  keep  getting  bitten  by  the 
bug  for  years  to  come.  Says  Paul 
Gliesman,  Y2K  project  manager  at  Blue 
Cross/Blue  Shield:  "You  can  fix  this 
bug  now,  but  you'll  need  to  keep  up- 
dating those  fixes  to  make  sure  sys- 
tems stay  fixed  in  the  future." 

As  for  litigation,  close  to  two  dozen 
Y2K  lawsuits  have  already  been  filed  in 
the  U.  S.  by  consumere  and  shai'eholdei's 
claiming  companies  didn't  warn  them 
about  Y2K  costs.  And  many  companies 
figui'e  they  could  be  tai'gets  for 
more  suits.  Motorola  Inc.  says  it 
expects  to  spend  as  much  as 
$340  million  by  the  end  of  next 
yeai'  on  fixes — not  including  po- 
tential litigation  costs,  wliich  it 
says  "could  be  significant."  Of 
chief  concern:  Motorola's  911  dis- 
patch centei"  equipment  used  by 
police,  fii-e,  md  other  emergency 
sei^vices  across  the  countiy. 
911  NIGHTMARE.  In  its  SEC  fil- 
ing. Motorola  says:  "The  most 
reasonably  likely  worst-case 
scenaiio  involving  [Motorola]  is 
the  failure  of  the  public  safety 

system  on  Jan.  1,  2000  As  a 

result,  [Motorola]  could  poten- 
tially be  sued  as  the  supplier  of 
those  systems."  Especially  wor- 
risome: Smaller  communities 
that  don't  have  the  resources  to  tlx  then' 
911  systems.  "The  system  won't  crash, 
but  the  report  dates  will  be  wrong," 
says  Charles  F.  Jackson,  chief  of  sys- 
tems planning  for  Motorola's  Land  Mo- 
bile Products  Sector. 

Motorola  is  insured,  but  many  other 
companies  are  not.  And  it's  getting 
harder  to  buy  that  protection.  American 
International  Group  Inc.,  for  example, 
says  it  has  stopped  selling  policies  de- 
signed to  protect  businesses  from  Y2K  li- 
ability. And  49  states  have  already  al- 
lowed insurance  companies  to  exclude 
Y2K-related  claims  from  overall  com- 
mercial policy  coverage. 

Is  there  any  way  to  avoid  the  Y2K 
mess?  Commissioner  Charles  Rossotti 
of  the  Internal  Revenue  Sei-vice  has  a 
suggestion:  "Congi'ess  could  simply  pass 
legislation  postponing  the  date  a  cou- 
ple of  years,"  he  quips.  If  only  it  were 
so  easy. 

By  Marcia  Stepmiek  in  New  York, 
Lvith  bureau  reports 


COMMENTARY 


By  Steven  V.  Brull 


THEN  THERE'S  THE  COST 
OF  FIXING  THE  FIXES . . . 


If  you  think  the  Year  2000  problem 
will  be  mostly  solved  when  the 
millennium  begins,  think  again.  A 
cardinal  rule  of  software  development 
states  that  new  bugs  emerge  when- 
ever progi'ammers  touch  software 
code.  So  get  set  for  y2k:  The  Sequel. 

The  aftermath — the  cost  to  fix  Y2K 
fixes — could  add  as  much  as  40%  to 
the  bilUons  spent  preparing  for  2000 — 
or  more  if  companies  start  testing  Y2K 


remedies  too  late,  injecting  even  more 
en'ors,  according  to  Capers  Jones, 
chief  scientist  at  softwai'e  sei-vices 
company  Ailemis  Management  Sys- 
tems. Businesses  and  consimiers 
should  brace  for  imexpected  costs  and 
disruptions  spanning  several  years, 
waiTis  Daniel  D.  Galorath  of  Galorath 
Inc.,  which  sells  progi'ams  that  esti- 
mate software-development  costs. 
"There's  been  a  naive  presimiption, 
paiticularly  among  key  economists, 
that  a  certain  amoimt  of  money  will  be 
spent  and  then  it  will  all  be  over,"  says 
Edwar-d  Yom-don,  author  of  Tinie  Bomb 
2000:  Wmt  the  Year  2000  Computer 
Crisis  Means  to  You.  "It  won't  be." 

In  case  anybody  had  missed  it,  the 
Y2K  problem  proves  once  again  how 
dependent  on  software  we  are — and 
how  critical  it  is  to  get  smarter  about 
using  the  latest  tools  for  fixing  and 
testing  bugs  and  for  managing  soft- 
ware projects.  Historical  data  show 


that  when  companies  tiy  to  fix  pro- 
gi'ams,  some  15%  of  newly  introducec 
bugs  ai'en't  detected  before  release, 
according  to  Artemis'  Jones.  And 
when  bugs  are  fixed,  7%  of  the  re- 
pairs are  faulty,  with  nearly  half  the 
new  bugs  capable  of  crippling  an  ap- 
pUcation  or  causing  major  errors. 

As  the  millenniiun  nears,  compani( 
may  be  tempted  to  thi'ow  more  pro- 
grammers at  the  Y2K  problem.  Even 

THIS  BUG'S  FOR  YOU 

When  companies  try 
to  fix  programs,  some 
15%  of  newly  injected 
bugs  aren't  detected 
before  release 


now,  about  90%  of  U.  S. 
companies  are  behind  Y2l 
tai'gets  by  two  to  four 
months,  accoi'ding  to 
Howai'd  A.  Rubin,  chair- 
man of  the  computer  sci- 
ence department  at 
Himter  College  in  New 
York.  But  Brooks's  Law, 
i-ule  of  thumb  coined  by 
Frederick  P.  Brooks  Jr., 
the  author  of  Tlw  Mythical  Man-Mont 
says  that  adding  pi-ogrammers  to  a 
late  softwai'e  project  only  adds  delaj 
Most  companies  consistently  unde 
estimate  the  time  and  cost  of  softwa 
development  projects.  But  the  Y2K 
problem  ought  to  teach  them  to  mal* 
smaiter  predictions. 

Defense  contractors,  aerospace 
companies,  and  about  12%  of  the  mo 
tech-savvy  corporations  now  can  ma 
accui-ate  forecasts  of  the  cost  and 
time  for  softwai'e  development  pro- 
jects using  new  techniques  called 
parametric  modeling.  It's  time  for 
more  companies  to  adopt  those  metl 
ods.  Both  customers  and  vendors  of 
softwai-e  need  to  become  more  reaUi 
tic  about  problems  in  the  offing.  Ths 
at  least,  would  be  a  positive  aflerm£ 
to  the  Year  2000  problem. 


Bmll  covers  technolc 
from  Los  Angel 


Things  we've  noticed  about  the  American  workplace: 


The  price  sure  as 
heck  better  be  right. 


k  anytliing. 
( I  t;et  a  lot 
hotter  price 


CASE  IN  POINT: 


Chevy  Malibu. 
Yon  get  a  lot  for 
d  better  price  (Ideally) 


Up  to  ]()(), 000  miles  before  its  first  ttmeup:  -  More  room  for  five 
than  Camry,  Stratus  or  Contour.  -A  bigger  trimk  than  Tatuns. 
•  Lubed-for-lifo  chassis.  -  The  bottom  line?  Trust  us,  yotill  love  it. 
•  1-800  FLEET-OPerations  •  vvww.c  hoviolet  com/ma libii 


Malibu. 

The  Car  You  Knew  Ainerica  Could  Build.        Genuine  Chevrolet' 

lance  needs  vary  with  use  ond  driving  conditions  See  your  owner's  manual  for  detoils  Malibu  is  o  reqistered  trademark  and  Chevy  is  a  trodemorl'  of  the  GM  Corp  ©  1997  GM  Corp  BucMe  up,  Amencal  a 


News:  Analysis  &  Commentary 


INVESTIGATIONS 


CITI:  LAX  HABITS 
TRIGGERED  TROUBLE 

A  GAO  report  says  rules  were  flouted,  helping  hide  suspect  cash 


Was  Citibank  an  unwitting  pawn 
when  Raul  Salinas  de  Gortari, 
the  imprisoned  brother  of  Mexi- 
co's former  President,  used  Citi  ac- 
counts to  move  millions  in  alleged  drug 
and  influence-peddling  money  out  of 
Mexico?  Or  was  the  bank  so  eager  to 
please  the  former  First  Brother  that  it 
turned  a  blind  eye  to  suspicious  activi- 
ties and  then  designed  a  secretive  plan 
to  let  him  transfer  more  than  $90  mil- 
lion out  of  the  country?  According  to  a 
stinging  General  Accounting  Office  re- 
port set  for  release  on  Dec.  4,  it  ap- 
pears to  be  the  latter. 

The  GAO  investigators  note  that 
when  Salinas  opened  his  Citibank  ac- 
count in  New  York  in  May,  1992,  he 
told  his  private  banker  his  funds  came 


By  building  a  paper  trail  that  only  a 
few  Citi  officials  could  decipher,  the 
CAO  says,  Citi  may  have  frustrated  one 
of  the  most  basic  rules  for  preventing 
money  laundering.  Says  John  W. 
Moscow,  a  senior  investigator  with  the 
New  York  County  District  Attorney 
and  an  expert  on  money 
laundering:  "The  bank  should 
not  take  actions  that  prevent 
law  enforcement  or  auditors 
from  tracking  funds." 
BAD  TIMING.  A  spokesman 
for  Citigroup,  the  company 
formed  from  the  October, 
1998,  merger  of  Citibank  pat- 
ent Citicorp  and  Tr-avelers 
Group,  denies  that  the  bank 
did  anything  wi'ong  regaixling 


ance  companies  from  combining.  Sen 
tor  Carl  Levin  (D-Mich.),  who  becom 
the  Permanent  Subcommittee  on 
vestigations'  ranking  Democrat  ne 
year,  says  he  will  push  for  hearing 
"I'm  very  troubled  by  the  gao  findi 
that  Citibank  facilitated  a  scheme  tJ 
helped  Salinas  transfer  and  hide  his 
gotten  millions,"  he  says. 

The  report  does  not  explicitly  s 
that  Citibank  broke  any  banking  ml 
or  laws.  Still,  the  gao  findings  are  ji 
ring,  and  make  clear  that  Citi's  an 
money-laundeiing  policies  ai"e  sometin 
ignored.  For  example,  it  says  Citi's  N 
York  private-banking  section,  whi 
managed  Salinas'  accounts,  failed  int 
nal  audits  in  1996 
1997  because  of  d( 
ciencies  in  due  diligei 
and  "know  your  ci 
tomei""  practices — gui 
lines  that  help  det 
suspicious  activity.  1 
report  also  says  Salir 
Ijrivate  banker,  not  id 
lifted  by  the  gao  1 
widely  believed  to 
Vice-President  Amy 


FOLLOWING  THE  MONEY  TRAIL 

How  the  Government  Believes  Salinas  Moved  Monei/ 


Banca  Cremi 


Paulina 
Salinas 

alias 
Patricia 

Rios 


I 


Mexican 
peso 
checks 
hand- 
carried 


U.S. 
dollars 
wired 


Citibank 
account  where 
client  funds  are 
commingled 


|k  VPat  ^  U.S.  |k 

W  Citibank  9  dollars  W 


VP  at 
Citibank 
New  York 
retrieves  and 
wires  funds 


Citibank 
SwitzerM 


'SALINAS  HAD  NO  ACCOUNT  BUT  WAS  ALLOWED  TO  CONVERT  PESOS  TO  DOLLARS 
DATA;  GENERAL  ACCOUNTING  OFFICE 


Banco 
Mexicano 


ft-om  the  sale  of  a 
construction  com- 
pany. The  Citi  of- 
ficial never  asked 
for  the  name  of 
the  company  or  the 
buyer  and  did  not 
inquire  about  the 
sale  price.  Over  the 
next  three  years. 
Citibank  assisted  him  in  moving  money 
from  Mexico  to  London  and  Switzer- 
land, using  a  process  "that  disg-uised 
the  origin,  destination  and  beneficial 
ovmer  of  the  funds,"  according  to  the 
21-page  analysis  by  Congress'  inves- 
tigative arm. 


the  Salinas  accounts  and  says  an 
investigation  of  Salinas  by  the 
U.  S.  Attorney  in  Manhattan  pre- 
vents the  bank  from  responding 
more  ftilly  to  the  gao  report.  SaM- 
nas,  who  remains  in  jail  in  Mexico 
on  charges  of  murder  consjjiracy 
and  illicit  eniichment,  also  denies 
wrongdoing.  The  Swiss  govern- 
ment on  Oct.  20  moved  to  seize 
.$95  million  in  Salinas  accounts, 
claiming  it  has  evidence  the  fimds 
came  fi'om  ding  traffickers'  pay- 
offs (BW— Nov.  2). 
The  report's  timing  couldn't  be  worse 
for  Citi,  which  is  experiencing  post- 
merger  turmoil.  The  study  is  likely  to 
trigger  congressional  hearings  next 
spring,  when  Congress  takes  up  Citi- 
gi-oup's  i-equest  to  repeal  laws  that  pre- 
vent banks,  securities  fu-ms,  and  insur- 


Citibaii 
Londoi 

Accounts  i 
name  of  Troc 
an  invest 
ment  compj 
created  b 
Citibank  f( 
Salinas 


Elliott,  violated  Cid 
poMcy  by  not  prepaiing 
a  financial  profile  of  her 
client  to  determine  the 
source  of  his  fimds.  Citi  concedes  1 
Elliott  violated  one  internal  policy 
otherwise  considers  her  an  employe 
good  standing.  Elliott  dechnes  comm 
A  Citi  spokesman  says  the  bank 
examine  the  report  to  see  if  it  inck 
ways  Citibank  can  better  combat  mo 
laundering. 

NO  REFERENCES.  According  to  the 
report,  Salinas'  private  banker 
Paulina  Castanon,  Salinas'  future  v 
use  an  alias  when  transferring  Sali 
funds.  That  way,  even  Citibank  Me 
officials  did  not  know  who  she  was, 
report  claims.  In  an  unusual  relaxa 
of  bank  rules,  Castanon  also  wa: 
lowed  to  take  checks  drawn  on 


recision      hp  &  oracle 


inFormatioft  to  be  of  any  value  to  you  and  your  organization,  it  must  be  precise.  HP  enterprise  servers  and 
ide  applications  allow  you  not  only  to  capture  information  but  to  use  it,  so  that  your  business  can  continuously 
1  better  and  moife  efficiently.  For  clarification  on  the  subject  visit  our  website  at  www.hp.com/go/oracle. 
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Mexican  banks  to  Citibank  Mexico, 
where  they  were  converted  to  dollars, 
according  to  the  gao.  Neither  Castanon 
nor  Salinas  had  accounts  at  Citibank 
Mexico,  but  the  branch  transferred  the 
funds  to  Citibank  New  York.  Because 
the  banker  had  not  asked  Salinas  for 
bank  references.  Citibank  did  not  know 
whether  the  money  from  his  Mexican 
accounts  were  legitimate  assets. 

The  banker  also  activated  a  Cayman 
Islands-based  "private  investment  com- 
pany," Trocca  Ltd.,  for  Salinas  to  use 
in  place  of  his  own  name.  No  docimients 
existed  to  identify  Salinas  as  Ti-occa's 
"beneficial  owner,"  or  as  the  individual 
who  controlled  the  account,  when  his 
money  flowed  tlu'ough  some  Citi  branch- 
es. Citibank,  says  the  gao,  keeps  an  in- 
ventory of  dormant  pics  ready  to  be 
assigned  to  clients.  Tax  evaders  and 
(hug  traffickers  have  used  pics  for  yeai's 
to  elude  detection,  and  regTilators  now 
fi-own  on  then-  use.  But  banldng  exjjerts 
say  PICS  are  legitimate  vehicles. 
BROKEN  TRAIL.  Wlien  the  ftmds  anived 
under  Ti-occa's  name  in  New  York,  they 
were  deposited  into  an  account  that 
commingled  Sahnas'  funds  with  those  of 
other  customers,  making  it  harder  to 
track  what  individual  clients  were  mov- 
ing. From  there,  the  fimds  were  trans- 
ferred to  investment  accounts  in  Lon- 
don and  Switzerland.  Each  of  these 
steps  in  the  process  "served  to  break 
the  paper  ti'ail  of  the  Mexican  funds 
by  disguising  the  origin  and  destina- 
tion," the  GAO  states. 

By  the  time  Salinas  was  arrested  in 
Febniary,  1995,  Citibank  had  collected 
$L1  million  in  fees  from  doing  business 
with  him.  Only  after  the  airest  did  the 
bank  prepare  a  financial  profile  of  its 
client  for  its  own  records.  Still,  the  gao 
says,  it  omitted  any  reference  to  the 
Tr'occa  accounts.  Nine  months  later,  af- 
ter RaiU's  wife  was  aiTested  in  Switzer- 
land as  she  was  trying  to  withdraw 
money.  Citibank  made  a  criminal  refer- 
ral to  the  U.  S.  AttoiTiey  and  j^laced  the 
Salinas  accounts  on  a  watch  list.  Even 
then,  it  failed  to  mention  the  Trocca  ac- 
counts, according  to  the  gao  report. 

Despite  a  freeze  on  Salinas'  funds. 
Citibank  retains  control  of  some  of  the 
money  and  pays  his  mortgages  and  oth- 
er expenses,  the  GAG  says.  It  remains 
unclear  whether  Citi  will  ever  face 
money-laundering  charges.  According 
to  the  GAO  report,  Citi's  contention  is 
that  its  only  failing  in  the  Salinas  mat- 
ter was  a  senior  employee's  violation  of 
a  minor  pohcy.  But  even  a  minor  in- 
fraction can  cause  a  major  problem. 

By  Paula  Dwyer  ayul  Steven 
Solomon  in  Washington 


RETAILING 


MIRACLE  ON  MOST 
EVERY  STREET 

It's  one  hot  holiday  season- 
but  shoppers  could  still  balk 

Giinch,  schminch.  What  looked  to  be  a 
lackluster  Christmas  for  retailers 
suddenly  looks  downright  cheery. 
Thanksgiving  weekend  was  }3retty  much 
a  blockbuster,  and  consumer  siuveys  sug- 
gest more  of  the  same  tlirough  yearend. 
Ii-win  Cohen,  co-chau-man  of  Deloitte  & 
Touche's  Global  Consumer  Business  Pi-ac- 
tice,  flgui'es  November  and  December 
sales  will  rise  as  much  as  6%,  to  $174  bO- 
lion,  over  last  year — the  biggest  gain 
since  1994's  8%  jump.  "It  doesn't  get 
much  better  than  this,"  says  the  notori- 
ously bearish  Carl  E.  Steidtmann,  chief 
economist  for  PricewaterhouseCoopers' 
I'etail  consultant  gToup. 

First  and  foremost, 
the  cloud  over  the 
U.  S.  economy  from 
the  global  meltdown 
has  disappeared.  The 
prophets  of  recession 
are  in  retreat,  and  the 
bull  is  back  on  Wall 
Street.  Interest  rates 
are  falling,  jobs  are 
plentiful,  and  wages 
continue  to  rise.  Con- 
sumer confidence 
headed  back  up  in  No- 
vember after  foiu-  con- 


CHRISTMAS  CHEER 


U.S.  HOLIDAY 
SPENDING 
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WHATEVER  YOU  WANT,  KID:  Merclun 
may  witness  record  sales  tliis  year 

secutive  m.onths  of  declines,  according 
the  Conference  Board. 

But  not  everyone  is  convinced  ti 
consiuners  have  forgotten  what  scai^ 
them  a  few  months  back.  "It's  not  tl 
people  don't  have  money,"  says  Weii 
Liebmann,  president  of  wsL  Strate: 
Mai'keting.  "But  they  ai'e  nei-vous  abi 
what  1999  is  going  to  bring." 

So  retailers  remain  cautious,  too.  "" 
certainly  don't  want  to  be  walk! 
ar-ound  with  our  heads  in  the  clout 
says  Kmart  Coip.  ceo  Floyd  Hall,  e\ 
though  Ms  discoimt  chain  enjoyed  reei 
Thanksgiving  sales  this  year — especi;: 
in  electronics  and  toys. 
BAD  SIGN.  Neiman  Marcus  Group  1 
the  high-end  emporiLun,  says  it's  feel, 
the  pinch  despite  the  rebound  in 
stock  market.  "We  had  had  five  year: 
veiy  steady  gi'owth,  but  when  the 
ket  became  volatile  we  began  seej 
some  ajjprehension  on  the  part  of 
customers,"  says  H.  W.  Mullins,  Nie 
MaiTus  executive  v}9 
president.  Disappo' 
ing  sales  during 
stock  market  sw  i 
resulted  in  the  chj 
racking  up  a  23% 
in  profits  for  the  qi 
ter  ended  Oct.  31 

On  Dec.  2,  Se:| 
Roebuck  &  Co.  sei! 
chill  through  the  nP 
ket  when  it  issue  a 
second  warning  alit 
fourth-quarter  e;  v 
ings.  This  time  i« 
culprit  is  weak  apji 
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WHAT  WAS  GLIMPSED  BY  FEW 
CAN  NOW  BE  SEEN  BY  MANY. 


There's  a  new  wt)rld  knocking  at  your  door.  Will  yon  answer  it.^  Will  you  take  ownership  ot  the  Internet.^  Ot  the 
latest  multimedia  applications?  Cyrix  makes  it  possible  with  powerful  processors  that  help  turn  the  p(jtcntial  ot  the 
.»""°    .  PC  into  an  ownable  reality  tor  well  under  $1,()()().  Without  compromise.  We  are  the  (jnly  chip  maker  totally  dedicated 

to  this  proposition.  \^isit  www.cyrix.com.  And  go  see  about  owning  a  new   

X  processor-based  Compaq  Presario,  NEC  or  Packard  Bell  PC.  There's  a  revolution  ^"^^JwS^^^c&^ww 

g  on  in  affordable,  high-performance  computers.  Will  you  join  it."  THE  LIBERATION  OF  INFORMATION: 

Cyrix  IS  J  wholly  owned  subsidury  orNj[i.m.il  ScmicdnJuctnr  Corporjcu.n  Cyrix  is  j  regisicrcd  tr.idcmjrk  and  M  II  jn.i  The  Lrbcr.ui<.n  ..1"  [ntnrm.iri..ri  jre  trddcm.irks  nfCvriv  <  :.»r|)Mr.itii>n. 
All  ocher  brattd  ...r  product  names  are  rradem.irks  or  rcgisrered  trademarks  nf  their  res(Krctivc  holders  OI''''S  Cyrix  Corporannn    Ml  rij;hts  reserved 
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el  sales.  That's  a  bad  sign  for  other 
department  stores  that  are  already  un- 
der pressure  from  discounters  and  spe- 
cialty stores. 

So  what's  a  smart  retailer  to  do?  "We 
are  keeping  our  inventories  in  line,  and 
we  have  contingency  plans  for  a  down- 
turn," says  Kmart's  Hall.  Kmart's  plan? 
If  it  doesn't  sell,  mark  it  down — fast. 

Indeed,  while  the  economy  remains 
strong  and  consumers  are  splui'ging  on 
luxury  items  (box),  retailere  have  ti-ained 


them  to  expect  discounts  and  bai'gains — 
even  in  the  middle  of  Chiistmas  season. 
The  biggest  chimk  of  shopping  is  done  in 
the  last  10  days  before  Christmas  and 
the  week  following,  when  retailers  are 
most  aggi'essive  about  moving  the  goods. 
"Every  year,  there  seems  to  be  a  cat- 
and-mouse  game  between  retailers  and 
consumers,"  says  Piper  Jaffrey  analyst 
Alan  M.  Rifkin.  "And  now  that  they've 
been  schooled  to  wait  in  this  game,  the 
consumer  usually  prevails." 


Still,  the  bottom  line  is  a  holid 
shopping  season  that  should  make  m 
chants  meiry.  On  Dec.  3,  retailers  wi 
expected  to  report  a  5%  jump  in  sa 
for  November,  following  a  dismal  she 
ing  the  month  before.  Many  retail  ex 
say  the  Thanksgiving  weekend  bonai 
did  the  trick.  The  question  is:  H 
much  longer  will  they  be  thankful? 

By  Stephanie  Anderson  Forest 
Dallas,  with  Keith  Naughtmi  in  Deti 
and  hurea%i  reports 


COMMENTARY 


By  Karen  Pennar 

COULD  'LUXURY  FEVER'  MAKE  THE  ECONOMY  SICK? 


SKIP  IT 


Can  we  ever  have 
enough?  Personal 
spending  keeps  climb- 
ing, and  this  year  will 
nearly  reach  the  $6  trillion 
mark.  In  real  terms,  total 
consumption  will  grow  by 
4.7%  this  year,  capping  six 
years  of  annual  gains 
averaging  a  healthy  3%. 
More  noteworthy,  though, 
is  the  fact  that  even  in 
this  age  of  discounting, 
purchases  of  luxury  goods 
and  services  are  gi-owing 
at  about  four  times  the 
rate  of  overall  spending, 
says  Cornell  University 
economist  Robert  H. 
Frank.  And  while  every- 
one  assumes  that  the  rich  and  the 
near-rich  spend  on  high-ticket 
goods,  it's  a  phenomenon,  says 
Frank,  that  in  the  1990s  has  moved 
down  the  income  laddei'.  More  and 
more  Americans,  he  argues  in  a  new 
book  by  this  title,  have  been  gripped 
by  "luxury  fever." 

It's  an  old  saw,  of  coui'se,  that  as 
incomes  rise,  luxuries  become  neces- 
sities. And  it  would  be  dowwight 
Scrooge-Uke  to  argue  that  such 
spending  should  be  denied  to  people 
whose  rising  incomes  now  let  them 
enjoy  some  pricey  baubles.  But  the 
trend  toward  buying  more  prestige 
goods  and  services  is  troubling 
nonetheless.  For  some  of  the  individ- 
uals who  have  taken  to  indulging, 
debt  undertaken  to  finance  spending 
may  become  onerous.  And  for  the 
economy  at  large,  spending  on  luxuiy 
items  by  all  income  groups  may  turn 
out  to  be  highly  discretionary— easily 
forgone  in  the  time  of  a  dovratum. 


a  downturn,  retrenchynent  could  be  brutal 


Just  how  long  can  this  high-powered 
spending  last? 

For  now,  there's  no  end  in  sight. 
The  baby  boom  generation  is  in  its 
peak  earning  and  spending  years.  By 
2000,  predicts  Edward  E.  Yardeni, 
chief  economist  at  Deutsche  Bank  in 
New  York,  35-year-olds  to  54-year- 
olds  could  account  for  as  much  as 
65%  of  personal  income  in  the  U.  S., 
up  from  about  52%  today.  Increasing- 
ly, that  income  goes  toward  expen- 
sive goods,  in  part  because  those  are 
the  goods  that  people  perceive  to 
have  value — both  intrinsic  and  social. 
Luxuiy-brand  vehicles,  for  instance, 
have  been  strong  sellers  and  should 
gain  5%  to  6%  in  volume  next  year, 
even  though  overall  car  sales  are  ex- 
pect to  slow,  says  auto  consultant 
Christopher  Cedergren  of  NexTrend 
in  Thousand  Oaks,  Calif. 

Americans  are  feeling  flush  both 
because  of  rising  incomes  and  soar- 
ing asset  values.  The  seemingly  un- 


stoppable stock  market  has 
fattened  portfolios,  and 
housing  prices  have  also 
done  quite  well,  thank  you. 
This  gi'owth  in  household 
net  worth  has  added  about 
$120  billion  to  overall  con- 
sumption levels  since  1995, 
Goldm.an  Sachs  economists 
figure.  Dormant  inflation 
and  an  accommodating 
Federal  Reserve  Board  in 
the  wake  of  last  summer's 
financial  crisis  also  have 
loosened  purse  strings.  To 
stop  this  trend,  "you  would 
have  to  materially  change 
people's  expectation  of  the 
future,"  says  Gail  Fosler, 
chief  economist  at  the  Con- 
ference Board. 

But  there's  a  downside  to  that 
spending  pattern.  The  savings  rate, 
albeit  an  imperfect  measure,  has 
dipped  into  negative  territory.  Con- 
sumer credit  outstanding  is  growing 
at  a  4.5%  annual  rate.  Personal 
bankruptcies,  meanwhile,  surged 
nearly  6%  in  the  12  months  ended 
on  Sept.  30. 

Most  important,  those  people  who 
seem  best  positioned  to  keep  spend- 
ing— those  35-to-54-year-olds — have 
no  guarantee  that  then-  financial 
cushion  will  continue  to  be  there. 
The  stock  market's  retreat  in  the 
late  summer  and  early  fall  didn't 
spook  consumers.  But  a  sustained 
bear  market  most  certainly  would. 
That  would  slow  not  only  luxury 
fever  but  the  economic  gi'ovrth  it 
was  fueling. 


Senior  imiter  Pennar  focuses  on 
economic  issues. 
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INTRODUCING  THE  MOST  AFFORDABLE  LEXUS 


THIS  SIDE  OF  FIFTH  AVENUE 


Bargain  hunting  has  never  been  so  fruitful.  The  Lexus  Certified  Pre-Owned  Program 
proudly  offers  new-car  financing  rates  on  already  incredibly  affordable  Lexus  vehicles.  In 
addition,  Lexus  generously  provides  a  groundbreaking  3-year/l  00,000-total-vehicle-mile 
warranty,  24-hour  Roadside  Assistance  and  a  rigorous  128-point  inspection.'  MI  <>>  which 
explains  why  "smart  shopper"  is  now  synonymous  ivith  Certified  || 

Pre-Owned  Lexus  owner.  Test-drive  one  today  at  your  Lexus  dealer,  only  at  your  lexus  dealer 


lexuscpo.com 
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A  Dell  customer  checks  the  status  of  her  order  at  the  company's  Web  site, 
and  finds  her  answer  immediately.  Dell  gets  one  happy  customer. 


ell  built  its  commerce  solution  on  a  Microsoft^  platform  of  Windows  NT"  Server  and  the 

ackOffice®  family,  because  the  products  scaled  easily  to  meet  its  growing  capacity  needs 

id  its  $2  billion  in  annual  online  sales.  You,  too,  can  quickly  build  a  commerce  solution 

T  this  scalable,  flexible  platform  starting  with  many  of  the  systems  you  already  have,  along 

ith  an  industry  of  partners,  to  address  your  specific  needs.  To  find  the 

ght  partner  who  can  best  help  you,  or  to  get  the  free  Digital  Nervous  Microsoft 

ystem:  Commerce  Solutions  CD,  visit  www.microsoft.com/dns  ui^ic     you  want  to  go  today?-' 
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ED  BY  KELLEY  HOLLAND 


ING'S  ASIA 
JSE  WEARS  THIN 

E   IT  ON  ASIA,  that's 

Boeing  did  when  it  an- 
ed  on  Dec.  1  that  earn- 
vvill  come  in  below  ex- 
tions  for  at  least  two 
years — largely  thanks 
ling  orders  from  Asia 
s  747  cash  cows.  As  a 
Boeing  will  up  its 
ed  layoffs  by  20,000,  to 
3  jobs  by  the  end  of 
But  analysts  say  that 
shouldn't  bear  all  the 
•:.  Boeing's  cost  struc- 
s  too  high  and  ^ts  pro- 
dty  way  too  low.  This 
it  will  show  no  profit 
$35  billion  commercial- 
ft  business.  Says  ana- 
Micholas  Heymann  of 
mtial  Securities:  "The 
hat  there  will  be  no 


LOSING  BELL 


■AHER  IMAGE 

lay  cheer  came  early  to 
per  Image,  the  retailer 
'n  for  such  offbeat  giz- 
as  the  Weebot  elec- 
c  pet  and  the  ionic 
wand.  Its  shares 
3d  180%,to21X.  on 
30,  after  it  announced 
ksgiving  weekend 
;  were  up  50%  over 
.  A  little  Internet  fairy 
helped  levitate  the 
(,  too:  Web-site  sales 
led  sixfold  over  the 
3  period  last  year.  But 
itockfell  back  30%,  to 
on  Dec.  1  and  closed 
VA  on  Dec.  2. 
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earnings  rebound,  even  after 
laying  off  20%  of  the  work- 
force, is  shocking." 

A  BLOW  AGAINST 
IMPLANT  LAWSUITS 

THE    CASE    THAT  SILICONE 

breast  implants  cause  disease 
has  suffered  another  setback. 
On  Dec.  1.  a  panel  of  four 
independent  scientists  re- 
leased a  study  showing  no 
link  between  the  implants 
and  autoimmune  disorders. 
The  findings  echo  those  in 
earlier  studies:  While  the  im- 
plants may  trigger  inflam- 
mation, they  do  not  appear 
to  cause  systemic  disease. 
The  results  bode  ill  for  the 
thousands  of  plaintiffs  claim- 
ing harm.  Still,  the  largest 
study  of  implant  risks,  spon- 
sored by  the  National  Can- 
cer Institute,  won't  be  com- 
pleted until  1999. 

NO  PROMISES 
FORSTEELWORKERS 

FACED    WITH    A    FLOOD  OF 

low-priced  imports,  the  steel- 
workers  union  wants  emer- 
gency quotas.  It  argued  for 
limits  at  congi'essional  hear- 
ings on  Nov.  30.  But  the 
Wliite  House  is  signaling  it 
is  only  willing  to  negotiate 
"voluntary"  ciuotas  with 
Japan,  Russia,  and  South  Ko- 
rea if  all  parties  agree. 
Meanwhile,  the  Commerce 
Dept.  agreed  to  expedite  a 
dumping  case  filed  by  12 
U.S.  steel  companies  and  the 
union  against  Japan,  Russia, 
and  Brazil.  Third-quarter 
steel  imports,  at  a  record 
12.3  million  tons,  were  up 
56%  from  the  same  period  a 
year  earlier. 


SATELLITE  TV  GAINS 
SOME  HIGH  GROUND 

CHARLES      ERGEN,  MEDIA 

mogul:  The  EchoStar  Com- 
munications CEO's  $1.1  biUion 
Nov.  30  deal  with  News 


HEADLINER:  PAUL  ALLEN 


A  MATCHMAKER  FOR  GABLE  AND  THE  NET 


Billionaire  investor  Paul 
Allen  says  he  has  a  vision 
of  a  "wired  world"  for 
cable  TV,  turning  it  into  a 
two-way  Internet  path. 
Now,  he's 
putting 
more  mon- 
ey behind 
that  vision. 
On  Dec.  2, 
Microsoft's 
co-founder 


announced  he  is  paying 
$20  million  for  an  estimat- 
ed 40%  stake  in  High 
Speed  Access,  a  Denver 
startup  that  provides  Net 
access  via  cable,  similar  to 
services  from  @Home  and 
Roadrunner. 

Allen  is  expected  to 
make  hsa's  service  avail- 
able to  many  of  the  2.5 
million  cable  subscribers 


of  Marcus  Cable  and 
Charter  Communications, 
which  he  bought  for  $4 
billion  five  months  ago. 
hsa  has  only  about  4,000 
Bssa||  subscribers. 
(5'Home, 
backed  by 
Tele-Commu- 
nications, and 
Roadrunner, 
a  joint  ven- 
mmmmm~  ture  of  Time 
Warner  and  MediaOne, 
have  a  total  of  nearly 
400,000  customers. 

Dataquest  predicts  that 
sales  of  cable  modems  will 
hit  2.4  million  worldwide 
in  2002,  from  492,000  this 
year.  Meantime,  cable- 
industry  execs  expect 
Allen  to  buy  more  cable 
systems. 

By  Ronald  Grover 


Corp.  and  MCi/WorldCom 
gives  him  control  of  more 
than  half  the  satellite  slots 
over  the  U.S.  The  deal  is 
sweet  revenge  because  it  re- 
constitutes a  February,  1997, 
pact  that  fell  apart  when 
News  Corp.'s  Rupert  Mur- 
doch backed  out  under  ca- 
ble-industiy  pressure.  Ergen 
hopes  to  transmit  local 
channels  and  break  cable's 
dominance.  But  that  could 
take  time.  With  DirecTV, 
EchoStar  "will  be  an  effec- 
tive duopoly  in  the  DBS  busi- 
ness," he  says.  "But  we're 
still  competing  against  a  ca- 
ble monopoly." 

KELLOGG  KEEPS 
ITS  HEAD-SO  FAR 

it's  CRUNCH  TIME  AT  KEL- 
LOGG. The  cereal  maker  said 
on  Dec.  2  it  will  cut  765  jobs, 
or  20%  of  its  North  American 
white-collar  workforce.  The 
cuts  come  as  Kellogg  battles 
an  onslaught  of  cheaper  store 


brands.  With  Kellogg  shares 
off  26%  this  year,  some  in- 
vestors are  clamoring  for  the 
replacement  of  ceo  Arnold 
Langbo.  But  the  company 
dismisses  such  talk.  And 
Cleveland  Cavaliers  owner 
Gordon  Gund  and  the  W.  K. 
Kellogg  Foundation  together 
control  46%'  of  the  stock.  "If 
there's  going  to  be  a  change 
at  the  top,  it's  going  to  be 
driven  by  these  two  stock- 
holders," says  Pi-udential  Se- 
curities' John  McMillin. 

ETCETERA... 

■  Gloria  Steinem  and  about 
12  other  women  will  buy  Ms., 
which  she  founded  in  1972. 

■  3Com  introduced  an  $800 
Palm  handheld  with  wire- 
less Internet  access. 
■Former  Agriculture  Secre- 
tary Mike  Espy  was  acquit- 
ted of  corruption  on  Dec.  2. 

■  US  Airways  will  pay 
$400,00  to  30  women  execs 
after  the  Labor  Dept  found 
pay  discrimination. 
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er  loyaity  begin  f  n  can  start  from  the  earliest  stages  of 
if  you're  committed  to  using  DigitalDNA™  embedded 
i    i  -     ity  can  start  even  sooner,  before  your  products  are 
1  board.  Because  DigitalDNA  is  a  way  to  make  your  products 
isier  to  use.  Which  is  something  your  customers  are  looking 
re  generations  will  come  to  expect. 


'  i>rs  want  and  how  DigitalDNA  can 
-mpany  brings  to  the  market. 
ligitaldna.motorola.com  tor  the 

.o,y:  Vviiat  Consumers  Want." 


DigitalDNA 

from  Motorola 


IT'S  HERE. 


jV^ashington  Outlook 


ITED  BY  OWEN  ULLMANN 


HE  SENATE:  A  REVOLT  THAT  MAY  BE 
OOD  FOR  BUSINESS 


senator  Charles  T.  Hagel  of  Nebraska  is  nothing  if  not 
.gutsy.  His  challenge  to  the  GOP  Senate  leadership  was 
'roundly  defeated  on  Dec.  1,  when  fellow  Republicans  re- 
ed his  effort  to  oust  Mitch  McConnell  of  Kentucky  as  chau- 
1  of  the  National  Republican  Senatorial  Campaign  Com- 
;ee.  Unlike  the  umnly  House,  the  Senate  remains  a  bastion 
ecorum  and  tradition,  and  Republicans  declined  to  symbol- 
y  rebuke  Majority  Leader  Ti-ent  Lott  (R-Miss.),  who  backed 
^lonnell. 

!ut  beneath  the  Senate's  placid  exterior,  dis- 
sent is  bubbling  up.  And  the  insurgency  of 
fel.  a  probusiness  consei-vative,  sent  a  clear 
sage:  Stop  the  paitisan  sniping  and  get  back 
3gislating.  Hagel  may  have  lost,  but  there  is 
;on  to  believe  that  his  style  of  pragmatic  con- 
■atism  will  prevail  in  the  new  Congi'ess.  Stung 
the  failure  on  Nov.  3  to  pad  then-  55-seat 
ority,  Republican  senators  wdll  press  Lott  to 
s  on  issues  that  unite  them,  such  as  tax  cuts 

education,  rather  than  on  divisive  matters 

abortion. 

Vhst's  more,  the  pressure  will  be  on  Lott  to 
)erate  more  closely  with  new  House  Speak- 
Bob  Livingston  (R-La.),  another  practical 
jei-vative,  and  the  White  House  to  pass  bUls. 
lublicans  of  all  stripes  are  eager  to  shed  the 
ate's  reputation  as  the  legislative  boneyard 
le  last  Congi'ess.  "We've  got  to  be  for  some- 
g  instead  of  against  eveiything,"  says  Senator  John  Mc- 
1  (R-Ariz.). 

f  PRAGMATISM?  Dissatisfaction  with  the  GOP  leadersliip  is 
ngest  among  freslimen,  who  feai-  losing  theii*  seats — and  a)P 
rol  of  the  Senate — in  2000.  Republicans  will  have  19  seats 
lefend,  compai'ed  with  14  for  the  Democrats.  "We  have 
to  focus  on  a  positive  agenda  so  we  can  govern  or  the 
erican  public  will  turn  us  out,"  warns  Hagel,  who  was 
ted  in  1996. 


HAGEL:  The  insurgent 


Corporate  America  is  certainly  rooting  for  Hagel  and  other 
mainstream  Republicans  to  assert  their  influence.  Business 
has  been  stymied  by  a  do-little  gop  in  tlu'all  to  social  conserv- 
atives, and  it  has  found  a  friend  in  Hagel. 

A  former  businessman  fi-om  a  state  that  depends  on  agri- 
cultm-al  exports,  Hagel  has  emerged  as  an  aiticulate  champion 
of  U.  S.  global-economic  leadership.  He  helped  push  the  .$18 
billion  in  fresh  fimding  for  the  International  Monetary  Fund 
thniugh  the  Senate  this  year  and  is  leading  the  drive  to 
curb  the  use  of  economic  sanctions  as  a  for- 
eign-policy club.  "Chuck  Hagel  has  a  veiy  good 
understanding  of  how  global  issues  affect  our 
domestic  economy,"  says  Tenneco  Cliief  Execu- 
tive Dana  G.  Mead.  Adds  another  CKo:  "We've 
got  to  have  more  [Republicans]  like  him.  The 
Religious  Right  appeals  to  a  veiy  small  poition 
of  the  population." 

That  realization  is  starting  to  dawn  on  even 
Slime  of  the  Senate's  social  conservatives.  In  a 
Nov.  30  speech,  right-wing  dai'Ung  John  Ashcroft 
(R-Mo.)  focused  on  tax  cuts  and  free-market 
ideas.  There  was  naiy  a  woi'd  on  abortion  or 
Monicagate — once  standai'd  stump-speech  fare 
for  Ashcroft,  a  likely  contender  for  the  Wliite 
House  in  2000.  "Republicans  ai-e  fast  appi'oacliing 
a  point  where  the  things  that  ai-e  dividing  us  iU'e 
defining  us,"  Senator-  Ashcr-oft  told  the  Detr-oit 
Economic  Club.  "That  has  to  end." 
Will  Lott  &  Co.  heed  the  warTiing?  A  gop  agenda  has  yet  to 
emerge,  but  ther-e  ar'e  signs  that  the  Majority  Leader-  will  get 
down  to  business.  He  has  vowed  to  seek  an  aci-oss-the-board 
tax  cut  and  "keej)  the  dooi-  open  to  cooper-ation  with  both  the 
Administi-ation  and  om-  Democi-atic  colleagues"  on  Social  Se- 
cm-ity  r-efoi-m  and  education  initiatives.  If  the  door  to  compro- 
mise doesn't  stay  open,  count  on  Hagel  and  his  business  alhes 


to  be  ther-e  banging  loudly. 


By  Amy  Bornis 


CAPITAL  WRAPUP 


IE  PNC  CHIEF  QUITS 

'Tis  the  season  for-  sudden  exits  in 
ashington.  Hard  on  the  heels  of 
parting  House  Speaker  Newt  Gin- 
ich.  Democratic  National  Committee 
lairman  Steve  Grossman  stunned  the 
rty  with  a  last-minute  announcement 
at  he  vrill  not  seek  a  second  ter-m. 
•ossman  says  family  concerns  prompt- 
his  decision.  The  Dec.  2  news,  which 
me  as  a  shock  to  dnc  staffer-s,  broke 
ier  a  section  of  business  week  con- 
ining  a  profile  of  Grossman  (page  76) 
d  already  gone  to  press. 


McCain  booster 

►  Plans  for  a  Western  regional  prima- 
ry in  2000  increase  the  chance  that 
Arizona  Senator  John  McCain  will 
enter  the  Republican  Presidential 
sweepstakes.  Up  to  nine  Rocky  Moun- 
tain states — with  more  delegates  than 
Califor-nia — are  expected  to  hold  pri- 
mar-ies  on  Mar.  11,  three  days  before 
the  Southern-fried  "Super-  Tuesday" 
blowout.  McCain  aides  are  hoping  a 
strong  showing  by  the  Western  native 
son  could  be  a  springboard  to  the  gop 
nomination. 


netreg@virginia.gov 

►  Virginia — home  to  such  tech  giants 
as  America  Online  and  Network  Solu- 
tions— is  the  first  state  in  the  countr-y 
to  consider  broad  Internet  legislation. 
Republican  Governor  James  S. 
Gilmore  III  will  send  a  package  to  his 
General  Assembly  in  January  that 
calls  for  a  tax-free  Net  and  industry 
self-regulation — up  to  a  point.  But  he 
wants  to  criminalize  dissemination  of 
online  child  pornography  and  let  local 
schools  and  libraries  control  cyber- 
surflng  on  their  premises. 


f 
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IN  LOW  TRACTION  CONll 
AN  ELIGIBLE  RECEIVER  AK 


I 


(AND  YOU  THOUGHT  OUART 


You're  caughl  in  the  middle  of  a  dangerous 
slide  and  only  one  wheel  has  the  ability  to  pull  yo 
Quick — what  do  you  do?  Absolutely  nothing.  Be 
the  all-new  1999  Jeep  Grand  Cherokee  offers  a  r( 
lionary  new  four-wheel  drive  system  that  automa 
does  the  thinking,  and  the  work,  for  you. 

Introducing  Quadra-Drive'  our  most  adv 
four-wheel  drive  system  ever.  If  only  one  whe 


THE     ALL-NEW  JE 

THE   MOST  CAPABI 


-f 


I  o  f  1  ni  t  I  >i  1 1  11  )i  ti  1  - 


ill   1 -KCIIl-Q  1^- 


hllTk,  nl  ihr  ilrvrlnn.-rl  illiunr  filTdlli-       'K.lsril  ml  A  M  (  I  liven 


dns,  quadra-drive  finds 
:nds  all  the  power*  to  it 


^ZKS  HAD  TO  THINK  FAST) 


c  n,  Quadra-Drive  seeks  that  wheel  out,  then 
n  IS  all  the  power*  to  it.  And,  unlike  some  other 
!   s,  it  works  both  front-to-rear  and  side-to-side. 

,  Quadra-Drive  is  the  only  system  in  the  world 
I  livers  maximum  power  all  the  time.  So  the  all- 
*■  rand  Cherokee  can  pull  you  out  of  precarious 
I.  .ms  other  4x4s  just  couldn't  handle. 

N'ouYe  looking  for  the  one  that  continues  to  set 


the  standard  in  four-wheel  drive  technology,  quick — 
what  do  you  do?  What  else?  Get  a  Jeep  Grand  Cherokee. 

To  see  it  in  action,  watch  the  Jeep  Aloha  Bowl  on 
ABC  and  the  Jeep  O'ahu  Bowl  on  ESPN  Dec.  25. 

Jeep 

THERE'S  Only  One 


<\ND  CHEROKEE 

'Ort  utility  ever* 


ili'imance  tests  using  Grand  Cherokee  with  available  Quadra-Drive'^'  and  V8  engine.  "Optional,  jeep  is  a  registered  trademark  of  DaimlerChr\slcr 


International  Business 


SOUTH  KOREA 


SHOWDOWN 
IN  SEOUL 

Can  President  Kim  finally  get  the  chaebol  to  change? 

1 


laming  wild  horses" 
is  how  South  Ko- 
rea's Lee  Hun  Jai 
describes  his  job. 
But  the  animals  in  question 
ai'en't  ponies  romping  on  Ko- 
rea's windswept  slopes.  Lee 
means  the  chaebol,  the  giant 
business  groups  that  have 
ridden  roughshod  over  the 
economy  and  whose  glutto- 
nous borrowing  triggered 
Korea's  meltdown  last  year. 
Lee,  54,  is  a  civil  servant 
whose  zeal  for  reform  has  KIM:  Pasluiu/  ha  fd 
led  to  death  threats.  As  against  determined 
chainnan  of  the  Financial  Su-  resistance 
pervisory  Commission  (fsc), 


he  must  straighten  out  the  financial  and 
coi-porate  sectors.  He  reshaped  Korea's 
banks,  but  he's  having  a  tougher  time 
with  the  chaebol.  "Sooner  or  later,  we'll 
put  the  saddle  on  them,"  he  says. 

But  wait.  Weren't  the  conglomerates 
supjjosed  to  be  so  whipped  by  economic 
ciisis  that  they  would  follow  quietly  along 
the  path  of  refoiTn?  Weren't  they  pledg- 
ing to  sell  assets,  streamline  operations, 
and  emerge  leaner  than  before? 

It  hasn't  happened  that  way.  The 
chaebol  are  fighting  like  comered  beasts 
to  preserve  the  structure  they  know: 
one  that  values  size  over  profitability, 
diversification  over  specialization,  and 
massive  debt  over  a  solid  equity  base. 

Korea's  Big  Five  conglomerates — 
Daewoo,  Samsung,  Hyundai,  lg,  and 
SK — have  actually  strengthened  their 
grip  on  the  economy  since  the  crisis  be- 


gan. One  year  after  Korea's 
momentous  decision  to  seek 
$58  billion  ft-oni  the  Interna- 
tional Monetary  Fund,  fim- 
damental  reform  of  the  top 
chaebol  is  as  elusive  as  ever. 

The  unwillingness  to 
change  has  set  the  stage  for 
a  battle  pitting  Pi-esident  Kim 
Dae  Jung  and  liis  refomiers 
against  Korea  Inc.  Kim  has 
summoned  the  heads  of  the 
five  leading  chaebol  to  the 
presidential  Blue  House  for 
an  unprecedented  session  to 
demand  reforms.  Lee  and 
other  officials  have  laid  down 
the  law  at  recent  breakfast 
meetings,  making  it  cleai-  they  expect  to 
see  big  sales  of  assets.  And  they've  ch-aft- 
ed  regulations  to  cap  debt  levels,  man- 
date consolidated  financial  statements, 
and  eliminate  cross-guarantees  for  debt. 
"REAL  WAR."  Seoul  is  convinced  that  if 
the  chaebol  are  not  reined  in,  the  econ- 
omy could  end  up  with  not  only  a  Japan- 
ese-style recession  but  also  perhaps  a 
second  crisis.  "This  is  the  real  war 
against  our  old  backward  institutions," 
says  Lee  Yoon  Jae,  a  presidential  eco- 
nomic adviser.  "This  is  our  last  chance." 

Despite  tremendous  achievements,  the 
top  chaebol  suck  up  the  economy's  avail- 
able credit,  smothering  oppoitimities  for 
smaller  businesses.  Their  focus  on  size 
rather  than  profits  makes  them  scjuander 
capital.  Their  huge  debts  hold  the  bank- 
ing system  hostage,  since  no  bank  can  af- 
ford to  let  a  top  company  fail. 


The  showdown  between 
the  chaebol  and  the  reform- 
ers comes  to  a  head  on  Dec. 
15.  That's  the  deadline  for 
the  chaebol  to  present  plans 
in  keeping  with  IMF  direc- 
tives to  improve  corporate 
finances,  reduce  debt,  and 
cut  reliance  on  loans.  As  the 
deadline  approaches,  the 
government  has  crimped 
bank  lending  and  restricted 
access  to  the  bond  market. 

But  there's  still  much  to 
be  done.  Debt-to-equity  ra- 
tios at  the  top  30  chaebol 
have  swelled  from  400% 
last  year  to  550%  now. 
They  have  begged  the  gov- 
ernment for  more  time  to 
clean  up  their  books — and 
used  the  breather  to  go  on 
a  borrowing  binge.  Domes- 
tic debt  by  the  Big  Five 
rose  12%'  during  the  first 
10  months  of  the  year,  to 
$128  bilhon.  As  banks  called 
in  loans,  the  big  chaebol  have  instd 
raised  $40  billion  peddling  new  bon 
commercial  paper,  and  stock.  "The  m 
the  government  tries  to  merge  th( 
the  more  they  dig  in,"  says  one 
eign  executive. 

Take  Daewoo.  Chainnan  and  foun 
Kim  Woo  Choong  has  long  aimed  to 
come  one  of  the  world's  top  10  a 
makers,  fi'om  No.  17  now.  Unwilling 
let  go  of  that  dream,  Kim  is  tripl 
Daewoo's  capacity  in  Poland  and 


How  the  Top 

Chaebol 

Dominate... 


THE  ECONOMY  Sales  of  com- 
panies controlled  by  Samsung,  LG, 
Daewoo,  Hyundai,  and  SK  account 
for  nearly  half  of  Korea's  GDP. 

DEBT  The  top  five  owe  the  banks 
and  bondholders  $128  billion,  up 


12%  since  the  start  of  the  crisis. 
The  top  five  also  account  for  20% 
of  all  borrowing. 

INDUSTRIES  The  leading  chae- 


and  shipbuilding  indust 

RESTRUCTURING  Tl 

groups  have  restructured 
while  16  of  the  top  64  are 


bol  control  the  country's  semicon-  going  workout  programs 
ductor-manufacturing,  carmaking,  creditors. 


ling  in  India.  Yet  the  $71.5  billiun 
ip  can't  sell  all  the  cars  it  now 
es  and  has  scaled  back  to  just  53% 
ipacity.  In  November,  Daewoo  and 
r  auto  makers  were  fined  a  total  of 

million  for  forcing  employees  to 
theii'  cars.  "It's  not  only  illegal.  It's 

ally  wTong,"  says  Lee  Nam  Kee  of 
Fair  Ti'ade  Commission, 
ne  of  the  reasons  Daewoo — and  oth- 
-can  finance  such  plans  is  the  bank- 
■risis.  The  Big  Five  have  taken  ad- 


vantage of  state  moves  to  pumjj  mont'V 
into  the  economy.  With  banks  and  in- 
vestors reluctant  to  finance  smaller  com- 
panies, the  big  gi'oups  rake  in  the  cash. 
More  than  tliree-quaiters  of  all  new  cor- 
porate bonds  and  commercial  paper  is- 
sued this  yeai-  went  to  the  Big  Five.  Un- 
til the  government  put  an  end  to  the 
practice,  the  banks  were  the  biggest  buy- 
ers of  the  papei' — although  they  should 
be  reducing  exposiu'e  to  chaebol  debt. 
The  chaebol  are  also  enjoying  sizable 


DAEWOO  It's  ramping  up 
auto  production  in  Poland  and 
India,  despite  a  glutted  world 
auto  market  and  troubles  at 
home. 

SAMSUNG  Failed  in  a  bid  to 


take  over  bankrupt  Kia  Motors. 
Pressure  is  growing  to  pull  out 
of  its  ili-fated  $3  billion  auto 
venture. 


HYUNDAI  The  carmaker  is 
taking  on  a  $6  billion  commitment 


export  eaiTiings  and  have  used 
the  cash  to  pick  up  new  assets 
and  prop  up  totteiing  old  ones. 
So  fai',  the  top  30  chaebol  have 
managed  to  boost  gi-oss  assets 
by  20%,  to  $351  billion.  While 
many  smaller  chaebol  are  stag- 
gering— and  16  of  the  top  64 
are  in  formal  workout  pro- 
ceedings— the  top  five  keep 
gTOwing. 

WIDER  SPREAD.  Hyimdai  keeps 
expanding,  too.  It's  spending 
$1.9  billion  on  sure  money- 
losers  in  North  Korea.  And  its 
recent  takeover  of  Kia  Motors 
Corp.  means  spending  $6  bil- 
lion for  a  group  whose  debt  is 
more  than  five  times  ecjuity — 
and  in  a  depressed  auto  mar- 
ket. Hyimdai  also  snatched  up 
a  department  store  and  a 
liank,  and  expanded  its  ship- 
Iniilding  plant  in  Ulsan,  al- 
l  eady  the  world's  largest.  "It's 
unbelievable,"  says  Kim  Hun 
Soo,  head  of  research  at  Mer- 
rill Lynch  &  Co.  in  Seoul. 
"Eveiy  single  Hyimdai  compa- 
ny we  cover  saw  its  debts  in- 
crease in  the  first  half." 

The  chaebol  insist  they  are 
making  progress  toward  re- 
fonn.  Although  Daewoo  Chair- 
man Kim  bristles  at  demands 
for  radical  restructuring,  the 
idea  that  Daewoo  is  resisting 
change  is  a  "misunderstanding," 
says  Lee  Sang  Hoon,  Daewoo's 
senior  managing  director.  He 
says  disagreements  are  only 
over  the  timetable — not  about 
change  itself.  The  government 
wants  rapid  sales  of  assets, 
while  chaebol  executives  say 
they  need  time  to  pai'e  down.  Given  theii- 
track  record,  that  seems  unlikely. 

But  never  before  has  Korea  had  such 
a  detemiined  refonner  as  Pi-esident  Kim. 
"It's  like  a  cop  chasmg  a  thief,"  says  You 
Jong  Keun,  a  provincial  governor  and 
presidential  adviser.  "If  the  cops  are  de- 
termined, they  can  usually  catch  the 
thieves."  Still,  it's  going  to  take  smart, 
speedy  cops  to  comer  the  chaebol. 

By  Mark  L.  Clifford,  with  Jennifer 
Veale,  in  Seoul 


to  buy  Kia  Motors,  investing  in 
North  Korean  tourism,  buying 
a  retailer  and  a  merchant  bank, 
and  expanding  its  shipbuilding 
business. 
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ARE  SADDAM'S  ENEMIES 
FINALLY  TIGHTENING  THE  NOOSE? 


For  years,  tlie  West  has  played  the  foil  for  Saddam  Hus- 
sein's game  of  cat-and-mouse.  He  would  cheat,  then  re- 
treat. The  ploys  bought  time  to  hide  weapons,  avoided 
U.  S.  ah-  strikes — sometimes  barely — and  left  his  adversaiies 
divided  and  fnistrated. 

But  the  Iraqi  leader  is  now  facing  some  of  the  strongest 
threats  to  his  regime  in  years — both  inside  and  outside  Iraq. 
For  the  fii'st  time,  the  Clinton  Administration,  with  tacit  aUied 
support,  is  explicitly  committed  to  Saddam's 
ouster.  Although  President  Clinton  grabbed 
headlines  by  pledging  support  for  unspecified 
Iraqi  opposition  gTOups,  his  main  hope  is  uni-e- 
lenting  economic  pressui'e  that  may  diive  Sad- 
dam's inner  circle  to  depose  him.  "His  power 
base  is  becoming  disillusioned,"  says  Amatzia 
Baram,  a  Haifa  University  Iraq  expert. 

Strains  are  starting  to  show  within  the  re- 
gion. On  Nov.  22,  Izzat  Ibrahim,  a  top  mili- 
tary official  was  attacked  by  assassins  but  es- 
caped. Meanwhile,  there  ai'e  signs  that  Saddam 
is  rattled.  He  called  his  half  brother  Barzan  al- 
Talaiti  back  fi'om  Geneva  and  there  is  talk  his 
tnisted  U.  N.  Ambassador  Nizaar  Hamdoon  is 
being  recalled,  too. 

Still,  the  U.  S.  must  keep  the  allies  solidly 
behind  economic  sanctions.  Until  his  nairow  .  a  >^ 

avoidance  of  a  U.  S.  attack  in  November,  Sad-  SUPPORTERS:  I> 
dam  had  cleverly  pitted  the  allies  against  one 
another:  Wliile  the  U.  S.  and  Britain  took  a  hard  line,  France 
and  Russia  wanted  to  ease  the  embai'go.  No  more.  The  allies 
all  back  plans  by  claief  U.  N.  weapons  insjjector  Richard  But- 
ler for  aggressive  new  efforts  to  uncover  Iraq's  arsenal. 

To  be  sure,  there's  no  guarantee  that  the  U.  S.  can  push 
Iraq's  leadership  to  dumj)  Saddam.  But  Clinton  now  has  a 
way  to  focus  then-  attention:  the  ability  to  bomb  Iraq  without 
going  back  to  the  Secmity  C'oiuicil  if  Saddam  doesn't  fiiUy  co- 
operate with  U.  N.  inspectors.  At  the  same  time,  the  anti-Iraq 


coalition  has  more  cohesiveness  than  at  any  time  since  tl 
1991  gulf  war.  Progress  on  Middle  East  peace  and  Clintoi 
visit  to  Gaza  and  the  West  Bank  in  mid-December  will  he 
keep  Arab  leaders  on  board. 

Countiies  that  once  sympathized  with  Iraq  may  now  sti 
on  the  sidelines,  too.  The  French  have  been  hurt  by  t] 
perception  that  they're  "willing  to  do  just  about  anything 
get  their  wretched  little  contracts  signed,"  says  Geoffiri 
Kemp,  director  of  regional  strategic  prograi 
at  the  Nixon  Center  in  Washington.  And 
own  financial  crisis  deters  Russia  fi-om  antag 
nizing  potential  aid  donors.  "Tlie  economic  pro 
lems  of  Russia  have  come  to  the  fore,"  sa 
Alexei  P.  Andreev,  fh'st  deputy  chairman 
the  Duma's  foreign  affairs  committee. 

Saddam  may  try  to  unde)-mine  support  I 
sanctions  by  being  more  conciliatoiy.  But  th 
won't  work.  Even  if  Iraq  cooperates  on  its  r 
clear  progi'am,  inevitable  flaps  over  U.  N 
forts  to  account  for  chemical  and  biologii 
weapons  and  for  Kuwaiti  prisoners  of  war  v 
ensure  that  the  embargo  stays  in  place. 

So  the  White  House  is  betting  that  if  Sj 
dam  is  ever  to  be  toppled,  the  conditions  £ 
now  better  than  they  have  been  for  years.  P. 
alysts  believe  that  his  grasp  on  power  Y 
weakened  since  1995.  That  year,  he  faced  t 
fourth  coup  plot  since  1990,  two  sons-in-1: 
defected  to  Jordan,  and  he  was  so  wonied  about  being  ( 
posed  that  he  pm-ged  many  family  members  fi'om  top  pes 
Saddam  kept  his  dwindling  base  loyal  by  arguing  that 
could  wiiggie  out  of  the  embai'go.  Pi'0\ided  the  U.  S.  can  si 
on  plan,  that  will  be  an  empty  boast  soon.  The  message  \ 
then  be  clear:  Sanctions  won't  go  until  Saddam  does.  Turn 
that  realization  into  decisive  action  will  be  a  hard  step  ins 
Iraq.  But  it's  the  West's  best  hope. 

By  Stem  Crock  in  Washington,  with  bureau  repcs 
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WILL  THE  U.S.  AID  AZERBAIJAN? 

►  The  powerful  Armenian  lobby  has 
kept  curbs  on  U.  S.  aid  to  archenemy 
Azerbaijan  since  1992.  But  the  embar- 
go couki  end  in  the  next  Congress, 
thanks  to  the  support  of  influential 
U.  S.  Jewish  groups  such  as  B'nai 
B'rith.  The  State  Dept.  wants  the 
curbs  lifted  so  it  can  be  a  neutral  bro- 
ker in  the  Azeri-Armenian  struggle 
over  the  province  of  Nagorno- 
Karabakh.  So  does  House  Speaker- 
elect  Bob  Livingston  (R-La.). 
Jewish  groups  like  Azeri  policies, 


particularly  support  for  an  oil  pipehne 
from  the  Caspian  Sea  across  Tiu-key 
that  would  undermine  Iran.  The 
Jewish  gi-oups  also  believe  that  Israel 
needs  to  cultivate  more  friends  in  the 
Muslim  w^orid.  With  25,000  Jewish 
citizens,  Azerbaijan  looks  like  a  good 
prospect. 

gUEBEC  SEPARATISM  SURVIVES 

►  Premier  Lucien  Bouchard  and  his 
separatist  Parti  Quebecois  failed  to 
create  the  "winning  conditions"  he 
wants  for  a  third  try  at  secession.  In 
the  Nov.  30  elections,  the  pq  got  less 


than  4S7c  of  the  popular  vote,  a  full 
percentage  point  less  than  the  oppo 
sition  Liberals.  The  pq  was  able  to 
hang  on  to  75  of  the  125  seats  in  thf 
provincial  parliament  thanks  to  its 
dominance  outside  big  cities. 

But  secession  isn't  a  dead  issue. 
Bouchard,  helped  by  a  gi'owing  econi 
my,  seems  to  have  convinced  Quebec  j 
voters  that  the  threat  of  another  ref-l 
erendum  could  wrest  concessions  froi| 
Ottawa.  So  watch  for  him  to  work 
with  other  provincial  premiers  to  bolj 
ster  local  powers  as  he  tries  to 
rebuild  momentum  for  a  breakaway. 
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Look  what  happened 
when  Lexmark  ^or  a  clearer 
picture  of  their  business. 


LLcnlly,  Lexmark  International,  a  leading 
ro\  iJcr  of  printing  solutions,  made  a  decision 
lat  made  everyone  a  lot  happier — employees, 
ippliers  and,  most  important,  customers.  They 
L'cided  to  integrate  every  stage  of  their  supply 
i.iin.  The  goal?  To  assure  customers  consistent, 
iM  ime  product  delivery 

The  solution?  Customer  focused  processes 
id  enterprise  software  from  J.D.  Edwards.  Says 
ir  Paul  J.  Curlander,  President  and  Chief  Executive 


Officer,  "Keeping  promises  and  delivering  the 
best  solutions  is  what  Lexmark  is  about. 
J.D.  Edwards  is  about  the  same  thing.  Every 
contact  we  had  with  them — from  sales  to 
implementation  to  software  support — was  with 
people  who  were  committed  to  making  the 
Lexmark  story  a  success." 

And  that  it  is.  The  J.D.  Edwards  solution  is 
key  to  helping  Lexmark  make  major  improvements 
in  customer  responsiveness  and  paving  the  way 

IPEdwards 

J  :  n  t  e  r  p  r  I  s  f    ,S  o  f  t  w  a  r  e 


for  long-term  customer  relationships. 

And  things  keep  looking  better  for  Lexmark  and 
its  customers.  Customer  delivenes  have  improved 
three  fold  while  cycle  times  have  been  reduced 
by  over  70'Zi.  As  Dr.  Curlander  says,  "Because 
J.D.  Edwards  is  a  company  that  keeps  its  promises 
to  customers,  we're  better  able  to  keep  ours." 

That's  how  enterprise  software  ought  to  be. 
It  can  be  for  you,  too.  To  find  out  more,  call 
1-800-727- 5333or  visit  w\v\v.jdedwards.com/customer 


Add  a  new  dimension  to  your 
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The  AMD-K6-2  Processor 
with  3DNow!  Technology 


-Presenting  the 
next  dimension  in 
PC  technology.  ^ 


Pictures  leap  off  the  screen.  Historical  moments  come 
alive.  Term  papers  talk.  Never  before  has  learning  been 
so  inspiring.  It  all  begins  with  the  AMD-K6°'-2  Processor 
with  3DNow!.™  You  get  sharp  3D  imaging,  smooth 
video  playback  and  incredibly  fast  multimedia.  Even 
sound  is  more  lifelike.  With  3DNow!  technology, 
you'll  see  new  3D  applications  the  way  they  were 
meant  to  be  seen.  Plus,  you'll  get  great  Internet 
performance.  And  of  course,  your  current  Windows'" 
applications  run  at  lightning  speed.  The  fact  is,  the 
AMD-K6-2  Processor  with  3DNow!  outperforms 
Pentium''  II.*  More  importantly,  it  has  the  power  to 
inspire  your  child  to  study  And  actually  enjoy  it. 
Get  more  information.  Visit  us  at  www.amd.com/flight. 

AMDH 

www.amd.com 


ARE  YO 


Despite  political  opposition  and  popular 
resistance,  despite  financial  upheaval 
and  frightened  workers,  monetary  union 
is  about  to  become  reality  in  Europe. 
The  idea  of  a  single  currency  that  would 
knit  Europe  into  a  world  economic  su- 
perpower has  survived  decades  of  skepticism. 
Now,  on  the  threshold  of  the  euro's  launch,  govern- 
ment leaders  and  independent  analysts  alike  are 
breathlessly  anticipating  the  Decade  of  Europe. 

Yet  even  though  monetary  union  has  been  years 
in  the  making,  many  economic  players  remain  un- 
prepared. That's  dangerous.  In  the  long  run,  if  the 
euro  works  as  planned,  it  will  transform  Europe 
from  a  jigsaw  of  costly,  protected  markets  into  a 
vigorously  competitive  economic  bloc.  But  between 
now  and  then,  banks  and  companies  face  a  gi'isly 
shakeup.  A  Europe  without  currency  barriers  will 
offer  enormous  benefits  to  businesses  that  have 

planned  ahead,  both  tech- 
nologically and  strategical- 
ly. It  is  also  likely  to 
prove  fatal  to  those  that 
have  not. 

The  biggest,  savviest 
global  companies  have  al- 
ready decided  that  the 
best  way  to  succeed  in 
the  new  market  is  to 
merge  their  way  into 
even  gi'eater  size  and  ex- 
pertise. From  Daimler- 
Chrysler's  historic  merger 
to  Deutsche  Bank's  bid 
for  Bankers  Ti'ust  and 
Hoechst's  marriage  with 
Rhone-Poulenc,  the  recent 
megadeals  by  European 
companies  have  been 
aimed  at  getting  into  posi- 
tion for  the  euro  zone.  In 
many  cases,  they  are  look- 
ing across  the  Atlantic  for 
new  products,  manage- 
ment skills,  and  financial 
sophistication  to  boost 
their  competitiveness  in 
the  Old  World. 

The  consolidation  is  just 
beginning.  After  Ameri- 
ca's regulatory  "Big 


MILESTONES 
ON  THE 
ROAD  TO 
MONETARY 
UNION 

DEC.  31.  1998 


Bang"  during  the  1970s,  the  number  of  lending  in 
stitutions  in  the  U.  S.  shrank  from  15,000  to  about 
9,000.  In  overbanked  European  countries  such  as 
Germany  and  France,  the  carnage  could  be  even 
more  drastic.  And  10  years  fi'om  now,  cross-borde 
finance  could  be  dominated  by  just  a  few  dozen  E 
rope-wide  banking  titans. 

For  companies,  the  prospect  is  not  much  rosier. 
Whether  they  cater  to  consumers  or  to  other  bus: 
nesses,  the  euro  will  make  it  impossible  for  them 
subsidize  low  prices  in  one  country  or  region  with 
high  prices  somewhere  else.  They  must  rethink 
their  strategies,  walking  a  fine  line  between  build 
market  share  across  the  Continent  and  keeping 
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to  a  single  currency,  starting  o 
Dec.  31,  will  cause  carnage, 
consolidation-and,  ultimateli 
profits  for  the  forward-looking 


Euro  exchange  rates 
are  fixed.  The  Euro- 
pean Central  Bank 
takes  over  monetary 
policy  for  all  11  EMU 
nations.  Stock  and 
bond  markets  convert 
to  euros  on  Jan.  4. 


Foreign-exchange 
transactions  denomi- 
nated in  euros.  Com- 
panies are  free,  but 
not  obligated,  to  use 
the  euro,  either  exclu- 
sively or  along  with 
national  currencies. 

JAN.  1,  2002 

Euro  notes  .and  coins 
must  be  in  circulation 
in  all  EMU  member 
states. 

JULY  1,  2002 


■  margins  healthy.  As  with  financial  institutions, 
1  '  mergers  and  takeovers  lie  ahead, 
ly  U.  S.  company  that  does  business  in  Europe 

i  s  to  be  euro-ready,  too.  Yet  until  recently,  many 
L  riean  executives  underestimated  the  political 

111(1  historical  momentum  behind  monetaiy 
1  1.  That  could  cost  them  business  when  better- 
1  ai'ed  rivals  fight  for  new  customers.  Officers  at 

ii  IVust  Banks  Inc.  in  Atlanta  say  that  although 

h  began  alerting  their  major  U.  S.  corporate  cus- 

0  I's  months  ago  about  the  January  deadline  for 

1  t-rting  European  financial  data  into  euros,  few 

i   t  etooled  their  accounting  systems  to  deal  with 
h  lew  currency.  Delta  Air  Lines  Inc.,  which  com- 
t  >  with  big  European  carriers  on  trans-Atlantic 
c  ^s,  is  an  exception. 

course,  as  in  Europe,  the  more  global  the  com- 
i  ,  the  more  likely  it  is  to  take  early  action.  Gen- 
!  Klectric  Co.  has  a  council  of  "euro  leaders" 
'   each  of  its  European  units  who  are  poohng 
■xperience  in  marketing,  sales,  finance,  and 

lology  to  tailor  a  euro  strategy  to  each  busi- 
t   And  GE  Capital  Services  Inc.  is  cooking  up 
t  products  for  its  U.S.  customers  who  work  in 


Europe,  including  a  credit  card  that  can  make  elec- 
tronic payments  denominated  in  euros — the  first  of 
its  kind. 

On  both  sides  of  the  Atlantic,  the  technical  and 
logistical  headaches  loom  nearly  as  large  as  the 
strategic  issues.  Making  the  transition  is  expected 
to  cost  Europe's  companies  around  $65  billion.  The 
largest  companies  will  pay  some  $30  million  apiece. 
Reconfig-uring  a  single  computerized  parking  meter 
to  accept  euros  will  set  a  city  back  about  $800. 
During  the  phase-in  period  between  now  and  2002, 
a  business  that  wants  to  convert  French  francs  to 
Deutschemarks,  for  example,  must  do  it  in  two 
steps:  francs  to  euros,  then  euros  to  marks.  And  to 
avoid  errors  in  large  financial  transactions,  which 
could  be  costly  for  them  or  their  clients,  banks 
must  tally  euro  amounts  to  six  significant  digits. 

If  monetary  union  fulfills  its  promise,  the  payoff 
will  be  worth  all  this  trouble.  One  European  Com- 
mission study  estimates 
that  European  businesses 
now  spend  some  $12.8  bil- 
lion a  year  on  currency 
conversions  within  the 
European  Union,  or  0.4% 
of  the  Eu's  gi'oss  domestic 
product.  And  economists 
at  the  new  European 
Central  Bank  predict  that 
as  the  euro  forces  greater 
efficiency  and  more  ag- 
gressive strategies,  it 
could  add  as  much  as  one 
percentage  point  a  year  to 
Europe's  long-term  GDP 
gi-owth. 

Politics  could  still  get  in 
the  way.  Indeed,  the  real 
end  of  Europe's  long  road 
to  integration  won't  come 
unless  and  until  its  na- 
tional governments  decide 
to  join  forces  once  and  for 
all.  Yet  if  companies  pre- 
pare themselves  for  the 
changes  ahead,  they  will 
turn  Europe  into  a  much 
more  business-friendly 
place. 

By  Joan  Warner 
in  Neiv  York 


WHATTHE 
EURO  WILL  BE 
WORTH 

DEUTSCHE  BANK 
FORECASTS  FOR  DEC.  31 


$1.18 

U.S.  Dollars 


142 

Japanese  Yen 


0.74 

British  Pounds 

1.95 \ 

Deutschemarks 

6.54 

French  Francs. 


WHERE  THE  BIG  BANG 
WILL  BE  DEAFENING 

In  financial  services,  the  euro  watershed  will  come  on  New  Year's  Eve-presto 


I 


t  looks  like  a  typical  November  workday  in  the  ornate 
trading  room  of  the  Amsterdam  options  exchange. 
Traders  shout  bids  at  each  other — pencils  in  hand,  phones 
clutched  to  shoulders.  But  they're  clad  in  sweaters  and 
jeans  instead  of  their  customary  blue  blazers.  It's  Sunday 
moming.  And  the  trades  are  imaginary,  pait  of  a  trial  run  to 
test  the  exchange's  readiness  to  start  dealing  in  euros.  "If 

somebody  doesn't  make  the 
switch  on  time,  all  of  a  sudden 
parts  of  the  system  won't  be 
able  to  talk  to  each  other,"  says 
George  A.  Moller,  chief  execu- 
tive of  the  Amsterdam  Ex- 
changes, as  he  prowls  the  floor. 
"We  can't  let  that  happen." 

All  over  Europe  and  as  far  away  as  Tokyo  and  New  York, 
the  countdown  to  the  euro  is  in  its  final  days  at  banks,  insur- 
ance companies,  and  stock  exchanges.  Weekend  trials  are 
taking  place  everywhere  to  prepar'e  for  what's  being  called  Big 
Bang  Weekend — the  90-hour  period  when  one  of  the  most 


awesome  financial  projects  in  world  history  will  be  launchf 
The  entire  financial  industry  will  have  only  from  early  aft( 
noon  on  Thursday,  Dec.  31,  when  the  European  Com.rnissi 
will  set  final  exchange  rates  for  the  eui'o,  imtil  the  morning 
Monday,  Jan.  4,  to  make  an  electronic  conversion  that 
volves  trillions  of  bytes  of  data.  Says  Rob  Rowley,  chief 
nancial  officer  of  Reuters  Group  plc:  "There  are  people  woi 
ing  on  this  around  the  clock." 
SCRAMBLE.  Unlike  consumers  and  corporations,  which  V 
be  able  to  cUng  to  the  old  ciuTencies  a  bit  longer,  finance  ho' 
es  have  no  choice  about  whether  or  not  they  will  be  eu] 
ready.  For  them,  Dec.  31  is  the  watershed.  The  savvi< 
banks  and  institutions  have  been  positioning  themselves 
this  development  for  yeai's,  inventing  new  services  and 
vading  one  another's  teiTitoiy.  And  since  size  will  be  an  en 
mous  advantage  in  the  euro  zone,  merger  fever  is  climbi 
into  the  stratosphere.  After  the  New  Year,  when  stocks  a 
most  bonds  will  begin  trading  only  in  euros,  the  race  to  « 
the  rewards  of  Em'ope's  new  unified  capital  market  will  j 
hotter'.  Even  the  nimblest  institutions  risk  losing  opportunit 


BusinessWeek 


EXECUTIVE  PROGRAMS 


LAIA/SON  I 

Softwansl 


TM 


The  Business  Week/Lawson  Software 
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Setting  Course 

...when  Y2K  problems,  labor  shortages,  mergers,  and  justifying  IT 
value  is  set  to  derail  you.  A  successful  Healthcare  CIO  must  be  a 
vital  part  of  the  orgcuiizations  decision-making  process,  but  are 
you?  Success  requires  building  and  implementing  an  IT  strategy 
that  can  flex  with  a  company 's  vision  that  changes  almost  daily. 
Will  you  be  prepared?  Or  do  you  have  plans  in  place  for  risk 
sharing  new  and  unproven  technologies  that  promise  improved 
performance?  Join  Business  Week  cmd  Lawson  Software  to 
explore  these  and  other  issues  at  this  lively,  unusual  and  fully 
interactive  progrcun:  A  business  meeting  by  Healthcare  CIOs  for 
Heathcare  CIOs. 
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Central  banks,  which  must  destroy  all  the  old  banknotes, 
fear  counterfeiters  will  have  a  field  day 


to  the  competition  if  they're  not  prepai-ed  to  jump  into  new  fi- 
nancial niches  as  they  arise. 

Shifting  to  the  eiu'o  cuiTency  will  involve  a  massive  financial 
and  logistical  expense.  Spain's  Banco  Bilbao  Vizcaya  is  spend- 
ing $70  million  and  giving  its  23,000  employees  some  175,000 
hoiu's  of  eiu'o-related  training.  Munich-based  insurance  giant 
Alhanz  is  pumping  $124  million  in  eui"o-related  data  pi'ocessing 
and  is  putting  the  equivalent  of  342 
yeai's'  worth  of  extra  employee  time 
into  euro  conversion.  But  that's 
peanuts  compai'ed  with  the  strategic 
changes  that  the  new  curi'ency  will 
biing  to  European  financial  mai'kets. 
SMrmisiies  are  ah-eady  brealdng  out,  for  example,  over  wliich 
of  the  Eui'opewide  stock  indexes  will  become  the  global  bench- 
mai'ks  and  which  investment  banks  will  dominate  the  new 
mai'ket  in  eui'o-based,  high-yield  debt. 

Although  eiu'o  bills  and  coins  won't  go  into  widespread 
circulation  until  the  fii'st  few  weeks  of  2002,  the  prospect  has 
some  bankers  quaking  even  now.  There 
simply  isn't  enough  vault  space  anywhere 
to  wai'ehouse  all  the  eui'os.  But  it's  the  col- 
lection and  destruction  of  old  banknotes 
that  wonies  banks  the  most.  Central  banl\s, 
which  must  verify  the  authenticity  of  the 
old  bills  before  they're  destroyed,  are  fr"et- 
ting  about  how  to  stop  counterfeiters  and 
money  launderers  from  having  a  field  day 
during  the  confusion.  Some  governments 
ai"e  even  consideiing  calling  out  the  aiTiiy  to 
distribute  the  new  banknotes,  just  as  Bonn 
did  when  East  German  marks  were  ex- 
changed for  Deutschemarks  dming  reunifi- 
cation in  1989. 

HEADSTART.  If  all  goes  well,  the  changeover 
will  begin  with  the  flip  of  thousands  of 
switches  in  financial  progi'ams  worldwide. 
Teams  of  computer  jockeys  have  been  la- 
boring, some  for  a  year  or  two,  to  have 
software  ready  to  go  into  action  as  soon  as 
the  EC  posts  euro  rates  on  the  Internet  on 
Dec.  31.  Em-opean  banks  are  lobbying  for 
an  early-afternoon  posting,  to  buy  a  few 
extra  hours.  Rivals  in  New  York  will  lose 
])recious  convei-sion  time,  because  they  can't 
shut  their  systems  down  until  the  market 
closes  on  Wall  Street.  Since  that's  not  untD 
10:30  p.m.  Continental  time,  the  Europeans 
will  have  a  headstart. 

Duiing  New  Year's  weekend,  softwai'e 
programs  will  be  checked  and  rechecked 
for  accuracy.  A  tiny  system  bug  could 
wreak  havoc,  sullying  the  euro's  reputation 
before  a  single  bill  is  issued.  With  teams  of 
programmers  planning  round-the-clock  vig- 
ils and  with  backup  teams  of  brokers  and 
bankers  on  alert  in  case  of  trouble,  London 
hotel  space  is  already  tight  for  Big  Bang 
weekend.  Morgan  Stanley  alone  has  100 
rooms  reserved.  Local  authorities  have  de- 
clared a  parking  meter  hohday  to  handle 
the  expected  volume  of  cars  in  the  City  of 
London.  Cafeterias  will  be  open  and  sening 


EUROPE'S  'BIG 
BANG'  WEEKEND 

THURSDAY,  DEC.  31 

During  the  afternoon,  the 
European  Commission  fix- 
es the  euro's  value  against 
the  11  EMU  members' 
currencies,  posting  the  . 
rates  on  the  Internet/ 
Banks  and  stock 
exchanges  plug  the  data 
into  their  computer 
programs. 

JAN.  1  TO  JAN.  3 


At  financial  institutions  all 
over  Europe,  teams  of  data 
processing  experts  double- 
check  new  euro  software. 
Many  historical  data  are 
recalculated.  Teams  also 
work  round  the  clock  in 
New  York,  Tokyo,  and  other 
financial  centers  abroad. 

MONDAY,  JAN.  4  ' 


When  the  markets  open, 
European  stocks,  options, 
and  government  bonds 
trade  only  in  euros.  Bank 
statements  show  cus- 
tomers' accounts  in  both 
local  currency  and  euros. 
Some  big  companies  adopt 
the  euro  for  internal 
accounting. 


DATA:  BUSINESS  WEEK 


tlii'ough  the  weekend.  Some  shops  even  plan  to  keep  chan 
pagTie  on  ice  for  progi-ammers  toiling  on  New  Year's  Eve. 

Tlie  pi'essure  won't  let  up  after  Big  Bang  Weekend,  thoug 
Banks  must  keep  scrambling  to  adapt  theii-  strategies  to  tl; 
new  competitive  realities  of  the  eui-o  zone.  It  is  widely  believe 
that  creating  a  unified  cuirency  market  will  bring  massif 
expansion  to  EiU'opean  equity  mai'kets,  now  only  one-fomth  tl 
size  of  the  U.  S.  mai'ket.  Even  before  the  eiu'o  arrives,  demai 
for  asset  management  products  with  Eiu'opevride  portfolios  h; 
exploded.  Foi'  instance,  assets  of  Dws's  foi-merly  stodgy^  E 
rovesta  ftmd  have  more  than  quadmpled  since  Apiil,  when 
was  r-eoriented  to  invest  in  a  Eiu'opean  gi-owth  portfolio.  A  D\ 
Eiu'opewide  small-cap  ftmd  has  jimiped  fi'om  zero  to  $600  m 
lion  in  assets  in  about  the  same  period. 
FEW  SURVIVORS.  With  foreign  exchange  revenues  falling  as  tl 
11  ciuTencies  tmn  into  just  one,  the  banks  must  stake  out  m 
businesses.  Gennany's  Commerzbank  is  investing  heavily 
become  a  major  player  in  eui'o-based  cash-  and  Hquidity-ma 
agement  systems  for  companies,  going  up  against  such  coi 

  petitors  as  Citibank,  Chase  Manhatta 

Deutsche  Bank,  and  abn  Amro.  "Only 
few  banks  ai-e  going  to  sm-\ive  in  this  bu 
ness,  and  we  want  to  be  one  of  them,"  sa 
Peter  Wolf-Koppen,  Commerz'  gmn  on 
plementation  of  the  euro. 

Battles  ai'e  also  heating  up  over  who 
be  in  control  of  the  eui'o-based  money  tra3 
fer  system.  That's  bad  news  for  the  ru 
Eui'opean  Central  Bank,  whose  Target  bai 
dealing  system  is  already  beset  by  new 
vals,  including  Gennany's  Bimdesbank. 
ECB  has  been  forced  to  slash  its  fees  on  t 
system  even  before  the  eiu"o  has  anived 
The  coming  weeks  pose  huge  impend 
ables  for  investors.  Some  market  analy 
fear  that  the  uncertainty  will  cause  equ 
trading  to  diy  up  in  mid-December  and 
vive  again  only  in  mid-January,  once 
dust  has  settled.  Euro-based  debt  and  c 
rency  markets,  on  the  other  hand,  are 
pected  to  explode  in  eaiiy  -January,  pai 
fueled  by  heavy  foreign  buying.  Some  ec 
omists  predict  heavy  demand  for  euroi 
Asia  by  investors  hungry  to  escape  ne 
zero  interest  rates  at  home  and  divers 
their  heavy  stakes  in  the  dollar.  Inde 
NomiU'a  quickly  sold  out  three  euro-c 
vertible  bond  funds  it  has  launched 
Japan  since  July. 

If  the  optimists  ai-e  right  about  the  ei 
Jan.  4  will  bring  unprecedented  opporti 
ties  for  investors  and  the  banks  that  se 
them.  A  deeper,  more  sophisticated  mai 
could  finally  give  Eiu'ope's  financial  inst 
tions  the  global  competitiveness  they  h 
sought.  But  only  those  poised  to  capita 
on  the  many  changes  will  tlnive.  Big  B 
Weekend  is  only  the  fii-st  of  a  long  rang 
tough  tests. 

By  Tlmw  Peterson  in  Amsterdam 
Margaret  Popper  in  Madrid,  And 
Osterland  in  Chicago,  and  Brian  Brerr, 
in  Tokyo 
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liilt-in  datalfax  modem  works 
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•csson  Mobile  Office  Suite,  a 
'■ndows'" -based  software,  lets  you 
late  your  phone  book,  and 
dl receive  text  messages. 


The  Ericsson  CF  888' s  wireless 
infrared  data  beam  lets  you  connect  to 
your  PC  without  cables. 
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lesson  lets  ijou  e-moll,  fox  ood  surf  llie  Inlernel  -  uilllioul  mires. 

;  new.  It  gives  you  a  tmly  wireless  office.  It's  a  digital  GSM  1900  and  analog  phone  in  one.  So  it  works  almost 
/where.  It's  got  three  hours  talktime  and  three  days  of  standby  time.  It's  only  from  Ericsson,  a  world  leader  in 
;ital  phones.  It's  the  CF  888.  Want  to  go  wireless?  Call  1-800-ERICSSON  for  the  retailer  near  you. 


ivw.ericsson.com/us/phones 
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READY,  SET- 
RETOOL 

Companies  figure  the  faster  they  can  convert,  the  better 

Eui'opean  industry  is  about  to  get  the  single  currency  it 
so  ardently  wished  for.  Chief  executives  across  the 
Continent  have  lobbied  long  and  hard  for  monetary 
union,  envisioning  a  time  when  they  could  build  plants, 
sell  products,  and  raise  capital  in  other  European  markets 
without  giving  cun-ency  fluctuations  a  thought.  But  now  that 

the  day  has  nearly  arrived,  real- 
ity is  sinking  in.  Many  of  the 
most  dramatic  benefits  of  the  Eu- 
ropean Monetary  Union,  fai"  fi'om 
being  automatic,  vdll  come  slow- 
ly— and  only  to  companies  that 
are  prepared. 

To  be  euro-i-eady,  most  multi- 
national companies  will  need  to  invest  millions  of  dollars. 
DaimlerChrysler,  for  instance,  is  spending  some  $120  million 
up  front  to  shift  to  the  eui'o.  Even  more  important,  they  must 
foiinulate  a  strategy  to  make  the  most  of  monetaiy  union.  Be- 
sides revamping  their  technology,  companies  may  need  to 
redefine  their  notion  of  competitiveness  as 
'^^^  the  European  market  becomes  more  in- 
k.  tegi'ated.  Those  that  can  use  low  pricing 

and  economies  of  scale  to  build  a  Con- 


MULTINATIONALS 


A  few  pioneering  companies,  among 
them  the  Netherlands'  Royal  Phihps 
Electronics  and  GeiTnan  engineering  be- 
hemoth Siemens,  are  taking  a  Big  Bangi 
approach  and  switching  all  their-  internal 
operations  immediately.  The  logic:  The 
sooner  they  take  the  pain,  the  gi-eatei 
the  gain.  Indeed,  Europe's  biggest  com 
panies,  eager  to  benefit  from  a  bordei' 
less  Em-opean  market,  have  been  stroni 
advocates  of  a  single  currency  for  morf 
than  a  decade.  Royal  Philips  Electron 
ics,  for  one,  wiW  be  euro-ready  on  tht 
first  business  day  of  1999. 

But  most  companies  opei-ating  in  Em-ope — including  FrencI 
chemical  giant  Rhone-Poulenc,  U.  S.  computer  maker  Compaq 
and  Gei-man  auto  maker  bmw — plan  a  two-  or  three-phasi 
transition.  Phase  One,  preparing  to  account  for  sales  an( 
purchasing  in  euros,  is  nearly  complete.  Phase  Two,  the  in 
ternal  accounting  transformation  for  everything  from  re 
search  and  development  budgeting  to  tax  reports,  will  tak' 
place  over  the  next  12  to  18  months. 
"NEW  THINKING."  Dui-ing  that  time,  many  companies  will  o] 
erate  with  a  dual  internal  accounting  system  that  puts  the  k 
cal  cuiTency  and  the  em-o  side  by  side.  That's  what  executive 
are  planning  for  Rhone-Poulenc's  companywide  operation; 

But  middle  managers  vri 
decide  how  quickly  to  shii 
their  individual  units  to  th 
eiu'o.  They're  hkely  to  hui 
i-y  however,  since  the  Cor 


tinent-wide  presence  have  the  best  shot  at  becoming  the 
new  Europe's  corporate  winners. 

Retooling  for  the  euro  is  expected  to  cost  Eui-opean  busi- 
ness $65  biUion  between  now  and  July,  2002,  when  the  old 
cun-encies  disappear.  Nonfinancial  companies  can  expect  to 
spend  roughly  0.5%  of  annual  sales  adapting  softwai-e  systems 
to  the  euro,  industi-y  experts  calculate.  Yet  most  executives 
believe  that  up-fi-ont  investment  in  conversion  to  the  em-o  will 
pay  off  in  a  competitive  advantage  as  companies  scramble  to 
broaden  their  reach  across  a  single-cuirency  continent.  "We 
will  be  able  to  build  market  share  quickly  all  over  Em-ope," 
says  Gabriel  Martin  Ocana,  assistant  finance  director  at  Pule- 
va,  a  $246  million  Spanish  dau-y-products  maker  that  plans  to 
invade  Northern  Em-ope  with  low-priced  goods. 


tinent's  cheinical  giants  are  already  in  a  fierce  battle  to 
more  mai'ket  share.  "No  one  is  obligated.  They  can  be  pi 
tive,  or  they  can  delay.  But  if  they  delay,  they  may  miss  i 
opportunity,"  warns  Yves  Schell,  euro  coordinator  for  Rho^ 
Poulenc. 

Most  companies  will  have  the  software  in  place  to  han^ 
external  financial  transactions  in  euros  starting  Jan.  1. 
evei-y  European  country  where  multinationals  handle 
ments  and  receivables,  they  have  set  up  separate,  euro-i 
nominated  bank  accounts  and  put  division  heads  in  charge! 
the  switch-over.  For  months  they  have  been  training  exe{ 
fives,  sales  staff,  and  marketing  managers  to  cope.  Althou 
few  vrill  requu-e  payments  in  em-os  immediately,  many  will  I 
sist  that  customers  choose  one  cuii-encv  for  the  transit! 


SIMON  SAYS  SHELL 

LOULD  BE  FASTI 


SSHELl 
MAKE  $20  MILLION 


It's  all  thanks  to  a  Lotus  Notes'-based  application  called  SIMON™  (Shell  Inventory  Managed  Order  Network). 
And  when  Shell  installed  it,  they  experienced  a  $20,000,000  increase  in  sales.  Before  SIMON,  a  typical 
customer  order  took  two  weeks  to  process.  Now,  resupply  orders  typically  happen  in  24  hours.  At  first, 
SIMON  served  23  key  customer  accounts.  Today  that  number  is  50.  To  which  SIMON  says,  let's  make 
more  money.  To  find  out  more,  visit  our  Web  site  at  www.lotus.com/worktheweb. 


Lotus 


An  IBM  Company 


>«  19.500  lotus  Business  Partners  can  provide  solutions  for  you  today.  For  more  information,  call  1 800  872-3387.  enl  E291.  In  Canada,  calll  800  GO  LOTUS.  ®  1998  Lotus  Development  Corporation,  an  IBM  company  All  ngtils  reserved,  lotus  and  Lotus  Notes  are  resslered 
rademarts  and  Work  Uie  Welj  is  a  trademark  ol  lotus  Development  torp.  IBM  Is  a  registered  trademark  of  International  Business  Mactiines  Corp.  All  otiier  company  names  and  products  are  regstered  trademarks  and/or  trademarks  of  their  respective  companies. 


period  and  stick  with  it  to  avoid  confusion. 

The  final  step  in  the  euro  changeover 
will  be  paying  taxes  and  switching  over  the 
corporate  payroll.  Since  few  governments 
will  be  prepared  to  accept  tax  payments  in 
euros  starting  in  1999,  corporate  finance  of- 
ficers are  not  rushing  to  switch  their  inter- 
nal procedures.  And  since  individuals  won't 
be  using  euro  bills  and  coins  until  2002, 
most  companies  won't  change  their  payroll 
systems  to  eiu'os  until  then.  However,  many 
companies  will  start  translating  the  net 
salary  figure  on  pay  stubs  to  euros  starting 
in  January.  "We  want  [employees]  to  get 
used  to  the  new  thinking,"  says  Eva 
Schwarzfischer-Helten,  deputy  head  of  BMW's 
euro  project. 

SURVIVAL  OF  THE  FITTEST.  Complex  and 
costly  as  the  nuts  and  bolts  of  the  transition 
may  be,  Corporate  Europe's  bosses  say  the 
strategic  issues  surrounding  the  arrival  of 
the  euro  are  far  more  critical  to  companies' 
survival.  They  predict  that  the  single  cur- 
rency will  prompt  savage  price  wars  that 
only  the  fittest  will  survive.  Today,  the 
wholesale  price  of  most  products  varies 
fi'om  30%  to  as  much  as  200%  within  the  euro  zone,  ac- 
cording to  industry  experts.  Come  1999,  pressure  to  bring 
prices  down  will  be  dramatic,  shcing  the  profits  of  companies 
that  are  not  prepared.  "The  benefits  of  the  euro  ai-e  marginal 
if  you  screw  up  pricing,"  says  Nicklas  Garemo,  euro  project 


HOW  COMPANIES 
WILL  GET 
EURO-READY 


STEP  ONE 

Adapt  computers  to  bill 
customers  and  pay  suppli 
ers  in  euros.  Maintain 
dual  accounting  in  euros 
and  national  currencies. 

STEP  TWO 

Convert  transactions  such 
as  budget  allocations  and 
payments  between  sub- 
sidiaries into  euros. 

STEP  THREE 

Change  over  human- 
resource  functions, 
including  payroll  and  ben 
efits.  Pay  taxes  in  euros. 


leader  for  McKinsey  &  Co.  in  Goteborp 
Sweden. 

Well-managed  companies  aim  to  wie:> 
lower  prices  to  grab  market  share  acros 
the  Continent.  To  prepare  for  the  comin; 
price  wai"s,  they  already  have  begun  cuttin 
costs  to  protect  their  margins.  French  autr 
parts  maker  Valeo  recently  launched  a  m< 
jor  restructuring  of  its  European  oper; 
tions  to  generate  double-digit  productivit . 
gains  in  manufacturing,  distribution,  an 
marketing  networks.  And  in  Spain  and  Poi 
tugal,  where  prices  are  well  below  the  Ei 
ropean  average  for  most  products,  man 
domestic  companies  aim  to  invade  highe 
priced  markets  to  the  north. 

Companies  with  a  wide  spread  of  price 
across  Europe  may  initially  tiy  to  settl 
somewhere  in  the  middle  of  the  range  b 
lowering  prices  in  some  countries  and  rai, 
ing  them  in  others.  But  raising  prices  ms 
make  products  uncompetitive  in  some  ri 
gions.  Ultimately,  companies  may  decide  t 
abandon  products  or  markets  where  the 
can't  match  the  lowest -cost  producer.  "Thei 
will  be  a  lot  of  confusion  in  the  first  yeai 
says  Michael  Littlechild,  a  partner  at  kpmg  Peat  Mai-wick 
London.  But  it's  likely  that  survivors  of  the  shakeout  will  1 
the  companies  that  got  a  headstart  in  remaking  their  systen 
and  strategies  for  the  euro  zone. 

By  Gail  Edmondson  in  Paris,  urith  bureau  repot 


THIS  IS  GOING  TO 
AN  EARTHQUAKE' 

Euros  may  transform  Europe  into  a  bargain  hunter's  dream 

In  the  Tuscan  village  of  Fiesole,  known  for  its  ancient 
Roman  amphitheater  and  deep  red  Chianti,  shoppers  are 
exploiing  Europe's  financial  future.  Last  spring,  the  town's 
banks  exchanged  lire  for  ersatz  euro  notes,  urging  citizens 
and  shopkeepers  to  try  out  the  new  money.  Local  authorities 
wanterl  to  see  hnw  the  eui'o  affected  buying  patterns.  The  re- 
sult, says  Luca  Diamanti,  who 
runs  a  downtown  bar  and  gro- 
cery store,  was  a  mass  of  timid 
shoppers.  Although  people  were 
willing  to  carry  the  new  cuiTency, 
they  spent  it  only  on  small 
items — nothing  much  bigger  than 
a  cappuccino  or  a  pack  of  ciga- 
rettes. Diamanti,  who  changed  his  fake  euros  back  into  lire  as 
soon  as  the  experiment  ended,  was  unimpressed.  "I  leave 
changes  to  people  who  understand  them,"  he  says. 

That's  a  luxury  he  won't  have  for  long.  In  a  month,  the  lira, 
peseta,  franc,  and  mark  will  technically  be  nothing  more 
than  denominations  of  the  new  currency — ^mathematical 
Clutches  for  slow  adapters.  Even  if  consumers  aren't  yet  us- 
ing euro  notes  and  coins,  their  bank  accounts,  retirement 
"iuuis,  and  in  many  cases  paychecks  will  be  expressed  in  eu- 


ros. So  smart  retailers  are  alrea( 
scheming  to  cash  in  on  the  new  regin 
As  they  gear  up  to  take  advantage  ol 
true  continental  market,  they  will  chan 
forever  the  face  of  buying  and  selli 
in  Eui'ope.  Says  Erin  Anderson,  a  pi 
fessor  at  insead,  a  business  school  oi 
side  Paris:  "My  sense  is  that  this  is  f 
ing  to  be  an  earthquake." 

The  potential  payoffs  of  this  seisn 
event  are  immense.  Over  time,  Eui'o 
could  turn  into  a  bargain  hunter's  p; 
adise  as  currency  transparency — created  by  a  money  whr 
value  everyone  understands--drives  down  prices  of  ma 
European  goods.  More  important,  the  euro  will  tran.-fo 
the  shopping  environment,  as  huge  retail  chains  spread  -mv 
the  region  ujifettered  by  money  differences.  That  could  e\  i 
tually  unleash  a  U.  S.-style  consumer  spending  boom  a  i 
give  an  economic  boost  to  the  entire  world. 
BULK  BUYING.  Retailers  see  plenty  to  wony  about.  Ahvad; 
merger  spree  is  under  way,  as  the  biggest  among  them  re; 
across  borders.  Greater  scale  should  allow  them  to  negnti 
lower  prices  with  manufacturers — and  pass  them  on  to  c 
sumers.  The  mergers  also  prepare  Europe's  big  retailer.- 
battle  powerful  newcomers,  such  as  Wal-Mart  Stores  1'. 
But  the  quest  for  bulk  leaves  smaller  retailers,  from  gTi3Ciy 
chains  to  corner  cheese  shops,  quaking. 

Businesses  of  all  sizes,  meanwhile,  are  gi'appling  witli  dii 
labeling.  The  old  currency  units  won't  disappear  until  nl- 
2002,  and  many  consumers  may  use  them  tUl  the  last  mini;. 
But  stores  must  be  able  to  cater  to  more  progressive  sh)- 
pers,  too.  Retagging  every  item  is  more  than  just  a  legist  ii 
hurdle.  It  also  raises  pricing  questions.  Take  a  Gemian  grcr 
whose  goods  are  at  eye-catching  prices  such  as  3.99  mai'kfr 
9.99  marks.  Converting  these  amounts  into  attractive  eui-o  z- 


ANDONTHUNDRED 
MILE-PER-HOUR  SALVOS, 
YOU'LL  FIND  LOTUS. 


The  PGA  TOUR,  the  NHL,  the  U.S.  Open  Tennis  Championships,  Wiml)iedon  and  the  Nagano  Olympic 
Winter  Games  have  all  used  Lotus  Notes*  and  Domino™  to  run  their  Web  sites  and  manage  operations. 
In  1998,  for  example,  the  Wimbledon  Web  site  recorded  a  world-record-breaking  145,478  hits  per 
minute.  The  security  and  reliability  of  Domino  lets  billions  of  users  access  stats,  player  profiles  and 
information  without  crashing.  And  it  allows  the  organizations  to  publish  results  to  their  sites  quickly 
without  HTML  coding.  To  find  out  how  to  score,  visit  our  Web  site  at  www.lotus.com/worktheweb. 


Lotus 


An  IBM  Company 


OiB  19.500  ifflus  Business  Partners  can  provide  soluDwis  (or  you  today-  ta  more  mfonration,  can  1 800  872-3387.  exl  E292.  In  Canada,  calll  800  GO  LOTUS,  ®  1998  lotus  Development  Coiporaton,  an  IBM  company  All  nghts  reserved  Lotus  and  lotus  Notes  are  registered 
tradeirarlis  and  Domino  and  Worti  the  WeO  are  tiademarto  of  Lotus  Development  Corp.  IBM  is  a  registered  trademark  of  International  Business  Macliinffi  Corp.  All  ottier  company  names  and  prcducts  are  regstered  trademarks  and/or  trademarks  of  their  respective  companies. 


EURO 


ures  may  involve  cuts  that  eat  into  margins. 

To  make  up  for  losses,  stores  may 
nudge  other  prices  up.  But  they 
risk  the  wrath  of  suspicious 
shoppers.  Fifty-year- 
old  Edith  Guetal,  a 
Paris  bank  worker, 
shudders    at  the 
thought  of  euro  pric- 
ing as  she  shops  in  the 
grocery  section  at  the 
Prisunic  store  on  the 
Avenue    des  Champs- 
Elysees.  "We've  got  to 
keep  an  eye  out  to  make 
sure  they  don't  use  this 
change  to  raise  prices,"  she 
says. 

The  fb'st  big  decision  for  retail 
ers  comes  next  month,  when  they 
must  figTxre  out  whether  to  ac- 
cept old  currencies,  euros,  or 
both.  McDonald's  Corp.,  for  ex- 
ample, plans  to  accept  two  oi- 
three  European  currencies  at 
the  fixed  euro  rates  in  its 
restaui-ants  that  lie  near  bor- 
ders. This  means  that  banned  cashiers  in  the  German  town  of 
Aachen,  near  Belgium  and  France,  will  have  to  make  fast 
change  in  three  moneys  for  the 
cheeseburger  special.  In  the  past, 
businesses  could  impose  theu"  own 
inflated  exchange  rates,  raking  in 
extra  cash  for  the  impromptu  bank 
sei'vice.  But  with  the  euro's  strictly 
frozen  rates,  businesses  must  provide 
the  most  precise  change  possible. 

Nevertheless,  retailers  see  the  com- 
ing of  the  euro  as  an  opportunity  to 
win  loyal,  long-term  customers  by  mak- 
ing the  transition  as  easy  as  possible 
for  shoppers.  From  GeiTnan  food  chain 
Metro  to  Spanish  department  store  El 
Corte  Ingles,  stores  are  posting  infor- 
mational signs  and  labels  and  distrib- 
uting cartooned  brochures  to  guide  con- 
sumers through  the  change. 
BORDER  CROSSINGS.  But  while  focusing 
on  customers,  retailers  cannot  lose 
sight  of  rivals.  Indeed,  the  biggest 
stores  are  expanding  their  presence 
throughout  Europe  to  exploit  the  scale 
of  this  newly  seamless  market.  For 
many,  mergers  are  giving  them  the 
muscle  they  need  to  push  across  bor- 
ders. "The  euro  is  going  to  spur  retail 
consohdation,"  predicts  Amita  Gulati, 
a  European  retail  analyst  at  Paribas 
Capital  Markets  Group  in  London. 

For  a  glimpse  of  the  coming  battle 
of  the  titans,  retailers  need  look  no 
further  than  Germany,  where  Wal- 
Mart,  with  21  discount  warehouses,  has 
been  making  waves  for  a  year.  In  its 
Karlsruhe  store,  with  U.S.-style  aisles 
that  are  wider  than  some  local  streets, 
the  U.  S.  giant  is  teaching  Germans  the 
joys  of  discount  shopping.  Shelves 
abound  with  bargains,  from  Beaujolais 


WHY  THE  EURO  IS 
GIVING  RETAILERS 
NIGHTMARES 

TEETHING  PAINS 

Enticing  prices  such  as  DM9.99 
won't  look  so  good  in  euros,  and 
rounding  the  euro  price  down  will 
slice  margins.  Retailers  may  have 
to  make  up  the  difference  by 
repackaging  products. 

ANXIOUS  BUYERS 

Worried  that  stores  will  use  the 
euro  to  hike  prices,  shoppers  will 
be  on  the  lookout  for  gouging. 
Any  upward  moves  may  send 
them  scurrying  to  rivals. 

DOUBLE  ENTRIES 

Retailers  who  deal  with  multiple 
European  currencies  will  have  to 
offer  exact  conversions,  without 
collecting  a  cent  for  the  service. 
During  the  euro's  2002  phase-in, 
they  foresee  accounting  and 
logistical  snafus.  . 


DATA:  BUSINESS  WEEK 


Nouveau  to  Noi"wegian  salmon.  The  eui'o  will  let  Wal-Mart  ( 
fer  more  cheap  goods  from  all  over  the  European  Moneta 
Union  region — giving  shoppers  accustomed  to  conservativ 
regional  markets  a  riot  of  diversity.  To  keep  pace,  Eui'ope; 
stores  must  do  the  same.  "In  our  history,  there's  a  Befo 
Wal-Mait  and  an  After  Wal-Mart,"  says  Jean-Paul  Font,  a  i 
tail-management  consultant  at  Sema  Group  in  Paris. 
Eventually,  these  gi'eater  choices  could  provoke  a  buyi 

  boom,  predicts  insead's  Anderson, 

Europeans  relax  their  nervous  gi 
on  savings  and  hunt  for  bargains.  B 
initially,  retailers  could  face  a  hiatus 
six  months  to  a  year,  as  Europea 
postpone  big  purchases  while  th 
wrestle  with  the  new  money.  And« 
sen  Consulting  tracked  French  exi 
triates  recently  arrived  in  the  U. 
and  found  that  buying  took  a  f< 
months  to  ramp  up.  "Their  consun- 
tion  was  down,  because  at  first  th' 
didn't  really  understand  the  pric 
says  Valerie  Simonnet,  an  Anders 
consultant  in  Paris. 

Europe's  currency  switch  promi 
to  be  a  wild  ride.  But  between  n 
and  the  appearance  of  euro  bills  s 
notes  in  three  years,  Europeans  hf 
plenty  of  opportunities  to  practi 
Chip-bearing  "smart"  cards  denoi- 
nated  in  euros  will  make  their  appe 
ance  quickly,  allowing  shoppers  to  \ 
euros  for  baguettes  and  newspapo. 
For  bigger  euro  buys,  growing  nn- 
bers  of  Europeans  are  likely  to  slj 
the  euro  zone  via  the  Internet.  Inde 
by  the  time  the  marks,  francs,  and 
vanish  for  good  in  2002,  the  euro  reif 
lution  will  have  already  worked  m  h 
of  its  magic  in  the  marketplace.  '^j 

By  Stephen  Baker  and  Inka 
in  Paris,  with  William  Echiksonn 
Brussels  arid  Monica  Lamer  in  Rc'( 
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,  BRIEF  DEMONSTRATION  OF  HDTV.J  AND  YOU  DON  T  HAVE  TO  BE  A  MOON-MADDENED  MEMBER  OF  THE  FAMILY  CANIS  TO  GET  EXCITED  ABOUT 
HDTV,  LONG  PROMISED  TO  BE  THE  FUTURE  OF  TELEVISION,  HAS  AT  LAST  ARRIVED  IN  THE  PRESENT  AND  WHILE  MUCH  OF  THE  INDUSTRY. 
HAS  BEEN  WAITING  FOR  THIS  DAY  TO  ARRIVE,  WE'VE  BEEN  WORKING.  WORKING  WITH  NETWORKS  TO  DESIGN  AND  SUPPLY  THE  EOHIPMENT 
■HAT  MAKES  HDTV  BROADCASTS  POSSIBLE.  AND  WORKING  TO  BUILD  THE  LARGEST  LINE  OF  TVs  CAPABLE  OF  PF^  AND 
•RUE  HIGH-DEFINITION  SIGNALS,  SO  YOU  CAN  UPGRADE  TO  HDTV  WHEN  YOU  WANT  TO    JUST  ANOTHER  EXTRA- .    ,  ...  'HAT 

;OMES  FROM  REFUSING  TO  SETTLE  FOR  ORDINARY  SOLUTIONS.  FOR  MORE  INFORMATION.  VISIT  US  AT  WWW.MITSUBISHIELECTRIC  COM 


Amitsubishi  electric 

WE  SEE  THE  BIG  PICTURE 


Imagine  a  world  which  gets  progressively  cleaner 

Imagine  a  world  where  city  planning  actually  improves  the 
quality  of  people's  lives. 

Imagine  a  world  where  new  forms  of  communications 
technology  are  more  user-friendly. 

Vivendi  has  already  imagined  this  world.  What  Is  more,  we 
have  begun  to  build  it.  Our  water  companies  are  continually 


improving  the  quality  of  supplies  to  more  than  80  millior 
around  the  world.  Our  waste  management  systems  en 
recycling.  Our  power-generating  stations  lead  the  way  ir 
efficiency.  Some  even  use  waste  as  fuel. 

Thanks  to  Vivendi  companies,  transportation  systems 
across  Europe  are  better  planned  and  more  cost-effectiv 

Every  year,  our  construction  companies  manage  over 


und  the  world.  Recent  projects  have  included  the  Stade 
e.  Cairo's  new  rapid  transit  system  and  the  Vasco  da 
idge  in  Lisbon. 

have  also  become  a  major  player  m  the  field  of  com- 
ons,  providing  easy  access  to  mobile  phone  networks, 
net  and  digital  media. 


Reading  this,  you  might  deduce  that  such  wide-ranging 
activities  are  commensurate  with  considerable  financial  growth. 

And  you'd  be  right.  Vivendi  is  one  of  Europe's  largest  companies, 
with  annual  revenues  approaching  $35  billion. 

All  things  considered,  it  seems  that  when 
the  customer  comes  first,  success  soon  follows. 


1ITTED     TO     MEETING     YOUR     LIFE'S     EVER-CHANGING  NEEDS. 


Government 


CAMPAIGN  FINANCE 


A  DEMOCRAT 
WHO'S  ALL  BUSINESS 

How  Steve  Grossman  has  reversed  the  party's  fortunes 

When  Boston  business 
exec  Steve  Grossman 
tossed  liis  briefcase  into 
the  ring  as  a  candidate  for 
chainnan  of  the  scandal-racked 
Democratic  National  Commit- 
tee in  1997,  friends  thought 
he  had  taken  leave  of  his 
senses.  They're  not  scoffing 
now.  Though  the  party  re- 
mains in  debt,  the  Dems' 
strong  showing  in  the 
midterm  elections  has  sent 
Gi'ossman's  stock  soaring. 

As  a  result,  Grossman  is  a 
shoo-in  for  a  second  tenn.  The 
contrast  with  his  counterpart 
couldn't  be  starker.  Republi- 
can    National  Committee 
Chairman  Jim  Nicholson,  a 
former  Colorado  real  estate 
developer,  faces  possible  polit- 
ical foreclosm'e  when  liis  paity 
meets  in  Januaiy.  He's  under 
fire  from  GOP  conservatives 
and  moderates  alike  for  fail- 
ing to  fii-e  up  the  gi'ass-roots  troojjs  and 
articulate  a  message. 
CEO  SKILLS.  Message  isn't  Grossman's 
strong  suit,  either.  He  matches  Nichol- 
son cliche  for  cliche — and  once  drew 
hoots  for  describing  President  Clinton  as 
an  exemplar  of  "moral  leadership." 
Grossman's  forte  is  applying  his  busi- 
ness sldlls  to  a  DNC  that  has  often  been 
run  like  a  mom-and-pop  grocery.  A 
graduate  of  Princeton  and  Hai-vard  B- 
school,  Grossman,  52,  developed  those 
skills  over  the  com-se  of  the  two  decades 
he  has  spent  running  the  family  busi- 
ness, Massachusetts  Envelope  Co. 


political  profits  on  Election  Day  '9J 
Grossman  focused  on  stroking  donoii 
and  wooing  fat  cats  back  via  a  blitz 
fund-raisers  starring  the  President  an 
First  Lady.  Those  events  cut  debt 
half.  "We  acknowledged  our  mistake 
and  took  responsibility,"  he  recalls. 

As  the  money  began  to  trickle 
Grossman  created  a  new  compliance  d 
vision  to  better  screen  for  tainted  d( 
nations.  And  he  beefed  up  direct-ma 
and  phone  solicitations  to  widen  the  pa 
ty's  money  base  beyond  a  coi 
of  aging  liberals.  One  new  ta 
get:  high-tech  entrepreneur 
The  I'esult  was  more  than  $[ 
million  in  donations,  a  recoi 
for  a  midterm  campaign. 
JUST  SAY  NO.  Grossman  cou 
have  shaved  the  debt  ev( 
more,  but  he  decided  to  bo 
row  $3  million  for  last-dit( 
spending  on  ads  and  get-oi 
the-vote  efforts.  In  defendii 
that  decision,  Grossman  saj 
"The  bottom  line  of  a  poll 
cal  party  is  not  the  level 
debt  you  maintain  but  wh| 
happens  on  Election  Day." 

Spoken  like  a  trae  pol,  bl 
Grossman  was  all  businel 
when  it  came  to  divvying 
sparse  dnc  funds  to  cane 
dates.  Only  the  most  imp( 
tant  got  cash.  "To  be  iTithle; 
ly  efficient,  you  have  to  s 
no,"  he  says.  That  upset  soi 
party  officials.  But  on  Nov. 


20 


NATIONAL  DEBTS 


WHAT  THE  DEMOCRATIC  AND 
REPUBLICAN  NATIONAL  PARTIES  OWE  - 

m DEMS  GOP 


1 WHAT  THE  DEMI 
REPUBLICAN  NATIOI 
a  DEMS 


1997 

▲  MILLIONS  OF  DOLLARS 


1998* 

•GOP  DECLINED  TO  RELEASE  FIGURES 

DATA:  DEMOCRATIC  NATIONAL  COMMITTEE, 
REPUBLICAN  NATIONAL  COMMinEE 


TOUGH  LOVE 


As  national  chair,  he  ha; 
been  content  to  operate  be 

hind  the  scenes,  leaving  the  A  hard-headed  businessman, 
Gm^rn^ro'/  Romet'ule  Grossman  targeted  high-tech  dottors 

general  chairman.  Grossman  then  funded  onlv  kev  races 

"has  brought  sound  business 
principles  to  the  dnc,"  says  Democratic 
contributor  Jeffi'ey  Hirschberg,  a  vice- 
chairman  of  Ernst  &  Young.  "Given 
where  the  DNC  was  when  he  took  over, 
he  delivered  more  than  anyone  had  any 
right  to  expect." 

Grossman's  fii'st  step  was  to  draft  a 


management  plan  setting  priorities,  in- 
creasing accountability,  and  containing 
costs.  .Job  one:  attacking  the  dnc's 
ckronic  debt.  When  he  assumed  control, 
the  party  was  $18  million  in  the  red 
and  was  stiffing  consultants.  The  dnc 
was  also  still  under  a  legal  cloud  over 
allegations  that  it  was  a  pawn  in  the 
Clinton-Gore  reelection  campaign's  ques- 
tionable fund-raising  schemes.  Wliile  in- 
mors  of  bankniptcy  swirled,  Grossman 
promised  that  the  DNf:  would  be  like  a 
venture-capital  fii'm:  With  strategic  in- 
vestments in  '97,  it  would  help  generate 


Grossman  could  point  to  Nevada,  W; 
ington,  and  North  Carolina,  where 
mocrats  scored  wins  in  tough  Ho 
and  Senate  races.  "We  came  into  Eli 
tion  Day  with  a  game  plan,  a  messag 
and  sufficient  resources  to  win,"  en 
Democratic  Business  Council  Chairn; 
Tom  Hendrickson. 

So  what  does  Mi-.  G  do  for  an 
core?  First,  he  faces  the  unenviable  |! 
of  trying  to  erase  that  .$9  million 
before  the  2000  Presidential  electi 
He  also  has  to  shore  up  state  organ^ 
tions,  many  of  which  remain  outguni 
by  the  GOP.  But  as  he  toils,  at  le 
Grossman  has  this  satisfaction:  Wl 
he's  concentrating  on  his  1999  busin 
plan,  Jim  Nicholson  over  at  the  go 
worrying  about  survival. 

By  Richard  S.  Dunh 
in  Waslmig 


I     N     T     R     0     D     U     C     1     N  G 


GHES 


A  FAMILIAR  NAME  WITH  A  BRAND  NEW  FOCUS. 


We're  focused  on  what  we  do  best.  For  over 


35  years  we've  been  pioneers  in  the  field  of  satellite 


communications.  We've  led  the  way  in  satellite  systems. 


Developed  state-of-the-art  satellite  and  wireless 


services.  And  revolutionized  digital  satellite  television 


with  DIRECTV.  It's  no  wonder  we're  called  the  world 


leader.  If  anyone  can  make  it  happen,  we  can, 


Science  &  TjechnplQ 


ENERGY 


THE  WORLD'S  NEH 
POWER  SURGE? 


Vast  reserves  of  " 
frozen  gas  in  the 
ocean  floor  may  be 
a  godsend-if  they 
can  be  tapped 


To  the  untrained  eye,  the  whitis 
deposits  hauled  up  from  sedimer 
under  the  ocean  floor  might  loo 
like  veins  of  ordinary  ice.  But  ic 
doesn't  normally  sputter  and  crackle  £ 
it  melts — and  it  certainly  doesn't  catc 
fire  when  you  put  a  match  to  it.  Thes 
deposits  ai'e  nodules  of  methane-bearin 
ice  known  as  gas  hydrates.  Found  i 
thick  layers  in  the  Arctic  permafroi 
and  along  the  margins  of  the  cont 
nents — hundreds  of  feet  beneath  ti 
ocean  floor — they  may  be  the  work 
best  hope  for  a  nearly  inexhaustible  e 
ergy  supply  in  the  coming  millenniun 
"Tliis  is  a  huge  resoui'ce  with  a  lot 
unknowns,"  says  Arthur  H.  Johnso 
a  senior  geologist  at  Chevron  Cor 
Among  the  questions:  How  mu( 
trapped  gas  is  recoverable?  Can  the  e 
traction  methods  ever  be  made  ec 
nomical?  And  if  they  can,  what  wou 
that  do  to  the  global  energy  industr 


BURSTING  WITH  ENERGY:  Frozen 
nodules  of  gas  hydrates  (above) 
release  methane  (left)  when  melted 

Wracked  by  falling  prices,  the  oil  co. 
panies  face  wenching  consolidation,' 
which  the  merger  of  Exxon  Corp.  i: 
Mobil  Oil  Corp.  is  just  the  presun^ 
first  step.  And  gas  hydrates  share 
undesirable  characteristic  with  otl 
fossil  fuels:  Scientists  say  they  can  c 
tribute  to  global  wanning. 
POWER-HUNGRY.  Rig  workers  are  all 
familiar  witli  these  icy  minerals,  beca 
they  can  interrupt  oil  production.  ( 
hydrates  are  stable  only  at  very 
temperatm-es  and  high  pressures.  E 
then,  they  crumble  and  shift  posit 
as  the  methane  breaks  down,  weaker 
the  sea  fioor  and  triggering  slides  t 
can  ruptui'e  pipelines  and  oil  wells 
extreme  cold,  hydrates  also  crystal 
spontaneously  in  pipelines,  causing  ni 
clogs  that  cost  tens  of  thousands 
dollars  to  unplug.  "The  industry 
thought  of  these  minerals  as  lemo 
says  E.  Dendy  Sloan,  a  Colorado  So) 
of  Mines  geologist.  "Our  challenge  i 
turn  them  into  lemonade." 

That  endeavor  began  about  five  yi 
ago,  when  geologists  started  to  rej 


Paradox: 


$20,495 


At's  tough  to  categorize  the  1999  Dodge  Intrepid.  On  the  one  hand,  it  has  a  lease  rate  that's  lean  and  a  price  tag 
that's  mid-size.  Yet  Intrepid  offers  so  much  interior  space  that  it's  officially  recognized  as  a  large  car  hy  the  EPA. 
Its  standard  aluminum  engine  delivers  a  stingy  EPA  estimated  mpg  of  21  city.  30  highway,  yet  it  generates  a  stout 
200  horsepower  That's  more  power  per  liter  than  any  regular-fuel  V-6  engine  available  today.  And  while  Intrepid's 
ride  is  supple,  its  handling  is  crisp  and  controlled.  Large  car  mid-size  car  family  car,  luxury  car  sports  sedan. 
That's  not  a  paradox,  it's  cm  Intrepid.  Dodge  Intrepid.  We're  changing  everything.  Again. 


Intrepid  ^  The  New  Dodge 

800-4-A-DODGE  or  \vw\v.4adodge.com 

*Base  MSRP  excludes  lax.  Color  .shown  ^200  extra.  Alway.s  ii.se  .seal  belts.  Remember  a  backseat  i.s  the  safest  place  for  children. 


Science  &  Technology 


hydi-ates — if  ihey  could  be  mined 
n-om  bouom  sediments — cv^uld  be  a  god- 
send for  countries  tliat  ai'e  po"  -  -  •  - 
gry  and  energj'-poor.  Undergi-c  . 
irate  layers  are  found  all  over  the 
eanh.  and  contain  as  much  as 
270.OiXt.000  trillion  cubic  feet  of  natural 
gas.  acc-oi"ding  to  Keith  A-  Kvenvolden. 
a  gec'logist  at  the  U.  S.  Geological  Sur- 
vey in  Menio  Park.  Calif.  Tha:  yir-- 
sponds  to  twice  the  amount  o: 
contained  in  all  other  c-oal.  oil.  -  .  :  ■ 
ventional  gas  reser\"es  con:;;  : . — 
enough  to  wi-ap  the  entire  earth  m  a 
blanket  of  gas  130  feet  thick. 

Not  sm-prisingly.  the  race  is  on  to 
anal^■ze  and  retrieve  these  fi-ozen  re- 
soui'ces.  Royal  Dutch  Shell  Group  and 
Che\Ton  are  in  a  study  mode,  but  both 
Japan  and  India — •with  few  naroral  re- 
sources of  their  o^vn — alreadv  have 


TAPPING  INTO 
GAS  HYDRATES 

From  an  oil  rig  off 
the  east  coast  of 
Japan,  engineers 
sink  a  u  ell  1.500  feet 
beneath  the  ocean 
floor  The  well  pene- 
trates a  layer  of 
methane  hydrate 
frozen  solid  in  m  ud. 


Va...  a  consv.'-".:\-  sei'\"ing  the  nat- 
ural-gas anc  -tries. 

Har\-esring  gas  n-om  hydrates  is  es- 
pecially tricky-  because  the  methane  oc- 
curs in  a  solid  fonn  that  is  ■widely  dis- 
persed. Even  srjd'.ing  the  deposits  is  a 
challenge,  bf  -  nipanies  don't  want 
to  diill  specii-  .vc_s  to  measure  a  re- 
souix-e  they  may  not  be  able  to  tap.  So 
geologists  use  ind::--::  '::ethods  such  as 
seismic  sampling:  sound  waves 

into  the  eaith  ana  rj.  ..j  '"/  i^-ate  sites 
on  the  piindpie  that  >  .  ..  :..;ves  faster 
thorough  gas-beaiTng  sedmients  than 
through  solid  rock.  Unfortunately,  such 
techniques  reveal  little  about  the  vol- 
ume or  concentration  of  hydrate  present. 
This  matters  because,  for  now.  onlv  the 


SOUDiiKTHANE 

mm  8£iow 


r.ational  gas-hydi^ates  pr:- 
gi"ams.  In  1994.  the  -Japanese 
National  Oil  Corp.  set  up  a  fvc-  * 
yeai-  project  to  drill  for  hydrates  on" 
the  ctr-untrrs  eastem  shore.  Even  Wash- 
ington is  getting  into  the  act.  Last  sum- 
mer, the  Senate  cleared  a  biO  to  launch 
a  narionai  gas-hydrate  prc-gram.  and  the 
H::tse  'r-.-l'.  jcnsider  it  next  spring. 
TWCKY  HARVEST.  The  m.ost  common  of 
the  gas  hydrates  ai-e  minerals  known 
as  methane  clathrates.  Stracrorally.  they 
resemble  cag'es  of  nx'zen  water  in  which 
mxilecules  of  meth^.e  are  trapped.  They 
seem  to  be  ubiquitous  on  continental 
shelves.  The  problem  is.  the  c-ost  of  re- 
trieval is  unknown,  and  lai'ge-scale  miri- 
ing  niay  be  hard  to  justify"  at  a  time 
when  pric-es  of  heating  oil  and  gasoline 
are  already  low.  The  challenges  will 
grow  as  technology"  to  loc-ate  and  ex- 
tract petroleum!  improves.  Oil  prices 
could  languish  or  spiral  dov.-nward  for 
tvro  more  years.  ac-c->jrding  to  ^'el]o  A. 
Kuuskraa,  president  of  Advanced  Re- 
sjjurees  International  Inc.  in  Arlington. 
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gas. 

and  antifree 


mcst  c-cncentrated  de- 
posits in  the  m.ost  per- 
meable sediments  can 
be  mined  ec-c-nomicaUy. 

There  are  two  apv- 
proaches  to  tapping 
gas  hydrates.  The  sin> 
plest  and  cheapest  is 
to  attack  hydrate  pc«jls 
that  cap  natm-al  gas 
reser\'oirs.  Engineers 
kill  two  birds  with  one 
stone:  As  they  siphon  = 
off  the  natural  gas  be- 
low the  ice  layer,  they  ease  the  pressure 
on  the  hydrate  and  release  methane 
from  its  cag^e  of  ice.  The  gas  changes  to 
liquid  and  can  be  sucked  up  through 
the  pipe.  Tiat's  the  theorv.  an\-way.  But 
hydrates  also  have  a  de\ious  tendency 
to  revert  to  crystalline  form,  which 


'e'e  the  sediment  is 

^'3 .  e  .  :''e  gas  will 
'  ea£  J  '  56  ihrojgh 


stalls  the  retrieval  e:^  r  ~  : 
this,  engineers  are  .  _  : 
pensive  way  to  pun:p  i:o;  vv  atcr  ur  ar^ 
tifreeze-Uke  chemicals  directly  into  th 
hydrate  layer  (table)  to  liquefy  it. 
KEY  TCSx/The  MacKenzie  Delta  on  th 
Arctic  Ocean  in  Canada's  Northw( 
Territories  has  been  a  key  testm 
ground.  Earlier  this  year,  teams  frm 
Japan.  Canada,  and  the  U.  S.  sank 
sh.aIlow  well  in  the  tundra  and  dis«ii 
ered  that  hydrates  occupied  -50^  of  th 
■"pore  space"  between  grains  of  sed 
menu  In  aU.  gas  hydrate  made  up  abon 
20*^  of  each  coreful  of  sediment  es 
n-acted.  says  Sccct  R.  DaUimore.  proj« 
leader  of  the  geologic  sur%"ey  of  Caoadi 
Working  on  land,  of  c-ourse,  is  rds 
tively  easy.  'VMU  such  techniques  wot 
undersea,  where  most  hydrates  lie?  Hi 
test  will  come  next  year,  when  th 
Japanese  are  scheduled  to  attack  Ct 
posits  on  the  Nankai  Trough  in  t'r. 
ocean  east  of  Tokj"o — a  region  that  ma 
hold  as  much  as  1.800  trillion  cubic  fee 
of  methane  locked  in  hydrate.  They 
have  to  lower  a  drill  through  3.000  fe^ 
of  water  and  then  dig  down  at  lea; 
1.000  feet  more. 

Emironmentalists  worr>-  that  a  nev 
cheap  source  of  natural  gas  could  fa 
r.-  .tmption,  exac-erbaring  ^obal  warn 
But  lea\ing  it  in  the  ground  doeai 
-     T  the  problem.  Some  chmatologist 
T-^T  -  e  extremje  weather  condinons  a 
fecting  temiperanxre  or  pressure  sponts 
neously  release  hug 
quantities  of  methan 
from  hydrates  into  th 
atmc<sphere.  Methane 
an  even  more  poiei 
greerihouse  gas  than  th 
carbcn  '      '  - 
from  tu-     .  . 

Long  ceiorc  tni 
controversy  is  rt 
solved.  Amieriearis  wi 
probably  begin  driitin 
for  hydrates  in  th 
Gulf  of  Mexic-o.  wher 
oil  comparies  alread 
have  huge  operation. 
Chevron's  Johxison  i 
confident  that  eng 
neers  will  prevail  "Te 
years  ago.  deep  ccea 
drilling  was  diff  cul^ 
and  now  it's  c-on 
monplace."  he  say 
"There's  a  good  chanc-e  that  well  se 
gas  hydrates  being  used  in  the  U 
within  the  next  15  years."  Assur:: 
that  oil  prices  eventually  rise.  J: 
son's  prediction  wiU  bec-ome  more 
a  pipe  dream. 

B  j  EUen  Licking  in  Xew  Yor 


;  .ers 


GREECE 

voted 

 I  

The  land  where  Beauty  awaits 
with  open  arms 


Ask  anyone  who  has  been  to  Greece  about  the  world  renowned  museum  exhibits 
and  the  glorious  historical  monuments.  Walk  along  the  most  sensational  architectural  and  artistic 
achievements  of  humankind.  Be  captivated  by  the  myriad  cultural  events  that  bring  life  every 
summer  to  dozens  of  ancient  open-air  amphitheaters.  Come  and  see  for  yourself 


Hellenic  National  Tourism  Organization:  Olympic  Tower,  645  Fifth  Avenue.  New  Yorl<,  N  Y,  10022,  Tel.:  212  421  5777 


GREECE: 

The  Authentic  Choice 


Developments  to  Watch 


EDITED  BY  OTIS  PORT 


A  GIANT 
STICK  FOR 
MANKIND 


A  WEIFID,  SOFTLY  HUMMING 
object  flew  over  Edwards 
Air  Force  Base  in  Southern 
California  last  month.  It  bore 
absolutely  no  resemblance 
to  a  flying  saucer,  though.  It 
looked  like  a  flying  yard- 
stick— a  really  big  yardstick. 

With  a  wingspan  wider 
than  a  Boeing  747,  the  206- 
foot  Centmion  flying  wing  has 
14  battery-powered  engines 
that  will  take  it  to  the  edge  of 
space.  In  coming  tests,  the  pi- 
lotless  Centiu-ion  wUl  climb  to 
ever-loftier  heights,  perhaps 
reaching  100,000  feet,  or  19 
miles,  by  2000.  There,  the  ro- 
bot plane  will  loaf  along  at  15 
to  20  mph,  conducting  atmos- 


WINGING  IT:  The  Cen.turion 
is  powered  by  H  engines 

pheric  tests  for  NASA,  with  no 
exhaust  fumes  from  jets  to 
foul  the  results. 

A  next-generation  model 
called  Helios  will  be  plastered 
with  solar  cells.  They  will 


recharge  the  batteries  so  the 
plane  can  stay  up  indefinitely. 
The  solar  cells  could  also 
power  other  jobs,  such  as  re- 
laying telecom  signals. 
AeroVironment  Inc.  in  Mon- 
rovia, Calif.,  which  built  the 
Centurion  for  NASA,  sees  a 
bright  futui'e  for  robot  planes 
doing  such  chores — at  10% 
the  cost  of  a  spacecraft. 

Other  companies  sense  the 
same  opportunities.  Aurora 
Flight  Sciences  in  Manassas, 
Va.,  General  Atomics  Aero- 
nautical Systems  in  San 
Diego,  Calif.,  and  Scaled  Com- 
posites in  Mojave,  Calif.,  are 
also  developing  high-flying  ro- 
bots. And  Japan's  Posts  & 
Telecommunications  Ministiy 
recently  unveiled  a  scheme 
for  a  telecom  network  using 
dirigibles  floating  at  12-mile 
altitudes.  □ 


SET  PHASERS  ON  RAW  PORK 

STAR  WARS  TECHNOLOGY  MAY  SOON  ZAP  TINY 

bugs  instead  of  incoming  missiles.  Two 
researchers  at  the  University  of  Missouri- 
Columbia,  Randy  D.  Curry  and  Thomas  E. 
Clevenger,  are  developing  a  system  that 
uses  high-enei'gy  electron  beams  to  disin- 
fect food  products.  The  E-beams  kill  E. 
coll  and  other  nasty  critters  on  food — even 
those  hiding  inside — by  ionizing  them. 

The  E-beam  literally  cooks  them  alive 
and  disrupts  the  reproduction  of  any  sur- 
vivors. The  killer  ions  vanish  in  seconds, 
so  there's  no  harmful  residue  for  people  to 


worry  about,  says  Curry.  Electronic  pas- 
teurization is  just  as  effective  as  irradia- 
tion, a  surefire  sterilization  technique 
widely  used  for  foods  in  Europe  and  for 
medical  devices  in  the  U.  S.  But  because 
electronic  pasteurization  doesn't  need 
radioactive  materials,  special  permits  and 
licensing  fees  are  not  required. 

The  process  is  also  faster,  so  Curry 
expects  E-beam  systems  will  be  cheaper 
to  operate.  Until  recently,  electron  accel- 
erators were  far  too  big  for  food-process- 
ing lines.  Now,  the  Missouri  duo  is  even 
testing  the  E-beam  approach  for  purify- 
ing water.  Ellen  Licking 


YOU'RE  TO 
BLAME  FOR 
THE  WEATHER 


THE  EVIDENCE  OF  HUMAN 
complicity  in  weather-borne 
disasters  is  growing  harder 
to  deny,  says  a  study  by  the 
WorldWatch  Institute  and 
Munich  Re,  the  world's 
largest  reinsurer.  The  report 
links  much  of  the  damage  of 
cataclysms  in  1998 — flooding 
of  the  Yangtze  River  in  Chi- 
na and  of  the  Ganges  and 
Brahmaputra  rivers  in 


Bangladesh,  and  Hurricane 
Mitch,  among  others — to 
population  pressure,  exces- 
sive logging,  and  other  prac- 
tices. AH  told,  says  World- 
watch,  weather-related  costs 
hit  $89  billion  in  1998.  That's 
48%  higher  than  in  1996— the 
worst  single  year  on 
record — and  greater  than  all 
weather-linked  financial  dam- 
ages for  all  of  the  1980s. 

The  study  comes  on  the 
heels  of  a  major  warning 
from  the  National  Center  for 
Atmospheric  Research,  the 
University  of  North  Caroli- 


na, and  LawTence  Livermore 
National  Laboratory.  It  sub- 
stantiates a  critical  human 
role  in  global  warming.  Com- 
paring 115  years  of  tempera- 
ture data  with  computer 
models  on  climate,  the  study, 
in  the  Nov.  27  issue  of  Sci- 
ence,  concludes  that  volcanoes 
and  other  geologic  phenome- 
na have  conti'ibuted  relative- 
ly little  to  the  observed 
warming  trend.  Variations 
in  solar  output  may  play  a 
larger  role.  But  gi-eenhouse 
emissions  emerge  as  the  chief 
culprit.  Neil  Gross 


Always  on  the  lookout  r 
your  welfare,  we  offer  h^g 
some  studies  to  nurture  y^'v 
holiday  cheer — and  fears: 
m  Alcohol  in  moderation  s 
known  to  be  good  for  e 
heart,  but  a  study  frn 
Copenhagen's  Institute  )t 
Preventive  Medicine  says  e 
best  kind  is  wine.  Track  g 
13,329  people  for  16  yejs, 
the  researchers  found  th  e 
who  drank  one  to  six  glas'S 
of  wine  per  week  had  a  S/j 
lower  risk  of  stroke  than  h- 
totalers.  Those  who  imbil  d 
beer  or  spirits  had  no  sigii- 
cant  risk  reduction, 
a  But  if  you're  worried  abit 
your  waistline  expand  g 
during  the  holiday  seasi, 
stay  away  from  alcohohs 
much  as  you  can.  Accord ,g 
to  scientists  from  Punie 
University,  a  glass  of  wie 
seems  to  produce  more  ( a 
bulge  than  a  slice  of  pie  v:h 
the  same  number  of 
calories. 

■  And  here's  some- 
thing to  consider  be- 
fore you  bite  into 
that  holiday 
roast:  Too 
much  meat 


BE  MERRY:  A  ylass  of  vih  Ci 
day  ))iay  keep  strokes  avy 


and  dairy  protein  can  eat 
the  body  to  convert  more  c  o 
ries  into  fat  instead  of  burJi^ 
them  off  normally.  T.  C 
Campbell,  a  biochemist  at  dr 
nell  University,  estimates  at 
a  meat-rich  diet  might  b  si 
yom-  weight  10  pounds  a  >Bi. 
while  just  a  little  more  ag- 
gies and  the  same  numbe 
calories  wouldn't. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwdec@businessweek.com 
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RATEGiES 


VHIRLPOOL:  IN 
HE  WRINGER 

s  caught  in  Brazil's  recession  but  is  staying  put 


tows  of  bright  white  washing  ma- 
diines  and  reMgerators  cram  into 
the  G.  Ai'onson  appliance  store  in 
Sao  Paulo.  A  few  shoppers  seem 
erested  in  the  Brastemp  washers 
de  by  Whirlpool  Corp.'s  local  sub- 
.aiy.  But  with  Brazil's  economy  nose- 
ing  and  annual  finance  rates  topping 
1%,  low-income  workers  are  in  no  pe- 
on to  buy  anything  on  credit.  Jose 
tonio  da  Silva,  a  37-year-old  mainte- 
ice  worker,  has  given  up  hopes  of 
/ing  a  new  $400  gas  stove.  "I'm 
aid  to  pay  over  many  months  be- 
se  you  don't  know  if  interest  rates  or 
ation  will  rise  again,"  he  says.  "It's 
risky  and  too  expensive." 
kVliirlpoors  Brazilian  operations  have 
■n  caught  in  a  veiitable  spin  cycle  over 
past  yeai"  as  the  global  financial  crisis 
ead  from  Asia  and  Russia  into  Latin 
lerica.  To  protect  against  a  run  on  its 
rency,  the  real,  Bi-azil  doubled  interest 
es  in  October,  1997,  and  again  this  fall 
ir  they  had  gi-adually  fallen  back.  As  a 
■ult,  Whirlpool's  appliance  sales  in 


Bi-azU  plummeted  by  about  'Sy.(  tlus  year, 
to  .$1  biUion — or  about  10%  of  the  com- 
pany's 1998  revenues,  which  analyst 
Nicholas  P.  Heymann  of  Pnulential  Se- 
curities pegs  at  $10.3 
bilhon. 

Now  Whirlpool, 
based  in  Benton 
Harbor,  Mich.,  is  bat- 
tling to  shore  up 
Brazil — the  jewel  of 
its  global  expansion 
strategy — even  while 
it  has  stumbled  ovei- 
expansion  into  Asia. 
The  company  has  in- 
vested hundreds  of 
millions  of  dollars  to  ; 
modernize  and  cut  ; 
costs  in  Brazil  and 
solidify  its  position  as 
the  market  leader  in 
refrigerators,  room 
air-conditioners,  and 
washers.  The  stakes 
are  huge:  Brazil  is  by 


LIGHTER  LOAD: 

//;  the  past 
year,  Brazil 
CEO  Periquito 
cut  3,500  jobs 


A  MILLIONS  OF  UN1TS^^^„,„, 


far  Whirlpool's  biggest  emerging-mar- 
ket bet,  and  through  much  of  the  '90s, 
its  most  profitable  foreign  operation. 
Whirlpool's  Brazilian  affiliates  con- 
tributed 1997  earnings  of  $78  million, 
compared  with  a  measly  $11  miUion  op- 
erating profit  for  the  pai'ent.  Says  Chair- 
man and  Chief  Executive  Officer  David 
R.  Whitwam:  "In  Brazil,  we've  built  a 
very  commanding  position  in  the  mar- 
ket, and  we'll  see  what  kind  of  benefits 
that  position  can  yield." 

Things  figure  to  get  worse  before 
they  get  better  Brazil  is  skidding  into  a 
recession  that  could 
shrink  gross  domestic 
product  by  3%  next 
year.  As  a  result, 
1999  will  likely  mark 
the  third  straight 
year  appliance  sales 
and  profits  decline  at  Brasmotor, 
Whirlpool's  local  subsidiary.  Prospects 
are  so  gloomy  that  it  could  be  three 
years  before  sales  return  to  1996  levels. 

That's  quite  a  reversal.  Sales  at 
Brasmotor  soared  28%  from  1994  to 
1995  and  15%  more  in  1996.  When 
Whirlpool  spent  $217  million  last  year  to 
hike  its  stake  in  Brasmotor  from  33%-  to 
66%,  it  looked  brilliant  for  having  per- 
severed through  Brazil's  idiosyncrasies. 
TIRED  TUNE.  With  recession  now  loom- 
ing, though.  Whirlpool's  timing  couldn't 
have  been  worse.  Still,  executives  are 
confident  they  can  ride  out  the  storm — 
and  in  any  case,  they  don't  tliink  they 
have  any  choice.  Whitwam  argues  that 
gi'owth  in  home  appliances  is  most  likely 
to  come  in  emerging  markets,  thanks  to 
the  low  peneti'ation  rates  for  appliances: 
Only  15%  of  Brazil's  households  own  mi- 
crowave ovens,  for  instance,  compared 
with  91%'  in  the  U.S.  Whitwam  esti- 
_  mates  that  once  Brazil  recovers, 
.  -  it  should  grow  an  average  5% 
to  6%  a  yeai',  vs.  just  1%-  to  2% 
in  North  America  and  Europe. 
But  Whitwam  has  been 
singing  that  tune  for 
years,  and  Wall  Street 
has  grown  tired  of 
waiting  for  his  ambi- 
tious— and  costly — 
global  expansion  plans 
to  pay  off.  Whu'lpool's 
problems  in  Brazil  are 
a  big  reason  why  its 
stock  price  has  risen 
less  than  4%  since 
the  start  of  the  year, 
to  about  55,  compared 
with  a  21%  gain  for 
the  Standard  & 
Poor's  500-stock  in- 
dex. Moreover,  ana- 


WHIRLPOOL  COOLS 
OFF  IN  BRAZIL 
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Today,  50,000  people 
will  sign  up  for 
cell  phone  service 
(can  your  mother 
be  far  behind?). 


148  million  people 
might  hop  on 

the  Internet. 


35  million 

voicennail 

messages  will  be  1( 
(not  necessarily 


There's  a  communications 
revolution  going  on. 

And  one  company 

IS  right  m  the  center  of  it. 


We  make  the  things  that  make  communications 


<    ,  .  ..  ' 

A  Renaissance ^^^^^I^^^^^M 
"Person  wants  hotels 

\  A / In     rr\  \-V\r\\i  r>  o  m 


really  unwind.  -  #| 


(It's  time  for  a  \  ' 

Renaissance  Rendezvous.) 


Di^counrs  up  to 

40" 


Per  Room  Per  Night 
Thursday  -  Siuidav 


Work.  Chores.  "To  Do"  lists.  Isn't  it  time 
you  got  away  for  a  little  fun?  (You  remember  fun,  don't  you?)  It's  time  for 

a  Renaissance  Rendezvous.  The  price  alone  is  relaxing.  You'll  experience 
Renaissance  Hospitality."  It  means  if  you  make  a  request,  it  is  graciously  attended  to. 

No  matter  what.  Call  1-800-HOTELS-l  and  ask  for  the  Renaissance  Rendezvous  rate  or  visit  us  at 


renaissancehotels.com.  It's  the  perfect  getaway  when  you're  feeling  wound  up. 

It's  time  for  a  Renaissance. 


Participating  Renaissance  Locations 

Arizona 

Re-aissance  Cottonwoods  Resort.  Scottsdale  n^. 
California 

Re'iaissance  Long  Beach  Hotel.  Long  Beach  

Rs^aissance  Lgs  Angeles  Hotel-Airport,  Los  Angeles  .  .. 

Reiatssance  Overly  HiHs  Hotel.  Los  Angeles  

Renaissance  Esmeralda  Resort,  Palm  Springs  ivn  ;  sk 
Renaissance  Stanford  Court  Hotel.  San  Francisco  to 22  f 

Renaissance  Pare  55  Hotel.  San  Francisco  

Colot3do 

Renaissance  iJenve.'  Hoiel,  Denver  

Washington.  DC 

Renaissance  Mayf lovrer  Hotel  

Rena  ssance  V/ashington.  DC  Hotel   


?ei(er3s         Lc-rsTicn  Heist  iVsekencs 

Florida 

S150        Renaissance  Oriando  Hotel-Airport,  Orlando  S79 

Renaissance  Orlando  Resort.  Orlando  SI  69 

$89  Georgia 

$71         Renaissance  Concourse  Hotel.  Atlanta    $69 

$184        Renaissance  Atlanta  Hotel-Downtown,  Atlanta   S79 

$134       'Renaissance  Pinelsle  Resort.  Lake  Lanier  Islands   S79 

..S189        Renaissance  Waverly  Hotel.  Atlanta    $79 

$169  Illinois 

Renaissance  Chicago  Hotel.  Chicago    S1 19 

$49        Renaissance  Oak  Brook  Hotel,  Chicago   $69 

Renaissance  Soringfield  Hotel.  Springfield   S59 

S105        Maryland: Renaissance  Harborplace  Hotel. Baltimore           s  ..$119 
$69        Massachusetts:  Renaissance  Bedford  Hotel,  Bedford   S67 


RENAISSANCE. 

HOTELS  -\XD  RESORTS 


L(X2I.or.»cte' 

Missouri:  Renaissance  Si.  Louis  Hotel-Airport,  St.  Louis.. 
New  York 

•Renaissance  New  York  Hotel.  New  York  ;Dec  w;  

Renaissance  Westchester  Hotel.  White  Plains  

Ohio:  Renaissance  Cleveland  Hotel,  Cleveland  

Tennessee:  Renaissance  Nash.ille  Hotel.  Nashville   

Texas 

Renaissance  Dallas  North  Hotel.  Dallas   

Renaissance  Houston  Hotel.  Houston  

Washington 

Renaissance  Madison  Hotel.  Seattle  

Canada 

"Renaissance  Fallsview  Hotel.  Niagara  Falls  

■Renaissance  Vancouver  Hotel  Harbourside,  Vancouver  


F  )g-am  Participation  dates  va^  "Rates  available  7  days  a  week.  Limited  number  of  rooms  available  at  listed  rates  from  November  1.  1998  to  February  14.  1999.  Rates  available  T 
ircug'n  Sunday.  A  Thursday  night  requires  a  Friday  night  stay.  Rooms  with  a  premium  view  or  location  may  be  priced  •  ^r  night  and  subject  to  change  withou 

C'^ie  blackout  dates  and  length  of  stay  restrictions  apply.  This  rate  is  not  available  to  erouos  of  10  or  more  rooms,  or  wit'^  :fers.  ©1998  Renaissance  Hotels  Inter 


The  Corporation 


'sts  say  Whirlpool  also  is  being  pun- 
ihed  for  the  poor  execution  of  a  broad- 
r  global  strategy  that  relies  too  much 
n  heavy  capital  investment.  The  com- 
any  last  year  had  to  restructure  its 
Ihina  operations,  dropping  out  of  one 
)int  ventui'e  after  refiigerator  capacity 
1  that  country  doubled  over  30  months 
nd  drove  prices  down  shai-ply.  Praden- 
al's  Heymann  expects  WMrlpool  to  lose 
16  million  in  Asia  this  year — better 
nan  a  $62  milhon  loss  in  1997,  but  not 
rie  profit  it  had  expected. 

Competitors,  meanwhile,  have  found 
etter  ways  to  expand.  General  Electric 
]o.  pushed  overseas  with  less  costly  li- 
ensing  agreements  and  acquisitions.  And 
laytag  Corp.  is  squeezing  more  money 
ut  of  those  "mature"  markets,  getting 
J,  S.  shoppers  to  pay  more  for  its  inno- 
ative  Neptune  fi-ont-loading  washers, 
'he  result:  Maytag  will  have  margins 
ext  year  of  about  13%,  Heymann  says, 
ompared  with  7.5%  for  Whirlpool.  "The 
ompanies  that  have  stayed  closer  to  the 


renew  plants  and  product  lines.  The 
company  initiated  a  data-exchange  sys- 
tem that  links  its  computers  with  those 
of  retailers  to  keep  better  track  of 
stock — a  rare  level  of  connectedness  for 
Brazil.  And  Brasmotor  has  launched  a 
line  of  products  with  upgi'aded  features, 
such  as  a  microwave  oven  with  a  "crisp" 
setting  to  keep  foods  fi-om  getting  soggy 
when  reheated.  Periquito,  a  Brazilian 
who  came  to  Whirlpool  in  1996  from 
Alcoa  Inc.,  boasts  that  Whirlpool  now 
can  increase  or  decrease  output  by  50% 
in  just  30  days.  "We  need  that  kind  of 
flexibility  and  agility,"  he  says. 

No  kidding.  In  Brazil's  white-goods 
business,  there's  no  such  thing  as 
"steady."  Sales  tend  to  either  soar  or 
crash.  In  1994,  demand  for  household  ap- 
pliances exploded  after  Brazil  introduced 
an  anti-inflation  plan.  Millions  of  low-in- 
come earners  who  had  been  waiting 
yeai's  to  replace  worn-out  refrigerators 
and  ranges  rushed  for  stores.  With  price 
stabihty,  a  blue-collai*  worker  could  bud- 


ATien  Brazil  tamed  inflation  in  1994,  it  became 
;he  darling  of  Whirlpool's  global  operations- 
mtil  last  year's  currency  jitters  and  tight  money 


J.  S.  and  Canada,  such  as  Maytag,  have 
lone  well,"  says  Donald  Bishop,  an  ana- 
yst  for  Van  Deventer  &  Hoch,  a  Glen- 
lale  (Calif.)  investment  fu-m  that  holds 
12,700  Whirlpool  shares. 

So  far,  though,  Whirlpool  continues 
.0  have  an  edge  in  Brazil.  Wliile  profits 
lave  dwindled,  it  is  the  only  major 
vhite-goods  maker  still  making  money 
-here.  Whirlpool  reported  $63  million  in 
ocal  profits  through  the  first  nine 
nonths  of  1998,  whereas  competitor 
Slectrolux  of  Sweden  lost  $13  million 
n  Brazil.  Whir-lpool's  advantage,  wMch  it 
acks  in  Asia:  40  years  of  operating  in 
Brazil  have  earned  strong  loyalty.  Its 
Brastemp  and  Consul  refiigerators  have 
50%  of  the  market.  "They  have  a  gi'eat 
orand  name  that  gives  them  a  competi- 
tive advantage,"  says  Eduardo  de  la 
Peiia,  an  analyst  with  Brazilian  invest- 
ment bank  Bozano  Simonsen. 
OLD  HANDS.  To  keep  that  edge,  Paulo 
Periquito,  Whirlpool's  executive  vice- 
president  for  Latin  America  and  ceo  of 
its  Brazilian  operations,  is  attacking  on 
several  fronts.  He  has  cut  3,500  jobs 
i  and  links  in  the  production  chain  to  im- 
I  prove  efficiency  at  its  five  plants  in 
I  Brazil  and  one  each  in  Argentina  and 
«  Chile.  But  he's  doing  far  more  than  just 
I  trimming  costs.  Whirlpool  has  invested 
$280  million  in  the  past  two  years  to 


get  $75  a  month  for  a  year  to  buy  a 
washing  macWne. 

But  then  Asian  cun-encies  came  un- 
der attack  from  speculators  last  year, 
and  it  wasn't  long  before  traders  shifted 
attention  to  other  shaky  markets  like 
Brazil.  The  government  of  President 
Fernando  Henrique  Cardoso  twice 
boosted  interest  rates  to  keep  money 
fi-om  fleeing  the  countiy.  Brazil  avoided 
falling  into  an  abyss  but  wTeaked  havoc 
on  consumer  spending.  Until  Brazil  can 
cut  its  fiscal  deficit,  it  will  need  high 
rates  to  avoid  a  devaluation. 

Periquito  is  pinning  his  hopes  on  in- 
terest rates  falling  gi'adually  in  1999,  a 
prospect  many  economists  consider  pos- 
sible under  the  International  Monetary 
Fund's  $42  billion  bailout.  The  experi- 
ence of  surviving  Brazil's  many  debt 
crises,  bouts  of  hyjoerinflation,  and  mili- 
taiy  governments  has  given  Whii'lpool  a 
been-there,  done-that  aiu"a  of  confidence. 
But  the  cuiTent  combination  of  decUning 
growth  and  high  interest  rates  is  a  par- 
ticularly nasty  mix.  "If  people  aren't 
making  money  and  interest  rates  are 
high,  it's  tough  to  force  a  demand  for 
these  products,"  Periquito  admits.  All 
he  can  do  is  get  the  company  into  shape 
for  when  the  wild  Brazilian  rollei-coast- 
er  starts  to  climb  again. 

By  Ian  Katz  in  Sao  Panlo 


,^rriOtt  REWARDS- 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resortsi 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations, 
'/our  clients  can  earn  points  at 
eight  different  hotel  brands  and 
over  1,300  locations  vi/orldv\/ide. 
Call  1-800-249-0800.  v. 


Other  Renaissance  Locations: 
North  America:  Florida:  St.  Petersburg 
Hawaii;  Maui  •  Texas:  Austin,  Dallas 
South  America:  Brazil:  Sao  Paulo  •  Caribbea 
Dominican    Republic:   Santo  Domingo 
Jamaica:  Ochio  Rios  •  U.S.  Virgin  Island 
St.  Thomas  •  Europe:  Austria:  Vienna  (2 
Salzburg  •  Czech  Republic:  Prague  •  Franc 
Pans    •    Germany:    Chemnitz,  Cologn 
Dusseldorf,   Hamburg,   Karlsruhe,  Leipzi 
Munich  •  Russia:  Moscow  •  Switzerlan 
Zurich  •  The  Netherlands;  Amsterdam 
United  Kingdom:  London  Heathrow  •  Turke 
Antalya,  Istanbul  •  Asia-Pacific:  China;  Hor 
Kong  (3)  •  India:  Goa  •  Japan;  Gifu,  Narut 
Okinawa,  Sapporo,  Tokyo  •  Korea:  Seoul 
Malaysia:    Kuala    Lumpur    (2),  Melak 
Sandakan  •  Myanmar;  Yangon  •  Philippine 
Manila  •  Vietnam;  Saigon  (2)  •  Australi 
Sydney  •  Middle  East:  Egypt;  Alexandria  •  Israf 
Jerusalem  •  United  Arab  Emirates;  Dubai 
Look  for  these  new  locations  opening  soo 
United    Kingdom;    Gatwick,  Mancheste 
Reading  •  Israel;  Tel  Aviv 


,tirri,e,for  a  Renaissance, 


If  there's  the  tiniest  little  hole  i 


Bugs  from  the  Internet  to  your  PCs. 


HAPPEN    ON    YDUR    NETWORK,   USING  A 


MCAFEE  TVD   KEEPS   PEOPLE  Al 


The  Internet  is  to  the  computer 


MULTI-LAYERED    DEFENSE   AGAINST  THE 


YOUR     COMPANY     U P  -  T  O  -  D AT E - 


VIRUS     WHAT     THE     AIRPLANE     IS  TO 


THE    BIOLOGICAL    VIRUS:    IT  TRAVELS 


AROUND     THE     WORLD.     AND  IT' 


POPULATED    BY    EVERYO^^E.  HEALTHY 


OR  NOT.  That's  why  McAfee  Total 


Virus   Defense   iTVD)   fends  off 


VIRUS   attacks  anywhere  they 


SCUMBAGS,   hackers  AND  MALICIOUS 


CODE   crackers   of  THE  WORLD. 

Up-to-the-f1inute  Exterminotion. 


With  over  4.DO  new  viruses  found 


EVERY      month,      you    re  EITHER 


up-to-date    with    all    YCUR  VIRUS 


PROTECTION.     OR     YOU'RE  TOAST. 


A     MINIMUM     OF     HASSLE.  WEtE 


UPDATES    TO    YOU     A U T O M AT  I 


OVER      THE      INTERNET.      S  D  IT 


KNOW    YOU     HAVE    THE  LATES 


GREATEST.    No    WONDER  TVD 


ON     MORE    THAN     6D    MILLION  PC 


PUTERS   AROUND   THE  GLOBE. 


PCP  Total  Network  Scaintv 


Best-of-Breed  Meets  Integration. 


It's  ndt  just  the  best  defense; 


Sniffi:r  Total  Network  Vi^il'ilitv 


LEADING     ANTIVIRUS  TECH- 


lEY    IS    INTEGRATED    WITH  CDM" 


IT'S  THE  BEST  DEFENSE,  TDQ. 

Kill  Bugs  Dead. 


UPDATING,     ALERTING  AND 


Call  aoD-a 3 2-99 66 .   dept.  1949, 


IRTING.    AND    IT'S    ALL  BACKED 


N    EMERGENCY    RESPONSE  TEAM 


FDR    OUR    WHITE     PAPER    ON  MULTI- 


LAYERED     DEFENSE,     DR     VISIT  US 


/Urttjic  Total  Saviu'  Desk 


RESPONDS    TO     NEW  VIRUSES 


FOLLOW    THE    SUN  COVERAGE 


1    1  1     SITES    ON     5  CONTINENTS. 


AT    WWW.NAI.CDM.   THEN     DO  GET 


THE    BEST    IN     PEST    CONTROL,  WITH 


McAfee  Total  virus  Defense. 


network 

ASSOCIATES 

Who's  watching  your  network 


The  Corporation 


EXECUTIVE  SUITE 


LANDS'  END 
TACKS  AGAIN 

Can  the  cataloger's  fourth  CEO  in  six  years  stop  the  drift? 


it  took  just  nine  months  for  foi-mer 
Lands'  End  Cliief  Executive  Michael 
J.  Smith's  relations  with  Chairman 
Gaiy  C.  Comer  to  go  fi-om  superb  to 
soui".  AJfter  leading  the  Dodge\ille  (Wis.) 
cataloger  to  record  operating  eai'nings  of 
$99  million  for  the  fiscal  year  that  ended 
January,  1998,  Smith  this  year  let  in- 
ventories balloon  and  put  out  a  spring- 
collection  that  his  own  merchandising 
chief  conceded  was  "garish."  By  Oct. 
28,  expectations  for  a  meny  Chi-istmas 
were  disappearing.  With  Lands'  End 
Inc.'s  third-quarter  operating  income 
down  459"^  to  $9.2  million,  and  shares  at 
$L5,  from  a  Febnaaiy  high  of  $43,  Com- 
er unceremoniously  pushed  out  his  one- 
time protege. 

Problem  solved?  Hardly. 
Smith  is  the  thh-d  ceo  in  five 
years  to  hit  rough  waters  at 
Lands'  End — and  the  second 
to  get  the  heave-ho  from 
Comer.  The  company's  70- 
year-old  founder  remains 
Lands'  End's  largest  share- 
holder, with  57%  of  the  com- 
pany. Add  to  that  a  board 
peppered  with  insiders  that 
appears  to  be  dominated  by 
Comer,  and  some  investors 
and  industiT  obseivers  cjues- 
tion  whether  the  company's 
real  problem  resides  in  the 
chainnan's  office  rather  than 
the  CEO's.  "Thi-ee  presidents 
in  five  years.  We  think  it's 
the  mark  of  mismanagement 
on  the  part  of  the  major 
shareholder,"  says  catalog 
consultant  Maxwell  Seroge. 
INSULAR  CULTURE.  Neither 
Comer  nor  Da\  id  F.  Dyer, 
Smith's  replacement  as  CEo,  agreed  to 
be  interviewed  foi-  this  article.  But  in- 
tei'views  with  investors,  analysts,  head- 
hunters,  and  six  fonner  executives  and 
directors  show  rising  concern  that 
Lands'  End  is  not  being  managed  well. 
There  is  worry,  too,  that  the  insular 
cultui*e  Comer  has  created — exemplified 
by  the  tightly  knit  board  and  a  reti- 


cence  to  hire  outsiders — may  have  to 
change  for  Lands'  End  to  regain  its 
leadership  position.  "Gary  Comer  has 
made  that  culture  what  he  wants  it  to 
be,"  says  Todd  C.  Ahlsten,  director  of 
research  for  Parnassus  Investments. 
"But  that  culture  is  hard  to  maintain 
as  you  grow." 


It's  all  quite  janing,  since  it  was  Con 
er  who  built  Lands'  End  into  a  househol 
name.  Stalling  fi-om  a  catalog  he  founc 
ed  in  1963  for  sailing  enthusiasts.  Come 
created  a  hot  preppie-apparel  brand  b 
the  1980s.  Its  ^tock  soai'ed  as  sales  gre 
27%  a  yeai-  in  the  late  '80s. 

But  recent  returns  have  been  ft 
from  steady.  The  big  culprit  is  Land 
End's  core  clothing  catalog.  WTiile  th 
$87  billion  catalog  industry  has  jumpe 
8%  annually  over  the  past  five  year 
Lands'  End's  core  catalog,  which  pr 
vides  more  than  half  of  its  $1 
billion  in  sales,  has  eked  out 
mere  2%  annual  increas 
Earnings,  too,  have  seesawe 
wildly  from  year  to  year.  F( 
the  1999  fiscal  year — w^hic 
will  end  in  January — opera 
ing  income  is  expected  to  d 
chne  20%,  to  $79  million. 
SELLING  SHARES.  So  it's  r 
•  suiprise  that  Wall  Street  h; 
become  restless.  Large  i 
vestors,  including  Invesc 
Capital  Management  Inc.  ar 
National  Life  Insurance  C( 
have  pared  downi  or  sold 

IRON  GRIP 
Chairman  Comer  (top) 
unilaterally  chose  Dyei 
(bottom)  without 
help  from  search  firms 
or  his  own  board 

entirely  large  Lands'  End  investmen 
in  recent  months.  And  for  those  th 
remain,  leadership  is  the  key  to  ai 
possible  tiu-naround.  "We're  very  int( 
ested  in  who's  at  the  helm,"  says  Sec 
T.  Bra\Tnan,  fimd  manager  for  Cente 
nial  Fund,  wiiich  recently  sold  almo 
half  of  its  200,000  shares." 

That  has  been  a  key  question  sin 
the  early  1990s,  when  competition 
cataloging  heated  up.  According  to  t 
company.  Comer  realized  the  need  i 
more  modem  management  and  gave 
the  CEO's  job  in  early  1990.  Togeth 
he  and  Richard  C.  Anderson,  a  Ion 
time  lieutenant  who  succeeded  him 
chief  executive,  worked  to  find  ma 
agers  wiio  would  take  the  company  to 
new  level.  In  early  1991,  the  pair  hirf 
William  T.  End  from  rival  L.  L.  Befc 
Inc.  to  work  with  Dyer,  a  fonner  stai- 1 
Florida-based  chain  Bm'dine's  Inc.  w| 
became  Lands'  End's  merchandisij 
chief  End  became  ceo  in  Januaiy,  19^ 

With  the  blessing  of  Comer  and 
board,  the  pair  set  off  on  an  aggi'essil 
gi-owlh  plan.  To  reach  new  customel 
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One  of  our 
most  important 
development^ 
is  turning 
100  years  old. 


One  hundred  years  ago,  we  built  the  first  reUable 
ignition  system  for  automobiles.  And  we've  been  the 
spark  behind  many  other  automotive  innovations 
ever  since.  For  example,  Bosch  built  the  first 
platinum  spark  plug  in  1985,  revolutionizing  the 
industry  and  inspiring  hundreds  of  imitations.  So  it's 
no  coincidence  that  even  after  100  years,  we're  once 
again  re-defining  the  industry  with  the  revolutionary 
Bosch  Platinum-l-4.  It's  the  most  powerful  spark  plug 
you  can  buy.  Four  ground  electrodes  and  a  pure 
platinum  center  electrode  combine  to  deliver 
improved  engine  performance.  It's  the  latest  devel- 
opment from  a  company  that  has  a  long  history  of 
bringing  innovation  to  many  aspects  of  your  life. 

We  bring  innovation 


BOSCH 


pentlum»J[  ^!f; 


Intel 


The  Infer  Pentimf  II processor 
does  more  than  meets  the  eye. 

While  you're  working  on 
your  business  applications 
in  the  foreground  the  power 
Pentium^n    of  the  Pent, unr  11  processor 
is  hard  at  work  for  you  behind  the  scenes. 
That  mearKs,  while  you  create  a  presentation 
or  update  a  spreadsheet,  your  PC  can  handle 
a  multitude  of  other  tasks  simultaneously. 
Tasks  like  searching  the  Web,  compressing 
and  encrypting  e-mail,  or  managing  your 
calendar.  Without  getting  bogged  down. 
So  not  only  will  your  PC  accomplish  more, 
so  will  you. 

The  Intel"  Pentium  II  processor  has  the 
performance  you  need  today  plus  the  power 
to  fuel  the  applications  of  tomorrow.  To 
find  out  more,  visit  us  on  the  Web  or  see 
your  PC  reseller.  [^]^^^]r^tel^^ 


iniel. 

The  Computer  inside.' 


)cessor's  doing. 
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they  bought  and  developed  high-end 
catalogs  such  as  The  Territory  Ahead, 
which  sells  expensive  casual  wear.  They 
also  acquired  a  line  of  specialized  ex- 
pedition gear  called  MontBell.  The 
moves  spurred  growth — sales  jumped 
14%,  to  $992  million  for  the  fiscal  year 
that  ended  Januaiy,  1995,  the  second 
year  of  End's  tenure. 
But  expenses  rose  even 
faster,  and  operating 
earnings  fell  10%,  to 
$63  million,  as  margins 
slid  from  8.1%  to  6.4%,. 
HOMEGROWN.  Three 
former  executives  and 
analysts  say  the  slide 
vexed  Comer,  and  be- 
fore the  year  was  even 
over,  he  had  had 
enough  of  the  outsiders' 
efforts  to  rev  up  the 
company.  Complaining 
that  Lands'  End  was  trying  to  do  too 
much.  Comer  forced  out  End  in  De- 
cember, 1994,  and  replaced  him  with 
Smith.  He  couldn't  have  made  a  more 
homegrown  choice:  The  then-34-year- 
old  executive  had  spent  his  entii-e  career 
at  Lands'  End.  Comer,  with  the  board's 
support,  instructed  Smith  to  undo  many 


of  End's  moves  and  refocus  on  customer 
service,  quality,  and  the  core  catalog. 
"Comer  wanted  to  get  back  to  Lands' 
End's  old  culture,"  says  analyst  Kevin 
E.  Silverman  of  ABN  amro. 

But  when  Smith's  troubles  began  to 
surface  this  year,  says  a  soui*ce  close  to 
the  board.  Comer  began  to  discuss  the 
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need  for  another  change  with  directors. 
Having  seen  the  chairman  handpick  two 
failed  CEOs  in  the  course  of  four  years, 
many  companies  might  have  tLrnied  to 
an  outside  headhunter  for  help.  Not 
Lands'  End.  "They've  never  hired  a 
search  firm,"  says  Harold  D.  Reiter, 
president  of  Herbert  Mines  Associates, 


which  specializes  in  placing  retail  exec, 
utives.  Nor  did  the  board  appoint  iti 
own  subcommittee  to  conduct  a  search 
according  to  a  som-ce  close  to  the  board 
Instead,  Comer  unilaterally  made  tb 
decision  to  bring  back  David  Dyer  "It  i 
gover-nance  by  fiat,"  says  Patrick 
McGurn,  dii'ector  of  corporate  progi-am 
at  proxy  adviser  Inst: 
tutional  Shareholde 
Services. 

"ONE  GUY."  That  th 
boai'd  quickly  approve 
Comer's  choice  doesn 
surprise  investors  an 
corporate-governanc 
experts,  who  call  th 
Lands'  End  board  on 
of  the  most  insular 
Cor})orate  America.  TI 
eight  members  incluc 
close  advisers  to  Come 
such  as  his  attorne; 
Howard  G.  Krane;  his  longtime  persoi 
al-investment  adviser,  John  N.  Latte 
Richard  Ander'son,  who  replaced  Com< 
as  the  company's  second  C^EO;  and  Dav; 
B.  Heller,  an  investment  banker  wl 
advised  Comer  on  the  company's  19? 
initial  public  offering.  More  recent  adc 
tions  are  the  CEO  and  the  vice-chai 
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The  Winner 
AND  Still  Champ 

By  A  Knockout! 

Latfsl  figures  confirm  liu-  rout:  dcspiic  dozens  ol  would-bc  imitators,  America's  pioneering  money 
program  is  still  by  far  the  nation's  favorite,  attracting  many  more  \icwers  than  all  the  others  combined! 
Happy  new  viewers  are  finding  oui  every  week  what  millions  already  know-that  they  can  count  on 
Wall  Street  Week  With  Ivuis  Rukeyser,  like  nothing  else  on  television,  to  give  them,  week  after  week, 
the  best  information,  the  best  guests  and  the  best  insights  in  any  financial  environment-all  delivered 
with  Louis  Rukeyser's  unique  and  delightlul  blend  of  wit  and  wisdom. 

No  wonder  "the  fastest  half-hour  on  television"  is  also  America's  most  tnisted  and 
engaging  guide  to  making  your  money  grow.  No  one  who  is  serious  about  money 
can  afford  to  miss  a  single  lively  edition.  Tune  in  every  Friday  night  on  PBS. 


Get  Wall  Street  Week  With  Louis  Rukeyser 

IN  YOUR  corner! 
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This  Problem  Into 

kspective, 
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breaking  Your  Arm 
Because  You 
Missed  AM. 


This  December,  tlie  Lexus  Ciiallenge  Hosted  by  Raymond  Floyd  will  provide  more  than  dramatic 
competition.  It  will  raise  funds  to  benefit  Childhelp  USA  and  The  Entertainment  Industry  Foundation  for 
the  prevention  and  treatment  of  child  abuse  and  neglect.  Please  join  us  in  watching  this  prestigious 
tournament  on  NBC  December  19th  and  20th.  For  the  love  of  the  game,  and  for  the  sake  of  the  children. 

^f^-iti     1  v.^'^^D  LEXUS  CHALLENGE 

Childhelp  USA       "'''"''XdZ^undaWn  -       — vo 
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One  communications  company.  One  online 


I 

Multiple  providers.  Multiple  bills.  This  has  been  the  story  of  your  communications  lift 
But  now  there's  Teligent.  Suddenly  everything  is  available  from  one  company.  For  ont 
predictable  flat  monthly  charge.  Local.  Long  distance.  High-speed  Internet.  All  for  up  tc 
30%  less  than  you're  currently  paying  for  these  services.  We  simply  take  the  average  o 
se  / -  ral  months'  charges  and  discount  that  amount.  That's  what  you  pay  every  month.* 
Our  interactiVL  online  billing  system,  e«magine'"  gives  you  an  unparalleled  ability  to  view  and  analyz 
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"Certain  >erms  and  conditions  apply.  See  your  Teligent  representative  for  complete  details. 


flat  monthly  payment.  Up  tp  30%  off. 


your  account.  Rigtit  througti  your  Internet  browser.  You  can  sort  and  track  calls,  download 
data,  even  pay  your  bill  right  online. 

We've  made  it  our  mission  in  life  to  see  that  small  and  mid-sized  companies  get  the 
same  advantages  as  the  bigger  guys.  And  it  all  comes  courtesy  of  our 
little  12-inch  antenna  on  the  roof  of  your  office  building.  So  go  ahead,    f^-  _, 


iUmp  for  joy.  We  understand.  For  more  information,  visit  us  at  www.teligent.com. 


Teligent 

The  Smart  Way  To  Communicate' 


The  Corporation, 


man  of  sales.  The  only  member  without 
a  direct  connection  to  Comer  or  the 
company  is  Daniel  Oki'ent,  new  me- 
dia editor  for  Time  Life  Inc.,  who 
became  a  director  last  October. 
"The  board  is  basically  one  guy," 
says  Silverman  of  abn  Ajnro:  "Gary 
Comer." 

CROWDED  FIELD.  In  many  ways, 
Dyer  was  an  unusual  choice  for 
Comer  to  make.  He  helped  put  in 
place  the  failed  expansion  strate- 
gy of  the  mid-1990s,  though  he 
left  before  the  disastrous  Christ- 
mas of  1994  to  become  head  of 
merchandising  at  Home  Shopping 
Network  Inc.  He  later  became  a  con- 
sultant, helping  .J.  Crew  Group  Inc. 
ready  its  Populai-  Merchandise  Club  cat- 
alog for  sale.  But  an  attempt  to  get  in- 
vestor David  BondeiTnan's  Texas  Pacif- 
ic Group  to  back  his  own  catalog 
venture  failed,  according  to  industry  in- 
siders. Although  a  good  merchant,  Dyer 
isn't  the  fu-st  person  recniiters  would 
think  of  for  "a  top  ceo  slot,"  says  con- 
sultant Scroge. 

Will  Dyer  do  any  better  than  his  pre- 
decessore?  He  faces  gi'owing  competition 
from  new  department-store  catalogs 
such  as  Macy's,  Internet  shopping,  and 


retailers  such  as  Gap  and  Banana  Re- 
public. Lands'  End  also  has  an  estimat- 
ed $100  million  in  excess  year-old  in- 
ventory on  its  books  and  $257  million  in 
short-term  bori'owings  taken  primaiily 
to  carry  that  and  other  inventoiy.  Al- 
though hastily  pnnted  sale  catalogs  are 
expected  to  arrive  in  mailboxes  before 
Chi-istmas,  a  multimillion-dollai'  wiite-off 
in  Januaiy  looks  likely.  "It's  in  Dyer's  in- 
terest to  start  with  a  clean  slate,"  says 
Brayman. 

Dyer  has  promised  to  pare  down  the 


Faced  with  some 
$100  million  in 
year-old  inventory, 
it's  unlikely  that  Dye 
will  be  able  to  avoid  i 
multimillion-dollar 
write-off  in  January 


number  of  items  Lands'  End  sells  bi 
has  yet  to  say  much  about  his  growl 
plans.  Some  hivestors  ai'e  hopeful  thj 
his  background  at  HSN  will  help  bolst( 
the  company's  already  strong  Intern< 
sales.  Parnassus'  Ahlsten  has  stalled  bu; 
Lng  shai'es  on  the  behef  that  electron 
commerce  will  overcome  the  company 
problems.  In  recent  days,  the  stock  h; 
edged  up  to  22  on  hopes  of  a  good  I 
temet  Chi-istmas.  "Dyer  has  to  do  som 
thing  fast;  Gary  is  counting  on  it 
Alilsten  says.  And  pleasing  Gai*y  Com' 
appeal's  to  the  new  CEO's  No.  1  job. 

By  De'Aym  Weimer  in  Chica, 
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DUKE'S  GEMBA 


PROGRAM  IS  THE  TALK  OF  ITS  B-SCHOOL  RIVALS. 


-  Business  Week 


Duke  University's  Global  Executive  MBA  offers  a  top-rated,  Internet-mediated  program, 
residencies  on  four  continents,  and  global  content  and  contacts  -  all  while  you  stay  on  the 
job.  To  learn  more  about  this  unique  19-month  program  that's  garnering  attention 
around  the  world,  call  919.660.7804  or  visit  www.fuqua.duke.edu. 
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Announcing 

Standard&Poor's  Direct. 


All  the  tools 
Standard&Poor's  offers  professionals— 
sent  direct  to  investors. 


TlieOutl(X)k 


It's  a  whole  new  era  in  individual 
investing!  Because  now  you  can  have 
all  the  tools  the  "big  guys"  use  sent  to 
you  directly  from  Standard  &.  Poor's. 
Proprietary  analysis,  the  latest  infor- 
mation and  valuable  insights  are 
yours,  thanks  to  new  Standard  &. 
Poor's  Direct.  So  discover  the  profes- 
sional edge  for  individual  investors. 
And  place  your  order  today. 

S&P  PERSONAL  WEALTH 

Get  investing  information,  analysis, 
and  advice  direct  from  the  most  trusted  name  on  Wall  Street 
S&P's  acclaimed  hitemet-hased  investment  management  ser- 
vice, www.personalwealth.com,  gives  you  unprecedented 
access  to  S&P's  1200  analysts  and  includes:  financial  plan- 
ning with  specific  stock  and  mutual  fund  recommendations; 
one-click  portfolio  analysis;  stock  and  fund  screening  using 
S&P's  proprietary  measures;  details  on  S&P  indexes  and 
managed  portfolios;  real-time  stock  quotes  and  more. 

STOCK  GUIDE 

Get  a  clear,  in-depth  picture  of  over  10,000  common 
and  preferred  stocks  with  this  monthly  guide  containing 
detailed  data  on  EPS,  dividend  record,  and  much  more. 

BOND  GUIDE 

A  complete  monthly  guide  to  the  volatile  bond 
market,  containmg  descriptive  and  statistical  data  on 
more  than  9,700  corporate  bonds,  plus  convertibles 
and  international  issues. 


HOW 
TO 

INVEST 


THE  OUTLOOK  NEWSLETTER 

Our  authoritative  investment  advisory 
and  forecast  on  the  market.  Issued 
weekly,  it  offers  proprietary  S&P 
buy/sell  advice  directed  to  your  mar- 
ket objectives,  recommendations, 
information  and  analysis.  And  our 
top  picks,  which  have  traditionally 
outperfonned  the  market. 

DAILY  ACTION 
STOCK  SCREENS 

Charts  shov\  ing  daily  price  and  vol- 
ume action  for  almost  8,000  stocks,  with  relative  strength, 
10- week  and  30- week  moving  a\'erages.  Issued  weekly  — 
includes  S&P  earnings  and  dividend  ranking. 

PHONE.  MAIL.  INTERNET. 

We  give  you  the  investment  tools  you  want.  Exactly  the  way 
you  want  them.  So  just  let  us  know  your  preference  today. 


Business  Week  readers  save  20%! 

For  details  and  prices,  call 

1^800'949'3888 
or  www.personalwealth.com 
and  click  on  the 
Standard&Poor's  Marketplace  icon. 


STANDARD 
SPOOR'S  DIRECT 

The  professional  edge  for  individual  investors. 
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TELEVISION 


WHAT  ABC  NEEDS  IS 
HOME  IMPROVEMENT 

Bob  Iger  is  battling  to  reverse  the  network's  slide 


It  is  not  unusual  for  Michael  D.  Eis- 
ner, Walt  Disney  C'o.'s  hard-driving 
CEO,  to  work  late  at  his  Bel  Air 
(Calif.)  home,  filing  off  E-mail  to  lieu- 
tenants. What  suiprises  Eisner,  though, 
is  how  often  he  gets  E-mail  back  from 
Robert  A.  Iger,  president  of  ABC  Inc.,  in 
New  York  within  half  an  hour — even 
when  Eisner's  missive  is  sent  at  4:80 
a.m.  Eastern  time.  "He  gets  in  to  the 
office  earlier-  and  works  later  than  any- 
one else  I  know,"  says  Eisner. 

But  these  days,  being  the  hardest- 
working  man  in  showbiz  can  get  you 
only  so  far.  Against  the  backdrop  of  the 
sagging  network-TV  business  (page  104), 
ABC  is  mired  in  a  ratings  slump:  In  the 
ciTJcial  November  sweeps,  it  again  placed 


No.  3,  trailing  nbc  and  CBS.  abc's  $9.2 
billion  gamble  on  National  Football 
League  rights  is  off  to  a  shaky  start. 
And  the  network's  woes,  alongside  con- 
cerns about  slowing  growth  at  cable 
sports  network  espn,  helped  ]jrompt  an- 
alysts in  September  to  clowTigi-ade  Dis- 
ney stock.  "Bob's  veiy  polished,  and  he's 
veiy  adroit,  but  he's  in  a  difficult  position 
right  now,"  says  a  foj-mer  ABC  execu- 
tive. "He  doesn't  have  much  to  beat  his 
chest  about." 

READY  TO  REBOUND.  Certainly  some 
parts  of  ABC  are  doing  well,  including 
ESPN  and  ABC's  10  TV  stations  and  30  ra- 
dio outlets  (The  McGraw-HiE  Companies, 
BUSINESS  wI':ek's  parent,  owns  four  abc- 
affihated  tv  stations).  But  in  the  fourth 


ROBERT  IGER 

BORN  1951,  New  York  City. 

EDUCflTION  BS,  1973,  Ithaca  College, 
magna  cum  laude,  communications. 

FIRST  JOB  TV  weatherman,  Ithaca,  N.Y. 

POSSIBLE  NEXTJOB  No.  2  at  Disney  and 
successor  to  CEO  Michael  Eisner. 

BIGGEST  IMPEDIMENT  TO  NEXT  JOB  Needs 
to  fix  the  ABC  television  network 
amid  sliding  ratings,  rising  program- 
ming costs,  and  labor  strife. 

HIS  STRATEGY  FOR  ABC  Buy  more  TV 
stations  and  cable-TV  channels  to 
add  to  expanding  roster  of  ESPN  and 
Disney  Channels  at  home  and  abroad. 
Extend  the  ESPN  brand  name 
through  ESPN  Zone  restaurants  and 
ESPN  Magazine.  Sits  on  the  board  of 
Disney's  43%-owned  Infoseek  and 
sees  "huge  potential"  online. 

FAMILY  Married  to  broadcaster  Willow 
Bay;  infant  son,  Robert  Maxwell; 
daughters  Kate  and  Amanda  from  a 
previous  marriage. 

INTERESTS  Works  out  at  5  a.m.  Spends 
two  to  three  hours  a  day  on  the 
Internet.  Collects  wine  and  rare  books. 

ciuaiter  ended  Sept.  30,  operating  incom 
for  all  of  Iger's  domain  dropped  18^ 
from  last  yeai",  to  $197  million.  The  mai 
culprit:  the  network,  wliich  accounts  fo 
half  of  abc's  revenues.  From  generatin 
operating  profits  of  moi-e  than  $400  mi 
lion  several  years  ago,  the  network  wi 
lose  $i25  million  over  the  next  two  yean 
estimates  Jill  Krutick  of  Salomon  Smit 
Bamey  (table,  page  102). 

Iger  has  spent  much  of  the  past  thre 
yeai-s  tiying  to  get  liis  own  managemer 
to  gel  while  handling  the  complex  task  ( 
merging  ABC  mto  Disney.  That  process 
complete,  and  he  insists  that  a  reboun 
isn't  far  off.  "Until  you  get  the  rigl 
combination  of  people,  it's  veiy  difficult  1 
succeed,"  says  Iger.  "We  now  have  that 

Eisner  felt  the  same  way  in  199. 
when  Disney  acquu'ed  ABC  for  an  eyi 
popping  $19  billion.  His  fii"st  move  was  ■ 
make  sure  Iger,  a  21-year  AB('  vetera 
stayed  on  to  nm  the  division  that  a' 
counts  foi'  just  under  one-third  of  Di 
ney's  $23  billion  in  revenues.  The  tw 
men  go  back  neai'ly  a  decade,  when  Igr 
was  limning  abc  Entertainment  in  Li. 
Angeles  and  Eisner  was  selling  hi. 
shows.  For  most  of  Iger's  tenn,  abc  k 
prime-time  ratings.  "He  helped  brii; 
ABC  to  the  top  once  before,"  says  Eisn(, 
"and  he  has  the  talent  to  do  it  again." 

Igei"  also  has  one  of  the  most  env 
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Just  like  her,  this  incredible  projector  can  easily  hold  an  audience.  Because  instead  of 
having  only  one  imaging  processor  like  other  ultraportables,  the  PowerLite"  5500C  was 
born  with  three  -  for  the  brilliance  of  a  large  pro]ector,  without  the  bulk.  In  fact,  at 
650  ANSI  lumens  and  only  9  1/2  pounds,  this  little  baby  will  have  everyone  going  ga-ga. 

THE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  3  LCDs  BRIGHT-  91/2  LBS  LIGHT. 

Epson;  the  world  leader  in  high-performance  portable  projectors,  brings  you  a  full-featured  ultraportable  with: 
Exclusive  SizeWise"  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
remote  control  and  amazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  pro|ectors, 
call  1-800-442-1977  (ask  for  Oper.  3111)  or  visit  www.epson.com, 
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Media 


able  groupings  of  assets  in  the  media 
business:  a  network,  TV  stations,  cable 
channels,  and  a  dii-ect  pipeline  into  one  of 
the  world's  biggest  studios.  He  even  has 
a  strong  Internet  play  through  the 
espn.com  and  abc.com  Web  sites,  as  well 
as  Disney's  43%  stake  in  Infoseek  Coip., 
a  portal.  "They  have  all  the  right  as- 
sets," says  Menill  Lynch  &  Co.'s  Jessica 
Reif  Cohen.  "Sooner  or  later,  they  will 
turn  it  around.  It's  a  question  of  getting 
the  right  progi'amming." 

That  may  be  asldng  a  lot  in  the  cm-- 
rent  climate.  Having  failed  to  deliver  the 
pi'omised  audiences,  ABC 
has  had  to  compensate 
advertisers  with  extra 
aiitime — and  it  expects 
to  fall  short  again  next 
year.  Monday  Niylt  t 
Football  ratings  have 
ch'opped  10%,  and  a  rat- 
ings meltdown  pei'sists 
at  once-mighty  Good 
Morning  America.  Pa- 
tricia Fili-Ki'ushel, 
whom  Iger  recently  ele- 
vated to  ABC  Network 
president  fi'om  head  of 
daytime  programming, 
calls  tliis  a  "rebuilding 
year"  and  points  to  rel- 
atively successful  shows 
such  as  The  Practice, 
Dharma  and  Greg,  and 
Spmis  Night 


President  Al  Gore,  to  cancel  inteiviews 
with  ABC  News  crews.  Analyst  Tom 
Wolzien  at  Sanford  Bernstein  &  Co.  says 
Iger  wants  a  contract  that  will  give  his 
operation  parity  with  rivals.  "They've 
got  a  lot  more  to  cut  to  be  on  the  same 
footing  as  NBC,"  says  Wolzien. 

Iger's  challenge  is  to  balance  cost-cut- 
ting with  grovvth,  wliile  generating  some 
of  the  vaunted  Disney  synergy.  So  far, 
that  synergy  has  worked  best  in  chil- 

di'en's  progi-amming,  where  Dis-   

ney  has  taken  over  abc's  Sat-  MONEYMAKER:  ESPN  is 
ui-(lay  morning  programming  raking  it  i  1/ for  ABC 


ABC'S  BLUES 


Losses  at  the  network  are  offset  by  other  operations, 


news  channel  and  stalled  plans  for 
soap-opera  channel — is  said  to  be  01 
reason  why  the  respected  Gei-aldine  La 
boiu-ne  quit  earlier  this  year  as  Igei 
cable  chief. 

CUSHION.  One  area  where  Iger  dare  n 
stop  spending  is  at  80%-owned  powt 
house  ESPN,  whose  chief,  Steven  I 
Bomstein,  continues  to  build  the  esp! 
channel  and  has  also  launched  espn  Cla 
sic  Sports  Network,  espn  Magazine,  ai 
even  recently  opened  i 
first  ESPN  Zone  resta 
rant.  So  far,  Bornste 
has  fended  off  compel 
tion  from  Fox/Liben 
Network's  expandii 
group  of  regional  spor 
networks,  but  compel 
tion  is  heating  up  1 
tween  the  networks 
sports  news. 

Up  till  now,  tl 
strength  of  espn  ar 
ABC's  TV  stations  h 
been  Iger's  cushion,  t 
gether  pumping  01 
more  than  $1  billion 
annual  income.  TI 
question  now  is  wheth( 
ESPN  can  maintain 
heady  growth  ar 
whether  the  network 
troubles  can  be  coi 
tained.  For  Iger,  47,  tl 
stakes  are  high.  Aft( 


ESTIMATED  OPERATING  INCOME  IN  MILLIONS  OF  DOLLARS 

Meanwhile,    as    he  l^}}  "^^^   two  years  of  jetting 

prays  for  more  hits,  ABC  NETWORK  $175        $100  -$150        -$175  Bui-bank,  Calif.,  for  Ei 

Iger  has  been  hammer-    ner's     Monday  sta 

ing  away  at  costs,  in-  TV  STATIONS  460  500  545  583  lunches,  he  intends 

eluding  imposing  a  hh'-  d a nVn  STATIONS'  145'        'is'o  ISS""  ^'^"^  ^^^^ 

ing  and  salaiy  freeze.  At  „  ^.^A   by  2000.  It's  a  mo\ 


ABC  News,  President 
David  L.  Westin  says 
that  in  the  past  two 
years  he  and  Igei'  have 
lopped  more  than  10%. 
off  a  budget  that  now 
stands  at  $550  million.  Fiuthei-  cuts  could 
come  if  a  deal  is  worked  out  between 
ABC  and  Time  Warner  Inc.'s  CNN.  The 
companies  have  had  preliminary  talks 
about  pooling  overeeas  news  biu-eaus  and 
other  resources,  but  ("NN  is  talking  to 
other  networks  as  well. 
ON-AIR  FLUBS.  In  his  cost-slashing  zeal, 
Iger  has  also  gone  to  war  vrith  the  Na- 
tional Association  of  Broadcast  Employ- 
ees &  Teclinicians  (nabet).  abc  has  been 
without  a  contract  with  the  union  since 
March,  1997,  and  more  than  2,000  NA- 
BET employees  have  been  locked  out  in 
five  cities  since  Nov.  3.  This  has  forced 
some  ABC  executives  to  operate  cameras, 
caused  a  few  on-aii"  flubs,  and  prompted 


ESPN1  545         600  560 

INT'L  AND  STARTUPS*      -40         -25  -26 


719 
-44 


1,182 


several  top  Democrats,  including  Vice- 


TOTAL  1  285  1,325 

'Includes  ESPN2.  Disney  Channel,  Classic  Sports  Network,  and  Toon  Disney 

and  replays  some  shows  later  on  the 
Disney  Channel.  The  benefits  of  owning 
content  and  distribution  have  been  less 
apparent  in  abc's  core  adult  mai'ket:  Tlie 
network  cairies  only  1.5  hours  a  week  of 
Disney-produced  adult  progi'amming  in 
prime  time,  dovra  from  3.5  hours  last 
year  and  3  hours  before  the  merger. 
"They  certainly  haven't  come  up  with 
any  magic  there,"  says  a  competitor. 

In  addition  to  milking  his  Disney  ties, 
Iger  says  he  also  wants  to  expand.  On 
his  wish  list  are  more  TV  stations  and 
subscription-based  channels,  a  la  abc's 
37.5%'  stake  in  Arts  &  Entertainment 
Network  and  50%'  of  Lifetime  Television. 
But  Igei-'s  reluctajice  to  fund  new-channel 
launches — it  shelved  plans  for  a  24-hom" 


1,241 


DATA  SALOMON  SMITH  BARNEY  INC 


that  has  fueled  muc 
Tinseltown  speculatio: 
One  theoiy  is  that  Ei 
ner  wants  to  micromai 
age  AB('  himself.  Anotl 
er  is  that  if  Iger  ca 
reverse  the  network's  slide,  the  now-v; 
cant  Disney  presidency — and  a  shot  1 
eventually  succeeding  Eisner — could  fa 
to  Iger. 

Other  people,  of  course,  have  bee 
suggested  as  a  prospective  No.  2  for  Ei: 
ner,  including  Disney  studio  chief  Jc 
Roth.  Eisner  diplomatically  calls  Igt 
"one  of  several  senior  managers  hei 
the  boaixl  would  be  comfortable  with 
that  position."  Iger  admits  only  thi 
"thei'e's  ambition  on  my  part  to  finis 
out  my  career  at  the  company  I  starte 
at."  To  be  known  as  the  man  who  tunie 
ABC  around  would  certainly  be  one  wa 
to  assui'e  that. 

By  Riclmrd  Sikloa  in  New  York,  wit 
Ronald  Grover  in  Los  Angeles 


302  BUSINESS  WEEK  /  DECEMBER  14,  1998 


t  To  Sav 


/ 


J. 


6^ 


010 


o 


O 


Q 


The  \^ 


"Most  Significant 
odvonce  in  audio 
felecon  ferencma " 


888-305-3885  781-970-0600  contact@clearone,com  wwwclearone.com  CLEARONE 


Media 


TELEVISION 


MUST-SEE  TV  FOR 
LEFT-HANDED  MEN  UNDER  30 

ABC,  CBS,  and  NBC  are  increasingly  watched  by  niche  viewers 


T 


I  wo  years  back,  Jag  was 
a  ratings  dud  for  nbc. 
Today,  the  slick  mili- 
taiy  drama  is  a  hit  on  cBS, 
ranldng  among  Nielsen  Me- 
dia Research  Inc.'s  top  20 
and  batthng  with  ABt ;'s 
Home  Impmuenmit  for  the 
Tbesday-night  ratings  ci'own. 
Why  the  turnaround?  Perhaps  it's  he- 
cause  Home  Impmvevmit  is  getting 
long  in  the  tooth.  But  more  im- 
poitant,  Jag  never  caught  on 
with  the  upscale  nbc  view- 
er, who  tends  to  live  in  a 
big  city  and  on  average  is 
40  years  old.  The  show 
struck  a  chord  with  CBS 
viewers,  though,  who  are 
mostly  older  and  more  iniral. 
Indeed,  fully  60%  of  current  J 
watchers  are  over  50,  but  only  30' 
of  viewers  were  that  old  when  tl 
show  aired  on  the  Peacock  Networ 

Jag  is  only  one  example  of  a 
prime-time  trend  that's  giving 
some  network  execs  ulcers.  As 
fewer  people  tune  in  to  net- 
work TV,  the  networks  may 
soon  resemble  their  archrivals, 
the  cable  channels.  Although 
they  still  chase  large  blocks  of 
viewers,  networks  are  finding  that  then* 
programs  are  inci-easingly  being 
watched  by  smaller,  more  finely  target- 
ed audiences.  In  short,  they're  becoming 
naiTowcasters.  And  that's  heresy  to  tra- 
ditional TV  network  orthodoxy,  which 
holds  that  the  "broad"  in  bi'oadcasting 
means  leading  the  largest  number  of 
viewers  to  their  advertisers. 
SERIOUS  FRACTURE.  "It's  the  I'adio-iza- 
tion  of  broadcast  network  television," 
says  Jamie  Kellner,  president  of  the  WB 
Television  Network.  "Just  like  on  a  ra- 
dio dial,  eventually  all  networks  will  get 
about  10%  of  the  audience.  To  survive, 
they'll  have  to  cater  more  to  teens, 
oldies,  women,  men,  whatever." 

Already,  the  networks  are  taking  on 
distinct  demographic  identities.  At  CBS, 
54%  of  its  prime-time  viewers  are  over' 
50,  up  from  just  50%-  in  1995,  according 
to  Nielsen.  And  at  nbc,  considered  the 


A- 

Just  as  m  radio, 
"eventually  all  [TV] 
networks  will  get  about 
10%  of  the  audience" 


yuppie  channel,  31%-  of  the  viewers  are 
between  35  and  49,  up  fi"om  28%  three 
years  ago.  ABC's  audience  closely  re- 
sembles NBc's  but  includes  more  families 
in  smaller  markets. 

With  the  dawn  of  digital  TV,  audi- 
ences will  fracture  further.  And  where 
there  were  three  broadcast  networks 
15  yeai's  ago,  there  ai"e  six  today.  "It's  a 
problem  for  networks,"  says  Aaron  Co- 
hen, director  of  national  broadcasting 
at  New  York  media  buyer  Horizon  Me- 


dia Inc.  "Advertisers  want  progi'ar 
that  appeal  to  the  largest  numbers 
people,  but  other  than  er,  there  ju 
aren't  show^s  that  will  do  that." 

WB,  one  of  the  new  networks,  nev 
even  pretended  to  be  casting  broad 
for  an  audience  when  it  started  fo 
years  ago.  It  deliberately  set  out  to  c 
tablish  a  specific  brand  identity  amo: 
women  under  30.  And  indeed,  they' 
flocking  to  such  hits  as  Dawson's  Cr 
and  Felicity,  pushing  the  network's 
ings  up  by  14%  this  year*.  That's  fete 
WB  premiums  of  as  much  as  2 
more  than  its  regular  ad  rat 
say  its  execs. 

"WITH  ATTITUDE."  It's 
wonder  more  establish 
players  are  rethinkii 
the  program  mix.  At  F' 
Network,  a  sudden  bul; 
of  over-35  viewers  h 
brass  wonied  that  Fox 
losing  its  younger,  edgi 
franchise.  "We  want  to  g 
to  programming  with  at 
'  says  David  Hill,  chairm; 
of  Fox  Broadcasting  Co.  ! 
Hill  has  bi'ought  in  as  I 
top    programmer  Doi 
Herzog,  39,  who,  when 
was  president  of  Come( 
Central,  introduced  the 
ble  liit  South  Park.  For  ne 
which  boasts  the  liighest  pc 
tion  of  any  network  of  vie' 
ers  earning  $75,000  or  mo 
year,  the  strategy  is  to  win  ba 
the  upscale,  thirty-  and  fortysom 
thing  viewers  who  defected  to  i 
vals — resulting  in  a  16%  ratin; 
plimge  this  yeai-.  NBC:  recently  hir( 
Turner  Broadcasting  System  Ir 
cable  progi'ammer  Scott  Sassa,  39, 
be  president  of  nbc  Entertainment. 

Other  broadcasters  resist  the  na 
rowing  focus  at  their  peril.  "The  pro 
lem  begins  when  you  start  to  igno 
your  core  audience,"  warns  Fox's  Hi 
So  CBS  discovered  two  years  ago,  wh- 
it aired  Step  by  Step  and  Family  Mc 
ters,  shows  that  had  been  on  ABC  ai 
appealed  to  a  younger  set.  Within 
year,  both  failed  on  the  older-view 
network.  This  year,  newcomer  UPN  sa 
its  ratings  fall  39%-  when  shows  su- 
as  the  new  Love  Boat  failed  to  gr; 
upn's  urban  and  heavily  African  Ame 
ican  audience.  Sobered  by  such  deb 
cles.  Fox's  Hill,  for  one,  wants  his  ne 
work  again  to  be  known  as  the  place 
go  for  lowbrow  entertainment.  It  m 
not  win  him  any  Emmys,  but  the  i 
wai'd  will  come  if  it  stops  Americ; 
viewers  from  clicking  past. 

By  Ronald  Orover  in  Los  Angel 
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"Nasdaq  operates  the  largest  electronic  stock  market  in  the  world  with  the  capacity  to 
trade  one  billion  shares  a  day.  Share  volume  and  the  number  of  market  participants  are 
growing  exponentially.  That's  why  we  selected  TIBCO's  Enterprise  Application  Integration 
(EAI)  software  to  help  build  a  next-generation  information  system  that  can  support  8  billion 
shares  a  day.  Now,  we're  way  ahead  of  the  curve."  Gregor  Bailar,  EVP  and  CIO,  Nasdaq 


Nasilaq  uses  the  most  advanced  technology  uvailahle  to 
manage  a  growing  portfolio  of  high  growth  companies. 
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When  giant  retailer  Wal-Mart  Stores 
Inc.  sued  upstart  Internet  bookseller 
Amazon.com  Inc.  on  Oct.  16,  jaws 
dropped.  Wal-Mart  accused  Amazon 
of  raiding  its  executives  to  steal  its 
computerized  merchandising  and  distribution 
trade  secrets.  The  amazing  part:  Wal-Mart  said 
tiny,  money-losing  Amazon  had  caused  it  "eco- 
nomic damage"  and  continues  to  do  so.  Amazon 
Chief  Executive  Jeffrey  P.  Bezos  isn't  talking 
about  the  suit — except  for  this  calculation: 
"Even  if  all  our  employees  came  fi'om  Wal-Mart, 
it  would  be  less  than  two-tenths  of  1%  of  their 
workforce,"  he  says — and  then  bursts  into  a 
raucous  laugh. 

Clearly,  Wal-Mart  isn't  laughing.  And  Bezos? 
He  didn't  hee-haw  long.  He  promptly  bought 
three  books — 
fi'om  Amazon,  of 
course — on  the 
subject  of  Wal- 
Mart  to  learn 
more  about  how 
the  company 
works.  What  he 
found:  Comments 
from  Wal-Mart 
foundei-  Sam  Wal- 
ton saying  he 
trolled  rivals  for 
talent  —  which 
were  then  used  in 
Amazon's  court 
filings.  Legal  ex- 
perts say  it's  a 
long  shot  for  Wal- 
Mart  to  win, 
even  though 
Amazon  has  hired 

several  Wal-Mait  executives,  including  one  w^ho  is 
now  Amazon's  chief  information  officer  overseeing 
the  company's  cnicial  technology  operations. 

Regardless  of  the  outcome,  this  case  may  well 
signal  a  watershed  in  the  histoiy  of  the  Internet: 
the  moment  when  cyberspace  retailers  began 
to  tuiTi  the  tables  on  earthly  ones.  Indeed,  Ama- 
zon is  blazing  a  trail  in  the  world  of  commerce 
where  no  merchant  has  gone  before.  By  pio- 
neering— and  dam  near  perfecting — the  art  of 
selling  online,  it  is  forcing  the  titans  of  y  iiHi!i 
retail  to  scramble  onto  the  Net.  More 
than  that,  it's  jolting  them  into  re- 
thinking whether  their  traditional  ad- 


vantages— physical  size,  mass-media  branding 
and  even  the  sensory  appeal  of  shopping  ir 
stores — will  be  enough  to  thrive  in  the  New 
Economy.  Says  Duke  University  marketing  pro- 
fessor Martha  Rogers:  "Amazon  is  an  example  oJ 
how  an  upstart  can  redefine  its  whole  industry.' 

Consider  this:  Amazon  offers  an  easily  search- 
able trove  of  3.1  miUion  titles — 15  times  mon 
than  any  bookstore  on  the  planet  and  withou' 
the  costly  overhead  of  multimillion-dollar  build 
ings  and  scads  of  store  clerks.  That  paves  th( 
way  for  each  of  its  1,600  employees  to  generate 
on  average,  $375,000  in  annual  revenues — mor( 
than  triple  that  of  No.  1  bricks-and-mortar  book 
seller  Barnes  &  Noble  Inc.'s  27,000  employees 

Amazon's  cutting-edge  technology  gives  it 
leg  up,  too,  by  automatically  analyzing  past  pur 
chases  to  make  recommendation 
customized  to  each  buyer — a  trie) 
that  confounds  20th  century  mas 


amazon 
com 


THE  WILD 
WORLD  8 


marketing.  And  with  a  single  mouse  click,  an  o 
der  can  be  placed  on  its  Web  site,  making  sho]|i 
ping  a  friendly,  frictionless,  even  fun  expert 
ence  that  can  take  less  time  than  finding  t 
parking  space  at  the  mall.  j 
Now,  Amazon  is  extending  its  warm  and  fuz/' 
formula  far  beyond  the  bibliophile  set.  On  No. 
17,  the  online  merchant  debuted  a  video  stor, 
as  well  as  an  expanded  gift  shop — the  clearej; 
sign  yet  that  Bezos  aims  to  make  Amazon  th 
I  Net's  premier  shopping  destination 
Buyers  who  visit  the  Web  site  can  nc 
find  everything  from  Pictionary  gami 
and  Holiday  Barbies  to  Sony  Walkmi 
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and  watches.  And  Amazon  isn't  apt  to  stop  there.  Not  sur- 
prisingly, Bezos,  who  abruptly  left  a  cushy  job  as  a  Wall 
St)-eet  hedge-fund  manager  in  1994  to  race  across  the  countiy 
and  launch  Amazon  in  his  Seattle  garage,  is  keeping  his 
plans  close  to  the  vest.  But  experts  say  he's  eyeing  eveiy- 
thing  from  software  and  apparel  to  flowers  and  travel  pack- 
ages— mai'kets  that  could  pit  the  upstart  against  more  heavy- 
weights, such  as  Microsoft  Corp.  and  Nordstrom  Inc.,  as 
early  as  next  year. 

Can  Bezos,  a  34-year-old  computer  whiz  with  no  previous 
experience  in  retail,  pull  it  off?  Don't  bet  against  him:  In 
Amazon's  first  full  quarter  selling  music  ens,  ending  last 
September,  it  drew  $14.4  million  in  sales,  quickly  edging  out 
two-year-old  cyberleader  CDnow  Inc.  Says  analyst  Lauren 
Cooks  Levitan  of  Banc- 
Boston  Robertson  Steph- 
ens: "When  you  think  of 
Web  shopping,  you  think 
of  Amazon  fu'st." 

Indeed,  in  nearly  the 
blink  of  a  cursor,  Amazon 
has  blossomed  into  cyber- 
space's biggest  consumer 
merchant,  with  4.5  million 
customers  and  an  expected 
$540  million  in  sales  this 
year,  up  from  $148  million 
last  year.  No  wonder  in- 
vestors are  gaga.  Even  af- 
ter an  Internet  stock  sell- 
off  on  Nov.  30,  Amazon's 
stock  is  trading  at  about 
209  a  share,  23  times  its 
May,  1997,  initial  public  of- 
fering price  of  $9  a  share, 
post-split.  That's  a  market 
value  of — hold  on  to  youi- 
seat — $11.1  billion,  or  five 
times  higher  than  Bames 
&  Noble's.  All  for  a  com- 
pany that's  losing  more 

Sn't^expectTd  to^  turn"a  wild  Ifi  the  aisles  Miazon's  employees  don't  fit  the 
profit  until  at  least  2001.   corporate  moM.  "We  tell  the  temp  agencies,  'Send 

Call    these    mvestors  ,     ,  „  . 

nuts,  but  their  underiying  US  vour  ft'eaks,   says  a  customer-service  exec 

assumption  is  dead-on:  The 

potential  for  E-commerce,  and  Amazon  in  jjailicular,  is  as  vast 
as  cyberspace.  More  jjeople  keep  swarming  online — neai'ly  100 
million  worldwide  now,  sweUing  to  some  320  million  by  2002, 
predicts  market  researcher  International  Data  Corp.  A  new 
Visa  USA  Inc.  survey  of  some  1,000  Internet  users  found 
that  nearly  half  plan  to  shop  on  the  Web  this  fall  alone.  All 
told,  cybershoppers  are  expected  to  spend  $7.8  billion  this 
year,  jumping  to  $108  billion  by  2003,  or  6%  of  all  U.  S.  retail 

spending,  says  For- 
rester Research  Inc. 

Yet  for  all  of  Ama- 
zon's .success,  there  is 
much  debate  as  to  just  how  much  of  that  the  company  will 
pocket.  In  books,  Bezos  chose  a  clear  winner:  a  market  that 
had  no  big  online  rivals  and  no  dominant  traditional  players — 
even  No.  1  Barnes  &  Noble  has  only  about  11%  of  the  U.  S. 
market.  But  as  Amazon  plunges  into  each  new  categoiy,  it  no 
longer  has  that  crucial  first-mover  advantage.  Instead,  it 
faces  entrenched  and  often  much  bigger  rivals  in  virtually 
every  corner  it  may  choose  to  enter.  That's  what  led  For- 
rester CEO  George  F.  Colony  to  declare  last  year  that  the  pi- 
oneer online  merchant  soon  would  be  "Amazon.toast." 
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Amazon  can't  even  dismiss  the  booksellers,  who,  despit 
their  lumbering  start,  are  making  a  mad  dash  for  the  Ne 
now.  Last  month,  Bertelsmann,  the  German  media  giar: 
and  owner  of  several  publishers,  including  top  Randoi 
House  Inc.,  paid  $200  million  for  a  50%  stake  in  the  onlin 
arm  of  Barnes  &  Noble,  giving  it  a  considerable  war  che^ 
for  its  battle  with  Amazon.  And  on  Nov.  6,  Barnes  &  Nobl 
jolted  Amazon  and  the  entire  publishing  world  by  announi 
ing  a  $600  million  deal  to  buy  the  leading  book  distributor  Ii 
gram  Book  Gi'oup — which  supplies  60%  of  Amazon's  book: 
Barnes  &  Noble  promises  no  favoritism,  but  prudence  wi 
force  Amazon  to  find  othei'  sources,  likely  at  higher  cost.  A 
that  adds  up  to  a  fearsome  force  in  Amazon's  core  marke 
Says  Barnes  &  Noble  Vice-Chairman  Stephen  Riggio:  "Tl 

biggest  piece  of  the  ma 
ket  is  ahead  of  us." 
CYBERMALL.  The  seasoni 
online  crowd  is  no  less  di 
termined  to  fight  off  Am; 
zon.  On  Nov.  23,  CDnow- 
wliich  has  announced  a  de 
to  merge  with  rival  N2 
nearly  doubling  its  sales- 
joined  with  movie  selk 
Reel.com,  computer  mej|| 
chant  Cyberian  Outpos 
eToys,  and  others  to  foiTn 
viitual  mall  called  Shoppe 
Connection.  Buyers  can  a 
cess  each  of  those  onlh 
retailers  from  a  single  sit 
Likewise,  Web  portals  sui 
as  Yahoo!  Inc.  and  tl 
bulked-up  America  Onlii 
Inc.-Netscape  Communic 
tions  Coip.  combo  are  a 
gling  for  a  bigger  slice 
the  E-commerce  pie.  So  a 
fast-growing  merchan 
such  as  Buy.com  (page  13 
And  as  Bezos  mov 
into  new  markets,  he  w 
run  smack  into  traditior 
retailei's  that  are  starti 
to  wield  their  brands 
line.   A   new  study 
Boston  Consulting  Gro 
found  that  59%  of  consumer  E-commerce  revenues — inch 
ing  retail  sites  and  online  financial  and  travel  services- 
generated  by  companies  such  as  Eddie  Bauer  and  i-soo-FLO 
ERS  that  also  sell  through  traditional  channels.  Says  Cai 
Sanger,  a  vice-president  at  Macy's  parent  Federated  I 
partment  Stores  Inc.:  "We  think  the  brand  of  Macy's  is 
more  meaningful  to  the  consumer  who  is  looking  for  tra 
tional  depaitment-store  goods  than  any  Internet  brand  nam 
As  if  all  the  rivals  aren't  scary  enough,  Amazon  faces 
even  more  fundamental  uncertainty:  Retailing  is  a  busine 
with  razor-tliin  margins,  prompting  some  analysts  to  questi 
whether  the  company  will  ever  be  profitable.  The  theoj 
Its  ambitious  gi'owlh  plans  will  keep  it  on  the  fast  track 
entering  new  markets,  propelling  costs  ever  upward — a| 
earnings  out  of  reach.  Analysts  estimate  that  Amazon 
spend  nearly  $200  million  on  marketing  next  year,  up  5ilE 
over  a  year  ago.  "The  company  has  been  able  to  show  it  en 
sell  lots  of  books  for  less  without  making  money,  and  nowit 
has  shown  it  can  sell  lots  of  music  for  less  without  makjg 
money,"  says  Merrill  Lynch  &  Co.  analyst  Jonathan  Cohl, 
one  of  only  two  analysts  with  a  sell  rating  on  the  stock. 
For  every  Cohen,  though,  there  are  seven  analysts  wo 
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Amazon's  Growing  Universe 


(  BOOKS  ) 

(f~MUSIC  ) 


WHERE.MAZQN  HAS  PLUm^ 


OPPORTUNITY 

Already  the  No.  1  online  bookseller,  with  $340  million  worth  of  books 
sold  in  the  first  nine  months  of  this  year.  That's  big — but  just  a  frac- 
tion of  the  $82  billion  that  will  be  sold  around  the  world  in  1998. 

Sales  reached  $14.4  million  in  the  first 
three  months,  outdistancing  No.  1  online 
music  seller  CDnow.  There's  room  to  grow: 
Music  sales  amounted  to  $38.1  billion 
worldwide  last  year. 


C  uincnc — ^  Opened  shop  this  month.  Video  sales,  a  $16  billion  business  world- 
^  viDtOa  J   y^,|(jg_  gllg^^  fQ|.  pQ^g|.^^  cross-marketing  with  related  books  and  CDs. 


CHALLENGE 

Profit  margins  are  low,  even  online.  Terra 
firma  rivals,  such  as  Barnes  &  Noble, 
are  beefing  up  their  online  presence. 

CDnow  and  N2K,  which  recently 
announced  they  would  merge,  are 
already  a  potent  force.  On  top  of 
that,  CDs  carry  even  lower  profit 
margins  than  books. 

Quick  shipments  require  vast  inventory.  The 
shipping  delay  may  keep  some  buyers  in  stores. 


SOON  ^^^^^^^^^^^^■■■iil^^B 

WHERE  AMAZON  IS  TESTING  THE  WATERS 


/^CONSUMER  >^ 
^^ELECTRONICS J 


OPPORTUNITY 

It's  a  $76  billion  market  for  products  such  as  hand-held  game 
machines,  digital  cameras,  and  portable  CD  players,  which  have 
higher  average  selling  prices  than  books,  CDs,  and  videos. 


GAMES  j    Gifts  such  as  Pictionary  and  Scrabble  are 
likely  to  appeal  to  book  buyers,  too. 


(    TOYS  ) 


It's  a  sprawling,  $22.6  billion  market  that 

offers  many  tie-ins  to  books  and 

videos — and  it's  a  natural  for  quick  gifts. 


CHALLENGE 

Sony  Walkmen  and  walkie-talkies  are  not  an 
obvious  fit  with  books  and  CDs,  discounting 
is  rampant,  and  rapidly  changing  product 
models  are  tough  to  compare,  even  online. 

Classics  are  easy  to  buy,  especially  for  chil- 
dren's gifts,  but  buyers  may  take  a  pass  on 
lesser-known  games  they  can't  see  and  touch. 

Lack  of  established  wholesale  network  means 
toys  must  be  stocked.  Dominant  retailers,  such 
as  Toys  'R'  Us,  may  lock  up  best  terms. 


FUTURE 


WHERE  AMAZON  COULD  DIVE  NEXT 


(software) 


/'HEALTH  A 
ySUPPLlES  J 

(  APPAREL  ) 
(  FLOWERS  ) 


/MAGAZINE  ^ 
^SUBSCRIPTIONS  J 

/TRAVEL  ^ 
VARRANGEMENTS  J 


OPPORTUNITY 

Amazon  already  sells  some  computer  games, 
and  the  $5  billion  worldwide  consumer 
market  fits  well  with  books  and  CDs. 

In  talks  to  invest  in  startup  Drugstore.com. 
Amazon  could  try  to  capture  a  small  piece  of 
the  $120  billion  market  for  medicines  and  drugstore  products. 

A  $14.3  billion  market  by  mail-order  catalog,  clothing 
sales  are  growing  online.  Amazon  customers  are  com- 
fortable buying  without  touching  the  merchandise. 

They're  an  easy  sell  for  holidays  and  birthdays 
and  even  a  sliver  of  the  $15  billion  in  U.S. 
sales  would  be  a  huge  boost  in  revenues.  ^ 

A  staple  in  physical  bookstores,  they're  an  easy  and 
logical  addition  to  books. 


Travel  includes  high-ticket  items  and 
the  potential  for  higher  margms,  plus  the 
ability  to  sell  related  books  and  videos. 


CHALLENGE 

Software  requires  lots  of  post-sale 
support,  so  linking  with  a  partner  may 
be  more  desirable. 

Products  are  nearly  ubiquitous  in  physical 
stores,  and  they're  often  purchased  for 
immediate  need. 

This  is  a  service-intensive  business,  and  screen 
resolution  can't  match  paper  catalogs;  probably 
best  offered  through  a  partner. 

With  floral  networks  and  online  providers  such 
as  1-800-FLOWERS  firmly  established,  this  may 
be  practical  only  through  partnerships. 

Must  take  on  already  established  clearinghouses. 


Requires  scads  of  customer  service,  and  online 
agencies  are  firmly  established,  so  linking  with 
a  partner  seems  most  likely. 

DATA:  INDUSTRY  ASSOCIATIONS.  RESEARCH  GROUPS.  BUSINESS  WEEK 
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think  Amazon  ultimately  will  fulfill  in- 
vestors' seemingly  outsized  expectations. 
For  one  thing,  it  has  an  almost  unheard- 
of  two-year  head  start  on  key  softwai'e 
that  handles  millions  of  transactions  and 
personalizes  the  customers'  experience. 
Amazon,  for  instance,  was  the  first  com- 
merce site  to  use  so-called  collaboratiye- 
filtering  technology,  which  analyzes  a  cus- 
tomer's purchases  and  suggests  other 
books  that  people  with  similar  purchase 
histories  bought:  the  ultimate  in  targeted 
marketing  (page  112). 

Besides  spurring  more  purchases, 
there's  another  huge  bonus  for  Amazon:  It 
can  gather  instant  feedback  on  customer 
preferences  to  diyine  what  else  they 
might  want  to  buy.  Such  valuable  infor- 
mation has  j^roven  forbiddingly  effective  in 
capturing  new  markets  online.  While  it 
may  appear  as  though  the  company  is  ca- 
reening willy-nilly  into  new  terrain,  Ama- 
zon is  in  fact  tai'geting  ai'eas  its  customere 
have  already  requested.  "We  want  Amazon.com  to  be  the 
right  store  for  you  as  an  individual,"  says  Bezos.  "If  we  have 
4..5  million  customers,  we  should  have  4.5  million  stores." 

Not  since  superstores  and  mail-order  catalogers  came 
along  in  the  1980s  have  merchants  faced  such  a  wi'enching 
shift  to  a  new  way  of  doing  business.  It's  a  lot  like  what  Wal- 
Mart  did  in  the  past  decade:  It  used  computers  to  transform 
the  entire  process  of  getting  products  to  customers,  all  the 
way  from  the  warehouse  to  Wal-Mart's  welcome  mats.  Now 
Bezos  is  using  Net  technologies  to  shatter  the  perennial  retail 
trade-off — he  can  offer  a  rich  selection  and  personalized  ser- 
vice, while  still  reaching  millions  of  customers. 

But  technology  is  just  one  way  Amazon  is  trying  to  rewiite 

the  rules  of  retail. 
Bookstore  and  other 
retail  chains  largely 
depend  on  opening 
new  stores  to  boost  revenues — a  huge  cost  that  Amazon 
completely  avoids.  In  the  reverse  of  traditional  retailers, 
Amazon  has  relatively  high  initial  costs  for  things  such  as 
computer  systems  and  editorial  staff — which  paitly  explain  its 
red  ink  today.  But  unlike  retailers,  who  must  continually  in- 
vest in  new  stores  to  hike  revenues,  Amazon  can  boost  sales 
by  simply  getting  moi-e  people  to  come  to  its  single  online 
store.  Says  Chief  Financial  Officer  Joy  Covey:  "I  don't  think 
we  could  have  gTown  a  physical  store  base  four  times  in 
one  year." 

Of  course,  for-  now,  Amazon  has  to  spend  millions  on  mar- 
keting to  bring  in  new  customers — about  24c  per  dollar  of 
revenue  last  quarter,  compared  with  4<^  for  traditional  retail- 
ers. But  it's  little  understood 


(Compared  with  some  well-known  companies 
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ANNUAL 

REVENUES 

ESTIMATES 
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AMAZON.COM 

$11.1 

MAnEL 

10,1 

5.2 

FEOERATEO  OEPT.  STORES  8,5 

15.8 

DELTA  AIR  LINES 

14.6 

HERSHEY  FOODS 

7,6 

4.5 

KMART 

7,5 

33.7 

HILTON  HOTELS 

5.6 

5.5 

TOYS  'R'  US 

5,2 

11.4 

MAYTAG 

4.9 

APPLE  COMPUTER 

4.6 

6.9 

CIRCUIT  CITY 

3.7 

9.3 

BARNES  &  NOBLE 

2.2 

3.1 
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tory  and  is  paid  immediately  by  cred 
card.  So  it  gets  about  a  month's  use  of  i 
terest-free  money. 

That  float — amounting  to  well  over  ."S: 
million  so  fai'  this  year — actually  providi 
a  large  chunk  of  the  cash  Amazon  nee< 
to  cover  its  operating  expenses.  In  i 
latest  quarter,  Amazon  used  a  mei 
$600,000  in  operating  cash  while  jackii 
up  its  customer  base  by  37%,  or  1.4  ni 
lion  customers. 

Even  though  Amazon  is  still  a  loi 
way  fi'om  making  a  profit,  its  basic  ec 
nomics  suggest  the  upstart  will  somed; 

M  look  more  like  a  fat-cat  softwai'e  compai 

than  a  scrambling-for-pi'ofits  retailer.  On 
Amazon  gets  enough  customers  and  saL. 
to  pay  off  its  initial  mai'keting  and  tec 
nology  investments — and  as  that  techm 
ogy  pays  off  in  falling  labor  costs — adc 
tional  revenue  drops  to  the  bottom  lir 
"Amazon's  changing  the  business  model 
retailing,"  says  Ann  Winblad,  a  princip 
Winblad  Venture  Partners. 

It's  no  accident  that  Bezos  named  Am 


just  how  much  ci-age  Ama- 
zon's low  capital  ci  provide 
to  support  that  |)ending. 
Here's  how  it  works,  f'hysical 
bookstores  must  stO(  up  to 
160  days'  worth  of  in  ntoi-y 
to  provide  th  ■  kind  of  i  -store 
selection  people  want.  Ye  tl  ey 
must  pay  distributors  and  pub- 
lishers 45  to  90  days  after  they 
buy  the  books — so  on  average, 
they  carry  the  costs  of  those 
books  for  up  to  four  months. 
Amazon,  by  contrast,  carrier 
only  15  days"  worth  of  inven- 


STACKING  UP  THE  AMAZON  ADVANTAGE 


at  Hummer 
ALMOST  ENDLESS. 

zon  after  the  i-ivei'  that  canies  the  gi'eatest  volume  of  wat( 
"He  wants  Amazon  to  be  a  $10  billion  [in  revenues]  comp 
ny,"  says  early  investor  and  board  member  Tom  A.  Alber 
To  look  at  Amazon's  crowded,  grubby  Seattle  headqua 
ters,  you'd  never  suspect  such  grand  ambitions:  It's  an  u 
marked  building  across  from  Wigland,  the  Holy  Ghost  R 
vivals  mission,  and  the  Seattle-King  County  needle-exchanj 
program.  Unlike  most  of  his  Silicon  Valley  colleagues,  Bez 
is  so  cheap  that  the  desks  are  made  of  doors  and  four-b 
fours,  while  computei-  monitors  sit  on  stacks  of  phone  bool 
Of  course,  there's  one  big  bonus:  Everyone  gets  stock  o 
tions,  which  have  made  dozens  of  Amazonians  millionairt 
But  the  usual  Valley  perks  such  as  free  neck  massage' 
Yeah,  right. 

And  it's  only  natural  that  in  a  company  where  everythiil 
is  being  ci-eated  fi'om  whole  cloth,  the  people  don't  exactly  ? 
either  the  Silicon  Valley  or  the  Microsoft  mold.  Dogs,  som- 
times  including  Bezos'  golden  retriever,  Kamala  (named  aft" 
a  minor  Star  Ti-ek  character),  and  green-hau-ed  twentysom- 
things  with  multiple  piercings  ran  loose,  often  around  t^ 
clock.  Says  Acting  Customer  Sei-vice  Du-ector  Jane  Slade:  "\i 
tell  the  temp  agencies,  'Send  us  your  freaks." " 

Bezos'  executive  staff  is  nearly  as  eclectic.  It's  a  motl 
though  whip-smart,  band  of  executives  ranging  fro 
Microsoft  refugees  to  liberal-arts  majors  and  rock  mu 
cians.  Ryan  Sawyer,  for  instance,  the  vice-president  f 
strategic  growth,  was  a  Rhodes  scholar  who  studied  poet 
at  Oxford.  "They  don't  care  what  has  been  done  in 

past,"  says  Anne  Martin, 
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1,011 
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175,000 
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10% 

$375,000 
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$100,000 
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principal  at  BT  Alex.  Brov 
Inc.,  who  was  on  Amazoi 
IPO  road  show. 

And  that  includes  Bez( 
What  he  understood  befo 
most  people  was  that  the  ab 
ity  of  the  Web  to  connect  : 
most  anyone  with  almost  a: 
product  meant  that  he  cou 
do  things  that  couldn't  be  do 
in  the  physical  world — such 
sell  8  million  books  in  a  sing 
store.  Starting  the  company 
his  suburban  Bellevue  (Was^ 
gai'age,  Bezos  inteiviewed  sv 
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Until  the  last  house  is  safe. 


Disposable  &  Specialty  Products  |  Fire  &  Security  Services  |  Flow  Control  |  Electrical  &  Electronic  Components 

All  over  the  world,  lives  and  property  are  guarded  by  ADT  and  the  other  units  of  Tyco  international's  Fire 
&  Security  Services  division,  making  us  by  far  the  global  leader  in  this  expanding  industry.  Yet  our  mission 
is  far  from  complete.  Wherever  there  are  dangers  to  be  prevented,  whenever  there  are  people  to  be 
protected,  we  plan  to  be  there,  providing  the  products  and  services  that  make  this  risky  world  a  lot  more 
secure.  Today,  Tyco  operates  in  80  countries  around  the  globe,  yet  we  feel  we  have  only  begun  to  realize 
our  potential.  Please  write  for  our  investor  package,  PO  Box  497,  Dept.  BW,  Exeter,  NH  03833,  or 
*  The  International  Financial  Centre,  Dept.  BW,  7*  Floor,  25  Old  Broad  Street,  London  EC2N  IHN. 
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K  international  ltd. 


www.tycoint.com 
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pliers  and  prospective  employees  at,  ii'onically,  a  nearby  cafe 
inside  a  Bames  &  Noble  superstore.  Launching  Amazon.com 
quietly  in  July,  1995,  Bezos  quicldy  set  out  to  make  the  cus- 
tomer's experience  as  appealing  as  sipping  a  latte  in  a  book- 
store cafe. 

Besides  the  huge  selection  and  simple  Web  pages  that 

load  fast,  he  created  a 
sense  of  online  com- 
munity.  He  invited 
people  to  post  their 
own  reviews  of  books;  some  800,000  are  now  up.  He  brought 
in  authors  for  chats  and  more:  John  Updike  started  a  short 
story,  and  400,000  people  sent  in  contributions  to  finish  it. 

Most  important,  Bezos  made  it  iiTesistibly  easy  to  buy  a 
book.  After  the  ftrst  purchase,  a  customer's  shipping  and 
credit-card  infomnation  are  stored  securely,  so  the  next  time. 


Cover  Storyl 


all  it  takes  is  a  single  chck  to  send  the  books  winging  thi 
way  to  a  mailbox.  And  to  assui-e  people  that  theu-  purcha- 
went  thi'ough,  Amazon  sent  E-mail  confiiTnations  of  orders - 
which  wei-e  often  upgTaded  to  priority  shipping  for  ft-ee.  ^ 

Rivals  have  since  copied  those  tactics,  but  Amazon  cc 
tinues  to  give  customers  the  red-carpet  treatment.  T\ 
month,  it  introduced  GiftCUck,  which  lets  customers  choose 
gift  and  simply  type  in  the  recipient's  E-mail  address — An 
zon  takes  cai'e  of  the  rest.  The  result:  Some  64%  of  orders 
from  repeat  customers,  and  that's  rising  steadily.  For  mai 
Amazon's  a  lifeline  to  literatui'e.  Mai'cia  Ellis,  an  American 
toiTiey  working  in  Hong  Kong,  used  to  drag  home  a  suitca 
full  of  books  when  she  visited  the  U.  S.  Now,  she  orde 
two  books  a  month  online.  "Most  of  the  people  we  km 
here  get  books  fi'om  Amazon,"  she  says. 

Bezos  also  was  one  of  the  fii'st  merchants  to  leverage  t 


TECHNOLOGY,  TECHNOLOGY,  TECHNOLOGY' 


Is  Amazon.com  Inc.  a  retailer  or  a 
technology  company?  ceo  Jeff 
Bezos'  answer:  "Yes."  And  he's 
right — it's  both.  But  it  is  technology 
that  has  rocketed  Amazon  to  the  top 
of  the  onhne-retailing  crowd,  and 
Bezos  isn't  coy  about  that:  "In  phys- 
ical retail,  the  three  most  important 
things  are  location,  location,  loca- 
tion. At  Amazon.com,  the 
three  most  important  things 
are  technology,  technology, 
technology." 

Bezos  aims  to  keep  it  that 
way.  Some  75%  of  retailers 
still  aren't  on  the  Web,  says 
Kip  Wolin,  business  develop- 
ment director  at  retail  Web 
consultant  NetTech  Group 
Inc.  And  the  fast-changing 
nature  of  Net  technology 
makes  it  tough  to  make  up 
lost  gi'ouiid — giving  early 
leaders  a  l>ig  edge. 
HOMING  IN.  Indeed,  Amazon 
was  one  of  the  fu-st  to  take 
full  advantage  of  the  Net's 
computing  power  to  let  cus- 
tomers search  easily  for  any 
book  in  print.  »-ead  reams  of 
reviews,  and  h,>ve  purchases 
sent  whizzing  li^s'ir  way  with 
a  mouse  click  fi  '  lii  the  com- 
foit  of  home — all  tilings  a 
bookstore  can't  d"  Amazon 
also  was  the  ftrst  c  rnmercial 
site  to  use  "collaboi ;  live  fil- 
tering" technologies  1 1 '  analyze  cus- 
tomer purchases  antl   uggest  other 
books  that  people  wit    similar  pur- 
chase histories  like. 

In  a  bid  to  stay  ahe;     Amazon  in 
August  spent  $270  milh;  'i  to  buy 
two  key  companies.  Jun^  V'e  Coi-p. 
develops  comparison-shop  ing  tech- 
nologies that  Bezos  hopes  /ill  give 


customers  a  way  to  ftnd  products 
Amazon  doesn't  sell  directly. 
PlanetAll,  a  computerized  Rolodex 
and  Daytimer  rolled  into  one,  lets 
visitors  register  their  phone  numbers 
and  other  personal  infonnation  and 
designate  which  fiiends — even  mem- 
bers of  an  old  Boy  Scout  troop — ^they 
want  to  keep  in  touch  with.  For 


not  bulletproof  The  site  went  down  twice 
this  year.  "It's  always  in  scaffolding,"  says 
Chief  Technology  Officer  Kaphan 


Amazon,  it's  potentially  a  dandy  re- 
minder- service  to  prompt  other  pui'- 
chases.  It  could,  say,  send  E-mails 
aleiting  people  that  Dad's  birthday  is 
coming  up — and  perhaps  even  sug- 
gest a  gift  based  on  his  interests. 

Because  Amazon  has  been  break- 
ing new  cybergimmd,  it  has  had  to 
develop  most  of  its  own  technology 


to  take  orders  online,  coordinate  dis- 
tribution, and  handle  huge  volumes 
of  E-mail.  That  has  made  it  as  much 
a  software  company  as  a  retailer. 
Says  Ann  Winblad,  a  principal  at 
high-tech  ventm*e  capital  fii-m  Hum- 
mer Winblad  Venture  Partners:  "Ba- 
sically, these  are  information-systems 
companies,  with  a  little  pick,  pack, 
and  ship." 

ALL-KNOWING?  But  the  ad- 
vantages of  online  retaihng 
also  make  it  more  complex  in 
some  ways  than  traditional 
retailing.  The  biggest  stores 
cany  about  200,000  items. 
Amazon  handles  3  milHon 
books,  24  hours  a  day,  7  days 
a  week,  says  Chief  Infomna- 
tion Officer  Richard  L. 
Dalzell.  Dalzell  is  testing  a 
digital  data  storehouse  for 
customer  and  product  infor- 
mation, based  on  technology 
fi'om  Red  Brick  Systems 
Inc.,  that  will  be  equal  in 
size  to  more  than  100  million 
novels.  The  goal:  to  amass 
enough  detailed  infoiTnation 
about  customers  to  allow 
Amazon  to  suggest  precisely 
the  products  they're  likely  to 
want  to  buy. 

Still,  Amazon's  technology 
isn't  bulletproof.  In  January 
and  September,  the  site  went 
down  for  up  to  nine  hours 
because  of  a  lack  of  adequate  com- 
puter-backup systems.  Although  the 
company  says  it  has  addressed  that 
problem,  "it's  always  in  scaffolding," 
admits  Chief  Technology  Officer  Shel 
Kaphan.  For  Amazon,  it  seems,  tech- 
nology will  always  be  a  work  in 
progi'ess. 

By  Robert  D.  Hof  in  Seattle 
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How  do  we 
free  you  to 
concentrate 
on  your  core 
business? 
Oh, 

we  manage. 


iimiiim 


Keliy  Temporary 
Services"" 


Kelly  Technical 
Services"" 


Staff  Leas 


The  'Wallace  Law 
Registr'/" 


Kelly  Sicientific 
Resources'" 


Kelly  Management 
Services™ 


Kelly  Assisted 
Living'" 


We  manage  mail  and  reprographic  centers,  transaction  processing 
operations,  distribution  centers,  administrative  departments,  and  customer 
service  operations.  Which  lets  you  manage  your  core  business.  For 
information,  call  1-888-GO-KELLY,  or  e-mail  us  at  kms@kellyservices.com. 


KEUy 

SERVICES 


S  1998  Kelly  Services.  Inc.  All  righls  reserved.  An  equal  opportunity  employer 


Look  what  we  do  now.^^ 


Web's  power  in  unique  ways  to  spread  the 
Amazon  brand.  Early  on,  he  offered  other 
Web  sites  the  chance  to  sell  books  related  to 
their  visitors'  interests  through  a  link  to  Ama- 
zon. Their  inducement:  a  cut  of  up  to  15%  of 
sales.  Now,  he  has  140,000  sites  in  the  so- 
called  Associates  Program. 

That's  what  has  kept  even  the  online  arm  of 
Barnes  &  Noble  at  bay.  Certainly  the  No.  1 
bookseller,  which  built  its  first  store  125  years 
ago,  is  a  savvy  merchant,  but  it  proved  vul- 
nerable when  it  came  to  the  ways  of  the  Web. 
For  one  thing,  it  was  late  in  airiving,  and  its 
store-trained  executives  took  longer  to  leam 
the  new  mles  of  E-commerce  than  Amazon's 
Net-centric  staff.  "In  the  early  days,  thei'e's  a  y'-^  ■■. 
big  advantage  in  not  having  that  baggage," 
says  William  McKiernan,  chairman  of  E-com- 
merce services  provider  CyberSource  Corp. 

Even  after  Barnes  &  Noble  went  online,  it 
was  slower  to  take  advantage  of  the  Net's 
ability  to  customize  its  site  to  each  shopper. 
That  allowed  Amazon  to  use  its  appealing  cus- 
tomer experience  as  a  branding  tool  far  more 
powerful  than  conventional  advertising.  And 
Barnes  &  Noble?  Despite  its  well-known  name 
and  huge  online  mai'keting  campaign,  only  37% 
of  Internet  users  recognized  the  brand  without 
prompting,  vs.  50%-  that  knew  Amazon,  ac- 

'^^:Z^^'^ZS^^::t^'^,M.  inventory  shift  Reel.com  CEO  Wainwright  notes:  "If  Amazow 

went  online,  Amazon.com's  $153.6  million  in  wants  to  sMp  [videos]  ill  a  reasonable  time,  they'll  have  to 
"S^Z^Z^^^^^S^ZilZ:^  stock  tliem"-whicl,  would  cut  into  its  lucrative  float 

11  times.  And  Barnes  &  Noble's  online  cus-  I 
tomer  base  I'ose  29%,  to  930,000 — still  less  than  a  quarter  of 
Amazon's. 

Still,  the  bottom  line  is  that  Amazon  needs  to  get  cus- 
tomers to  buy  more.  Indeed,  with  the  bniising  i^rice  wai"s  that 
are  sure  to  come,  getting  each  customer  to  spend  a  tad  extra 
may  be  critical  for-  sur'vival.  It's  just  that  the  next  stejD — the 
fir'st  beyond  entertainment  media — is  a  doozy.  For  one  thing, 
it's  unclear-  that  the  Amazon  brand  will  extend  into,  say, 
toys  or-  consumer-  electr-oirics.  "I  get  the  combination  of  books 
and  music  and  videos,"  says  Robert  Kagle,  a  ventm-e  capitalist 
who  invests  in  Inter-net  startups  for-  Benchmar-k  Capital. 
"Beyond  that,  I  don't  know  how  far  their  br-and  goes." 

Even  if  the  br-and 
does  tr-avel  well,  it's 
almost  guaranteed 
that  other  products 
won't  be  as  pr-ofitable.  Take  CDs:  They  have  lower  mar-gins 
than  books.  Same  for-  videos.  Toys  have  the  disadvantage  of 
not  having  as  established  a  distribution  networ-k  as  books  and 
music.  So  Amazon  may  have  to  stock  mor-e  on  its  own,  in- 
cr-easing  its  inventor-y  costs  and  skimming  off  some  of  that 
nice  float. 

Already,  established  competitors  are  forcing  it  to  do  just 
that.  Reel.com  says  96%  of  the  20,000  titles  it  stocks  ai-e  on 
the  bacldist.  Those  videos  constitute  most  of  its  sales — and  by 
far  the  most  pr-ofitable  portion.  "If  Amazon  wants  to  shij) 
them  in  a  r-easonable  time,  they'll  have  to  stock  them,"  says 
Reel.com  ceo  .lulie  Wainwright.  And  some  pr-oducts,  such 
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as  cars,  real  estate,  or  office  products,  ar-e  simply  too  cum 
ber-some  or  expensive  to  ship.  Or  they  may  requir-e  too  mucH 
aftersale  support — which  makes  software  a  dicey  producj 
for-  Amazon  to  sell. 

That's  why  Bezos  will  likely  br-anch  out  beyond  r-etail.  In 
August,  he  spent  $270  million  for  two  companies  that  steej 
Amazon  even  mor-e  fu-mly  toward  becoming  a  shopping  sen 
vice  rather  than  just  a  retailer-.  One  of  them,  Jungiee,  haj 
technology  that  makes  it  easy  to  scom-  the  Web  for-  pr-oductj 
and  compar-e  prices  or  other  features.  "We  don't  even  nece 
sarily  have  to  be  selling  all  those  things,"  says  Bezos.  "W 
just  help  people  find  things  that  ar-e  being  sold  elsewhere 
the  Web."  Amazon  might  take  a  cut  of  r-evenues  ft-om  othe 
r-etailers  if  its  customer-s  buy  their-  products.  Says  marketin 
pr-of  Rogers,  who  is  a  partner  in  consultancy  Peppers 
Rogers:  "Their  next  mission  is  to  be  a  ser-vice  agent." 
TENUOUS  ADVANTAGE.  It's  a  tr-icky  mission.  Why?  It  will 
tough  to  giiar-antee  that  the  entir-e  customer  experience  wr 
measur-e  up  to  Amazon's  standar-d.  Any  glitches  could  quic 
ly  damage  the  company's  carefully  cr-afted  brand  name, 
three  or  four  yeai-s,  they'll  be  known  for  'big,' "  says  CDno 
CEO  Jason  Olim.  "Well,  whoop-di-do." 

In  the  end,  Amazon's  success  or  failure  will  ride  on  mar 
taining  a  delightful  experience  for  all  of  those  new  customer; 
Indeed,  satisfied  Amazon  customers  may  well  be  helpin 
more  than  most  people  r-ealize:  Analysts  say  one  key  to  t 
sky-high  stock  pr-ice,  which  under-wiites  so  much  of  its  co 
ing  opportunity,  is  that  investor-s  can  get  a  personal  feel  f 


Satisfied  customers  are  buying  the  sky-high 
stock  that  is  underwriting  Amazon's  expansion  plans 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

TM 

CFO  Vision 


When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
tlie  timely  and  accurate  information  you  need. 

CFO  Vision  is  tlie  single  source  for  all  your 
•ey  business  information,  both  financial  and 
lon-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
e  product  and  customer  profitability,  the  potential 
ii  npact  of  a  reorganization,  or  key  performance 
indicators — in  any  currency 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (OLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  100. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/cfo 


SAS  IS  a  registered  Iraderrark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc      Copyngtit  1997  by  SAS  Institute  Inc 


Do  you  want  more  from  your  bank  than  a  standa: 
To  view  things  from  a  completely  fresh  perspective, 
horizons?  Or  do  you  simply  expect  more  commitmen 
everything  we  do,  we  try  not  to  be  just  any  bank,  b 


UBSAG  Private  Banking  sIbUBS   Institutional  Asset  Management:  i^UBS  BlinSOn    Investment  Banking^  Warburg  DiUoil  Read    Pnvate  Equity:  ^UBS  Cl 


enda?  Do  you  want  them  to  look  beyond  the  obvious? 
Ip  you  make  longer-term  plans  or  focus  on  entirely  new 
so,  perhaps  you  should  try  talking  to  us.  Because  in 
e  right  bank  for  you.  ^  UBS 


What  a  laptop  can  do 


What  Y9M  rgallv  do» 


I .  Get  e-mail.  2.  Send  e-mail. 

3.  Search  the  Net.  4.  Prepare  memos. 

5.  Check  appointments  and  contacts. 

6.  Set  up  a  new  derivative  pricing 
model.  7.  Put  together  a  3D  animated 
short  film.  8.  Lay  out  the  company 
newsletter.  9.  Analyze  data  from  radio 
telescopes.  10.  Edit  digital  video. 

II.  Design  a  new  kitchen.  12.  Develop 
new  software.  13.  Develop  new  CD- 
ROMs.  14.  Retouch  swimsuit  photos. 

15.  Play  photo-realistic  3D  video  games. 

16.  Assist  with  scientific  visualization. 

17.  Play  back  audio  CD.  18.  Expedite 
numerical  analysis.  19.  Do  mail  merges 
for  the  high  school  reunion  (unless  you 
went  to  a  really  small  high  school). 

20.  Aid  in  digital  signal  processor 
design.  21 .  Do  database  programming. 
22.  Use  lots  of  floppy  disks.  23.  File 
income  tax  returns.  24.  Composite 
digital  video.  25.  Author  virtual  reality. 

26.  Store  a  large  number  of  files. 

27.  Connect  to  a  large  number  of 
external  storage  devices.  28.  Play 
educational  CD-ROMs.  29.  Conduct 
virtual  reality  demonstrations. 

30.  Balance  the  checkbook  for  a 


Introducing  the  Jorn|^a820  Handheld  PC. 
•Just  2.6  pounds.  '^^C 
'*  A  convenient-size  scrl|ie;and  keypad. 
*~More  than  10  hours  ofQwry  life. 
•  With  a  56K  modem  and^A^t  Office 

software  built  in.  And  less-^nPvstuff  left  out. 
^-  $999.  Available  at  CompUSA,  jfW's, 
Micro  Center,  J&R  Computer  Vt^rld,  and 
selectpffice  Depot  and  Staples  locations. 


imated  street  price  subject  to  change.  Microsoft.  Windows 
the  Windows  CE  logo  are  either  registered  trademarks  or 
idemarksof  Microsoft  Corporation  in  the  United  States 
id/or  other  countries.  61998  Hewlett-Packard  Company.  . 


1 .  Get  e-mail.  2.  Send  e-mall. 

3.  Search  the  Net.  4.  Prepare  memos. 

5.  Check  appointments  and  contacts. 


Powered 


P3  HEWLET 


PACKARI 


Expanding  PossibiLitie 


f 


www.hp.com/jornada  [ 


nazon's  prospects  by  trying  it  out — something  that's  tough 
do  with  most  technology  companies.  Says  Halsey  Minor, 
0  of  online  network  t:NET  Inc.:  "His  greatest  advantage  is 
ot  of  people  who  buy  his  stock  buy  his  books." 
But  Bezos  knows  that  advantage  is  a  tenuous  one.  "There 
;  plenty  of  opportunities  to  stumble  and  become  a  Visi- 
le," he  says  of  the  pioneering  spreadsheet  that  is  now  all 


but  forgotten.  Bezos  is  acutely  aware  of  Amazon's  place 
in  history.  He  carries  a  camera  in  his  pocket,  snapping 
a  photo  a  day  to  provide  a  reminder  years  from  now  of 
what  really  happened — though  it  seems  unlikely  anyone 
will  forget. 

By  Robert  D.  Hof  in  Seattle,  ivith  Ellen  Neuhome  and 
Heather  Green  in  New  York  and  bureau  reports 


THE  TORRENT  OF  ENERGY  BEHIND  AMAZON 


When  Jeffrey  P.  Bezos  was 
three,  he  got  frustrated  sleep- 
ing in  a  crib.  His  mom  didn't 
think  he  was  ready  for  a  real  bed, 
but  Jeff  was  having  none  of  that. 
Soon  after,  Jacklyn  Gise  Bezos  found 
her  son — screwdriver  clutched  in  his 
tiny  hand — trying  to  dismantle  the 
crib  to  make  it  more  like  a  bed.  She 
sighs:  "I  knew  I  had 
met  my  match." 

Bezos  still  gives  fits 
to  his  elders — the  likes 
of  Barnes  &  Noble  and 
Wal-Mart.  With  a  genial 
manner,  he  seems  an 
unlikely  E-commerce 
mogul.  Yet  he  has  made 
almost  no  visible  mis- 
steps since  he  conceived 
the  idea  of  Amazon.com 
Inc.  in  early  1994. 

Back  then,  Bezos  was 
the  youngest-ever  se- 
nior vice-president  at  in- 
vestment banker  D.  E. 
Shaw  &  Co.,  charged 
with  finding  Net  ideas 
to  invest  in.  After  suit- 
ing the  Web  for  the  first 
time,  he  hit  a  site  that 
said  the  Web  population 
was  growing  2,300%  a 
year — and  the  light  bulb 
went  on. 

ON  THE  ROAD.  BingO. 
Within  weeks,  Bezos 
passed  up  a  fat  bonus 
and  hit  the  road.  His 
wife  MacKenzie  drove 
while  Bezos  pecked  out 
a  business  plan  on  a  lap- 
top and  called  prospective  investors 
before  settling  on  Seattle  for  its  tech- 
nical talent  and  proximity  to  Ingi-am 
Book  Group's  Oregon  warehouse. 

The  son  of  a  Cuban  refugee  who  is 
still  an  Exxon  Coi-p.  executive,  Bezos 
displayed  an  unusual  intensity  and 
drive  early  on.  He  got  so  engrossed 
in  activities  at  Montessori  preschool 
that  teachers  had  to  pick  him  up  in 
his  chair  to  move  him  on  to  new 
tasks.  Growing  up  in  Houston,  Bezos 
spent  summers  on  a  family  farm  in 


Cotulla,  Tex.,  developing  a  love  for 
science  from  his  grandfather,  a  re- 
tired manager  for  the  Atomic  Ener- 
gy Commission. 

By  the  time  he  was  14,  he  wanted 
to  be  an  astronaut  or  a  physicist. 
The  family  garage  was  always  filled 
with  his  projects,  from  a  vacuum  on 
its  way  to  becoming  a  hovercraft  to 


JEFFREY  P.  BEZOS 


BORN  Jan.  12,  1964,  Albuquerque. 

EDUCATION  B.S.,  electrical  engi- 
neering and  computer  science, 
Princeton  University.  Miami's  Pal- 
metto High  School  class  valedicto- 
rian and  president. 

FAMILY  Married  to  MacKenzie,  a 
novelist.  Brother,  Mark,  and  sis- 
ter, Christine.  Father  Miguel  left 
Cuba  in  early  1960s.  Works  as  an 
executive  at  Exxon.  Mother  Jack- 
lyn Gise  Bezos  worked  in  a  bank. 

DISTINGUISHING  CHARACTERISTIC  Seattle's  loudest  laugh. 


CHILDHOOD  CAREER  GOAL  Astronaut. 


EARLY  ENTREPRENEURSHIP  Formed  the  DREAM 
Institute  in  high  school  to  encourage  creative  think- 
ing among  young  students. 


they  can  revolutionize,"  says  Bezos. 

The  vision  thing  isn't  all  he  has 
brought  to  Amazon.  His  energy — he 
inins  up  and  down  the  company's 
three  flights  of  stairs — provides 
much  of  the  place's  electricity.  When- 
ever there's  a  game  of  hockey-like 
broomball,  he's  the  fii"st  to  tear  off 
his  shirt,  wi-ap  it  ai'ound  his  head, 

and  let  out  a  rebel  yell. 

But  fun  and  games 
are  few  and  far  be- 
tween. Bezos  works  so 
much  that  he  and 
MacKenzie  haven't 
found  time  to  move  out 
of  their  tiny  studio 
apartment.  "Sometimes 
I  yell  at  him  because 
it's  so  hard  to  get  to- 
gether," says  buddy 
Nick  Hanauer,  owner 
of  a  Seattle  bedding- 
company. 

Bezos  expects  total 
dedication  fi'om  people 
at  Amazon,  too,  where 
the  hours  can  be  gruel- 
ing. Says  Acting  Cus- 
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EMBARRASSING  MOMENT  Got  ticket  for  careless  driving  as 
a  teen  after  screeching  to  a  halt  in  front  of  a  state  trooper. 


tomer  Service  Director 
Jane  Slade:  "This  is 

PET  Dog  Kamala,  named  after  obscure  Star  Trek  character.  _  Mh^^baby^h^^ 
HOBBIES  Amazon,  family,  Amazon,  hiking,  Amazon. 


FAVORITE  BOOK  Kazuo  Ishiguro's  The  Remains  of  the  Day. 
BOOKS  READ  THIS  YEAR  35. 


an  umbrella  soon  to  be  a  solar  cook- 
er. He  flexed  his  entrepreneurial 
muscles  while  in  high  school  when  he 
thought  up  the  dream  Institute,  a 
summer-school  progTam  to  encourage 
creative  thinking  in  young  school 
kids.  He  even  charged  his  brother 
and  sister  to  attend. 

At  Princeton,  Bezos  quickly  veered 
to  computers,  earning  degrees  in  elec- 
trical engineeiing  and  computer  sci- 
ence. "I've  always  been  at  the  inter- 
section of  computers  and  whatever 


He  routinely  ratchets  up 
goals  for  managers  and 
often  plunges  into 
minute  details  himself. 
Slade,  for  instance,  re- 
calls bi-inging  a  long  list  of  her  job 
goals  to  Bezos  eai'ly  on.  He  handed 
her  his  own  list,  saying:  "You  tell  me 
what's  more  important." 

Still,  there's  one  thing  that  dis- 
aiTns  just  about  everybody — Bezos' 
explosive  laugh.  When  he  yuks  it  up 
in  his  office,  they  say  he  can  be 
heard  down  the  hall,  upstairs  and 
downstairs,  too.  But  then,  with  his 
Amazon  stock  worth  $4.4  billion,  he 
has  a  lot  to  laugh  about. 

By  Robert  D.  Hof  in  Seattle 
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Internet 
Stocks 


WlUrS  THEIR  REU.  WORTHS 

New  methods  show  why  the  bets  are  so  risky 


/  have  some  Internet  stocks . . .  I'd  sure  like  to  buy  more. 
But  ril  think  to  myself,  these  stocks  are  ridiculously  high, 
they  CAN'T  go  higher.  BUT  THEY  DO...  I  can't  bear  miss- 
ijig  out  on  the  excitement.  But  I  also  can  't  connect  reality  to 
what  I  see  in  the  stock  valuations. 

— A  recent  E-mail  at  the  Internet  Stock  Report  at 
Internet.com 


M 


laybe  you're  not  trading  Internet  stocks,  but  if 
I  you're  watching  them  fly,  you  know  what  that  E- 
mailer  is  talking  about.  Trying  to  get  your  amis 
ai-Qund  the  value  of  an  Internet  stock  is  like  tiying 
to  hug  the  air.  By  time-tested  valuation  methods, 
such  as  price-to-eamings  or  piice-to-sales  ratios,  they  trade  at 
ethereal  levels,  leading  most  Wall  Streeters  to  knock  them, 
only  to  see  them  go  higher  and  higher. 

Ai'e  we  missing  something?  Or  is  Internet  investing  a 
mania  fated  to  come  to  a  bad  end?  That's  the  $64  inillion — or 
$(>4  billion — cjuestion  of  the  day.  And  to  answer  that,  analysts 
and  portfolio  managers  are  coming  up  with  new  ways  of 
valuing  Net  stocks.  Some  border  on  the  ridiculous,  others  are 
serious  attempts  to  get  a  handle  on  the  value  of  companies 
operating  in  an  industry  that  is  revolutionizing  the  economy. 
No  method  is  the  panacea,  but  some  will  give  you  insight  into 
the  bet  you  are  making  when  you  buy  these  stocks. 

It's  not  easy  to  develop  a  valuation  model  that  explains 
T  why  a  Net  stock  that  trades  at  800  times  next  yeai''s  earnings 
£  is  a  steal.  Certainly,  there's  evidence  to  suggest  that  the 
I  people  trading  these  stocks  are  not  the  ty]3e  to  dissect  fi- 
::  nancial  statements  (page  122).  "I  bought  eBay  (at  $125)  be- 
1  cause  I  thought  it  would  go  up  fast,"  says  Rod  Puckett,  27,  a 
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contractor  in  Rockford,  111.  "These  stocks  are  like  McDona 
when  it  fu'st  came  out,  I  hope." 

Still,  in  the  quest  for  the  Holy  (jrail  of  Internet  valuati 
analysts  are  slicing,  dicing,  and  toitiuing  numbers  until  tl 
can  be  molded  into  what  might  pass  for  a  rationale  to  back 
a  table-pounding  investment  I'ecommendation. 

Perhaps  you  can't  be  persuaded  to  buy  Yahoo!  for 
times  projected  1999  earnings.  Is  there  a  way  to  make 
stock  more  compelling?  Shaun  G.  Andrikopoulos,  who 
lows  Net  stocks  for  investment  bank  kt  Alex.  Brown 
came  up  with  Theoretical  Earnings  Multiple  Analysis, 
TEMA.  By  that  measm-e,  which  projects  future  eaiTiings  by 
timating  revenue  growth  and  the  operating  margins  t 
the  company  would  hope  to  achieve  when  it  has  matui-ed,  n 
drikopoulos  says  the  p-e  on  year  2000  earnings  is  just 
But  factor  in  a  revenue  gi'ow1;h  that's  55%  higher — and| 
thinks  Yahoo!,  with  a  histoiy  of  higher-than-expected  s: 
growth,  deserves  that — and  the  tema  p-e  drops  to  124 
recommending  the  stock. 

The  analyst  claims  that  his  model  gives  a  "feel  for  thele 
alistic  theoretical  earnings  power  of  Yahoo!"  Realistic  tl» 
retical  eaiTiings?  That  might  fly  in  an  investment  bank,  bUj 
English  it's  oxymoronic. 

VISITOR  COUNTS.  Net  stocks  move  so  fast  these  days  that 
recommendations  become  stale  in  no  time.  On  Oct.  29,  ana] 
Steven  R.  Horen  of  NationsBanc  Montgomeiy  Securities 
recommended  Amazon.com  Inc.  at  117,  about  8.5  times 
sales,  and  set  a  tai'get  of  150  in  12  months.  The  stock  hitl5( 
in  three  weeks.  Horen  still  rates  Amazon.com  a  buy,  as  d'l- 
other  analysts.  "I'm  not  in  the  business  of  changing  my  K 
ommendations  every  three  days,"  he  says. 

l. 


I 


VALUING  AN  INTERNET  STOCK 


The  problem  with  the  valuation  methods  that  result  in 
nings  forecasts  is  that  they  i-equire  estimates  of  revenue 
^•jth,  profit  margins,  and  other  important  inputs.  That's  es- 
ially  problematic  when  you  have  a  company  witli  little  his- 
y  and  an  inchoate  business  plan.  Even  thoughtful  esti- 
tes  are  still  guesses,  and  a  bad  one  will  throw  a  valuation 
■kilter — making  the  stock  seem  either  too  cheap  or  too 
ir — so  an  an  ideal  valuation  method  would  be  one  that  min- 
zed  the  guesswork. 

That's  why  some  followers  of  the  Net  stocks,  such  as 
ve  Hannon,  the  senior  investment  analyst  at  Intemet.com, 
)  look  at  fig-ui'es  that  don't  have  to  be  guessed,  such  as  the 
nber  of  individuals  who  visit  a  Web  site.  That  data  is  re- 
ted  by  Media  Metiix  Inc.,  a  Web  reseai'ch  fii-m.  The  num- 
•s  show  that  25.2  million  people  used  Yahoo!  at  least  once 
Dctober.  By  dividing  the  niunber  of  Yalioo!  visitors  into  the 
rket  cap  of  $19.7  billion,  you  get  a  cost  of  $782  per  visitor 
nnpare  that  to  Lycos  Inc.,  which  works  out  to  $135  per 
id.  and  Excite  Inc.  at  $165.  "When  you  look  at  these  com- 
lies'  user  values,  you  appreciate  the  disparities,"  says 
rmon,  "and  that  leads  to  good  questions."  Is  a  Yahoo! 
iter  more  valuable  than  one  at  Excite?  Perhaps.  If  Yahoo! 
I  continue  to  outdraw  the  others,  it  desei-ves  a  premium, 
t  is  it  worth  neaiTy  five  times  as  much? 
The  problem  with  such  relative  value  measures  is  that 
lie  they  may  help  identify  undei-valued  and  overvalued 
apanies  in  similar  businesses,  they  can't  address  the  most 
)ortant  question:  whethei-  the  whole  industiy  is  ovei-valued. 
^  different  approach  to  valuation  tiuns  the  whole  issue  on 
head  and  is  on  the  fi-ontier  of  investment  analysis.  Instead 
forecasting  all  the  inputs  to  come  up  with  a  number  for 
at  the  stock  should  be  worth,  this  method  starts  with 
stock  price  and  worlcs  backwaixls  to  answer  the  question: 
lat  kind  of  growth  does  this  company  have  to  deliver  to 
tify  this  price?  This  method  does  not  avoid  making  some 
umptions,  but  it's  a  way  to  perform  a  reality  check, 
/liook  at  Amazon.com.  At  the  recent  price  of  214,  the  mar- 
is implying  that  Amazon's  revenues  wiW  increase  59.6%  a 
I  IT  over  the  next  10  years  (table).  That's  the  conclusion  of 


One  way  is  to  start  with  the  marl<et  price  of  the  stocl< 
and  determine  what  l<ind  of  revenue  growth  that 
price  implies.  The  question  then  becomes  whether 
that  growth  rate  is  realistic.  Let's  take  Amazon.com. 
An  analytical  approach  called  Economic  Value  Added 
(EVA)  indicates  that  with  the  stock  at  214  a  share, 
investors  are  implying  that  revenues  will  grow  59.6% 
a  year  over  the  next  1 0  years,  taking  annual  sales  to 
$63  billion  from  the  current  $587.6  million. 

HERE'S  HOW  THOSE  GONCLUSIOHS  WERE  REACHED 

►  First  to  be  determined  is  the  current  operations  value 
(COV)  of  the  company — what  Amazon.com  would  be  worth 
if  there  were  no  further  growth.  But  hold  on— it's  not  mak- 
ing money  now.  Sure,  but  that's  due  to  large  startup  costs. 
Once  those  costs  are  out  of  the  way,  assume  that  the 
company  will  earn  a  normal  operating  margin  of  10%.  So 
to  determine  COV,  assume  the  company  is  earning  its 
average  long-term  margin  and  is  now  profitable.  Once  the 
COV  IS  known,  it  can  be  used  with  the  market  value  (MV) 
to  determine  the  future  growth  value  (FGV). 

MARKET  VALUE  (MV)  =  CURRENT  OPERATION  VALUE  (COV)  + 
FUTURE  GROWTH  VALUE  (FGV) 

NOW,  SOME  NUMBERS  ARE  NEEDED 

WHAT'S  KNOWN  FOR  CERTAIN? 


STOCK  PRICE 
SHARES  OUTSTANDING 
MARKET  value' 


214 

50.2  MILLION 
"$10.8  BILLION 


WHAT  ASSUMPTIONS  HAVE  TO  BE  MADE? 

SALES  [n  ]m  $58776  MILLION 


OPERATING  MARGIN  ^_}9y° 

NET  OPERATING  INCOME  AFTER  TAXES  (NOPAT) 

(ADJUSTED  FOR  STARTUP  COSTS)  $41.1  MILLION 

►  To  get  current  operation  value  (COV),  start  with  1998 
adjusted  net  operating  income  after  taxes  (NOPAT),  $41.1 
million.  What  would  $41.1  million  over  the  next  10  years 
be  worth?  To  get  that  number,  a  discount  rate,  or  the  cost 
of  the  capital  needed  to  generate  those  earnings,  has  to  be 
assumed.  Because  the  stock  is  volatile,  assume  a  high 
cost— 15%.  To  get  the  COV,  divide  $41.1  million  by  15%, 
which  yields  $274.2  million.  With  no  future  growth,  that's 
what  the  company  would  be  worth.  A  pittance — only  $5.50 
per  share.  Investors  are  obviously  betting  that  growth  will 
continue  to  soar. 

NOW,  irS  EASY  TO  DETERMINE 
AMAZON'S  FUTURE  GROWTH  VALUE 

►  Simply  subtract  $274.2  million  from  the  current  mar- 
ket market  value  ($10.8  billion),  which  gives  $10.5  bil- 
lion. The  question  now  is:  How  fast  do  revenues  have  to 
grow  over  the  next  10  years  to  give  you  a  future  growth 
value  of  $10.5  billion?  The  answer  is  59.6%  a  year, 
assuming  margins  of  10%  and  a  15%  capital  cost. 

►  Next  question:  Can  Amazon.com  sustain  that  kind  of 
growth?  As  E-commerce  draws  more  competitors,  it's 
probably  an  unrealistic  assumption. 

DATA:  CHARLES  R.  WOLF,  WARBURG  DILLON  READ,  BUSINESS  WEEK 
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The  new  approach  starts  with  stock  price  and  then  worfc 
backwards  to  see  what  kind  of  growth  would  justify  it 


Cover  Story] 


veteran  secmities  analyst  Charles  R.  Wolf  of  Wai'burg  Dillon 
Read. 

To  come  to  that  conclusion,  Wolf  uses  a  valuation  method 
built  on  Economic  Value  Added  (eva),  a  concept  developed  by 
Stei-n  Stewart  &  Co.,  a  management  consulting  firm.  The 
idea  behind  EVA  is  that  in  the  long  run,  it's  not  accounting 
profits — taking  in  one  more  dollar  than  you  put  out — but 
economic  profits  that  matter.  And  simply  put,  a  company 
earns  an  economic  profit  only  if  it  has  earned  more  than  its 
cost  of  capital,  which  is  not  found  on  an  income  statement. 

EVA  was  originally  de- 
signed as  a  manage- 
ment tool,  not  for  in- 
vesting.  But  some, 
including  Steve  O'Byi-ne,  a  former  Stern  Stewart  consultant 
who  now  has  his  own  fu'm,  and  Wolf  have  adapted  eva  prin- 
ciples for  investment  analyses. 

COMMON  SENSE  COUNTS.  The  idea  in  eva  analysis  is  that  the 
market  value — the  stock  price  times  number  of  shares — has 
two  components.  One,  the  Current  Operations  Value  (cov),  is 
a  measm'e  of  the  worth  of  the  company  as  it  now  operates. 
The  second.  Future  Growth  Value  (fgv),  measures  the  com- 
pany's expected  gi'owth.  Once  you  detemiine  the  ('ov — and 
that's  the  easier  of  the  two — you  can  figiu-e  out  the  implied  fu- 
ture gi'owth  value.  And  once  you  know  that,  you  can  deter- 
mine the  implied  revenue  gi'owth  rate.  Then  you  can  make  a 
judgment  as  to  whether  that  gi'owth  rate  is  achievable. 

Critical  to  the  analysis  is  the  cost  of  capital.  For  Ama- 
zon.com, Wolf  estimates  a  cost-of-capital  charge  of  15%,  a 
figui'e  derived  fi'om  such  variables  as  the  risk-free  rate  of  re- 
turn, the  extra  return  that  ecjuities  historically  return  over 


bonds,  and  Amazon's  "beta,"  or  price  volatility  as  compar 
with  the  stock  market. 

Can  Amazon.com  achieve  a  nearly  60%  average  anni; 
revenue  gi'owth  rate  over  10  years?  That's  where  investc 
must  turn  to  industry  fundamentals  and  old-fasliioned  comm 
sense.  For  instance,  using  Wolfs  calculations,  Amazon  shor 
reach  sales  of  $63  bilHon  in  10  years.  Is  that  realistic? 

Not  by  a  long  shot.  U.  S.  retail  book  sales  in  1997  w€ 
$11.8  bilhon,  and  they're  not  expected  to  be  much  higher 
1998.  Even  if  the  book  market  expanded  at  3%  a  year, 
would  be  only  around  $16  billion  10  yeai's  out.  True,  Amaz 
is  selling  recorded  music,  but  that  market  is  no  larger  th 
books,  with  gi'owth  prospects  no  better.  "Amazon  has  to 
a  lot  more  than  books,  CDs,  and  videos  if  it's  ever  going 
reach  the  revenue  gi-owth  implied  in  the  price,"  says  W( 
Ti"ue,  that's  in  the  company's  plans.  But  as  it  changes  fron 
bookstore  to  a  mass  marketer,  it  will  ran  up  against  co 
petitoi-s.  Says  Wolf:  "Baniei-s  to  entry  are  low,  and  others 
easily  underprice  them." 

The  Internet  is  probably  the  most  sweeping  and  potenti: 
powerful  medium  to  come  along  since  television.  There's 
question  that  enormous  growth  is  there,  but  how  mx, 
should  investors  pay  for  that  potential?  Whether  you 
weighing  revenue  projections  for  Amazon  or  any  other  I" 
stock,  it  might  be  useful  to  note  that  at  Microsoft  Coi 
perhaps  the  most  successful  company  in  recent  history, 
enue  gi'owth  averaged  43%  a  year  since  it  went  public 
1986.  Keep  that  in  mind  when  you're  tempted  to  buy  a  t 
stock  that  requires  a  60%  growth  rate  to  justify  its  price 

By  Jeffrey  M.  Laderrnan  in  Neiv  York,  with  Geoff 
Smith  in  Boston 


WHERE  THE  BIG  BOYS  FEAR  TO  TREAD 


SMALL  INVESTORS  DRIVE 
THE  NET  STOCKS 


Who's  driving  Internet  stocks  sky 
high?  It's  the  small  investors, 
according  to  traders  and  mar- 
ket watchers.  "With  valuations  going 

thi-ough  the  .stratosphere,  institutions  Except  for  America  Online,  the  small  size 

have  stepped  aside  and  left  a  wide  °|      average  trade  suggests  retail 

,  M      n  1  1          .  -1  •       i      v  investors  rather  than  big  institutions  domi- 

open  playing  field  for  retail  mvestors,  ngjg  investing 

says  Martin  C.  Cunningham,  senior  s,ock           number  of      number  of  average 

vice-president  of  trading  for  Chai'les  'mdes 

Schwab  Coip.'s  Mayer  &  Schweitzer   

Inc.  unit,  one  of  the  largest  mai-ket   1^^.^  

makers  in  Net  stocks.  EBAY         183,691  57  310 

Indeed,  thousands  of  at-home  in-  YAHOO!       424  016         185  438 

vestors  are  taking  advantage  of  AMA7nu      oon  ccn         mo  /ico 

cheap  online  commissions  and  loads        *™  239,550  108  453 

of  information  on  the  Internet  about  LYCOS        178,843         104  580 

Internet  stocks.  Data  compiled  by  aqL            59,621         241  4,051 

Birinyi  Associates  Inc.  show  that  „,t.  d.d.mv,  .cc,i'r.,»T,:cV»,^ 

y.  DATA  BIRINYI  ASSOCIATES  INC 

small  investors — those  who  make 

100-  and  200-share  trades — are  by  company,  and  one  with  an  institution- 
far  the  most  active  traders  in  Net  al  following. 

stocks  (table).  Just  compare:  The  av-  Concerned  about  the  feeding  fren- 
era;^e  trade  in  Yahoo!  Inc.  in  Novem-  zy,  brokerage  firms  are  raising  mar- 
ber  was  438  shares,  less  than  one-  gin  requirements  on  Net  stocks,  de- 
tenth  the  4,051-share  average  in  manding  customers  to  put  up  more 
America  Online  Inc.,  a  far  larger  cash.  Brokers  stand  to  lose  big  if  the 


stocks  plunge  and  customers  can't 
pay  off  theu"  loans. 

Institutions  aren't  completely  ig- 
noring Net  stocks.  In  the  first  few 
hours  of  trading  in  Yahoo!  on  Dec.  1 
a  few  large  trades  crossed  the  tape, 
including  one  of  200,000  shares  and 
another  of  29,500  shares.  "Some  in- 
stitutions have  jumped  in  just  to  adc 
a  dash  of  spice  to  their  portfohos,  al 
most  like  they  used  to  use  deriva- 
tives to  goose  retui'ns,"  says  Kevin 
Landis,  manager  of  four  high-tech 
mutual  funds  i-un  by  Firsthand 
Funds. 

Several  mutual-fund  managers  sa 
that  they  are  avoiding  high-priced 
Net  companies  because  so  few  shar 
are  available  for  trading  that  they 
can't  accumulate  stakes  without 
driving  prices  even  higher.  But  that 
doesn't  mean  the  pros  aren't  inter- 
ested. Says  Landis:  "If  prices  were 
to  fall  say,  40%,  these  stocks  would 
be  a  buy." 

By  Geoffrey  Smith  in  Bost 


122  BUSINESS  WEEK  /  DECEMBER  14.  1998 


Yes. 


Simplify 


complexity 


integrating 
your 
partners 


ppliers 


customers 


suppliers 

■J. 

partners 


customers 


pptier 


But  do  it  right. 


Increase  profitability;  gain  a 


tive  edge  and  create  new  business 


anaging  a  growing  number  of  partners  across  a  global 
lue  chain  can  be  an  overwhelming  task.  Extricity™ 
siness-to-business  integration  software  helps  you 
TipUfy  that  task,  and  do  it  right.  Doing  it  right  means 
king  advantage  of  the  Internet  to  integrate  and 
tomate  shared  interactions  across  your  hhi^^^h 
tended  enterprise.  Quickly  and  easily. 


All  while  each  business  leverages  its  own  existing  I 
enterprise  applications,  whether  they  be  Baanf  Oracle,®  1 
PeopleSoftr  SAPf  legacy  or  in-house  systems.  Get  ready  j 
to  realize  dramatic,  immediate  savings  as  you  decrease  i 
inventories,  reduce  cycle  times  and  bring  hew  products  to>j 
j^^^HH  market  faster.  Do  it  right.  Call  us  today  at  ^ 
^^^^^^H    1.800.4976883,  or  visit  If  ttw.«^r/cjfy.com  ; 


Extricity  is  a  trademark  of  Exincity  Sottware,  Inc.  All  other  names  are  trademarki  of  their  respective 
companies.  91998  fxtRcify  Software,  tnc  (Formerly  CrossRoute  Software).  All  rights  reserved. 


Finance 


INSURANCE 


FIGHTER  PILOT 

Can  Robert  Benmosche  breathe  new  life  into  MetLife? 


t  Metropolitan  Life  Insui'ance  Co., 
tradition  still  plays  a  weighty  role. 
i.Just  visit  its  ornate  boardroom  at 
lOne  Madison  Avenue  in  Manhat- 
tan. The  i-oom  lies  deep  within  the 
fortresslike  building  that  MetLife  built 
in  1893,  25  years  after  its  founding  in 
1868.  It  boasts  27-foot  ceilings  painted 
with  18-karat  gold,  a  massive  mahogany 
fu'eplace,  and  solemn 
portraits  of  past  chief 
executives  with  patri- 
cian names  like  Haley 
Fiske. 

On  Nov.  24,  the 


eluding  the  CEOs  of 
Pfizer  Inc.  and  Beth- 
lehem Steel  Corp., 
gathered  in  the  boai'd- 
room  to  make  a  his- 
toric decision.  After 
operating  as  a  mutual 
company  since  1915, 
the  board  authorized  management  to 
develop  a  plan  to  abandon  its  mutual 
status  and  go  public,  or  "demutualize," 
using  a  novel  trust  stnictm-e  (page  126). 
The  architect  of  the  board's  decision, 
which  was  announced  on  Nov.  29,  is 
Robert  H.  Benmosche,  MetLife's  new 
CEO.  His  main  argument  in  favor  of  de- 
mutualizing:  For  MetLife  to  tap  its  in- 
trinsic value,  energize  its  culture  and 
make  acquisitions  to  stay  competitive,  it 
must  become  a  public  company.  "This 
sleeping  giant  is  no  longer  asleep,"  says 
Benmosche,  pronounced  BEN-mo-shay. 
"We're  going  to  wake  up  the  world." 
ALARM  BELLS.  Brave  words.  But  in  an 
industry  of  sleepy  mutual  life  insurers, 
MetLife  is  one  of  the  most  somnolent — 
stodgy,  bureaucratic,  behind  the  times. 
For  example,  MetLife's  average  return 
on  assets  was  0.38%,  one  of  the  lowest 
of  any  large  mutual,  says  analyst  Neil 
Strauss  at  Standard  &  Poor's  Corp. 
(table).  The  c  ase  is  decades  of  mutual 
ownership,  a  stnactm'e  with  little  real 
accountabihty  to  policyholders. 

The  unlikely  man  chosen  to  wake  up 
MetLife  is  not  a  seasoned  insurance  ex- 


TRAILING  THE  PACK 

MUTUAL  LIFE 

RETURN  ON 

INSURANCE  COMPANIES 

ASSETS* 

METLIFE 

0.38% 

PRUDENTIAL 

0.55 

MASSMUTUAL 

0.71 

JOHN  HANCOCK 

0.91 

'Average  return  for  1995, 1995,  and  1997,  using 

statutory  net  operating  Income 

DATA,  STANDARD  &  POOR'S 

y' 

ecutive  but  a  man  who  hails  from  the 
operations  side  of  a  Wall  Street  broker- 
age house.  Benmosche's  job:  transfonn 
MetLife  into  a  nimble,  peifonnance-ori- 
ented  public  company.  He  must  get 
41,000  employees  to  shake  the  "Mother 
Met"  mentality  and  teach  10,100  agents 
how  to  sell  more  than  whole  life  insiu"- 
ance,  which  is  declining  in  popularity. 

Benmosche  is  up 
against  legions  of 
more  skillful  rivals, 
from  American  In- 
ternational Group, 
which  just  bought 
SunAmerica,  a  fast- 
growing  annuity 
firm,  to  Merrill 
Lynch.  By  almost 
any  measm-e  of  per- 
formance, MetLife 
has  a  ways  to  go. 
Public  insurance 
companies  have  re- 
turns on  equity  of  between  11%  to  18%, 
while  MetLife  hopes  to  have  an  roe  of 
8%  in  1999.  SunAjnerica's  retiu'n  on  as- 
sets is  2.25%',  six  times  MetLife's. 

Benmosche,  who  became  ceo  on  July 
1,  has  begun  rousing  MetLife  with  the 
impact  of  a  fu-e  alann.  After  14  years  at 
PaineWebber  Inc.,  the  husky  54-year- 
old  caught  the  eye  of  MetLife's  then- 
CEO,  Harry  P.  Kamen,  and  signed  on  in 

BENMOSCHE'S  BAHLE  PLAN 

How  the  new  CEO  plans  to  galvanize  the  old-line  insurer 

►  Transform  stodgy  ways  into  entrepreneurial  culture 

►  Get  New  York  State  Insurance  Dept.  and  Securities  & 
Exchange  Commission  approval  of  demutualization  plan 

►  Execute  initial  public  offering  in  1999  that's  fair  for 
company  and  policyholders 

►  Use  MetLife  stock  to  make  acquisitions 

►  Increase  return  on  equity  from  8%  to  15%  industry  norm 

►  Provide  more  financial  services  by  educating  agents 

►  Settle  old  sales  practices  scandal  with  plaintiff's  attorneys 

DATA  BUSINESS  WEEK 


September,  1995.  Benmosche 
ciuickly  rebuilt  MetLife's  sales 
force,  which  was  decimated  by 
a  sales-practice  scandal.  And  he 
has  imported  the  brokerage  in- 
dustry's more  sophisticated 
marketing,  compliance,  and 
technology  to  mutual  life  insur- 
ance, the  laggard  of  the  finan- 
cial-services world. 

Benmosche   also   has  the 
huge  challenge  of  managing 
MetLife's  initial  public  offer- 
ing, which  will  be  a  re- 
markable one-time  distri- 
bution of  about  $20 
billion  to  MetLife 
policyholders. 
Benmosche 
must  divvy 
up  these 
billions 

fairly  among 
MetLife's  small  poli- 
cyholders and  its  60,000 
corporate  policyholders,  some 
12  million  in  all. 

MetLife's  deal  will  be  among  a 
spate  of  insurance  ipos,  including 
Prudential  Insurance  and  John 
Hancock  Mutual  Life  Insurance. 
Indeed,  the  avalanche  of 
equity  will  be  so  large 
that  MetLife  has  to 


ii  This  sleeping  giant  is  no  longer  asleep. 
We're  going  to  wake  up  the  world5f  !P 

—  CEO  ROBERT  BENMOSCHE 


avoid  getting  caught  in  the  glut.  "The 
demutualization  process  is  the  largest 
single  event  in  the  U.  S.  equity  mar- 
kets for  the  next  three  to  four  years," 
says  a  Merrill  Lynch  &  Co.  investment 
banker  "The  industiy  will  create  $100 
[billion]  to  $200  billion  of  new  stock." 
INTERIM  STEP?  Full  demutualization, 
though,  was  not  Benmosche's  first 
choice.  In  fact,  he  was  adamantly  op- 
posed to  it.  In  a  full  demutualization, 
policyholders  would  receive  100%  of  the 
company  in  MetLife  stock.  Instead, 
Benmosche  lobbied  the  state 
of  New  York,  which 
regulates  MetLife, 
to  be  allowed  to 
set  up  a  mutual 
holding  company, 
which  could  sell 
49%  of  itself  with- 
out distributing  that 
stock  to  policyholders. 
The  advantage:  MetLife 
could  go  public  much  more 
quickly. 

But  the  holding  company 
move  could  have  reduced 
policyholders'     stake  in 
MetLife  from  100%  to  51%. 
"They  [MetLife]  were  sell- 
ing their  poHcyholders'  in- 
terests out  from  under 
them,"  says  George  Trum- 
bull, CEO  of  AMP,  an  Aus- 
tralian   insurer  that 
just  demutualized.  Adds 
David  Schiff,  editor  of 
Schiff's  lytsurance  Ob- 
server. "MetLife  is  not 
covered  with  glory." 
Benmosche  now  says 
that  the  holding  com- 
pany would  only  have 
been  an  "interim 
step.  Eventually,  we 
would  have  fully 
demutualized." 
This  fall,  though. 


New  York  lawmakers  rejected  pending 
mutual  holding  company  legislation  be- 
cause it  was  so  unfaii'  to  shareholders. 
Meanwhile,  a  bUl  in  Congi-ess  that  would 
have  pei-mitted  banks  to  buy  mutuals — 
including  MetLife — died.  That  gave 
MetLife  some  breatliing  room.  As  a  re- 
sult, Benmosche  felt  that  his  best  option 
was  to  push  for  a  full  demutualization. 

Without  a  doubt,  Benmosche's  cur- 
rent plan  to  demutualize  treats  policy- 
holders far  more  equitably.  The  plan  is 
quite  novel:  It  would  set  up  a  tmst  that 
would  hold  policyholders'  shares  for 
them,  much  like  a  mutual  fund.  For 
MetLife,  the  trust  would  reduce  the 
huge  administrative  costs  of  semcing  12 
million  shai-eholders — some  four  times 
the  number  of  shareholders  any  U.  S. 
company  has  now.  Yet  shareholders  are 
able  to  hold  on  to  their  stock.  In  many 
past  demutualizations,  small  sharehold- 
ers were  forced  to  sell  their  shares. 
EGO  BOOST.  If  the  deal  goes  through, 
policyholders  might  consider  holding  on 
to  theii'  stock.  With  $172  billion  in  assets 
and  a  strong  brand  name,  thanks  to  the 
use  of  the  "Peanuts"  character  Snoopy, 
MetLife  has  vast  potential — wMch  hasn't 
gone  unnoticed.  Earlier  this  year,  be- 
fore he  approached  Citicorp,  Sanford  I. 
Weill  tried  to  get  Benmosche  to  sell 
MetLife  to  Ti-avelers  Group  Inc.  Months 
later,  Wan'en  E.  Buffett  met  with  Ben- 
mosche about  investing  billions  in 
MetLife.  "It's  a  gi'eat  American  institu- 
tion," says  Benmosche. 

Yet  MetLife's  core  business  of  sell- 
ing whole  life  insurance  to  the  middle 
class  is  in  trouble.  Premiums  paid  for 
new  hfe  insurance  sales  by  MetLife 
agents  have  dropped  for  the  fifth 
straight  year,  to  about  $290  million  in 
1997.  While  agent  productivity  has  in- 
creased, it  is  still  below  the  industry 
average.  At  least  MetLife's  New  Eng- 
land agents  sold  .$247  million  of  new  life 
premiums  in  1997,  up  10%  from  1996. 
And  all  agents'  sales  of  other  financial 
products  are  gi"ovdng.  MetLife's  other 
major  business,  providing  coiporations 
with  insurance  to  offer  their  employ- 
ees, is  going  strong:  It  has  a  22%  mar- 
ket share  here. 

Benmosche  clearly  relishes  being  at 
the  hebn  of  this  vast  emph-e — as  well  as 
the  perks,  which  include  traveling  by 
corporate  jet  and  attending  black-tie 
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MetLife  stopped  losing  agents-and 
productivity  rose-after  Benmosche 
met  with  thousands  of  salespeople 

MIXING  IT  UP  AT  A  CORPORATE  RETREAT  IN  PUERTO  RICO 


parties  such  as  opening  night  at  the 
New  York  Philharmonic,  where  he  is  a 
new  board  member.  And  he  must  have 
enjoyed  being  courted  by  the  most  pow- 
erful men  on  Wall  Street  for  the  prize  of 
helping  MetLife  become  a  public  com- 
pany. For  10  hours  on  July  1,  his  first 
day  as  chief  executive,  Benmosche  was 
wooed  by  five  Wall  Street  chieftains. 
He  chose  Goldman,  Sachs  &  Co.  and 
Credit  Suisse  First  Boston. 

But  despite  the  ego  boost,  Benmosche 
retains  the  common  touch,  undoubtedly 
a  result  of  his  humble  origins.  He  grew 
up  in  the  Catskills  town  of  Monticello, 
N.  Y.  His  father  died  at  the  age  of  50, 
leaving  Benmosche,  then  10,  his  mother, 
and  three  other  young  children.  His  fa- 
ther also  left  a  hotel  and  restaurant, 
wliich  the  family  continued  to  run,  and 
$250,000  in  debt.  During  high  school 
and  as  a  math  major  at  Alfi'ed  Univer- 
sity in  upstate  New  York,  he  paid  for 
most  of  his  tuition  by  driving  a  Coca- 
Cola  Co.  delivery  truck  in  the  simimer. 
Benmosche  was  in  the  Army  dui-ing  the 
Vietnam  War  and  spent  13  months  in 
Korea  in  the  U.  S.  Signal  Corps,  set- 
ting up  field  communications. 

That  set  him  on  a  career  as  a  techie. 
He  worked  as  a  computer  consultant 
from  1966  to  1975,  then  joined  Chase 
Manhattan  Bank  to  work  in  its  sys- 
tems group.  "He  was  one  of  the 
smartest,  hardest- working,  most  intense 
executives  there,"  says  James  C.  Cur- 
vey,  a  Chase  colleague  who  is  chief  op- 


HOW  THE  PROPOSED  METLIFE  TRUST 
WOULD  WORK* 

1.  In  1999,  MetLife  plans  to  convert  to  a  stock 


erating  officer  of 
Fidelity  Invest- 
ments. "He's  very 
results-oriented." 

In  1982,  Ben- 
mosche was  hired 
by  PaineWebber, 
where  he  earned  a 
reputation  as  a 
troubleshooter  who 
stepped  on  toes 
but  got  the  job 
done.  He  first  cre- 
ated a  knockoff  of 
Merrill  Lynch's 
Cash  Management 
Account,  an  all-in- 
one  checking  and 
brokerage  account. 
He  then  headed 
operations  and 

moved  PaineWebber's  back  office  tu  a 
new,  cheaper  facility  just  in  time  to 
weather  the  1987  stock  market  crash. 
Later,  he  headed  systems  and  managed 
1,500  retail  brokers.  "You  love  him  or 
you  don't  Uke  him  at  all  because  of  his 
sometimes  confrontational  style,"  says 
Martin  A.  Stein,  a  vice-chairman  at 
BankAmerica  Corp.  who  has  known 
Benmosche  for  25  years. 
DEMANDING.  Benmosche's  tough  man- 
agerial style  was  put  to  the  test  in  his 
first  years  at  MetLife.  In  1993,  Kamen, 
Benmosche's  boss,  was  confronted  with 
a  temfying  problem.  Agents  in  Met- 
Life's  Tampa  office  were  found  to  have 
sold  life  insui"ance  to  nurs- 
es with  the  iiise  that  it 
was  a  retirement  plan. 
The  ensuing  investigation 
and     publicity  caused 


company.  The  shares  will  be  deposited  into  a  trust.  ^g^nts  to  leave  in  droves, 
 '^..J   and  sales  plummeted.  The 

2.  It  will  allocate  shares  to  its  12  nnillion  policy- 
holders based  on  the  type  of  policy  and  length  of 
ownership.  After  the  IPO,  policyholders  will  get 
an  average  of  about  $1,600  worth  of  stock. 

3.  Policyholders  can  sell  their  shares  at  the 
market  price  commission  free  by  calling  the 
trust.  To  save  money,  shareholders  won't  receive 
stock  certificates  for  their  shares  and  won't  get 
annual  reports  unless  requested. 


*Deal  '.till  must  be  approved  by  the  New  York  State  Insurance  Dept.  and  the  Securi- 
ties &  txchange  Commission 

DATA:  METLIf  E.  BUSINESS  WEEK 


issue  overwhelmed  Ka- 
men, who  had  spent  30 
years  in  MetLife's  legal 
department.  "He  didn't 
understand  the  problem, 
but  he  knew  it  was  big 
and  real  and  dangerous," 
says  Benmosche. 

In  1996,  Kamen  put 
him  in  charge  of 
MetLife's  retail  sales 
force  of  7,800.  Benmosche 
visited  a  number  of 
MetLife's  428  sales  of- 


fices, often  accompanied  by  his  wi 
Denise,  and  met  with  agents  one-o 
one  and  in  large  meetings.  He  pe 
suaded  the  board  to  allow  him  to  foe 
on  agent  retention  rather  than  age 
recruiting,  a  controversial  strategy 
the  time.  Benmosche  refocused  on  co 
pliance  and  productivity.  He  halted  t 
loss  of  agents  and  slowly  boosted  pi 
ductivity  per  agent  from  $19,000 
$23,000.  And  sales  practice  and  serv 
complaints  are  down  50%  from  thi 
peak  in  1994,  says  MetLife. 

As  CEO,  Beimiosche  is  far  more  w 
manding  than  Kamen.  "My  style  waso 
meet  with  the  group  and  let  them  Itid 
me  to  the  right  conclusion.  Not  to  co  f 
in  and  say  what  we  would  do,"  siS 
Kamen.  "Bob  thinks  he  knows  what  e 
should  do.  It's  more  confrontational." 

Benmosche  is  at  liis  best  mixing  wli 
the  troops.  At  a  New  Jersey  confr- 
ence  center  eariier  this  yeai;  he  spat 
four  hours  encouraging  some  40  braiih 
managers  to  stop  blaming  the  comply 
for  their  problems  and  to  take  respi- 
sibility  for  finding  solutions.  He  e^rji 
gave  out  his  direct  office  phone  num  ff 
and  offered  to  meet  "anyone  anytiie 
anywhere"  to  help  resolve  their  issiB. 
His  real  fight,  he  knows,  is  in  le 
trenches,  empowering  employees  90 
change  the  bureaucracy.  Now,  wHi 
the  clock  ticking  to  go  public,  theVs 
no  turning  back. 

By  Leah  Natlians  Sjto 
in  New  IrA- 
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WE  ENABLE  60%  OF  ALL  INTERNET  CONNECTIONS. 
WE  DRIVE  70%  OF  THE  WORLD'S  FAX  MACHINES. 
WE  EMPOWER  80%  OF  CDMA  CELLULAR  PHONES. 


NOT  BAD  FOR  A  COMPANY  NOBODY'S  EVER  HEARD  OF. 


or  more  than  30  years,  Rockwell 
emiconductor  Systems  has,  some- 
/hat  invisibly,  changed  the  way  the 
/orld  communicates.  •  From  PCs  to 
ax  machines.  Printers  to  cellular 
hones.  Video  games  to  corporate 
etworks.  •  Now  we're  announcing 
ne  more  change:  our  name.  •  We 
re  now  Conexant,  the  world's 
irgest  semiconductor  company 
Dtally  dedicated  to  communica- 
ons  technologies. 


Inside  Wall  Street 


J 


BY  GENE  G.  MARCIAL 

FINGERHUT  GETS 
A  GRIP  ON  THE  NET 

Fingerhut  (FHT)  is  getting  ft-esh  at- 
tention ft'om  investors:  Some  pros 
see  the  stock  as  an  important  and  un- 
dervalued Internet  play.  On  Nov.  30, 
the  stock  shot  from  9  to  11  after  the 
company,  a  direct-mail  marketer  of 
housewares,  home  electronics,  and  a 
vdde  range  of  other  products  and  ser- 
vices, reported  unusually  strong  sales 
over  Thanksgiving — helped  by  Inter- 
net shoppers.  Fingerhut  stock  is  up 
50%  so  far  this  year.  One  New  York 
money  manager  says  it  "is  an  easy 
double  in  the  next  6  to  12  months." 

More  and  more  people  see  Fingerhut 
"as  well  positioned  to  become  a  major 
electronic-commerce  player,"  says  ana- 
lyst Michael  Millman  of  Salomon  Smith 
Barney.  Tlie  catalog  merchandisei-'s  "In- 
ternet sizzle,"  he  notes,  stems  from  its 
special  capabilities — from  Web-site  de- 
velopment to  collections  and  back-office 
fimctions. 
A  SURGE  AT  Millman  says 

THANKSGIVING  that  Fingerhut, 
which  brought  in 
William  Lansing 
as  president  last 
May,  plans  to  in- 
crease its  stake  in 
more  Web  sites. 
10'  ■'■  ~li  Currently,  Fin- 
gerhut has  five 
sites  and  a  20% 
stake  in  PC  Flow- 
ers &  Gifts,  an 

q:  ;      Internet  retailer. 

JUNE  I, '98      DEC,  2      Lansing,  a  foiTner 

A  DOLLARS  ^  i    TPi      <-  • 

General  Electric 

DAM  BLOOMBERG  FINANCIAL  MARKETS      ylce-president  for 

business  development,  notes  that  Fin- 
gerhut's  Internet  sales  are  2%-  of  the 
total,  or  more  than  $30  million.  The 
Internet  is  "pretty  much  our  gi'owth 
focus,"  adds  Lansing,  who  was  chief 
operating  officer  at  Prodigy,  an  online 
joint  ventm-e  of  IBM  and  Sears  Roe- 
buck, before  he  went  to  ge. 

To  expand  Fingerhut's  E-commerce, 
the  company  is  working  on  forming 
strategic  partnersJiips  with  seveial  ma- 
jor Internet  players.  Lansing  expects 
Internet  sales  to  more  than  triple,  to 
$100  miUion,  in  1999. 

Finger-hut's  proprietary  database,  an- 
alysts note,  equips  it  to  supply  cHents 
with  credit  inforaiation.  On  the  Inter- 


net, Fingerhut  has  the  advantage  of 
providing  revolving  credit:  Customers 
wary  of  sending  their  credit-card  in- 
foi-mation  across  the  Web,  for  exam- 
ple, could  put  their  tab  on  a  Fingerhut 
revolving  charge  account.  Millman  ex- 
pects Fingerhut  to  earn  90(2  a  share 
in  1998  and  $1.05  next  year. 

AT&T  COULD  BRING 
NEW  ZING  TO  TCI 

It  isn't  at  all  certain  that  AT&T's  pro- 
posed acquisition  of  Tele-Communi- 
cations (tcoma)  will  get  government 
approval:  Some  fear  that  the  merger 
may  harm  competition  in  telephone, 
vidcn,  and  data  services.  Skepticism 
about  the  deal  has 
restrained  tci's 
price  advance — 
from  32  in  mid- 
June  to  41  cur- 
rently. So  why  is 
investment  man- 
ager Ken  Scha- 
pu'o  loading  up  on 
TCI?  There  is  only 
a  modest  down- 
side risk  if  the 
merger  fails — and 
a  gigantic  gain  if 
it  passes  muster, 
says  Schapiro, 
president  of  Con- 
dor Capital  Management,  which  focuses 
on  large-capitalization  teclinology  stocks. 

If  the  deal  fails,  "you're  still  left 
vdth  a  premier  player  in  cable  and  the 
Internet,"  says  Schapiro.  tci  is  the 
second-largest  cable  operator  in  the 
U.  S.  and  has  been  spending  big  to  de- 
velop new  services — including  digital 
cable,  which  will  provide  Internet  ac- 
cess and  phone  sei-vice  over  cable-sys- 
tem lines,  "tci's  digital  cables  provide 
more  bandwidth  than  Baby  Bell  tech- 
nology," he  says.  Besides,  he  adds,  ca- 
ble is  red-hot,  and  "we're  sm"e  another 
suitor  will  emerge  should  at&t  fail  to 
bag  TCI." 

But  if  the  deal  is  approved,  "you 
get  AT&T  stock  at  a  15%-to-20%'  dis- 
count, depending  on  tci's  stock  price," 
notes  Schapiro,  who  thinks  that  AT&T 
under  ceo  Michael  Armstrong  will  be 
flying  high.  With  TCi,  at&t  would  be 
able  to  offer  local  phone  seivice  and  In- 
ternet access  over  TCi's  cable  lines, 
which  are  100  times  as  fast  as  conven- 
tional dial-up  modems,  says  Schapiro. 
He  thinks  that  by  mid-1999,  TCI  stock, 
now  at  41,  will  hit  55. 


SCHAPIRO:  A  giant 
gain  if  the  merger 
passes  nmster 


A  BREATH  OF  FRESH 
AIR  FOR  INHALE 

It  is  unusual  for  a  big  phaiTnaceutict 
house  to  plunk  down  hundreds  c 
millions  for  a  product  still  in  clinics 
trials — and  whose  approval  by  th 
Food  &  Drag  Administration  is  tw 
years  away.  But  that's  what  Pfizer  di 
for  Inhale  Therapeutic  Systems  (inhl 
whose  device  lets  patients  inhal 
drags — including  insulin  for  diabetics 
Last  month,  Pfizer  signed  a  pac 
with  Gemiany's  Hoechst  Marion  Rout 
sel  to  build  a  jointly  owned  plant  i 
Frankfurt,  estimated  to  cost  $500  mi 
lion  to  $800  million,  to  produce  bul 
insulin.  The  two  will  also  help  Inhal 
develop  and  promote  the  inhaled  foni 
"The  Pfizer  and  Hoechst  commitmei 
underscores  the  size  of  the  market  th; 
the  two  drugTnakers  exi^ect,"  says  Ca 
oline  Copithome,  a  biotech  analyst  ; 
Pradential  Securities. 

Pfizer's  pact  with  Hoechst — a  top  ii 
sulin  maker — puts  Inhale's  product  in 
stronger  marketing  position,  she  add 
From  the  insulin  supplied  by  Pfiz( 
and  Hoechst,  Inhale  produces  diy-pov 
der  insulin.  It  also  makes  inhalers. 

On  Nov.  7,  Pfizer,  which  owns  5 
of  Inhale,  started 
Phase  III  trials       HEADY  DAYS 
for   inhaled   in-     AFTER  THE  PACT 
sulin.  Analyst  Pe-  , 
ter  Ginsberg  of  ; 
investment  bank 
Piper  Jaffray  ex- 
pects Inhale  to 
file  with  the  fda 
in  the  first  half  of 

2000,  which  could 
lead  to  approval 
in  early  2001.  He 
reckons  there  are 
4.1  milhon  diabet- 
ics who  could  use 
inhalable  insulin, 
leading  to  poten- 
tial U.  S.  sales  of  $3.3  billion  a  year. 

A  New  York  money  manager  fi- 
ui'es  Pfizer  and  Hoechst  will  produ3 
worldwide  sales  of  $300  million  1? 

2001.  Figuiing  a  modest  15%  royal  ', 
he  calculates  that  Inhale  could  eai 
pretax  $45  million,  or  $3  a  share.  (| 
that  basis,  he  says  the  stock,  now  jt 
31,  is  worth  45  to  50, 
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For  more  coverage  of  the  markets 
visit  our  Web  site  at  businessweek.co 
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The  most  ambitious  business  plan  in  history  will  soon 
be  set  in  motion.  On  January  1,  eleven  EMU  nations 
will  begin  valuing  everything  from  stocks  to  their  national 
debts  in  euros.  As  a  group,  they  will  form  one  of 
the  world's  strongest  monetary  blocs.  A  single  unified 
tront  with  sufficient  clout  to  withstand  the  random 
turbulence  of  today's  international  markets.  The  question 
is    -   how   prepared   are  you   for  what   lies  ahead? 


The  fact  that  ING  is  one  of  Europe's  largest  financial 
institutions  does  not  fully  express  our  readiness  for  the 
euro.  The  real  explanation  lies  in  our  ability  to  think  and 
anticipate  change  as  a  group.  Recently,  this  led  to  our 
acquisition  of  Belgium's  BBL  and  our  strategic  investment 
in  Germany's  BHF  Bank.  It  has  also  resulted  in  the  creation 
of  "euronavigation"  -  a  new  means  of  electronic  banking 
that  allows  companies  to  steer  all  their  international 
cash  management  activities  from  a  single  account.  By  now, 
ING  is  one  of  a  select  group  of  companies  to  provide 
banking,  insurance  and  asset  management  services  on 
a  truly  Pan-European  basis.  This,  we  think,  explains 
how  ready  we  truly  are  for  the  big  event  on  January  1. 
Prepared  to  find  out  what  the  euro  and  ING  can  do 
for  you?  Visit  www.inggroup.com  or  send  an  e-mail  to 
inggroup(a  inggroup.com 

ING 

Trademark  for  integrated  finance. 


ING 
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INTERNET 


ANYTHING  YOU  SELL, 
I  CAN  SELL  CHEAPER 

Buy.com  uses  stealth  technology  to  undercut  rivals 


To  Internet  shoppers,  price  mat- 
ters. A  lot.  Just  ask  Scott  A. 
Blum.  The  :M-yeai-old  founder  and 
chief  executive  of  Buy.com  reprices 
the  30,000  01-  so  products  in  his  online 
computer  store  daily,  if  necessary,  so 
that  he  always  has  the 
lowest  price.  That  way, 
when  Internet-savvy 
shoppers  use  price-com- 
paiing  Web  technology  to 
search  out  the  best  cleal, 
Buy.com  always  comes  up 
on  the  top  of  the  list. 

It's  working.  In  the 
first  11  months  that 
Buy.com  has  been  ship- 
ping computer  gear — 
through  Oct.  31 — sales 
topped  $86  million.  They 
are  currently  running 
close  to  $1  million  a  day, 
and  Blum  expects  they 
will  reach  $120  milhon  to 
$130  million  for  the  cal- 
endar year.  That  puts 
the  fledgling  Aliso  Viejo 
(Calif.)  retailer  on  a  pace 
to  beat  Conner  Peripher- 
al's $113  million  record, 
set  in  1987  in  its  fii-st  full- 
year  sales. 

BLEMISH:  Blum,  had  a 
riin-m  with  the  SEC 


Buy.com  is  betting  that  its  best-price 
guarantee  will  work  as  well  for  $15 
books  and  movies  as  it  does  for  $500 
handheld  computers.  Blum  reckons  that 
if  he  dispenses  with  Web  niceties — say, 
the  cnmiminity-like  feel  of  book  reviews 


Nicole  Vanderbilt  of  market  research 
Jupiter  Communications  in  New  Yor 
"But  with  books  and  music,  there's 
different  dynamic."  Says  Amazon.co 
CEO  Jeffrey  P.  Bezos:  "Customers  wa 
selection,  ease  of  use,  and  a  low  price 
in  that  order." 

Who's  right?  To  be  sure,  Blum  is 
novice  to  the  startup  scene,  though 
record  is  spotty.  A  college  dropout, 
started  his  fu'st  company,  Microbanl 
when  he  was  19,  making  memory  mo 
ules  for  Apple  Macintosh  computers, 
sold  that  outfit  in  1987  for  $2.5  milH 
and  founded  Pinnacle  Micro  Inc.  wi 
his  father,  a  retired  Hewlett-Packa 
Co.  executive.  But  Pinnacle,  which  ma 
optical-storage  systems  for  compute 
ran  into  manufacturing  problems.  T 
years  ago,  Blum  and  other  Pinnacle 


BUY.COM 
ON  THE  MOVE 


OCTOBER,  '96 

Company  founded 


NOVEMBER,  '97 

Buycomp.com  opens 
for  Internet  business 


JULY,  '98  Former 
Apple  CEO  Sculley 
joins  the  board 


AUGUST,  '98  Soft- 
bank invests  $20 
million  ($40  million 
more  in  October) 


OCTOBER,  '98  Sales 
reach  $86  million 


Now,  Blum  has  a  plan  aimed  at  ex- 
tending the  startup's  torrid  pace.  On 
Nov.  16,  he  changed  the  name  of  his 
company  to  Buy.com  from  Buyeomp.- 
com  and  got  into  the  book,  movie,  and 
video  game  mai'kets,  going  head  to  head 
with  the  likes  of  Amazon.com  and 
Reel.com  with  his  Buybooks.com  and 
Buymovies.com.  To  get  a  leg 
up,  Buy.com  is  acquiring  In- 
ternet retailer  SpeedServe  Inc.  from 
Ingi'am  Entertainment  Inc.,  the  coun- 
try's largest  video  and  video  game  dis- 
tributor'. In  exchange,  Ingi-am  will  get  a 
5%  stake  in  the  company,  now  worth 
about  $20  million. 


TECH  llll^mm 


and  chats  on  rival  Amuzon.com's  site — 
and  sticks  with  bargain-basement  deals, 
Buy.com  will  carve  out  new  ground. 
"We're  going  for  someone  who  knows 
what  they  want  and  wants  it  for  the 
best  pi'ice,"  he  says.  "We're  trying  to 
keep  our*  site  simple,  effective,  and  easy 
to  use — not  clutter*ed  with  a  lot  of  links 
and  long  reviews  and  stuff."  In 
short,  Blum  figiu'es  cybernauts 
may  browse  at  Amazon  but  plunk  their 
money  down  at  Buybooks.com. 

Or  will  they?  Some  experts  are 
doubtful.  "The  sur-veys  we  do  say  that 
price  is  a  huge  factor  in  getting  con- 
sumers to  buy  online,"  says  analyst 


NOVEMBER,  '98 

Announces  acquisi- 
tion of  Internet  book 
movie,  and  game 
business  from  Ingran 
Entertainment.  Name 
changed  to  Buy.com 


ficials  settled  char-ges  by  the  SecurilSf 
&  Exchange  Commission  that  the  cci- 
pany  had  used  improper  account.^ 
practices  to  inflate  sales  and  ear-nings.u 
the  settlement,  Blum  neither  admitsc 
nor  denied  any  wrongdoing. 
CEO  SEARCH.  Today,  Blum's  backrf 
shrug  off  his  rim-in  with  the  SEC".  "^f 
like  to  invest  in  entrepreneur's  with  k- 
perience,  good  or  bad.  He  r-an  into  prb 
lems  but  lear-ned  a  lot,"  says  E.  Sdi 
Russell,  a  Buy.com  dir-ector  and  gen<a 
partner  at  Softbank  Technology  Vn- 
tui'es,  which  spent  $20  million  for  a  ]9( 
stake  in  Buy.com  in  August.  In  Octosr, 
parent  Softbank  Holdings  Inc.  cameip 
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SUCCESS  IS  A  DIRECT  RESULT  OF  AMBITION, 
CONNECTIONS,  OR  A  REALLY  GOOD  TO-DO  LIST. 


4^ 


''"'ess*" 


0  do  v^^'' 


Itemize,  categorize,  and  prioritize  everything  you  need  to  do.  Conquer  a  goal  with  each 
box  you  check.  And  that's  just  the  to-do  list  With  the  Palm  IIT  connected  organizer,  you 
can  store  thousands  of  contacts  and  years  of  schedules.  Even  exchange  that  information 
back  and  forth  with  your  PC  and  our  HotSync'  technology.  So  when  everything 
you  need  is  right  at  your  fingertips,  who  needs  a  corner  office''  Palm  Computing' 
connected  organizers  start  as  low  as  $249'  To  learn  more,  visit  www,palm  com. 


"II  pnre':  ihnwr  are  US  suggested  ^r'f.-iii  I  i        -      -..i         ■  i,    ,         ^  ■ 

r/.-irp  jr  ri  -v  "^l  for  Macintosh  ci)m  >'i  ■ 

i  ri-   1    l(  'XKipKlftViMrt'nOi.MJi',. 
ingo,  diij  Wk  Palm  ii!  logo  ate  UoUc-';o;k.,  ur  raiin  >i;iii;ji  :  i  l;,  1ii>    u         -   ..ji po^d  i-ui    ^  ii  ^  3, 

pioducts  and  brand  names  may  be  irademoflrs  or  (eoistereti  tradsmatks  c-t  Their  respective  Oivricfi  ' 


More  connected.' 
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with  $40  million  for  an  additional  10%, 
valuing  the  company  at  $400  million. 

The  blemish  on  Blum's  track  i-ecord, 
however,  has  prompted  him  to  launch  a 
search  for  a  ceo  who  would  have  credi- 
bility vdth  Wall  Street.  The  company, 
which  plans  to  go  public  early  next  yeai; 
should  have  a  new  chief  executive  in 
place  by  then.  "Because  of  my  past, 
we're  bringing  in  a  new  ceo  with  the 
intent  of  taking  the  company  public  eai'- 
ly  next  year,"  Blum  says.  "And  I  as- 
sembled a  gi'eat  board  so  that  I  could 
go  to  them  to  get  answers."  Ingram 
Entertainment  ceo  David  B.  Ingram 
resigned  Nov.  6  ft'om  the  board  of  In- 
gi"am  Micro  Inc.,  which  packs  and  ships 
Buy.com  orders,  so  that  he  could  take  a 
seat  on  Buy.com's  board  once  his  deal 
closes.  Other  directors  include  former 
Apple  Computer  c:eo  John  Sculley  and 
PepsiCo  co-founder  Donald  Kendall  Sr 
SECRET  WEAPON.  Blum's  success  does 
not  depend  solely  on  selling  goods.  With 
computer  gear,  he  uses  low  prices  to 
drive  customers  to  his  site,  which  then 
sells  advertising  to  the  manufactiu'ers  it 
represents.  BuyPrinters.com,  for  exam- 
ple, has  an  opening  page  with  12  ads 
that  go  for  $8,000  a  month  each,  and 
there  are  more  than  (500  such  pages  on 
the  BuyComp.com  site.  The  company 
stocks  no  inventoi-y.  Instead,  it  depends 
on  Ingram  Micro  in  neighboring  Santa 
Ana,  Calif.,  to  fill  orders  the  same  day. 

Buy.com's  secret  weapon,  though,  is  a 
stealth  technology  that  allows  its  com- 
puters to  crawl  thi'ough  other  Web  sites 
and  feiTet  out  rivals'  prices.  Instead  of 
landing  on  their  sites  with  a  high-speed 
connection  from  a  single  Internet  ad- 
dress— which  would  alert  them  and  let 
them  block  Buy.eom — the  company  has 
set  up  hundreds  of  accounts  with  In- 
ternet service  providers,  using  low- 
speed  modem  connections.  Each  one  hits 
a  rival  site  no  more  than  seven  times, 
looking  only  like  a  curious  consumer. 
Once  the  lowest  price  is  determined, 
Buy.eom  undercuts  it  and  sends  it  off  to 
price-comparing  search  engines,  which 
present  it  to  shoppers  the  next  day. 

Blum's  ambitions  don't  stop  at  books 
and  movies  either.  Coming  next  year: 
music,  with  BuyMusic.com  and  even 
BuyJazzMusic.com.  He  has  locked  up 
the  Internet  addresses  BuyCars.com, 
Buylnsurance.com,  and  even  Buy- 
Cheeseburgers.com — all  told,  3,000  Web 
addresses  starting  with  "Buy."  And  just 
in  case  there's  any  confusion  about  his 
game  plan,  he  owns  a  couple  of  Web 
addresses  that  he's  holding  in  reserve. 
One  of  them:  10percentoffAmazon.com. 

By  Larry  Armstrong 
in  Aliso  Viejo,  Calif. 


NOW,  THAT'S 
LONG  DISTANCE 

Foreign  telcos  are  speed-dialing  into  the  U.S.  market 


It  wasn't  your  typical  promotion  for 
long-distance  phone  service.  In  late 
September,  Telefonos  de  Mexico  or- 
ganized a  soccer  toiuTiament  on  sev- 
eral dusty  fields  around  T\icson.  As  play- 
ers on  14  teams  from  Mexico  and  14 
teams  fi-om  Arizona  scjuared  off  against 
each  other,  Telmex  pitched  phone  ser- 
vice— not  just  to  the  Mexican  fans  but 
to  the  Americans  as  well.  Thanks  to 
the  Fedei'al  Communications  Commis- 
sion's approval  of  its  application  in  Sep- 
tember, Telmex  has  started  selling  its 
service  to  U.  S.  customers  and  is  at- 
ti-acting  about  350  a  week.  That's  a  pit- 
tance compared  with  the  tens  of  thou- 
sands of  customers  at&t  nabs  weekly, 
but  it's  an  attention-getting  start  for  a 
12-week-old  business  operating  in  just 
five  cities.  "Both  AT&T  and  MCi  ai'e  sting- 
ing over  how  well  Telmex  is  doing 
here,"  says  analyst  Scott  Cleland  of 


Legg  Mason  Inc.'s  Precursor  Grop 
And  Telmex  is  just  the  beginni: 
Tlie  Me.xican  canier  is  pait  of  a  wavt 
foreign  telecom  players  that  is  cr;ii 
ing  into  the  U.  S.  market  and  for  i 
fast  time  offering  a  viable  alteniativir 
U.  S.  providers  on  a  broad  ranger 
communications  services.  Their  coIj 
tive  nwket  shai'e  is  just  2%  of  the  L] 
mai'ket,  according  to  Dataquest  Inc. 
it's  sure  to  rise:  In  the  past  year, 
FCC  has  gi-anted  48  licenses  for  o\l 
seas  players  to  begin  offering  serv 
in  the  domestic  market,  though  on\\i 
are  actively  doing  so  today. 
LOWER  RATES.  Wliat  the  foreign  pla\»" 
are  gunning  for  is  the  biggest  teleio 
market  in  the  world — $200  billiori 
long-distance,  local,  data,  and  Intei^ 
service  revenues.  "It's  not  a  full-su 
invasion  yet,  but  we'll  probably  see  )j 
ays  from  most  of  [the  major  fortip 
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Killer  C( 


Please  show  your  commitment  to  safe  and  sober  driving 
by  tying  a  MADD  ribbon  to  your  car  Get  a  free  ribbon  from  your  Allstate  Agent, 
local  Mothers  Against  Drunk  Driving  chapter,  or  call  I -888-ALLSFTY. 
Being  in  good  hands  is  the  only  place  to  ber 


/llisiate 

Yavtre  ingood  handa 
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carriers],"  says  Melinda  Mullet,  a  direc- 
tor at  consulting  firm  Ailhiu*  Andei'sen 
&  Co.  Among  the  most  aggi'essive  new- 
comers are  Telmex.  Japan's  Nippon 
Telegraph  &  Telephone  Corp.,  and 
Britain's  Cable  &  Wireless  PLC. 

The  implications  could  be  profound. 
Foreign  earners  are  bringing  a  much 
needed  dose  of  competition  to  the  tele- 
com mai'ket  just  as  consolidation  is  whit- 
tling down  the  number  of  domestic  play- 
ers. Consider  this:  A  month  before 
Telmex  started  selling  its  low-cost  ser- 
vice in  the  U.  S.  in  conjunction  with 
Sprint  Coip.,  AT&T  cut  its  rates  from 
the  U.  S.  to  Mexico.  Now, 
AT&T's  rates  to  Mexican 
border  towns  are  25(2  a 
minute,  down  from  49?. 
"That  makes  it  tougher 
for  us  to  compete,  but  it's 

good  for  consimiers,"  says   

Luis  Lopez,  chief  execu- 
tive of  the  Telmex  opera- 
tion in  the  U.  S.  at&t  says 
its  rate  changes  are  not 
in  response  to  Telmex. 

Corporate  clients  are 
likely  to  benefit  even 
more  than  consumers 
from  the  foreign  influx. 
Both  NTT  and  Cable  & 
Wu'eless  PLC  are  focusing 
on  the  business  market 
because  monthly  bills 
tend  to  be  much  larger — 
and  profits  fatter.  In  Sep- 
tember, the  British  earn- 
er, which  has  offered 
long-distance  service  in 
the  U.S.  for  about  20 
years,  spent  $1.75  bilhon 
to  buy  the  Internet  assets 
of  the  former  MCi  Com- 
munications Cor-p. 
FCC  CHEERS.  Now,  Cable 
&  Wii-eiess,  with  a  $1  bil- 
lion business  in  the  U.  S.  already,  vrill 
market  a  full  range  of  data  and  voice 
services  to  its  traditional  customer  base 
of  small  and  midsize  companies.  It  also 
plans  to  target  large  multinational  cor- 
porations that  can  benefit  from  its  assets 
in  Eiu'ope  and  Hong  Kong.  "We'i-e  going 
to  have  a  much  stronger  U.  S.  presence 
than  we've  ever  had,"  says  Cai'l  Grivner, 
CEO  of  Cable  &  Wireless'  operations  in 
the  Western  hemisphere.  "We  are  posi- 
tioned to  connect  all  the  dots  for  our 
customers." 

They're  not  the  only  ones.  Veiy  qui- 
etly, NTT  is  building  a  strong  position  in 
the  U.  S.  After  receiving  FCC  approval 
to  offer  a  full  range  of  telecom  sei-vices 
in  September,  the  Japanese  earner  is 
marketing  primarily  to  Japanese  com- 


THE  BRITISH  (THE  MEXICANS 
AND  THE  JAPANESE)  ARE  COMING 

Foreign  carriers  in  the  U.S.  market 


NIPPON  TELEGRAPH  &  TELEPHONE 


Given  the  green  light  to  offer  service  in  the  U.S.  in  September, 
NTT  is  targeting  large  businesses,  primarily  from  Japan,  with  a 
combination  of  voice  and  data  services.  It  has  invested  a  total 
of  $200  million  in  Internet  service  provider  Verio  and  wireless 
pioneer  Teligent  so  it  can  offer  innovative  services  to  its 
corporate  customers. 


TELEFONOS  DE  MEXICO 


Telmex  is  marketing  long-distance  and  international  services  to 
Mexican  consumers  in  the  U.S.  With  grassroots,  face-to-face  mar- 
keting, the  company  is  adding  about  350  customers  a  week.  It  has 
drawn  fire  from  AT&T  and  others  for  using  the  Mexican  market  as 
a  profit  haven  even  as  it  has  entered  the  U.S. 


GABLE  &  WIRELESS 


With  its  $1.75  billion  purchase  of  the  former  MCI  Communica- 
tions' Internet  assets  in  September,  the  British-based  carrier  has 
suddenly  become  a  major  player  in  the  U.S.  market.  It's  beginning 
to  target  multinational  corporations  based  here  with  a  full  range 
of  data  and  voice  services. 


panics  in  the  U.  S.  It  has  attracted  close 
to  100  corporate  customers  and  plans 
to  win  more  by  offering  services  far 
snazzier  than  plain-vanilla  phone  ser- 
vice, says  Keisuke  Nakasaki,  ceo  of  ntt 
America.  It  invested  $100  million  in  Net 
service  provider  Verio  Inc.,  based  in 
Englewood,  Colo.,  so  it  can  supply  users 
with  high-speed  Net  links.  It  put  an- 
other $100  million  in  Teligent  Inc.,  a 
Vienna  (Va.)-based  firm  that's  developing 
an  innovative  wii'eless  sei^vice  to  provide 
speedy  data  hookups  to  customers  who 
don't  have  access  to  fiber-optic  lines. 

Not  that  NTT  is  ignoring  cost  as  a 
means  to  win  customers.  iHi  Inc.,  a 
Tokyo-based  manufacturer  of  heavy 
equipment  such  as  machineiy  and  air- 
craft engines,  svritched  its  New  York 


office's  telecom  business  to  ntt  cutti 
its  expenses  by  20%.  Now,  Hisaka 
Eto,  iHi's  corporate  secretary  and  tn 
siu-er,  is  studying  whether  to  shift  mc 
U.  S.  business  to  ntt.  "Their  phone 
vice  is  very  good,"  says  Eto. 

The  FCC  is  largely  cheering  on 
anival  of  the  foreign  carriers.  The  r( 
ulators  want  to  promote  as  many  alt^ 
natives  as  possible.  "We  welcome  co 
petition  in  this  country  from  whoe 
wants  to  serve  U.  S.  consumers,"  s£ 
FCC  ChaiiTnan  WiUiam  E.  Kennard. 

But  all  is  not  rosy.  The  FCC  is 
quiring  that  foreign  markets  be  open 
to  competition  before 
allows  telecom  play 
from  those  markets  ii 
the  U.  S.  What's  more 
wants  the  costs  of  inti 
national  calling  to  fall- 
it's  pushing  for  drops 
so-called  settlement  rat 
These  are  the  charg 
that  U.  S.  callers  pay 
have  a  call  completed 
say,  Mexico  or  Fran 
They  range  from  5(2 
minute  in  Sweden  to 
high  as  $5  a  minute 
Afghanistan.  The  FCC  \ 
published  its  own  hem 
mai'ks  for  all  intematioi 
settlement  rates. 

That  sort  of  unilate: 
regulation  doesn't  sit  w 
with  some  carriers.  T 
mex,  for  one,  has  argv 
that  it  needs  to  k 
settlement  rates  high 
fimd  improvements  to  t 
phone  network  in  Mexi 
where  only  1  in  10  p( 
pie  have  phones 
agi'eed  to  meet  the  FC 
benchmark  of  19c  a  m 
ute  in  January,  2000,  1: 
it  wants  to  keep  the  rate  at  34.5<i 
minute  in  1999.  On  Nov.  24,  Kenm 
called  the  1999  r*ate  "unacceptable"  a 
asked  that  it  be  reduced. 

What  happens  if  Telmex  and  Mex 
reftise  to  r-evise  theu-  settlement  rat{ 
Although  it's  the  most  extr'eme 
course,  the  FCC  is  considering  revoki 
Telmex'  right  to  offer  phone  sei-vice 
the  U.  S.,  according  to  sources  at  t 
commission.  Mor-e  likely,  Telmex  v 
r*each  some  sort  of  compromise  with  t 
FCC  to  continue  operating  in  the  U 
That  means  Telmex'  soccer  touri 
ments — hke  the  benefits  of  more  teleo 
competition — are  likely  to  continue 
the  futui'e. 

By  Peter  Elstrom  in  New  York,  w 
Catherine  Yang  in  Washington,  D.  C 
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SEWING  UP  JAPAN'S 
ILSO-RANS 


in  new  ad  campaigns  jump-start  second-tier  carmakers? 


'ith  Toyota  Motor  Corp.'s  huge- 
ly successful  Camry  line  and 
Honda  Motor  Co.'s  Accord 
family  sedan,  the  Japanese 
luld  seem  to  have  executed  a  near- 
rfect  infiltration  of  the  U.  S.  car  mar- 
t.  Except  for  one  thing.  There's  a 
lole  slew  of  second-tier  Japanese  car- 
tkers  whose  fortunes  here  have  been 
•  more  precarious. 

For  years,  me-too  Japanese  carniak- 
5,  including  Nissan,  Mazda,  and  Mit- 
jishi,  have  had  little  to  set  them  apart 
im  one  another  or  from  the  Toyota 
d  Honda  juggernauts,  except  for  this 
mth's  hot  deal.  Now,  with  their  sales 
free  fall,  these  imports  are  turning  to 
inding  in  a  big  way  as  they  scramble 

come  up  with  a  distinguishing 
aracteristic  other  than  the  ubiq- 
.ous  rebates,  incentives,  and 
ver  prices.  They're  ditch- 
l    their  longtime 
encies  and  adver- 
ing  slogans  and 
inching  ambitious 

campaigns  that 
mbine  punk-rock 
undtracks  with  cut- 
ig-edge  comput- 

graphics.  And 
itead  of  price, 
ey're  pushing 
erything  from 
oduct  special- 
ition  to  styling 
d  performance. 
Certainly,  new  tactics  are 
Ued  for.  For  the  majority  of 
panese  carmakers,  the  once- 
active  U.  S.  market  has  become 
drain  on  profits.  Detroit's  Big  Three 
e  catching  up  to  the  Japanese  in  qual- 
J  and  reliability.  And  in  a  field  of  look- 
ke  Japanese  vehicles,  buyers  are  flock- 
g  to  Toyota  and  Honda.  Both  have 
lined  more  than  a  point  of  market 
.are  since  1994,  with  Toyota's  sales  for 
e  period  up  13%  and  Honda's  19%. 
eanwhile,  other  Japanese  producers 
ive  seen  North  American  sales  slide, 
ast  year,  Nissan  sales  were  off  6% 


from  1994.  The  smaller  companies  are 
having  an  even  tougher  time,  vrith  Maz- 
da down  41%,  Mitsubishi  18%,  Isuzu 
22%,  and  Suzuki  off  13%  in  the  impor- 
tant U.  S.  market.  "Toyota  and  Honda 
estabhshed  themselves  as  the  preferred 
brands,"  says  John  P.  Wolkonowicz,  a 
consultant  at  Arthui*  D.  Little  Inc.  "The 
others  have  just  been  forgotten." 

Will  the  hip  new  ad  campaigns  jar 
car  shoppers'  memories?  Forging  an 
identity  requires  a  product  to  match  an 


image.  But  so  far,  the  new  commercials 
seem  to  be  a  lot  catchier  than  the  cars, 
which  have  yet  to  change.  While  some 
companies  are  seeing  improvement, 
most  have  yet  to  come  close  to  recoup- 
ing years  of  losses.  "If  they  can't  get  the 
package  right,  even  if  the  brand  cam- 
paigns are  wonderful,  they're  not  going 
to  get  anywhere,"  says  Wolkonowicz. 

The  stampede  into  branding  by  the 
second-tier  Japanese  car  companies  was 
sparked  by  the  remarkable  success  in 
the  mid-'90s  of  Subaru  of  America  Inc., 
a  perennial  laggard,  which  put  itself 
into  high  gear  with  a  revamped  car 
lineup  backed  by  a  smart  branding  cam- 
paign. In  1992,  the  subsicUary  of  Japan's 
Fuji  Heavy  Industries  Ltd.  was  bleed- 
ing $20  million  a  month  in  the  U.  S. 
Even  a  $2,000  rebate  wasn't  enough  to 
Im'e  buyers  for  its  Legacy  sedans.  Al- 
though Subaru  had  long  offered  all- 
wheel-drive  cars  in  the  U.  S.,  it  had 
never  emphasized  the  feature  in  its 
marketing. 

THANKS,  MATE.  Finally,  in  1992,  with 
the  sport-utility  craze  in  full  swing,  Sub- 
aru made  a  gutsy  decision:  It  dropped 
all  of  its  front-wheel-drive  cars  in  fa- 
vor of  all-wheel-drive  models  ex- 
clusively. Then,  in  1995,  it  added 
the  Outback,  a  Legacy  with 
bigger  tires  and  more  ag- 
gi-essive  styling.  Subaru 
backed  up  the  move 
with  a  splashy  ad 
campaign  featuring 
Paul  Hogan,  of 
Crocodile  Dundee 
fame,  to  establish 
the  brand  as  a 
rugged,  off-road  alter- 
native to  a  truck.  "We 
decided  we  weren't 
going  to  fight  head  to 
head,"  says  Subaru 
President  George  T. 
Muller. 

The  Outback  was  an 
immediate  hit  in  the 
U.  S.  Subaru  followed  it 
up  with  a  smaller  version 
based  on  its  Impreza  wag- 
on and  more  recently,  intro- 
duced the  Forrester.  The 
rollout  is  working:  Subaru's 
sales  will  top  $3  billion  this  year, 
and  Muller  says  it  will  post  record 
profits  as  well. 

Subaru's  success  has  spawmed  imita- 
tors. American  Isuzu  Motoi*s  Inc.,  which 
sells  truck-based  spoit-utOity  vehicles,  is 
taking  a  similar  tack  with  its  current 
"no  cars"  campaign.  Of  the  Isuzu  Rodeo, 
for  example,  one  spot  says:  "Don't  call  it 
a  car.  It  gets  mad."  But  it  faces  a  much 
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more  crowded  field.  Its  Ti-ooper  goes 
head  to  head  with  Ford  Motor  Co.'s  Ex- 
plorer and  Toyota's  Land  Cruiser.  The 
company  has  also  dropped  its  longtime 
sponsorship  of  the  Isuzu  Celebrity  Golf 
Challenge  in  Lake  Tahoe  to  focus  ex- 
clusively on  such  high-perfonnance  en- 
durance sports  as  the 
Tour  de  France  and 
the  Ironman  Ti'iathlon. 
Through  October,  sales 
ai'e  up  8%  over  last  year. 
"High  performance  and 
personal  achievement 
translate  into  those 
sports,"  says  Marketing 
Vice-President  Joseph  L. 
Fellona.  "We  want  to 
take  that  image  as  oiu"s." 

But  for  caiTnakei-s  with 
a  broader  product  line, 
staking  out  a  unique  im- 
age is  a  tougher  proposi- 
tion. Nissan  has  become 
a  poster  child  of  sorts  for 
the  cai'-advertising  indus- 
try. It  was  fii'st  to  take  a 
huge,  half-billion-dollar 
step  into  brandmg  with  a 
quirky  campaign  two 
years  ago  starring  an 
enigmatic  Japanese  char- 
acter, Mr.  K.  The  ads  at- 
tempted to  poitray  Nis- 
san as  a  slightly  hipper 
car  company.  But  con- 
sumers failed  to  respond, 
and  dealers  rebelled.  The 
company  has  retreated  to 
safe  but  wordy  print  ads 
and  a  tv  campaign  that 
emphasizes  perfomiance. 
"The  brand  campaign 
brought  us  likability,  but 
it  did  not  focus  on  our 
products,"  says  a  Nissan 
vice-president,  Michael  J. 
Seerg>'.  As  a  result,  Nis- 
san found  itself  mii-ed  in 
the  same  old  price-war 
game.  "In  the  long  nm.  it 

hiut  us,"  says  Seergy.  

PRICE-DRIVEN.  Nissan's 
failui'e  has  not  deteiTed 
Mazda  Motor  of  America  in  Irvine, 
Calif.,  which  has  entered  the  hi-anding 
fi'ay  this  year.  The  carmaker  iast  fall 
hired  Southfield  (Mich.)-based  W.  B. 
Doner  &  Co.,  known  for  quirky,  iiu- 
morous  advertising,  to  manage  its  $S2{) 
million  annual  ad  budget,  replacing 
Foote  Cone  &  Belding,  its  agency  of 
24  years.  Doner  came  up  with  the  new 
Mazda  slogan  "Get  in.  Be  moved," 
which  it  used  to  successfully  launch  the 
new  Miata  this  spring.  Now,  it's  using 


the  same  tag  line  for  the  new  Protege, 
a  subcompact  targeted  to  twenty- 
sometliing  professional  women.  The  ads, 
aimed  at  Generation  X,  use  a  sound- 
track based  on  the  tune  of  The  Nails' 
'80s  hit  88  Lines  Abo^it  i4.  Women. 
U.  S.  sales  are  up,  but  Mazda  officials 


CARS  IN  SEARCH  OF  PERSONALITIES 


ISUZU  Desperately 
seeking  extreme 
sports  fanatics. 
Event  sponsorships 
such  as  the  Eco 
Challenge  and  Iron- 
man  Triathlon 
bolster  ads  featur- 
ing rock  climbers 
and  snarling  wolves. 


MITSUBISHI  For 

yuppies  who  still 
think  young. 
Hip-sounding 
score  paired  with 
such  comments 
as  "No  one  will 
ever  notice 
the  baby  seat." 


MAZDA  Driving 
straight  for  Gen  X. 
Jumpy  ads  combine 
animation  and  live 
action  with  an 
updated  rock  sound- 
track peppered  with 
cyberslang.  Fans 
can  visit  the 
characters  at 
the  Mazda  Web  site. 


say  price  is  still  the  key  driver.  "Every- 
one in  this  industry  is  still  focused  on 
the  deal,"  says  Richard  N.  Beattie,  (:eo 
for  Mazda  North  American  Operations. 

Why  aren't  the  new  ads  working? 
Car  experts  say  the  problem  is  the 
cars.  The  trouble  with  all  the  new  liigh- 
conci  pt  ads  is  that  the  message  doesn't 
alway ;  match  the  machine.  Citing  Maz- 
da's cui'rent  "Get  in.  Be  moved,"  Wesley 
R.  Brown,  an  analyst  at  market  re- 
searcher Nextrend  in  Thousand  Oaks, 


Calif.,  asks:    "By  what?  It's  a  vei 
strong  idea,  but  unfortunately,  the  on. 
car  in  Mazda's  lineup  that  remote) 
moves  the  emotions  is  the  Miata."  Ca 
makers  ai-e  tiying  to  remedy  that  prol 
lem.  Mazda  plans  its  first  suv  next  yej 
Meanwhile,  Nissan  is  tinkering  with 
updated  version  of  its 
sports  car.  "Nothing  w 
improve  until  we  pri 
duce  some  good  veh 
cles,"    says  Yoshikas 
Hanawa,  president 
Nissan  Motor  Co. 
X  FACTOR.  Japanese  ca 
makers  are  also  har 
pered  in  their  bran 
building  efforts  by  one 
the  groups  they're  ta 
geting.  Toyota  and  Ho 
da  have  successfully  br< 
loyalty  among  the  bal 
boomers.  Many  of  tl 
new  ads  from  the  Jap 
nese  carmakers  targ 
Generation  X — a  dem 
graphic  uniquely  resi 
tant  to  image  adverti 
ing.  Subaru,  for  all 
success  selling  the  Ou 
back,  had  a  huge  misfi 
in  the  early  '90s  when 
attempted  to  woo  G( 
Xers  with  an  ad  featu 
ing  a  young  man  coi 
paring  his  car  to  pui 
rock.    Already,  criti 
have  panned  the  Mazi 
Protege  ad  as  too  ob 
ous  to  appeal  to  this  ge 
eration  of  mai'keting  cy 
ics.  "Don't  tiy  to  be  wh 
you  ai-en't  is  the  messa 
Generation  X  tell  ui 
says  BrowTi. 

All  this  leaves  t 
Japanese  cannakers  b: 
tling  a  formidable  ros 
block:  consumer  hab 
For  the  better  part  ol 
decade,  car  buyers  ha 
turned  to  Toyota  a^ 
Honda  for  quality  a\ 
the  rest  of  the  Japants 
field  for  a  good  deal.  Janet  Babbitt,  r 
example,  picked  up  her  '99  Mazda  ]V| 
lenia  fi'om  a  New  Jei"sey  dealer  right  I 
ter  Thanksgiving.  Why  Mazda? 
points  to  the  sleek  styling  and  spoif 
handling,  but  the  bottom  line  is  th| 
"We  got  a  tenific  interest  rate:  3.9';| 
Car'makers  are  going  to  have  to  gie 
consumei's  what  they  want:  cars  tit 
appeal  to  their  minds  as  well  as  thi 
hearts.  I 
By  Larry  Armstrong  in  Los  A)>!i>'S 
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and  best  Web  sites  use  Oracle. 


Oracle"  is  the  foundation  of  the  Internet. 


ORACLe 


Microsoft 


From  Amazon.com  to  Yahoo!,  the  most  popular  Web  sites  depend  on  Oracle's  ability  to  handle  huge  numbers  of  users  and 
enormous  quantities  of  information — text,  images,  audio,  videcj — everything.  In  fact,  nearly  70%  of  the  Internet's  top 
e-commerce  sites  use  Oracle'.  And  with  the  introduction  of  OracleS/'",  things  will  get  even  better.  To  find  out 
why   Oracle   is   the   foundation   ot   the   Internet,   visit   us  at 
titi'u:oracle.comlinfnl25   or  call    1-800-633-0517,  ext.  18924. 


D1998  Oracle  Girporation  All  nghcs  rt-strved.  Oracle  is  a  registered  trademark  and  OracleS/  is  a  trademark  ot  Oracle  Corporation  All  other 
lames  may  be  trademarks  of  their  respective  owners      •)9S  Collaborative  Marketing  Survey 
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FITNESS 


HOW  NORDICTRAGK 
LOST  ITS  FOOTING 

An  infomercial  pioneer's  fast  ride  from  mega-sales  to  Chapter  1 1 

Hut  so  long  ago,  an  insomniac  could 
barely  get  through  a  late-night 
channel  surf  without  running  into 
an  ad  for  NordicTrack.  And  the  satura- 
tion-ad strategy  worked.  By  1993,  sales 
of  its  cross-counti-y-ski  machines  were 
heading  toward  $500  million  a  year.  By 
last  October,  NordicTrack  was  in  Chap- 
ter 11.  In  this  day  of  bulging  bellies 
and  short  attention  spans,  fitness  ma- 
chines come  and  go  like  so  many  post- 
holiday  diets.  But  how  did  this  pioneer 
of  infomercials  fall  so  far  so  fast? 

For  starters,  NordicTr-ack  was  a  vic- 
tim of  its  machine's  durability.  Lots  of 
golfers  and  tennis  players,  for  example, 
never  stop  looking  for  a  longer-driving 
club  or  a  racquet  with  a  sweeter  spot. 
But  once  you  have  a  NordicTr-ack,  you 
never  need  another  one.  In  an  indus- 
try in  which  impulse  buyers  seek  get- 
thin-quick  solutions,  NordicTrack  got 
hammered  by  a  barrage  of  contraptions 
to  flatten  stomachs  and  harden  thighs. 

NordicTrack's  somewhat  complicated 
machine  cost  an  average  of  $599,  hun- 
dreds of  dollars  more  than  many  of  its 
rivals.  Requiring  coordinated  movement 
of  the  arms  and  legs,  it  pushed  users 
harder  than  the  less  daunting  treadmill, 
whose  sales  have  recently  been  revived 
by  aging  baby  boomers.  Besides  all  that, 
management  fumbled  an  expansion  into 
retail.  "We  weren't  as  nim- 
ble as  we   should  have 
been,"  says  NordicTrack 
Inc.  President  William  E. 
Shepard  with  some  under- 
statement. Shepard,  who 
was  sent  in  by  cml  three 
months  ago,  is  dismantling 
its  nearly  empty  Chaska 
(Minn.)  headquaitei-s,  which 
once  housed  400  workers. 
It's  now  down  to  25. 
PALTRY  BID.  From  a  peak  of 
$477  million  in  1993,  NordicTr-ack  sales 
slid  to  $267  million  in  1997,  a  44%  de- 
cline. Over  the  past  three  years,  Nordic- 
Tj-ack  posted  nearly  $217  million  in  op- 
erating losses  for  its  parent,  cml  Group 
Inc.  in  Acton,  Mass.  CML  also  owns  the 
Smith  &  Hawken  gardening-products 
catalog  and  retail  stores,  which  turned  a 


small  profit  this  year.  One  measure  of 
NordicTrack's  descent  came  on  Nov.  30, 
when  ICON  Health  &  Fitness  Inc.,  the 
Utah-based  owner  of  brands  hke  Welder 
weight-training    products    and  the 
HealthRider  aerobic  machine,  offered  a 
paltry  $6.6  million  to  the 
bankruptcy  court,  mostly 
to  use  NordicTrack's  well- 
known  brand  name. 

Still,  compared  with 
most    exercise  gizmos. 


"We  need 
what 

Volkswagen 
did,"  says  the 
president.  "We  need 
our  own  new  Beetle" 

NORDICTRACK'S  WILLIAM  SHEPARD 


NordicTrack  was  a  marathoner  in  thcf^ 

billion-a-year  market  for  fitness  la 

chines.  Started  in  a  basement  by  ]\n 

nesota  inventor  Ed  Pauls  in  1976,  i 

company  rode  the  first  wave  of  the  it 

ness  boom  and  quickly  made  a  mrl 

with  innovative  direct  marketing,  p  > 

ads,  and  an  800  number  By  1986,  ai 

by  a  spike  in  cross-country  skiing,  P': 

sold  out  to  CML  for  $22  milhon.  Gro 

was  meteoric. 

By  the  time  NordicTrack  peake( 

1993,  the  home-fitness  biz  was  dive 

tying  and  newcomers,  such  as  abdoni 

tighteners  and  aerobic  riders,  \\ 

stealing  NordicTrack's  advertorial  tri 

As  the  competition  intensified  and 

costs  of  making  commercials  r- 

NordicTrack  strayed  from  direct  r- 

keting.  It  moved  into  traditional  re 

setting  up  125  permanent  stores  in  li 

rent  shopii 
HEADY  DAYS:  ^^^^  ^^^^'J 

TemuH  pros  Chrw     country  and 

Sw,  /,?  mall-based  ki. 

Mill  talked  up  the 

machines  in  1996  vember-to-Fel 

ary  eat-too-ni 

holiday  season.  The  stores,  small 

carrying  only  NordicTrack  machine^ 

fered  httle  room  for  customers  to 

out  the  equipment.  And  those  \ 

wanted  to  carry  home  their  new 

had  to  wait  for  it  to  be  shipped. 

HOME  RUNNERS.  That  clumsy  expaii. 

was  "an  invitation  for  disaster,"  ^ 

Gregg  Hartley,  executive  director  of 

Fitness  Products  Council,  the  indust 

trade  association.  But  Shepard  belii 

that  NordicTrack  can  resuscitate  ii 

at  the  mid-to-upper  end  of  the  hom< 

ness  mai'ket  by  changing  its  retail 

proach.  icon,  for  example,  sells  its  pi 

ucts  at  places  like  Sears,  RoebucI 

Co.  and  Sam's  Club.  "We  need  w. 

Volkswagen  did,"  Shepard  says.  '^ 

need  our  own  new  Beetle." 

Maybe,  but  the  only  fitness  macln 

with  any  staying  power  seems  too 

the  treadmill,  with  about  $2  bilb: 

worth  sold  at  retail  outlets  last  y|u 

"The  people  who  are  turning  45  liv 

ai'e  the  ones  who  started  the  nmrh; 

phenomenon  20  years  ago,"  says  'jBi 

Doyle,  research  vice-president  for  h 

National  Sporting  Goods  Assn.  So  tlfc' 

days,  says  Doyle,  they're  joggin^ji 

their  rec  rooms  between  taking  the  ifi 

to  soccer,  sweating  it  out  on  the  b 

tionary  bicycle,  or  huffing  throti 

weight  training  on  a  home  gym.  Salejc 

both  bikes  and  gyms  were  up  15%  fe 

year.    That's    another   reason  \n[ 

NordicTi-ack  looks  like  roadkill  on  h 

baby  boomers'  fickle  highway. 

By  Jay  Weiner  in  MinneajM 
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"We  have  an  opportunity  to  treat  culture  as  a  knowledge  structure 
rather  than  as  emotional  resonance. " 

-Anna  Duran 
President,  The  Duran  Group 


'Around  here,  our  skin  may  be 

different  colors, 

but  our  blood  is  all  the  same.  Brown/' 


f^:-  In  other  words,  it's  not  where  you're  from  or  what  you  look  like,  it's  how  much  you  care.  How  good  you  are  at  your   

'V  job.  Just  ask  Htigo  Paredei.  Since  starting  out  as  a  package  unloader,  he's  been  promoted  five  times.  Today,  he's  a  ^^^j 

district  manager  with  responsibility  for  3,800  people,  thousands  of  customers  and  miUions  of  dollars  in  business.  That's  the  way  it  wor 
' '  here.  Everyone  at  UPS  has  the  saii-e  opportunity  for  advancement  as  the  next  person.  One  mi^t  become  a  supervisor.  One  mi^t  bccot 

a  district  manager.  One  might  even  become  chairman  of  the  board.  To  learn  more  about  UPS,  visit  us  at  www.comimunity.ups.co 


?998  Ibitid  Parcel  Serace  of  America,  Inc. 


capitaliziny  on 

DIVERSITY: 

Na\  lyai  iiig  ilu'  M-\i>  <M  ,i  ,t  liiiui  K  iilUii  ,ii 
w  orkf  orce  and  workplace 
BY  MICHAEL  L.  WHEELER 

ulture.  "It  pervades  and  radiates  meanings 
into  every  aspect  of  the  enteiprise,"  says 
Fons  Trompenaars  in  Riding  the  Wai'es  of 
Culture.  Yet,  he  says,  "Culture  still  seems 
like  a  luxury  item  to  most  managers."^  Perhaps  because 
the  impact  of  culture  upon  our  lives,  our  work,  is  still 
greatly  misunderstood,  we  fail  to  see  how  it  might  be 
leveraged  for  organizational  effectiveness  and  success. 
But,  in  our  increasingly  global  economy  and 
growing  diverse  workforce,  we 
cannot  ignore  this  reality. 
Director  of  Global  Diversity  at 
EDS,  Courtland  Burton,  asserts, 
"We  must  be  familiar  with 
different  cultural  landscapes 
around  the  world  and  how 
they  affect  the  way  business  is 
conducted.  Our  success  is  con- 
tingent upon  it."  IBM,  too,  has 
identified  cultural  aware- 
ness/ acceptance  as  one 
of  its  global  workforce  > 
divei-sity  challenges  among 
their  key  regions  around 
the  world.  J.T.  Childs,  Jr., 
vice-president  of  global 
diversity  at  IBM  explains: 
"Workforce  diversity  is 
the  bridge  between  the 
workplace  and  the  mar- 
ketplace. And,  it  is  ancfiored 
on  ideals  that  guide  how  you 
see  citizens  of  all  countries 
potential  customers." 

The  Impact  of  Culture 

ulture  is  real,  it  affects  everything  we  do  as 
people  and  organizations,  and  we  must 
understand  how  to  make  the  best  of  what  it 
can  offer.  Elizabeth  Pathy-Salett,  president 
of  the  National  Multicultural  Institute  notes 
that,  "As  our  nation  becomes  more  cultiu  ally  diverse,  we 
are  presented  with  a  series  of  opportunities  and 
challenges  for  the  future.  Can  we  capitalize  on  the 
strength  that  emanates  from  our  differences?  Can  we 
create  a  work  environment  that  draws  upon  the  talents 
t)f  all  our  workers?  Can  we  attract  a  diverse  market, 
serving  a  variety  of  tastes  and  interests?  Our  ability  to  meet 
these  challenges  will  have  an  enonnous  impact  on  worker 
productivity,  management  strategies,  and  organizational 
success."  Gary  Ransom,  senior  vice-president,  Fonmi 


Europe  Limited,  explains  the  impact  of  cultine  with 
caution:  "Many  companies  overestimate  the  probable 
effect  of  cultin  al  differences.  For  example,  whenever 
a  global  company  introduces  a  new  product,  strategy, 
or  operating  procedure,  several  managers  are  sure 
to  declare:  'It  won't  work  in  my  territory.'  Sometimes 
they  are  right.  But  often  they  are  merely  saying 
the  safest  thing  when  they  feel  neither  ownership 
for,  nor  confident  in  the  strategy  devised  by  coiporate 
headquarters.... Other  tirnes,  the  same  companies 
underestimate  the  importance  of  local  cultures. 
They  assiune  that  a  strategy,  product,  or  approach  that 
succeeds  in  one  culture  will  work  in  all  cultines...." 
Ransom  concludes:  "The  global  companies  that 
over-  or  underestimate  cultural  differences  are  not 
naive.  They  often  realize 
that  they  are  about  to 
misjudge  the  impact  of 
culture  on  their  business 
strategy.  But,  in  the  absence 
of  practical  alternatives, 
they  press  ahead  and  hope 
for  the  best."^ 

Ransom's   statement  indi- 
(  ates  that,  indeed,  culture  is  a 
iLsiness  issue  and  concern 
iliat  affects  products,  strate- 
gy, operating  procedures, 
:  and  management.  It  is 
laden  with  assumptions 
about  barriers  and  oppor- 
tunities-real or  perceived 
-about  what  we  think  we 
can  or  cannot  do.  It  implies 
a  nebulous  concept  laden 
with  complexity.  His  state- 
ment reflects  corporate 
attempts  to  move  ahead 
across  cultural  boundaries 
despite  clear  knowledge 
of  how  to  do  it  best.  And,  it  recognizes  companies  and 
individuals  who  are  making  a  conceited  effort  to  mini- 
mize misunderstanding  and  maximize  opportunity. 

What  is  culture? 

t  Harvard  Pilgrim  Healthcare,  where 
cultural  competence  is  considered  a  critical 
business  issue,  culture  is  defined  as  "the 
conscious  and  unconscious,  shared  jxitterns 
of  thinking,  feeling,  and  behaving,  handed 
down  from  one  generation  to  another,  that  give  identity 
and  make  life  meaningful  to  a  group  of  people.  It  is 
expressed  as  the  collective  values,  norms,  traditions, 
myths,  institutions,  and  other  social  and  physical 
phenomenon  that  are  characteristic  among  members  of  a 
gi  oup."  Deepak  Sethi,  fonner  assistant  director  of  exec- 
utive education  at  AT&T  adds:  "Culture  defines  people. 


1  Trompenaars,  Fons.  Riding  the  Waves  of  Culture  Understanding  Diversity  in  Global  Business,  Irwin  Professional  Publisfiing.  1994 
2  Ransom,  Gary,  "Balancing  Global  Strategy  witfi  Local  Cultures,"  Forum  Issues  Focus,  a  bnef,  Tfie  Forum  Corporation.  1995, 
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context,  aspirations,  human  relationships,  and  leader 
ship-viilually  every  aspect  ot  business." 

Gerald  W.  Scully,  author  of  Multiculturalism 
Economic  Growth  notes,  "...cultural  programming 
specifies  rules  for  accjuiring  and  transferring 
information.  It  standardizes  perceptions. 
It  also  defines  attitudes  for  inti  a-gi  oup  rela- 
tionships and  for  dealing  with  nonmembers. 
And,  it  sets  the  institutional  parameters  that 
condition  human  behavior  and  stabilize 
social  systems.    Culture  standardizes  rela- 
tionships, so  that  j^eople  need  not  be  con- 
stantly mindful  of  the  implication  of  their 
behavior.  They  can  make  reasonably  confi- 
dent assumptions  about  the  reactions  of 
those  with  whom  they  interact.   From  the 
economist's  perspective,  culture  reduces 
transaction  costs.  The  codes  for  inteipreting 
external  infomiation,  attaching  values  and 
priorities  to  that  information,  classifying 
fomis  of  potential  behavior  as  acceptable  or  not,  and 
perceiving  social  rank  are  all  passed  f  rom  one  generation 
to  the  next  through  a  sy.stem  of  reward  and  punishment."  ^ 

In  the  workplace,  where  common  culture  is  often 
shared,  it  makes  communication,  understanding, 
predictability,  and  general  day-to-day  interactions  much 
easiei"-it  reduces  "transaction  costs."  But,  as  Anna 
Duran,  president,  Duran  (iroup  points  out:  "With 
different  cultural  systems  in  place  we  are  faced  with 
increased  oppoitiinities  for  being  socially  inappropriate 
or  maladaptive-or  for  getting  it  wrong.  Es.sentially,  our 
lack  of  practice  with  different  cultural  systems  and  the 
kind  of  behaviors  that  coincide  with  these  systems 
produces  the  conditions  we  fear  most."  Nonetheless, 
both  our  domestic  and  global  diversity  realities 
have  introduced  new  layers  of  cultural  complexity 
that  increase  the  opportunity  for  misunderstanding, 
unpredictability,  and  conflict.  And,  it  is  often  in  conflict 
where  culture  becomes  most  evident. 

Culture  Clash 

s  many  as  half  of  all  nations  have  experi- 
enced or  aie  exjjerienc  ing  substantial 
cultural  conflict  in  the  second  half  of  this 
century  notes  Scully:  "Ethnic  tensions, 
"religious  conflict,  racial  friction,  and  linguistic 
differences  have  arisen.  I  hey  have  made  nation-build- 
ing and  inter-gioup  cooperation  quite  difficult.  When 
societies  are  multicultural  the  "e  thnocentric  differences 
often  lead  to  enmity  in  many  forms...."'*  Conflict  is  real, 
and  tliis  underlying  source  of  tension  mu.st  be  dealt  with 
on  a  variety  of  levels  within  organizations.  We  see 
conflict  most  aj)parently  in  the  LIniterl  States  workplace 
in  racism,  gender  gaps,  homophobia,  and  other  issues  of 
difference  and  inequity.  It  is  in  this  arena  where  coipo- 


rations  often  feel  the  most  pain,  and  see  the  greatest 
costs-especial ly  in  turnover,  absenteeism,  low  morale 
and  productivity,  and  litigation. 

Because  conflict  is  often  the  most  visible  and  immediate 
concern,  we  find  it  difficult  to  look  tx?yond  the  struggles 
and  see  where  cultural  differences  can  provide 
opportunity,  innovation,  and  problem  solving. 

The  Cultural  Iceberg:  Imminent  Danger  or  Hidden 
Opportunity? 

cebergs  can  sink  ships.  The  recently 
popularized  movie  Titanic  paints  a  graphic 
image  in  our  minds  of  the  gieat,  "unsink- 
able"  ship.  It  wasn't  a  forceful  gash  that 
sank  the  ship,  but  the  ice  lieneath  the  water 
that  sheared  rivets  off  the  hull,  allowing  the  ship  to  take 
on  water.  A  weakened  hull  led  to  a  fast-sinking  ship. 
It  might  be  said  that  coiporations  face  similar  dangers. 
The  signs  are  there. 

The  tip  of  our  coiporate  "iceberg"  is  globalism,  technol- 
ogy, diversity,  values,  assumptions,  different  faces  and 
ways  of  doing  things.  What  lies  underneath  are  hidden 
challenges  of  lost  talent,  inequities,  and  the  unknown. 
The  signals,  the  warnings,  are  often  not  seen  or 
heard  until  it  is  too  late  and  the  damage  is  done.  Better 
navigational  systems  help  modern-day  ships  avoid 
such  tragedies.  We  can  see  the  tip  of  the  iceberg  as  a 
sign  of  imminent  danger,  or,  we  can  see  within  it  a 
wealth  of  hidden  opportunity  that  just  needs  to  be 
brought  to  the  surface.  Corporations  can  improve  their 
navigational  systems  to  chart  the  waters  of  the 
increasingly  diverse  workplace,  markets,  and  world  and 
discover  the  hidden  opportunities  through  their 
coiporate  diversity  strategies. 


3  Scully.  Gerald  W  ,  Mulliculturalism  and  Economic  Growth,  NCPA  Policy  Report  No  196,  August  1995,  ISBN  #1-56808-061-1 
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Aligning  Corporate  Culture  with  a  Multicultural  World 

he  challenge  for  corporations  is  "redefining 
themselves  because  they  have  already  been 
redefined  by  the  economy,"  says  Pamela 
Palanque-North,  president  of  Palanque 
Associates.  Many  U.S.  corporations  are 
discovering  traditional  practices  and  values  inherent 
in  organizational  cultures  are  no  longer  in-sync  with 
changing  realities.  Corporations  need  to  create 
alignment  between  their  corporate  culture  and  a 
multicultural  world.  They  need  to  build  upon  what 
they  do  well,  and  identify  the  gaps  in  their  systems, 
policies,  procedures,  and  practices  that  inhibit  the 
organization's  ability  to  compete  effectively.  Duran 
explains,  "If  we  allow  ourselves  to  break  away  from 
some  (but  not  necessarily  all)  of  our  traditional  core 
values  of  the  organization,  we  should  become  more 
innovative  and  productive.  One  of  the  ways  to  do  so  is  to 
create  new  cultures  (and  thus  value  systems)." 

While  corporate  culture  can  be  "one  of  the  things 
that  makes  an  organization  successful,"  says  Sharon 
Parker,  president.  The  Institute  for 
Managing  Diversity,  "it  can  also  limit 
success  by  things 


City  University  New  York.  He  explains,  "Cultural  values 
are  expressed  at  a  societal  level.  Organizations  and 
institutions  within  that  system  do  the  same  and  set  up  a 
value  system  reflecting  that  society.  With  a  diverse 
workf  orce,  you  find  people  sharing  physical  or  psycho- 
logical space  where  people  tend  to  want  each  other  to 
assimilate.  Value  clashes  and  conflict  can  come  about 
from  individtial,  institutional,  and  cultural  interpretations 
of  traditional  practices."  Maria  Thacker  of  International 
Orientation  Resources  adds,  "Most  of  the  'appropriate' 
behaviors  that  our  group  tries  to  drum  into  us 
(socialization)  are  internalized  assumptions  and  values 
cast  as  right  or  wrong." 

Claire  B.  Halverson,  Ph.D.  president  of  Halverson 
Associates  provides  additional  insight:  "Perceptions  of 
differences  are  sometimes  based  on  prejudice  and  not 
reality.  At  other  times  there  are  real  differences  due  to 
cultural  backgiounds.  In  these  latter  cases,  there  is  a 
problem  because  the  organizational  policies,  practices, 
and  norms  have  usually  been  established  and 
maintained  by  those  in  power  in  the  organization.  In 
most  organizations  in  the  U.S.,  Euro-American 
^  men  have  had  this  power.  This  can  have  a 
negative  impact.  Biases, 


that  may  be  culturally  bound."  For 
example,  cultural  boundaries  can 
prevent  organizations  from  fully 
tapping  their  talent  by  excluding  |)eople  who  are  different. 
Alan  Reich,  president  of  the  National  Organization  on 
Disability  remembers  a  time  when  coiporate  culture  was 
such  that  disabilities  were  unknown.  Today,  he  says, 
"There  is  a  whole  new  phenomenon  with  54  million 
members  of  the  disability  world.  Companies  have  realized 
with  little  investment  there  can  be  a  gi  eat  gain  to  accom- 
modating individuals  with  disabilities."  We  also  can  look 
at  other  gi  oups  of  people  who  have  traditionally  been 
excluded  and  recognize  the  tremendous  contributions 
they  are  making  to  business  and  society. 

Why  Do  We  Exclude?  A  Cultural  and  Historical 
Context  of  Corporate  Culture:  Society  makes  its  "own 
set  of  assumptions  about  how  members  should  act,"  says 
Anderson  J.  Franklin,  Ph.D.,  professor  of  Psychology  at 


prejudices,  and 
perceived  dif- 
ferences negatively  impact 
those  who  are  not  in  a 
position  of  power  in  the  organization. 
This  usually  reflects  societal  issues  of 
racism,  sexism,  and  cultural  ethnocentrism.. .effective- 
ness depends  on  how  differences  and  percejjticjiis  of 
differences  are  managed."^ 

Trevor  Wilson,  in  his  bcjok,  Diversity  at  Work  also  makes 
us  aware  of  some  of  the  subtle,  culturally  laden,  yet 
sometimes  unintentional  forms  of  discrimination  (this 
does  not  exclude  the  facts  of  intentional  discrimination) 
existing  in  many  of  our  coiporations:  Some  examples 
include  seniority,  entitlement,  inflexible  systems,  the 
Old  Boys"  Network  and  non-bona  fide  job  requirements 
and  corporate  culture  "fit."^  Mary  McRae,  associate 
professor  of  applied  psychology  at  New  York  University 
explains  that,  "We  have  to  be  able  to  talk  about  these 
issues  and  understand  there  is  individual,  institutional, 
and  cultural  baixiers  to  people.  We  need  to  learn  about 


5  Halverson,  Claire.  "Managing  Differences  on  Multicultural  Teams."  Cultural  Diversity  at  Work,  May  1992  (4:5) 
6  Wilson,  Trevor,  Diversity  at  Work  Ttie  Business  Case  for  Equity,  Jotin  Wiley  &  Sons,  1997 


BusinessWeek/December  14,  1998 


special  advertising  section 


exclusion  in  terms  of  our  own  ciiltinal 
environment  and  look  f  or  ways  to  overcome  the 
barriers." 

Our  Failure  to  Maximize 
Talent:  Because  culture 
often  divides,  because  we 
place  real  or  artificial 
boinidaries  between  us 
and  others-or  oin  organi- 
zations create  boundarii  s 
-we  limit  access  and  that 
prevents  oi^ganizations  from 
iiiiLximizing  talent  and  from 
maximizing  productivity. 

Rod  Brown,  president  of  Re-versity,  explain 
"Too  many  companies  are  underutilizing 
tremendous  part  of  the  asset  base  they  alreach 
have."  Until  irow,  the  whole  "management 
paradigm  has  been  about  treating  people  exactly 
the  same,"  says  Wilson.  "Our  dealing  with  multicultur- 
alism  creates  the  requirement  of  an  'equitable'  environ- 
ment and  this  means  doing  things  differently  from  the 
past."  Creating  an  organizational  culture  of  equitable 
employment  systems  that  maximize  each  employee's 
potential  is  considered  a  business  imperative  critical  to 
customer  satisfaction,  and  increased  revenue  and 
profits.  Bill  Tate,  general  director,  human  resources, 
Powertrain  Group  of  General  Motors  Corporation 
concurs,  "Our  coi"porations  must  create  a  culture  of 
inclusion  that  leverage  the  talents  of  every  individual 
and  engage  every  employee.  Accessing  talent  is  a 
bottom-line  business  necessity." 

When  we  find  ourselves  products  of  our  culture  and 
inciilturated  into  a  corporate  culture  that  may  or  may 
not  be  inherently  biased,  we  are  often  not  aware  of 
the  consequences  of  such  a  system.  Gwen  Houston, 
director,  corporate  diversity  at  Nike  acknowledges: 
"Sometimes  ccjrporate  cultures  are  blind  to  their 
exclusion  of  others.  We  have  to  recognize  that  we  live  in 
a  pluralistic  world.  Almost  every  area  we  touch  will 
involve  diversity-fiom  employees,  to  customers,  to 
suppliers."  Understanding  cultural  context  also  helps 
us  mrjve  from  an  "us  versus  them"  perspective  to  a  more 
objective  context  that  can  help  us  look  at  a  system  and 
identify  inherent  weaknes.ses  and  problems  (we  need 
diverse  perspectives  to  help  us  do  that).  Sharon  Parker 
iKJtes,  "One  of  the  aflvantages  of  looking  at  t  iilture  and 
organizational  culture  is  that  we  move  away  from 
the  'you  are  a  bad  person'  or  'you  are  racist'  or  'you 
are  sexist'  perspective.  It's  about  recognizing  liow  the 
organization  limits  people  and  then  setting  up  policies, 
systems,  and  procedures  that  build  on  diversity  and 
eliminates  barriers." 

Aligning  corporate  culture  with  a  multic  ultural  world 


helps  us  to  overcome  the 
inherent  limitations  we  might 
place  on  people,  and  our 
ability  to  fully  leverage  intel- 
lectual capital.  Jay  Lucas,  of 
Oi^iizational  Tnmsfomiation 
Partners,  Inc.  explains  that, 
"Organizational  culture  is 
important  because  it  influ- 
ences i^eifoiTuance  capability." 
Herein  lies  a  challenge 
and  opportunity  to  recog- 
nize what  we  do  well,  to 
eradicate   barriers  and 
cultural  biases,  and  to 
lialance  the  creative  tension. 
We  need  to  ask  ourselves: 
Do   our  organizational 
culture  and  our  values 
allow  us  to  operate  effec- 
tively in  a  diverse  world? 
What  makes  us  successful?   What  prevents  us  from 
being  successful?   What  can  we  do  to  enhance  our 
perfomiance  capability? 

The  Strategic  Corporate  Challenge 

hether  crossing  national  boundaries,  or 
working  in  a  multi-cultural  team  at  home, 
"businesses  and  individuals  are  under 
pressure  to  develop  cross-cultural  abilities 
and  skills,"  says  Lewis  Brown  Griggs,  pres- 
ident of  Ciriggs  Productions  and  an  early  pioneer  in 
cross-cultural  video  training  programs.  Among  those 
abilities  and  skills  are: 

•Building  cooperative  relationships  across  cultural  and 
individual  dif  f  erences. 

•Understanding  and  effectively  dealing  with  cultural 
differences. 

•Developing  work  relationships  that  have  win-v/in  out- 
comes, despite  diflerent  cultural  dictates  and  ways  of  being. 
•  Recognizing  that  with  dif  ferences  come  discomfort  and 
tension,  and  that  this  does  not  have  to  lead  to  fight  or  flight. 
•Recognizing  that  differences  present  an  opportunity 
-they  are  the  ingiedients  that  lead  to  creative  and 
svnergistic  results. 

Corporations  iniluence  the  world  in  powerf  ul  ways.  In 
the  workplace,  eradication  of  institutional  biases, 
modeling  for  inclusion,  and  win-win  practices  can  be 
exhibited.  But  the  difference  between  a  sinking  ship 
and  a  successf  ul  voyage  is  the  application  of  knowledge 
through  coi-porate  strategies.  It  is  here  where  companies 
can  minimize  conflict,  use  the  tension  created  by  cultural 
differences  to  inc  rease  innovation  and  problem  solving, 
heighten  employee  utilization,  improve  communica- 
tion and,  indirectly,  have  a  positive  impact  on  business 
and  communities  by  leveraging  cultural  differences. 
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There  are  331  minority-owned  For 
dealerships.  That's  a  higher  percentage^ 
than  any  other  U.S.  car  company. 


"Here,  at  our  Multilingual  Cente 
we  put  a  strong  accent  on 
communications. 

"As  BellSouth  service 
representatives,  we  answer 
billing  and  services  questions 
from  our  non-English-speaking 
customers. 

"We're  from  all  over  the  world, 
but  we  all  share  the  same 
goal  ~  to  go  above  and  beyond 
to  serve  our  customers'  needs. 

"And  great  things  happen  wher 
we  work  together.  We  come  up 
with  new  ideas. ..like  our  Spanish 
language  telephone  bill  for  our 
customers  in  Florida." 


^  'We  assist  our  customer 
in  e/ght  different 
languages." 


Alexondro  Angrc 
Multilingual  Cent 


BellSouth  has  many  talented 
and  dedicated  people  like 
Alexandra.  We  think  they 
provide  real  service  to  our 
customers  by  helping  them  in 
new  and  creative  ways. 


BELLSOUTH' 

Nobody  knows  a  neig 
like  o  neighbor. 
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strategy:  Aligning  Corporate  Culture  by  Effectively 
Creating,  Managing,  Valuing,  and  Leveraging 
Cultural  Diversity 

^■■■B  long-term  strategy  is  critical  to  ensuring 
PBJ^^B  the  success,  and  continuation  of  this  work 
through  systemic  cultme  change.  Mario 
^E^Bpr  Sinabria,   director   of  education  and 
training  at  The  Institute  for  Managing 
Diversity  explains,  "Setting  up  policies,  practices,  and 
procediues  consistent  with  a  multicultural  workforce 
will  help  you  achieve  your  goals." 

The  "Notion  of  Innovation  "Include  Different  Perspectives: 

We    have    a    "profoiuid    opportiuiity    to  expand 
knowledge,"  says  Anna  Diu  an,  but  to  do  that,  "we  must 
expand  and  leverage  the  differences  in  our  knowledge 
base."  Julie  O'Mara,  president,  O'Mara  &  Associates, 
suggests,  "Respect  normal  operations,  but  you  have 
to  change  the  system  to  change  the  system.  If 
you  keep  using  old  systems,  you  peipetuate  an 
old  system."  Roderick  Gillum,  vice-president, 
public  policy  and  diversity  initiatives  at 
General  Motors  explains,  "As  you  make 
change,  you  have  to  be  sure  you  have  yoiu" 
collective  input  to  ensure  you  are  shifting 
in  the  right  direction."  Palanque-North 
calls  this  the  "notion  of  innovation"- getting 
people  who  are  different  at  the  table  to  bring 
in  different  perspectives  and  who  can  help  lead  you 
successfully  into  the  futin  e. 

Corporations  in  the  United  States  are  leading  the  world 
in  the  establishment  of  diversity  initiatives  geared 
toward  equity  and  inclusion.  The  very  natm  e  of  these 
concepts  may  clash  with  some  cultmes.  Although  the 
issues  may  vary  arotmd  the  world-diversity  is  a  world- 
wide issue  that  affects  coiporations  wherever  they  go. 
While  America's  coiporations  are  taking  a  stand,  mak- 
ing a  difference,  it  is  impel  ative  they  consider  the  idea  <  )1 
reciprocity  when  carrying  out  their  initiative. 
Reciprocity  is  key  to  business  success  and  the  success  f)f  a 
diversity  initiative. 

Reciprocity:  A  Business  Opportunity 

^^^■■JBB  man  explains  that  reciprocity  "involves 
^^^^  exchanging  values  when  it  is  best  for  the 
M^H  ^^PJ  overall  well-being  of  the  organization."  We 
!  ^■I^^P  tend  to  operate  on  and  reinforce  either  a 
personal  or  organizational  value  system 
that  may  or  may  not  be  good  for  business.  Duran  tells  a 
story  of  how  reciprocity  helped  win  a  $65  million  dollar 
deal  for  a  company. 

"While  in  Japan,  a  New  York-based  investment  banker 
had  his  notion  of  working  in  teams  challenged.  For  him, 
teaming  meant  working  individually  then  bringing 


indi\'idual  tasks  back  to  the  gi'oup.  In  Japan,  this  didn't 
work.  In  his  experience,  the  Japanese  valued  collateral- 
ity  and  mutuality  in  every  one  of  the  tasks  of  the  work 
that  was  done.  At  first  he  thought  it  was  a  waste  of  time, 
but  he  discovered  that  their  idea  of  team  presented  the 
opportunity  to  develop  relationships.  He  found 
knowledge  was  not  placed  in  individual  silos,  but  trans- 
fen  ed  among  the  group.  In  turn,  he  had  recommended 
at  some  point  during  deal  construction  that  when  they 
ran  into  a  problem,  they  take  30  minutes  individually  to 
think  about  it  then  bring  it  back  to  the  table.  When  they 
rettnned,  the  team  foimd  many  new  ideas  on  how  to 
structure  the  deal.  Taking  the  time  to  share  and  recipro- 
cate on  some  team  practices  helped  land  the  deal." 


Such  stories  are 
real,  and  represent 
millions,  perhaps 
billions  of  dollars  in  everyday  business  transactions 
aroimd  the  world.  If  we  were  to  take  the  time  and 
consider  all  the  lost  contracts,  failed  marketing  attempts, 
destroyed  relati(jnships,  conflicts,  lost  talent,  and  misun- 
derstandings, we  would  find  those  same  losses  could 
often  have  been  profits  and  successes  with  a  little  insight 
into  cultural  implications.  These  wins  and  losses  don't 
only  occur  globally,  but  apply  domestically  as  well. 
Maria  Thacker  explains,  "In  this  competitive  global 
market,  we  need  all  the  synergetic  creative  approaches 
we  can  muster.  By  being  culturally  open  to  other 
approaches  we  exponentially  increase  our  options. 
It  is  a  learned  skill  to  be  able  tf)  access  other's  cultures 
perspective-it  doesn't  matter  if  it  is  your  business 
colleague  eight  time  zones  to  the  West  or  your  neighbcjr 
down  the  street." 

Each  organization  is  unique.  There  is  no  cookie  cutter 
approach  to  how  to  align  coiporate  culture  with  a  multi- 
cultural world.  But,  there  is  a  framework  (or  frame- 
works) from  which  companies  can  build  their  own  strat- 
egy. Patricia  An  edondo,  author  of  Successful  Diversity 
Management  Initiatives  provides  one  "blueprint  for 
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success"  for  culture  change  (see  Exhibit  1 ).  She 
explaiirs,  "Some  processes  and  tasks  should  logically 
]3recede  others,  but  the  model  is  fluid,  encouraging 
organizations  to  introduce  particular  tasks...!  propose 
that  leaders  and  planners  adapt  the  model  lo  their  own 
idios>  ncratic  needs,  jjriorities.  and  business."''  A  report 
b\  The  Conference  Board  titled  Corporate  Practices  in 
Diversity  Measurement  indicates  that  there  are  three 
critical  components  to  an  effective  diversity  strateg)': 
creating  a  di\  erse  \\'orklorce,  managing  a  dix  erse  work- 
force, and  leveraging  a 
diverse  workforce.  We 
see  liow  these  work  in 
tandem  for  helping 
ensine  an  inclusive 
work  environment 
where  individuals  can 
achieve  and  contribute 
to  oi^uiiz^itional  success. 

Creating  a  Diverse 
Workforce 


ke\'  tenet  of 
I^^H  all  di\  ersity 
initiati\es  is 
ensuiing  the 
creation  of 


Exhibit  1 

"A  Blueprint  for  Success 


a  diverse  workforce 
through  recruitment, 
d  e  \-  e  1  o  ]3  m  e  n  t .  a  n  d 
upward  m()i3ilit\.  Most, 
if  not  <ill.  corporate 
initiatives  have  a  strong 
t  ( )m]>  )nent  geiued  tcjwaiti 
ensuring  a  visibh  di\  erse 
workforce,  at  all  le\'els, 
with  special  emphasis 
on  race  and  gender. 
Some  of  this  is  compli- 
ance dri\  en.  hut  a  n-\y  )rate 
di\'ersitv  initiati\es  are 
increasingh  being  moti- 
vated b\  the  realitv  of  an 
increiLsingh  di\  erse  UiIk  )r 
pool  and  growing  market 
segments  of  cnhmalU' 
di\erse  gioups  <is  well  as  tlie  internal  organizational 
inecjuities  and  s\stemic  bairiers  U)  the  progression  or 
access  t()  those  gioups.  Emily  Duncan,  corporate 
manager,  diversitv  work/life  at  Hewlett-I^ickard 
reminds  us,  "This  work  is  not  new.  We  ha\  e  been  estalv 
lishing  a  f  oundation  for  years  that  has  helped  bring  us  to 
where  we  are  now  and  that  will  lead  us  into  the  futm  e." 

Diversity  and  Inclusion  are  Not  The  Sajnei  Keilli 
Keniredy,  director  of  diversity  at  Hallmark  Cards  also 
reminds  us,  'A  diverse  organization  and  an  inclusi\e 

7  Arredondo.  Patricia,  Ph  D-.  Successful  Diversity  Management  Initiatives 


organization  are  not  necessarilv  the  same  thing. 
A  diverse  environment  has  people  at  the  decision- 
making table  and  allows  them  to  participate."  Tvpical 
EEOl  data  and  categories,  while  a  useful  metric,  really 
do  not  pro\ide  a  measinement  of  cultural  diversity  in  an 
organization.  One  executive  inter\iewed  commented 
that.  "Most  CEOs  siuTound  themselves  with  people  who 
think  like  them.  Many  may  ha\e  people  of  color  or 
women  reporting  to  them,  but  they  thinkjust  like  them." 
We  ha\'e  to  ask  ourselves,  when  recruiting  or  promoting 

people  of  color  and 
women,  are  we  really 
bringing  in  diversity,  or 
people  who  just  look  dif- 
ferent? Are  we  bringing 
in  diversit\  of  thcjught? 
Are  we  acknowledging 
the  rich  cultural  her- 
itages that  people  bring 
with  them?  Arewereal- 
h'  tapping  into  the  talent 
that  oiu'  ciment  women 
and  people  of  color  have 
to  offer?  Are  we  includ- 
ing them  and  engaging 
their  talent,  knowledge, 
and  expertise?  Do  we 
allow  them  to  propose  a 
contrarv  point  of  view? 

Cultural  Considerations 
for  Creating  a  Diverse 
Workforce:  Let  s  get  back 
to  the  cultural  iceberg 
for  a  moment.  We  might 
think  of  the  tip  of  the 
icebei^  from  die  perspec- 
ti\  eof  t\pical  EEOl  cate- 
gories. These  categories 
are  also  often  known  as 
the  primary  dimensions 
of  di\  ersitv,  and  are  t}pi- 
cally  protected  groups. 
Picture  headings  of, 
male,  female.  Black, 
White,  Asian,  Hispanic, 
Native -American.  These 
gioupings  tell  us  something,  but  little  in  terms  of  who 
tlu-  iiuli\  iduals  are-or  sometimes  who  the  gToup  is. 

Pictiue  the  tip  of  the  iceberg  as  lalieled  "Hispanic." 
What  might  be  beh  )w  the  suii ace?  C 'onsider  the  thought 
as  presented  b\  Melbv  and  Hochhauser  at  the  1991 
Annual  Con\ention  of  the  American  Psychological 
.Association:  "One  mav  be  classified  as  Hispanic,  but  that 
includes  Puerto  Ricans,  Cul)ans,  Mexican  Americans, 
Salvadorans,  Spanish,  and  others  from  the  Caribbean. 
Central  America,  and  South  American  countries. 

A  Bluepnnt  for  Planning  and  Implementation,  SAGE  Publications,  1996p  xii 


THRIVING  IN  A  MULTICULTURAL  ENVIRONMENT 

■  Multicultural  management  competencies  ■  Multicultural  ambiance 
•  Cross-cultural  flexibility  awareness,  respect,  and  adaptation 

FIdnuiiig.  rcalaatiuii ,  and  clarifii  alion  (ire  oiigouiii 
pnx esses  for  each  phase 

SniiTcc:  r.iiric  ia  ,\nv<l.!iKli).  "Suhcn-IuI  l>i\ciMi\  M.iii.iiii  imiil  Initi.ilivo: 
A  HIlR-pi  ml  lor  I'l. limine;  .iiul  liiiplL  iiiciil.ilion. 
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Success  is  inspired  by 
the  strengths  of  many. 

i 

'  0 

Top  low  jciMiii  Hiviiii^,  i>i.(il)ciid  Kii;niu).  Orijj^A  Kiumds,  Kiiy  S^l^^U■   Aludlli  ion  l\ 

s  \x  OI\0o\ 

BotUnii  WW  jantte  Won,  Michad  A  ]aimc.  RozWn  Anderson  and  Fiank  Gome- 

The  way  we  see  it,  everything  that  makes  us  unique,  makes  our  work  force  that 
much  stronger  m  a  diverse  workl.  Our  commitment  is  to  create  an  environment  in  which 
the  best  people  do  their  best  work,  and  that  means  buikling  a  company  m  which  differences 
are  respected  and  valued.  We  recognize  that  this  goal  is  a  challenging  one,  and  we  know 
we're  not  there  yet.  But  our  candor  is  matched  only  by  our  determination  in  reaching  this 
goal-to  cultivate  a  broader  base  of  people  whose  differences  can  truly  make  a  difference  for 
our  business  and  our  clients. 

The  right  relationship  is  ever)'thing,'' 

ft  CHASE 

ww.chase  com 

1998  The  Chase  Manhattan  Corporation 


Similarly,  one  may  be  classified  as  an  Asian-American 
/Pacific  Islander,  but  that  includes  Japanese,  Vietnamese, 
Hmong,  Cambodian,  Thai,  Malaysian,  Chinese, 
Korean,  etc.  One  may  be  classified  as  African- 
American,  but  that  includes  people  with  an  ethnic 
background  from  Africa,  the  Caribbean,  South 
America,  etc."  ^  Skip  LeFauve,  .senior  vice-president  of 
global  himian  re.soiuces  and  president  of 
(ieneral  Motors  University  concludes  after 
many  years  of  global  work,  "Culture  goes  way 
beyond  national  cultin  e.  There  are  many  cul- 
tures within  a  nation.  It  can  vary  by  region,  by 
groupings  of  people.  And,  ultimately,  it  is 
about  the  individual." 

As  we  will  discover,  groupings  and 
cultmal  generalizations  can  be  useful 
and  are,  to  an  extent,  necessary.  An 
understanding  of  gioups  versus  the 
individual  becomes  particularly  relevant 
in  the  workplace  as  we  learn  to  work 
together,  market  to  people,  and  attract 
talent.   C^itibank,  for  example,  has 
lecognized  the  complexity  of  culture 
and  gi  oups  and  has  modified  some 
of  their  marketing  strategies  as  a 
consequence.  Ana  Duarte  McCaitli\, 
vice-president,  diversity  manage- 
ment at  Citibank  explains,  "We  have 
become  more  sensitive  to  our  mar- 
keting approaches  recognizing  that 
there  are  many  differences  within 
market's  that  have  traditionalh 
been  viewed  as  one." 

Defining  culture,  trying  to  contain 
it,  manage  and  understand  it  ma\ 
seem  overwhelming,  fii  fact,  it  is 
manageable,  it  is  iniderstandable, 
and  tliei  e  are  ways  to  demonstrate  how  to  build  bridges 
across  cultural  differences  and  reduce  boundaries  and 
limitations-especially  in  our  coipoiations.  We  must 
learn  to  manage  diversity,  value  it,  and  leverage  it. 
Managers  need  to  learn  to  draw  out  talent,  identify 
systemic  problems,  anrl  recognize  individuals  for  all 
they  bring  to  the  workplace. 

Managing  a  Diverse  Workforce 

Siversity  is  fundamentally  a  business  issue 
that  may  be  signaling  an  end  to  the 
"one-size-fits  all"  era  f)f  management.  But, 
truth  be  told,  we  like  to  be  with  peojjle  who 
are  like  ourselves-it  is  a  natm  al  inclination. 
It  may  ncjt  be  based  upon  race  or  gender,  but  we  like  tho.se 
wh()  are  like  us.  This  creates  a  problem  tor  comp.mies 
when  the  world  around  them  is  changing  and  their  jx-<  )ple 
inside  seek  to  maintain  familiarity  and  stability.  Ten  y 


McCiuire,  director,  workforce  issues,  and  executive-in- 
1  esidence  at  The  Conference  Board  explains:  "People 
tend  not  to  choose  to  put  themselves  outside  the  comfort 
zone.  If  one  of  yotir  objectives  is  to  give  people  greater 
cross-cultural  competence,  you  must  force  them  to  step 
outside  their  comfort  zone.  You  consciously  create 
opportunities  for  them  to  work  with  people  they  are  not 
used  to  working  with." 

Self-awareness  often  becomes  an 
important  piece  of  management  train- 
ing (as  well  as  employee  training.)  It  is 
a  natural  inclination  to  believe  one's 
own  culture  is  nonrial  and,  perhaps, 
superior.  Consequently,  other  cultures 
are  perceived  as  inferior,  which  leads 
to  an  ethnocentric  way  of  thinking-in 
other  words,  we  ignore  the  distinction 
between  our  own  culture  and  another 
person's  culture.  We  assume  that 
others  will  react  the  way  we  do  and 
that  they  will  operate  from  the 
1^    same  assumptions. 

Nortel  Network's,  vice-president, 
diversity  and  work-life  strategies. 
Jack  Deere  observes,  "We  are  not 
cognizant  of  cultme  most  of  the 
time.  You  have  to  stop  and  think 
about  it."  "We  have  to  develop  a 
'learner's  mind'  .says  EDS'  Cxjuitland 
Burton,  "by  seeing  cultural  differ- 
ences as  a  developmental  opportu- 
nity." Anna  Duran  concludes,  "We  need  to 
treat  culture  as  a  knowledge  structure 
rathei  than  emotional  resonance." 


Cultural  Competence:  Establishing  a  Knowledge 
Structure 

aompanies  like  Hewlett-Packard,  Harvard 
Pilgrim  Healthcare  and  IBM  consider 
cultiual  competence  an  important  (impor- 
tant enough  to  hold  managers  accountable 
with  financial  incentives)  management 
reciuiremeiit.  Harvard  Pilgiim  Healthcare's  Vice- 
lYesident  oiDivei  sity  Barixira  Stem,  explains,  "Cultural 
competence  should  be  a  part  of  everyone's  strategy. 
We  need  to  be  good  at  working  with  people  of  all  walks 
of  life."  R.  Roosevelt  Thomas,  Jr.,  founder  of  The 
Institute  for  Managing  Diversity  and  well  known  author 
asserts,  "Companies  that  want  to  compete  successhilly 
must  hold  managers  accountable  for  underutilizing 
people  who  are  not  like  them."  He  adds,  "This  has 
nothing  to  do  with  jirejudice  or  guilt.  Managers  must 
pedorm  their  role  or  be  removed  to  another  area  where 
they  can  be  effective.  Understanding  differences  helps 


8  Melby.  Bernette  A  ,  Hochhauser,  Ph  D  ,  "Cultural  Diversity  Training  Education.  Ethics  and  Evaluation"  Presented  at  the  99th  Annual  Convention  of  the 
American  Psychological  Association,  San  Francisco.  OA:  August  19.  1991  3-4  30  p  m  ) 
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Declaration  of  Diversity 

We,  the  undersigned,  believe  that  the  communities,  citizens  and  corporations  of  New  Jersey  will  leach  their  highest  goals  when  all  appreciate  and  celebrate 
the  state's  growing  diversity.  As  members  of  The  Partnership  for  New  Jersey  or  major  employers,  we  know  that  New  Jerseys  growing  diversity  strengthens 
corporations  and  communities  alike. 

When  we  strive  in  the  work  place  to  reduce  bigotry  and  prejudice,  the  effort  to  recognize  the  full  potential  of  an  increasingly  diverse  work  force  begins  to  succeed. 
The  principles  that  underlie  successftal  corporate  efforts  can  help  guide  New  Jersey's  progress  toward  becoming  a  state  diat  truly  values  diversity  We  are  committed 
10  the  following  principles  and  invite  other  employers,  cities  and  towns,  and  inchviduals  throughout  the  state  to  join  us  in  taking  concerted  action  to: 

■  Acknowledge  and  respect  differences  ■  Understand  and  serve  fairly  the  diverse  communities  in  which  we  oper.«e 

■  Be  sensitive  to  the  many  cultures  in  and  beyond  the  work  place       ■  Encourage  policies  and  practices  that  are  truly  inclusive 

■  Avoid  conduct  that  disadvantages  any  group  ■  Embrace  opportunities  to  work  with  our  communities  to  deepen  and 

broaden  our  mutual  understanding  about  diversity  issues. 
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For  more  information,  please  call  or  write  The  Partnership  at  109  Church  Street,  New  Brunswick,  NJ  08901,  732-246-3222. 


indi\  idiial.s  learn  how  U)  gft  along."  In  essence,  cnltiu'al 
competence  and  strong  di\  ersitv  management  w  ill  help 
companies  effectivelv  draw  upon  talent,  intellectual 
capital,  and  motivate  more  emplrj\  ees. 

What  Does  Cultural  Competence  Look  Like?:  Alan 
Richter,  partner  at  QED  Consulting  and  creator  of  The 
(ilobal  Di\ersitv  Game,  explains,  "One  dimension  of 
cultm  al  competence  is  the  abilit\'  to  deal  with  ambigtiit\ . 
The  more  vou  deal  with  it  the  more  effecti\e  vou  can 
he-it's  adapti\e.  Dealing  with  complexity  is  another 
skill.  From  a  cultural  perspective,  it  might  the  abilitv  to 
switch  between  cultiual  paradigms."  Deborah  Dagit, 
Silicf)n  Ciraphic's  direaor  of  diversitv  adds:  "Cultural 
I  ( )mpetence  is  knowing  what  I  don't  know  and  learning 
to  understand  what  other's  expectaticjns  are.  You  have 
to  ask  questifjns  to  Ix'  on  the  same  page,"  Svbil  F.\ans, 
author  of  Resolving  flouflict  in  d  Diverse  Workplace  and 
conflict  management  expeit,  adds,  "a  critical  skill  is  the 
abilit\  to  see  issues  from  another  person's  pers|Dective. 
Although  it  is  a  mistake  to  claini  total  identification  with 
somef)ne  ol  a  different  culture,  ont-  can  empathize  with 
tfie  jxiN<  )n's  feelings  cUid  c(  )mmunicate  recognitif  )n,  resixct, 
and  c  aring.  Knhanc  ingijuestions,  listeningand  res]>)nd- 
ing  skills  is  essential  to  demonstrate  this  understanding." 

.At  Ford  Motor  ( iompanw  leadership  beha\  iors  lia\e 
been  identified  as  they  have  integrated  leadership 
assessment  into  peiff)nnance  management.  Among  the 
bcha\  iors  management  are  assessed  on  are:  inte,grity, 
courage,  durabilitv,  perjple  de\elf)pment,  teamwork, 
communicatifjns,  drive  foi  results,  systemic  thinking, 
and  business  acimien.  (Ailtine  is  integrated  into  the.se 
beliaviors.  For  example,  people  development  invohes 


the  valuing  and  confidentlv  promoting  a  diversity'  of 
new  ideas  and  workforce.  For  communication,  managei-s 
are  encouraged  to  demorrstrate  sensiti\it\  to  language 
and  cultural  communication  recjuirements. 

Conflict  Management  for  Creative  Tension:  A  Critical 
Competence:  (  4 oss-cultui  al  encounters  are  botuid 
to  lead  to  conflia.  According  to  Evans,  three  areas  of 
miscommimication  are  likely  to  lead  to  this  conflict: 
values,  perceptions,  and  assumptions.  .She  explains. 
"Managing  conflict  C(jnstructivelv  requires  checking 
assumptions,  finding  common  ground,  and  generating 
solutions."  Frank  J.  Quevedo,  vice-president,  Southem 
California  Edison,  adds.  "We  have  tremendous  oppor- 
tunitv  to  pro\  ide  managers  with  basic  conflict;  resoluticjn 
skills.  This  is  their  realitv,  thev  need  tools  to  manage 
across  those  differences  effeai\el\."  When  conflicT  can 
\y£  thought  of  as  an  opportunity  for  creati\  e  tension,  we 
begin  to  see  a  basis  for  better  decision-making,  more 
creati\e  ideas,  solutions  to  problems,  and  impro\ed 
communication  and  inteipersonal  relationships. 

Success  was  evidenced  tor  Mercedes-Benz  at  their  plant 
in  Tuscaloosa,  Alabama.  The  Americans  found  that 
their  st\  les  for  addressing  issues  differed  fnjm  Cemians 
and  \  ice  versa,  Debra  Nelson,  administrator  of  external 
affairs  at  Mercedes-Benz  U.S.  International  savs,  "We 
knew  we  would  be  engaging  .Alabamians,  Germans,  and 
people  throughout  North  America  as  well  as  the  "Big 
Three.'"  She  adds,  "It  has  taken  a  lot  of  work,  including 
n  oss-cultural  undei"standing  and  awareness,  to  help  us 
be  producti\e.  The  work  has  paid  off.  We  learned 
communication  was  the  kev.  Tlirough  ct^mmunication 
we  disco\  ered  our  commonalities." 

De\  eloping  cultural  competence  takes  work  and  educa- 
tion, but  is  well  wonh  the  investment.  Sondra 
Theiedemian,  author  of  Bridging  Cultural  Barriers  for 
Corporate  Success  writes  that  learning  abotit  cross- 
cultural  management  is  important  hxcause  it  will  "allow 
vou  to  maximize  the  chances  that  your  multicultural 
wcjrkplace  will  be  productive,  efficient,  and  hamtonious. 
It  will  also  enable  vou  to  attract  and  retain  high-qualit\ 
workers  of  diverse  ethnic  or  cultural  backgi  ounds, " 
Specificalh',  she  notes,  it  will  allow: 

"iicttei  ( onimuiii(aiioiid(N])itca(xentandlangii;igclxuTii  1  ~ 

More  itfc-diM-  motivalion  ol  workers  tiudugh  ili' 
,i(<  urate  inicrpiciaiion  ol  beha\iois  .md  the  design  <  <\ 
( LilturalK  awaie  moli\aiion  slr.iUgies. 

I  he  ac(  uialc  i  \ aliialioti  oi  ( iillui.ilK  divei  sc-  a])piicanis 
and  implovets  through  a  bc-tter  underslauding  ol 
[>re.senlalion  styles,  lx"haviois,  and  language  lai  iliiy. 

1  lannonvanrlcomfon  in  the  workplace  through  an  undei- 
standing  olihe  mot  i\ at  ions  and  pei  spect  iscs  of  otiici  s. 
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WE  GAVE  HIM  A  SCHOLARSHIP  TO  STUDY  BUSINESS. 
NEXT  THING  WE  KNOW,  HE'S  PITCHING  IN  THE  WORLD  SERIES. 


Shomari  Dailey  earned  a  GE/Jackie  Robinson 
Scholarship  for  his  academic  ability  not  his  baseball 
prowess.  Yet  there  he  was,  throwing  out  the  first 
ball  in  the  1997  World  Series. 

That's  because  Dailey,  a  business  major  at  the 
University  of  Illinois,  was  chosen  to  represent  the 
Jackie  Robinson  Foundation  at  the  World  Series 
during  Robinson's  50th  Anniversary  year.  By  all 
accotmts,  the  pitch  was  a  perfect  strike. 

The  Jackie  Robinson  Foundation,  begun  and 
overseen  by  Jackie's  wife,  Rachel,  has  as  its  goal 


the  education  and  developniciu  of  promising 
young  students.  Yoimg  people  who,  as  Jackie 
Robinson  did,  exude  the  strength  of  character 
and  desire  to  achieve  their  goals  regardless  of 
the  obstacles. 

GE  believes  so  strongly  in  this  mission, 
that  we've  been  a  supporter  since  1986. 

Today  there  are  16  GE/Jackie  Robinson 
Scliolarship  students.  And  we're  as  proud  of  them 
as  we  are  of  our  associati(jn  with  Jackie  Robinson 
and  the  foundation  built  on  his  greatness. 


\Ne  bring  good  things  to  life. 


Mel  I  ssa  Martinez 

Got  a  recipe  from  next 
door  (pumpkin  ravioli), 
a  baby-sitter  from  down 
the  block 


closing  stock  quote 
from  London,  Bombay 
and  Kuala  Lumpur. 


t  orn  publishing  to  f  i nayicial  services  to  media,  u  e  help  million 
of  people  work  smarter.  Atui  with  over  100  brands  and  companie 
such  as  Standard  &  Poor's  and  Business  Week,   we  give  you  th 
resources  to  make  sure  the  job  is  done  right.  No  matter  ii  here  you  do  i 


The  McGraw-Hill  Companies 


eeping  the  world  up  to  speedX 


special  ad\'ertising  section 


Moreover,  cross-cultural  management  minimizes: 

Worker  alienation  tliat  can  result  f  rom  misundersUmd- 
ings  of  etiquette,  values,  and  behavioi-s. 

Costly  discrimination  suits  that  ai  ise  from  poor  commu- 
nication and  worker  alienation. 

Unnecessary  temiinations  tliat  result  from  communication 
breakciovvn  and  misinteipretalion  of  employee  l)ehavior. 

Your  managers'  reluctance  to  hire  and  work  with  culturally 
diverse  workers. 

Racism  and  dlscinminaiion  that  can  result  from  misiii- 
teipretations  of  the  l^ehaviors  of  others."  ^ 

Sometimes  culture-specific  training  is  necessary,  hut 
|.  there  is  also  culture-general  training  which  can  he 
valuable  and  particularly  useful  ibr  developing  cross- 
cultural  competence. 

Culture-Specific  and  Cultural-General  Training: 

Bbook  entitled  Kiss,  Bow  or  Shake  Hands: 
How  to  Do  Business  in  Sixty  Countries  is  an 
excellent  resource  for  understanding 
culture-specific  issues.  This  resoiuce  is 
the  basis  for  many  corporate  training 
programs,  especially  as  they  pertain  to  expatriates  who 
are  being  trained  to  go  abroad.  Authors  of  the  book, 
Mon  ison,  Conaway,  and  Borden,  explain  that  for  each 
of  the  sixty  countries  identified  in  their  book,  there  is  a 
"cultural  orientation"  that  includes: 

•Cognitive  Styles:  Hoiv  We  Organize 
and  Process  Information 

•Negotiation  Strategies:  What  We  Accept  as  Evidence 
•V'alue  Sy.stems:  The  Basis  for  Behavior 

1 )  Lcjcus  fjf  Decision-making 

2)  Sources  of  Anxiety  Reduction 
Issues  of  Equality/Inequality "'° 

These  cultinal  orientations  help  us  understand  in  a 
business  context  how  people  may  vary  in  their  perspec- 
tives and  ways  of  doing  things  based  upon  their  cultural 
orientation.  Again,  we  are  reminded  by  Morrison,  et. 
al.,  who  caution  individuals  using  their  book, 
"Remember  that  you  deal  with  individuals,  and  there 
.n  e  always  exceptions  to  every  rule." 

Drawing  upon  cultm  al  orientations  and  cultural  arche- 
types, American  Express  Financial  Advisors  has  also 
developed  a  very  successful  form  of  culture-specific 
training.  Through  training  and  participation  in 
Learning  Labs,  American  Express  Financial  Advisoi  s  is 
actually  increasing  the  understanding,  and  the  valuing, 
of  their  diverse  constituencies.  This  method  has  had 


phenomenal  success  in  tapping  into  the  African- 
American,  Hispanic,  and  Gay  and  Lesbian  markets. 
Richard  S.  (iaskins,  vice-president,  di\'ersity  resource 
center  at  American  Express  Financial  Advisors  con- 
cludes from  his  experience:  "In  order  for  people  to  be 
effective  in  diverse  client  acquisition,  certain  things 
must  be  in  place.  They  must  have  a  knowledge  base  of 
cultural  patterns  of  the  segments  they  are  working  in. 
The  organization  must  also  support  this  kind  of 
environment.  And,  senior  management  must  sup])(^rt 
and  appreciate  the  fact  that  people  are  different.  We 
teach  people  to  effectively  communicate  and  work  with 
people  who  are  different  from  themselves." 

Culture  General:  A  Taxonomy  for  Understanding 
World  View 

ulture  is  complex,  but  it  "embodies  a  way 
of  living,  of  seeing  the  world,"  says 
AiTedondo.  "When  viewed  this  way,  we  can 
begin  to  connect  as  individuals  and  as 
groups."  Research  by  Arredondo  and 
others  such  as  Nancy  Adler,  Geert  Hoistede,  Edward 
Hall,  Fons  Trompennars,  Warner  Burke,  Taylor  Cox, 
and  Kluckhon  and  Strodtbeck,  among  f)thers  provide  us 
with  valuable  insight  into  miderstanding  culture  and 
cn )ss-cultural  differences.  Anna  Din  an,  based  upon  the 
work  of  Kluckholn  and  Strodbeck,  and  Farah  Ibrahim, 
Ph.D.,  professor  at  the  University  of  Connecticut  and 
developer  of  the  Scale  to  Assess  World  View,  explains 
that  each  of  us  maintains  our  own  "World  View"  around 
five  key  areas: 

Himian  Nature:  What  is  the  character  of  hiinuui  nature^ 
Relationships:  How  do  people  establish  relationships; 
Natiue:  What  is  the  relaticjnship  of  people  to  nature? 
f  iinc:  Where  is  the  tempcjral  focus  of  life? 
At  ti\  iiy:  How  do  people  live  their  lives? 

As  an  example,  our  world  view  on  "human  nature" 
might  manifest  itself  in  the  workplace  iti  a  variety  of 
ways.  One  kind  (jf  conflict  that  occurs  within  this  value 
category,  according 
to  Duran,  is  how 
much  to  trust  people 
or  not.  She  explains, 
"These  conflicts  man- 
ifest themselves  in 
terms  of  how 
much  of  our  work 
we  share  with 
other  people,  how 
much  we  trust 
co-workers  or  sub- 
ordinates to  carry 
through  with  a 
project;  and  how 
much  we  allow  a 


9  Thiederman,  Sondra,  Ph  D,,  "Bridging  Cultural  Barriers  for  Corporate  Success,"  Lexington  Books,  1991 
10  Mornson,  Tern,  Conaway,  Wayne  A  ,  Borden,  George,  Ph  D  ,  Kiss,  Bow  or  Shake  Hands:  How  to  Do  Business  in  Si>rty  Countries,  Adams  Media  Corporation,  Holbrook,  MA  ,  1994 
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gioup  to  empower  themselves  to  develop  policies  and 
procedures  for  the  organization  or  allow  people  to  make 
decisions  for  themselves." 

(iriggs  Productions  has  also  provided  a  similar  example 
of  common  challenges  people  face  across  dif  ferences 
in  the  workplace  (see  Exliibit  2).  We  see  readily  how 
contrasts  aroimd  time,  language,  commimication, 
and  relationship  can  have  significant  consequences 
in  the  workplace. 

Exhibit  2  Culture  Contrasts 

The  time  challengeipacf;  time 
is  money;  past-,  present-, 
or  future-oriented;  fixed 
versus  fluid  ( In  some  cul- 
tures there  is  no  language 
regarding  time.) 

The  language  ch<il)enge:  is 
the  culture  relying  on  lan- 
guage, action,  or  intuition 
to  make  judgements? 
I  he  life  goal  challenge: 
harmony;  goal-oriented; 
short  term/long 
term;  approach 
to  basic  needs 
(scarcity-plenty). 
The  communica- 
tion challenge: 
direct  versus 
indirect;  verbal 
versus  nonverbal; 
meaning  is  derived 
from  high  context  versus 
low  context;  circular  versus 
linear;  formal  versus  infor- 
mal; expressive  versus  stoic. 

The  work  and  acti\  ilv 
( hallenge:  if  there  is  a  will, 
there  is  a  way;  long  versus  short  hours 
family  and  work  balance;  live  to  work/ 
work  to  live;  being  versus  doing;  task  I'ersus  relationslnp; 
order  versus  flexibility. 

The  use  of  space  ( iiallengc:  different  physical  and 
psychological  space;  private  or  public;  near  or  far; 
closed  or  open. 

The  power  challenge:  who  is  in  charge?  Hierarchical; 
participative;  patriarchal;  equality. 
Ti\c  relationship  I  hallenge:t:///f6'rf«tes  building 
and  maintaining  relationships  (family,  organization, 
church,  state,  etc.);  formal  versus  informal;  individual 
versus  the  group;  cooperative  versus  competitive; 
task  versus  relationship. 

The  challenge  of  how  lo  relate  to  oneself :  iJ5  individual 
versus  as  part  of  a  group;  as  critic  or  as  nurturer;  as  body, 
soul,  or  mind;  as  spiritual;  as  integrated  whole. 


The  spirituality'  challenge:  goci/ei7n>!g;  agnostic;  atheist; 
the  notion  ofgdod  versus  bad;  varying  religions. 
The  nature  and  einironment  challenge:  part  of  nature 
versus  co)itrol  of  nature. 

Source:  Griggs  Productions,  Human  Energy  at  Work, 
Global  Contrasts,  1996,  San  Francisco 

A  Taxonomy  on  Personal  Culture:  Jane  Kendall,  direct<  )i 
of  the  Leadership  Center  at  The  New  School  for  Socia 
Research  explains:  "Om-  orientation  to  the  world  i' 
where  we  draw  our  energy  from.  It  affects  Iiow  wc 
perceive  the  world  and  gather  information.  It  is  how 

we  make  decisions  oi 
\\  hat  we  perceive."  Bast  i 
upon  the  Meyers  Brigg' 
Type  Indicator,  Kendal 
lielieves  "we  can  bettei 
imderstand  our  orienta 
tion  through  things  likt 
extraversion  and  intro 
version,  sensing  or  intii 
itive  types.  We  find  these 
concepts  put  forth  h^ 
the  MBT  I  is  an  excelleii 
tool  that  crosses  cultuif 
to  help  us  imderstan( 
'personal   culture"  am 
enhance  managemen 
and  relationship  build 
ing."  Kendall  notes  that 
alth(jugh  the  MBTI  can  be  cul 
turally  influenced,  type  prefer 
ences  are  innate.  She  explain 
type  jDreferences  serve  as  a  fou 1 1 
dation,  that  we  are  capable  o 
using  behaviors  that  are  no 
innate,  and  that  there  is  no  rigli 
oi  wrong  type-just  differen 
styles.  She  adds:  "In  collectivisi 
repressive,  and  highly  orderei 
cultures,  it  may  f)e  complex  to  identii 
type  and  to  allow  the  individual  persona 
f  reedom  to  express  and  use  personal  preferences." 

Kendall  makes  an  interesting  point.  Simple  ways  ii 
which  we  view  the  world  and  how  our  world  shapes  u 
can  have  significant  impact  on  how  we  communicate 
motivate,  and  manage  success.  For  example,  one  com 
mon  misunderstanding  that  occm  s  between  American 
and  others  in  the  world  is  that  between  an  individualis 
perspective  and  that  of  a  collectivist  perspective 
Albeit  J.  Jaramillo,  managing  partner  of  Workplac 
International  explains  these  differences  in  terms  o 
peifonnance  evaluation:  "In  the  U.S.,  we  are  t)']jicall 
individualistic  in  perf  onnance  evaluations.  We  think  tha 
a  pei  son  succeeds  or  doesn't  succeed  based  upon  thei 
own  individual  set  of  talents.  In  some  other  cultures 
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At  Pitney  Bowes  Inc.,  we  value 
the  power  of  diversity.  If  you 
have  something  you  would  like 
to  offer  the  world  through 
Pitney  Bowes,  our  door  is  open. 
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individuals  are  defined  by  the  giT)up  they  are  in.  In  that 
case,  social  differentiation  is  a  negative.  Success  and 
effectiveness  can  be  defined  very  differently  in  different 
cultiu  al  contexts-we  have  to  understand  this." 

The  bottom-line  is  that  there  are  frameworks, 
tiixonomies,  for  helping  us  to  understand,  communi- 
cate and  work  across  differences.  It  is  as  simple  as  raising 
awareness,  and  as  comjilex  as  trying  to  understand  the 
subtle  nuances  of  thf^se  things  only  those  born  into  a 
cultiue  can  iniderstand  and  the  societal  norms  we 
conform  to.  We  are  constantly  reminded  of  a  need  to 
become  aware  of  our  own  culture,  our  own  biases,  and 
how  to  overcome  them  while  trying  to  understand  the 
framework,  cultural  pers]3ectives,  or  "world  view" 
others  might  be  coming  from.  Barbara  Deane,  editor 
of  Cultural  Diversity  at  Work  says,  "We 
are  all  cultiual  beings.  You  speak 
through  cu 
ture,  look 
through  it, 
act  tliroutih 


Valuing  a  Diverse  Workforce 

reating  and  managing  diversity  alludes  to  a 
somewhat  compliance  driven  necessity. 
But,  when  we  talk  of  "valuing"  a  diverse 
workforce,  we  enter  a  new  phase,  one  that 
implies  internalization  and  integration.  It 
is  a  higher  level  of  involvement  and  commitment  in 
attitudes,  praaices,  policies,  and  procedmes.  Oeneral 
Motor's  director,  commimity  relations  and  diversity 
initiatives,  Lorna  Utley,  explains,  "Creating  and  manag- 
ing an  inclusive  cidture  should  become  a  natin  al  part  oj 
everything  you  do.  We  at  GM  are  dri\dng  to  instimtionalize 
an  inclusive  culture  through  our  key  values."  Marrioti 
International's  executive  \'ice-president,  human 
resources,  Brendan  Keegaii  adds,  "Our  coqjorate  value; 

are  not  just  nic( 
statements  or  nice 
liings  to  do.  The) 
are  critical  to  oui 
business  success 


it,  make  sense 

through  it,  and  relate  to  it.  (iet  to  know  what  your 
own  cultural  bubble  is  and  you  can  start  to  better 
iniderstand  others." 

Barbara  Stern  reminds  us  that  cultural  competence  is 
not  only  an  individual  necessity,  but  an  organizational 
one.  She  explains,  "We  need  to  be  able  to  work  with 
and  respond  to  ])eople  externally  as  well  as  internally. 
Our  organizations  have  to  sup]5ort  people  who  come 
from  other  cultures  and  not  the  mainstream.  If  the 
system  at  the  coiporate  level  has  a  bias,  you  have  to 
ensure  you  don't  have  it."  According  to  Beau 
Stubbleiield- ra\e,  director  of  Apt  Associates  Center 
for  (kiltural  Competence,  Evaluation,  and  Improve- 
ment, "A  culturally  competent  organization  leverages 
diverse  viewpoints  and  recognizes  and  promotes 
the  strengths  oi  non-traditional  employees  anfl 
actively  targets  and  serves  varied  communities  in  its 
marketplace.  Cultural  competence  creates  sustained 
competitive  advantage.  But,  this  retjuires  on  some  level 
a  value  for  diversity." 


Our  value  of  'Takinj 
Care  of  iIk  l.niployee,'  underscores  our  founder' 
fundamental  belief  and  experience  that,  when  you  'tak 
care  of  your  employees,  they  will  take  care  of  th 
customers.'  This  is  what  our  business  is  about." 


Ann  (i.T.  Young,  director,  staffing,  diversity  an( 
work/life  for  Eastman  Kodak  agrees  with  the  impoi 
tance  of  values.  "Everything  we  do  is  based  on  the  fiv 
Kodak  Values.  They  are:  respect  for  the  individua 
uncompromising  integrity,  trust,  credibility,  an 
continuous  improvement  and  personal  renewal.  Eaci 
of  us  has  resp(  )nsibility  for  accepting,  communicating 
and  acting  accordingly."  As  a  global  company  Youn 
recognizes  fi)r  Eastman  Kodak  that,  "Each  regie 
around  the  world  work.s  in  ways  consistent  to  thes 
values.  Within  that,  there  is  the  opportunity  tcj  customiz 
for  local  needs."  She  concludes,  "In  order  to  contribut 
to  our  fullest  extent,  each  of  us  as  an  individual  need 
to  be  in  an  environment  that  is  safe,  where  there  ^ 
hope,  and  that  is  flexible  enough  to  allow  all  peopl 
to  be  themselves." 
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Valuing  our  Ubuntu:  Cultural  research  and  motivation 
theory  indicates  that  people  contribute  most,  give  of 
themselves,  when  they  feel  valued.  Deepak  Sethi 
believes,  "Irrespective  of  talent,  people  will  not  give 
hearts  and  mind  unless  they  feel  valued."  Brendan 
Keegan  confirms,  "Our  fundamental  value  of  treating 
the  individual  employee  with  dignity  and  respect  is 
transferable  around  the  world.  We  do  not  create  it,  but 
rather  seek  to  draw  out  from  the  people  we  hire,  their 
natural  instinct  for  taking  pride  in  their  work  and  their 
natural  need  to  be  treated  with  dignity  and  respect. 
These  needs  are  universal  and  the  values 
supporting  these  needs  can  be  universal  also." 


means  investing  in  our  diverse  people  and  with 
that  comes  the  challenge  of  diversity  with  its 
problems  and  oppf)rtunities.  Says  Louw,  "Overall  we 
know  there  is  strength,  but  it  needs  to  be  valued. 
Most  importantly,  we  need  the  full  participation  of 
every  individual  and  partnership  and  cannot  afford  to 
lose  any  potential  (UBUNTU)  because  a  person's 
fullest  self  is  devalued." 

The  Character  of  a  Multicultural,  Inclusive  Organization: 

When  asked  the  question,  "what  characterizes  an  inclusive 
oi^inization?"  a  theme  of  com- 
mon descriptions  arose: 


We  find  a  value  for  individuals  and 
respect  can  go  a  long  way  in  compa- 
nies. An  interesting  example  comes 
out  of  South  Africa.  Lente-Louise 
Louw,  co-author  of  Valuing 
Diversity:    New  Tools  for  a 
Hew  Reality,  and  director, 
new  product  development 
It  Griggs  Productions  recalls 
in  experience  while  working 
vvith  a  large  South  African 
rorporation  based  in  Johan- 
lesbui^.  She  explains,  "During 
he  course  of  a  survey  I  con- 
ducted in  a  large  company 
Afell  regarded  for  progressive 
Tianagement,  equitable  salaries, 
food  health  care  and  other 
benefits,  but  steeped  in  long 
itanding  prejudices  about  the 

.apabilities  of  its  ("lazy")  workers,  there  was  great 
esLstance  to  the  questions  I  was  puttmg  directly  to  workers 
egarding  their  own  work  practices.  Despite  the  aid  of  a 
ranslator,  my  words  fell  on  decif,  unresponsive,  and 
lostile  ears.  Finally,  an  older  worker  spoke  up.  I  will 
lever  forget  the  connection  with  this  old  man  nor  the 
!xperience.  He  said,  'We  leave  our  Ubimtu  at  home.'  It 
)ecame  clear  that  the  management's  denial  of  the  workers 
personhood,"  its  lack  of  respect,  lack  of  knowledge,  lack 
)f  recognition  of  workers  as  fellow  human  beings-ef  fec- 
ively  shut  down  the  process  of  UBUNTU.  Ubuntu  is  a 
■ijguni  word  that  means  'the  quality  of  being  human.'  Its 
•quivalent  term  is  also  found  in  other  African  languages 
ind  is  a  key  concept  that  regulates  inter-personal  rela- 
ionships  in  African  culture.  It  shows  itself  in  social 
ateraction  and  is  highly  valued  by  African  people. 
Jbuntu  provides  a  framework  for  diverse  people  to 
ontribute  to  the  problem  solving.  Because  of  the  trust, 
espect,  and  acceptance,  people  are  not  afraid  to  participate 
ind  voice  their  ideas  and  feelings." 

Corporate  values  can  only  go  so  far;  it  is  the  act  of  valuing 
in  employee  that  makes  the  difference.  Given  the 
emographic  transformation  of  our  times  it  inherently 


'  Kifecli  vely  manages  people 
who  are  different 
•  Willing  to  .seek  out  information 
<ibout  internal  and  external 
environment 

■  Able  to  admit  weakness,  mistakes 
"Doesn't  place  people  in  boxes 
•Free  of  fear 

•  Heterogeneity  at  all  levels 

■  Fm powers  people 

•  Re( ognizes  and  utilizes  people 
J      skills  and  alMlities 

•  l  alks  to  customers 
•Can  deal  with  ambiguity  and 

Lmccrtaint^• 

•Fosters  learning  and  exchanging 
of  ideas 

•Fntrepieneurial 
•Flexible 


BellSouth  Corporation's  vice-president  of  Human 
Resources,  Richard  D.  Sibbemsen,  explains,"Organiz- 
ations  need  to  create  environments  where  diversity 
of  thinking  and  thoughts  and  demographics  are 
respected,  rewarded,  and  utilized.  It  should  be  the 
kind  of  environment  where  people  say,  'I  like  what  I 
do,  who  I  work  for,  and  am  proud  to  be  a  part  of 
this  organization.'" 

Leveraging  a  Diverse  Workforce 


everaging  diversity  is  contingent  upf)n  the 
interlinking  of  the  workforce,  workplace 
structure  and  the  marketplace  according  to 
Julie  O'Mara.  She  explains: 


'"Leveraging  diversity  in  the  marketplace  includes  serving 
customer  groups  with  sensitivity  to  their  diversity. 

'Leveraging  diversity  of  the  workforce  means  assuring 
persons  of  all  dimensions  are  included  in  ail 
aspects  of  the  organization;  and  reducing  barriers 
to  enable  all  employees  to  fully  use  their  talents  for 
the  organization. 
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So,  Ixowr  ex£i.ot^ly  are  -tlxey  dls£i.l>led? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization  on 
Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourog* 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

The  CEO  Council  helps  fund  the  programs  of  N.O.D.  Whether  we  ore  developing  local  voluntary 
disability  projects  or  providing  first-time  work  internships  for  teenagers  with  disabilities, 
our  goal  since  1982  has  been  the  full  and  equal  participation  of  people  with  disabilities  in 
all  aspects  of  life. 


THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


TRUSTEES  CIRCLE 

The  J.  C.  Penney  Company,  ln<.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGraw  III 
Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

Fannie  Mae,  James  A.  Johnson 

Provident  Companies,  Inc.,  J.  Harold  Chandler 

Reicher  Capitol  Management  Co.,  Jeffrey  P.  Reich 

United  Parcel  Service,  James  P.  Kelly 

UNUM  Corporation,  James  F.  Orr  III 

WesHnghouse  Electric  Corporation,  Michael  H.  Jordan 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
H.J.  Heinz  Company,  Anttiony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
New  York  Stock  Exchange,  Richard  A.  Grosso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Blake,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 

PRESIDENT'S  CIRCLE 

Amerrtech,  Richard  C.  Noteboert 

AT&T,  C.  Michael  Armstrong 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

CNA,  Dennis  H.  Chookoszian 

Dorsor  Investment  Company,  Stephen  L  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 

Joseph  E.  Seagram  &  Sons,  Inc.  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mothis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

Notional  Broadcasting  Company,  Robert  C.  Wright 

Northrop  Grumman,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E  Beekman 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 


The  Washington  Post  Company,  Donald  E.  Graham 
Wm.  Wrigley,  Jr.  Company,  William  Wrigley 
Woolworth  Corporation,  Rojer  Farah 

LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L  George 

Allstate  Insurance  Company,  Jerry  D.  Choate 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Apple  Computer,  Inc.,  Steven  Jobs 

Avon  Products  Inc.,  James  E.  Preston 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Capital  Cities/ABC,  Inc.,  Robert  A.  Iger 

CIGNA  Group  Insurance,  John  K.  Leonard 

Cubic  Corporation,  Walter  J.  Zabia 

The  Dun  &  Bradstreet  Corporation,  Velney  Taylor 

Fisher  Scientific  International,  Inc.,  Poul  M.  Mentrone 

Ford  Motor  Company,  Alexonder  J.  Trotman 

Fortis  Benefits  insurance  Company,  Robert  B.  Pelleck 

Gannett  Broadcasting,  Cecil  L  Walker 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

The  Hearst  Corporation,  Frank  A.  Bennock,  Jr. 

Henry  Ford  Health  System,  Gail  L.  Warden 

IngersoH-Rand  Company,  J.E.  Perrellc 

ITT  Hartford  Life  Insurance  Companies,  Lowndes  A.  Smith 

Johnson  &  Johnson,  Rolph  Larsen 

Marsh  A  McLennan  Companiei  Inc.,  A.J.C.  Smith 

Motorola  Inc.,  Chris  Galvin 

NationsBank  Corporation,  Hugh  L  McColl,  Jr. 

NEC  America,  Inc.,  Dr.  Mineo  Sugiyoma 

PPG  Industries,  Inc.,  Jerry  E.  Dempsey 

RJR  Nabisco  Holdings  Corp.,  Steven  Goldston* 

Shell  Oil  Company,  Philip  J.  Carroll 

Sony  Electronics  Inc.,  Carl  J.  Yankewski 

Steelcose  Inc.,  James  Hackett 

Tenet  Healthcare  Corporation,  Jeffrey  C.  Barfeakow 
Towers  Perrin,  John  T.  Lynch 
UU.KO,  Inc.,  RobeH  A.  Georgine 
United  Capital  Group,  JP  Mililli 
U.S.  Con  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goedet 
Worthington  Industries,  John  P.  McConnell 
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Kate  Health  Care,  Richard  R.  Risk 

iheny  Health,  Education  &  Research  Foundation, 

Sherif  S.  Abdelhak 
iheny  Ludlum  Corp.,  R.P.  Simmons 
HI  Life  Insurance  Company  of  North  America, 

Lowell  C.  Anderson 
ricon  Home  Products  Corporation,  John  R.  Stafford 
•icon  Physical  Therapy  Association, 
Dr.  Jan  K.  Richardson,  PT,  PWS,  OCS 

en  Inc.,  Gordon  M.  Binder 

Incorporated,  William  1.  Hudson 

Tsen  Corporation,  Jerold  W.  Wulf 

rsen  Worldwide,  Robert  W.  Grafton 

!i  Daniels  Midland  Company,  Dwayne  O.  Andreas 

lank  of  New  York,  J.  Carter  Bocot 

}n  Properties  Corporation,  Alan  M.  Leventhol 

lonce  Houssmonn,  Louis  B.  Lloyd 

Atlantic,  Raymond  W.  Smith 

Dearborn,  Inc.,  William  R.  Cook 
&  Veatch,  P.J.  Adam 

oeing  Company,  Philip  Condit 

I,  Jacobs,  Kenyon  &  Eckhordt,  Charles  D.  Peebler,  Jr. 

esfone/Firestone,  Inc.,  Masotoshi  Ono 

er  International  Inc.,  Ronald  A.  McDougall 

tlyn  Union  Gas  Company,  Robert  B.  Cotell 

irex  Corporation,  James  A.  Mack 

es  Schwab  &  Co.,  Inc.,  Charles  R.  Schwab 

•on  Corporation,  Kenneth  T.  Derr 

lex  Odeon  Corporation,  Allen  Karp 

IT  Group,  Inc.,  Albert  R.  Gamper,  Jr. 

oca-Cola  Bottling  Group  (Southwest),  Inc.,  Edmund  M.  Hoffman 
ite-Palmolive  Co.,  Reuben  Mark 
ast  Corporation,  Ralph  J.  Roberts 
uter  Associates  International  Inc.,  Charles  B.  Wong 
;ll  Limited  Partnership,  William  F.  Connell 
iternational,  Charles  R.  Shoemate 
Hospital,  Denny  O'Malley 
ig  International,  Inc.,  Dennis  B.  Longmire 
■te  &  Touche  LLP,  J.  Michael  Cook 
e  Corporation,  John  A.  Blanchord  III 
exter  Corporation,  Inc.,  K.  Grohome  Walker 
ieyLever,  Cetin  Yuceulug 
'Ood  Company,  Inc.,  David  H.  Murdock 
lion  Resources,  Inc.,  Thomas  E.  Copps 
ommunications  Corporation,  James  L.  Donald 


Christopher  Reeve 

Vice  Chairman  of  N.O.D. 


Duracell  North  Atlantic  Group,  Ed  DeGraan 

Echlin  Inc.,  Lorry  McCurdy 

EG&G,  Inc.,  John  M.  Kuchorski 

Ernst  &  Young  LLP,  Philip  A.  Laskbwy 

Fleet  Financial  Group,  Terrence  Murray 

Forbes  Magazine,  Malcolm  S.  Forbes,  Jr. 

Franklin  Templeton  Group,  Charles  B.  Johnson 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

The  Gillette  Company,  Alfred  M.  Zeien 

Glaxo  Wellcome  Inc.,  Robert  A.  Ingram 

Golden  Rule  Insurance  Company,  John  M.  Whelon 

The  Goodyeor  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

Guardsmork,  Inc.,  Ira  A.  Lipman 

Harvard  Pilgrim  Health  Care,  Allan  Greenberg 

Hasbro,  Inc.,  Alan  G.  Hossenfeld 

Household  International,  William  F.  Aldinger 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Forrell 

John  Hancock  Financial  Services,  Stephen  L.  Brown 

Johnson  Publishing  Company,  Inc.,  John  H.  Johnson 

J. P.  Morgan  &  Company,  Inc.,  Douglas  A.  Warner  III 

Keebler  Company,  Sam  K.  Reed 

Kmart,  Floyd  Hall 

Londstor  System  Inc.,  Jeffrey  C.  Crowe 

Matsushita  Electric  Corporation  of  America,  Yoshinori  Kobe 
The  May  Department  Stores  Company,  David  C.  Forrell 
MidAmerican  Energy  Company,  Stanley  J.  Bright 
Motion  Picture  Association  of  America,  Inc.,  Jock  Volenti 
Multifoods,  Gory  Costley 

The  New  York  Times  Company,  Arthur  Ochs  Sulzberger,  Jr. 

Northeast  Utilities,  Bernard  M.  Fox 

NYNEX,  Ivan  G.  Seidenberg 

Olin  Corporation,  Donald  W.  Griffin 

Oshmon's  Sporting  Goods,  Inc.,  Alvin  N.  Lubetkin 

The  Perkin-Elmer  Corp.,  Tony  L.  White 

Pitney  Bowes  Inc.,  Michael  J.  Critelli 

Price  Woterhouse  LLP,  James  J.  Schiro 

The  Prudential  Insurance  Company  of  America,  Arthur  Ryan 

The  Reader's  Digest  Association,  Inc.,  George  V.  Grune 

Reebok  International  Ltd.,  Paul  Fireman 

Republic  New  York  Corporation,  Walter  H.  Weiner 

Rockwell,  Donald  R.  Beall 

Safeway  Inc.,  Steven  A.  Burd 

Sea-Land  Service,  Inc.,  John  Cloncey 

SERD/BTS,  Mercedese  M.  Miller 

Shoklee,  Charles  Orr 

SmithKline  Beecham,  Jon  Leschly 

Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tambronds  Inc.,  Edward  T.  Fogarty 
Tribune  Broadcasting  Co.,  James  C.  Dowdle 
US  West,  Inc.,  Richard  D.  McCormick 
VF  Corporation,  Mockey  J.  McDonald 
Washington  Notional  Corporation,  Robert  Potin 
W.R.  Grace  &  Co.,  Albert  J.  Costello 
Wyse  Technology  Inc.,  Douglas  Chance 
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'Leveraging  diversity  work  addresses  organizational 
stniaures  because  of  the  need  to  build  effeaive  teams, 
w  ork  effectively  across  levels  and  organizational  botmd- 
aries,  and  blend  work  cultures  of  units,  subsidiaries,  and 
new  ly  merged  organizations." 

Peter  Bye,  corporate  diversity  director  for  AT&T 
confirms,  "you  need  to  make  the  linkage  between  the 
indi\  idual  and  the  organization.  If  w  e  reallv  have  an 
en\ironment  which  brings  out  different  pers|)ectives, 
and  use  those  in  a  productive  wav.  then  business 
products  and  services  can  improve."  At  Honex^vell, 
Pats\  Randell.  \ice-president.  corporate  diversit\'  and 
multicultural  business  affairs,  adds,  "We  want  to  make 
sure  w  e  are  thinking  and  exectiting  from  a  multicultiu  al 
perspeai\  e  on  all  levels-intemallv,  extemallv.  domesti- 
calh.  and  internationallv.  ,\s  a  global 
companv.  it  is  \ev\  clear,  whether  \\e 
travel  or  not.  we  are  a  multicultural 
organization.  Multicuhinism  recog- 
nizes that  diversity  is  broad,  it  touches 
talent,  customers,  suppliers,  relation- 
ships in  general,  and  the  w  ork  environ- 
ment and  company  culttne.  These 
components  tie  this  diretth"  to  btisiness 
strateg^■  and  praaices." 

ProN'ing  cultiu  al  di\'ersit\  can  be  lever- 
aged for  bottom-line  impaa  and  top- 
line  growth  is  less  important  than 
recognizing  that  cultural  di\'ersir\'  is  a 
realiU"  to  be  dealt  with-just  like  a  global  economy 
volatile  markets,  changing  technology,  and 
an\'  other  btisiness  issue.  The  important  thing  is  ensuring 
that  an  organization  has  addressed  sy  stemic  aaions  for 
ensuring  an  incltisi\e  en\  ironment  that  le\erages  its 
talent  of  all  kinds  at  all  levels.  Anderson  J.  Franklin, 
assem,  "We  shotild  be  just  as  challenged  at  managing  a 
diverse  \s  orkforce  as  yve  are  challenged  b\'  de\  eloping, 
marketing  and  promoting  otir  produas."  Fannie  Mae's 
CEO  Jim  Johnson  concludes:  "Run  diversity  like 
any  solid  business  fimction.  Establish  hard  goals, 
maintain  hard  responsibilit\'  and  accountability,  measure 
progress,  fix  problems,  and  you  \\  ill  succeed." 

We  are  reminded,  continuoush,  that  this  is  a  journey,  a 
learning  process.  When  thought  of  in  the  context  of 
continuous  improvement,  we  realize  we  mav  make 
mistakes,  that  change  is  constant  forcing  the  continuous 
evolution  of  otu^  organizations,  but  that  built  upon  core 
values,  strong  leadership  commitment,  and  effective 
strategies,  organizations  can  leverage  ctiltural  diversity 
to  organizational  and  indi\  idual  success. 

Each  of  us  has  responsibility  to  make  diversity,  cross- 
cultural  communication,  and  relationships  work. 
Organizations  also  have  responsibility  to  ensine  they 
o  eate  a  work  en\  ironment  w  here  people  can  make  a 


difference.  \'alerie  Crane,  executive  vice-presiden 
corporate  di\  ersity  development  at  Bank  of  .Americ 
observes,  "\Ve  are  in  a  balancing  act  w  here  everyone  car 
thrive.  Corporate  ctilttire  crosses  all  geographiesrant 
\ve  ha\  e  to  balance  global  with  local  needs,  corporatt 
\  alues  ^\  ith  local,  and  ensure  a  culture  of  inclusion. 
CEOs  are  "looking  for  a  corporate  ctilture  that  foster 
learning  and  sharing  and  exchanging  of  ideas  so  tha 
coiporations  can  impart  that  knowledge  corporate 
w  ide,"  says  Melissa  Berman,  senior  vice-president 
research  and  program  dey  elopment,  at  The  Confereno 
Board,  and  author  of  "How  CEOs  Drive  Global  Growth. 

"Walk  together,  talk  together  all  ve  peoples  of  the  eaili 
Then,  and  onh'  then,  shall  ye  have  peace."  This  motto  ( 
AFS  hiternational.  from  the  Sanskrit,  teaches  us  a  basi 
concept:  We  can  only  ha\e  peace  an 
tuiderstanding  when  we  leam  to  tall 
walk  together,  and  communicat 
across  otu"  differences.  One  execi: 
tive  inter\ie\sed  exclaimed:  "WTia 
concerns  me  in  .\merican  di\  ersit)' 
that  we  don't  stop  and  think  the 
difference  mav  be  a  cultin-al  misur 
derstanding.    It  may  riot  be  racis 
homophobic,  but  expressing  some 
thing  from  a  cultural  perspective 
We  need  to  talk  to  clear  it  u 
for  accuracy  ." 


We  ha\e  an  oppommitv  to  disp« 
mvths,  and  to  find  out  who  peop! 
reallv  are  and  what  thev  can  d( 
When  we  see  the  tip  of  the  iceberg  are  w  e  seized  yWt 
fear?  Or,  do  yve  turn  on  the  na\  igational  sy  stem  an 
explore  the  riches  the  iceberg  can  reveal?  Are  comp 
nies  getting  the  mindshare  of  their  employees,  or  ai 
they  just  touching  the  tip  of  the  iceberg?  Embracir 
cultin"al  differences  is  a  choice  we  all  have  to  inake  f( 
oin  seh  es.  If  we  choose  to  act.  to  make  a  difference,  w 
yvill  ha\  e  richer  lives  and  w  ill  likelv  achieve  profitabl 
sustainable,  oraranizational  sticcess. 
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Mixing  Business  with  Pleasure  by  Lincoln 


Puzzle  #3 


■ 

1 

.0 

1 1 

12 

13 

19 

23 

ACROSS 

L  First  industrial  user  of 
Niagara  Falls 

6.  EPS,  e.g. 

10.  Field  of  expertise 

14.  Ernst's  partner 

15.  River  of  Florence 

16.  Inoperative,  as  a  computer 

17.  Bistro  patron 

18.  Macy's  owner 

20.  '60s  campus-protest  group: 
Abbr. 

2L  Think-tank  output 

23.  Woodruff  Foundation 
beneficiary 

24.  O'Hare,  on  luggage  tags 

25 .  "My  countn,'  of  thee " 


26.  Reduced  slightly 

3L  Operating  expenses,  so  to 
speak 

32.  Pittsburgh-based  bank's  ticker 
symbol 

35.  Profit 

36.  OPEC  minister,  perhaps 

38.  Pisa  dough 

39.  Business  book  by  a  Notre 
Dame  ex-coach 

42.  Sicilian  spoutcr 

43.  Impose,  as  a  tax 

44.  and  desist 

45.  For  example 

46.  Ante-  relative 

47.  Current  ambassador  to  China 

48.  British  tavern 


49.  Chernow's  "Titan"  is  one 

5L  Holes  m  the  wall,  maybe 

54.  Computer  City  owner 

56.  Big  name  in  payroll  processmg 

59.  Consumer  spending's  fraction 
of  real  GDP 

61  Flip-chart  holder 

63.  Pennsylvania  port 

64.  Onetime  Venetian  official 

65.  Hertz  competitor 

66.  Deli  deliver)' 

67.  Editor's  marking 

68.  Tend  to  an  overgrown  fern 

DOWN 

L  Roll-call  count 

2.  factor  (airline  exec's  concern) 


3.  Reductions 

4.  Washington's  bill 

5.  Prefix  for  "business" 

6.  Treasury  bonds,  vis-a-vis  | 
bonds 

7.  "  luxuriously"  (see  page 

right) 

8.  "No  ifs,  or  buts!" 

9.  Golf-club  part 

10.  "Dilbcrt"  cartoonist 

IL  Tiller  starter 

12.  Water  pitcher 

13  .  Mr.  Warhol 

19.  Construction-credit  vehicl 
Abbr. 

22.  Cabinet  department,  for 

25.  Part  of  CRT 

26.  plan  (post-WWI  reparat 

payment  system) 

27.  Lloyd  Webber  score 

28.  Source  of  trouble  for  Zoe 

29.  Former  "New  Yorker"  edi 
Brown 

30.  Ivy  Leaguer 
3L  Old  (Gap  chain) 

32.  Exemplar  of  greed 

33.  Answering-machine  butto 

34.  Management  stratum 

36.  Former  Bendix  CEO 

37.  Gun  the  engine 

38.  Strong  cleaning  solutions 

40.  Federal  workers'  rights  gr 
Abbr. 

41  GE  purchase  of  '86 

46.  Press  the  sale  of 

47.  Outfield  material 

48.  Sampras  and  namesakes 

49.  Employee  wear,  at  times 

50.  Close-up  map 

5L  Suffix  meaning  "practitior^ 

52.  Out  of  whack 

53.  Pate  de  gras  i 

54.  Horse's  gait 

55.  Fiscal  period 

56.  Memo  acronym 

57.  Floor  model 

58.  Place  points  on  a  graph 

60.  Social  Security  numbers, 
example 

62.  48  Across  offering 


For  answers  to  this  puzzle: 

Turn  to  page  176  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/ puzzlesbylincoln/index.htm) 
Puzzle  created  by:  Stanley  Newman. 


I  LINCOLN 

www.  lincolnvehicles.com 


;htly  and  luxuriously  in  Lincoln  Navigator,  the  most  powerful  luxury  SUV  on  the  continent.  Tread  spaciously,  too  Navigator  has  room  for 
three  rows  of  leather-trimmed  seats.  Call  1  800  446-8888,  visit  wwwlincolnvehicles.com  or  see  an  autfiorized  Lincoln  Navigator  dealer 


incoln  Navigator.  What  a  luxury 


should  be. 


Environment 


since  1912  swiss 


Even  if  altitude  records  aren't  m  your  flight  plans,  consider  ttie 
FORTIS  Pilots  Automatic  Chronograph  Facts,  ensured 
accurate  by  the  automatic  self-winding  Swiss  movement,  are 
presented  crisply  on  its  uncluttered  dial  l»1inimum  glare  and 
maximum  luminosity  are  the  aims  of  its  supremely  functional 
design,  which  features: 

♦  Matte-finished  stainless  steel  case. 

♦  Anti-reflective  coating  on  both  sides  of  the  crystal 

♦  Large  face  with  high-contrast  dial. 

♦  Tritium-coated  hands  and  indices  for  night  legibility 

♦  A  fail-safe  power  source:  automatic  self-winding  movement 

Favored  by  combat  and  commercial  pilots  the  world  over, 
FORTIS  Watches  are  at  home  with  vibrations,  extreme 
altitudes,  and  G-Forces.  For  these  reasons,  when  taste 
and  necessity  demand  a  quality  aviation  watch, 
we  ask  that  you  consider  FORTIS. 

The  Forlis  Pilots  Automatic  Chronograph  (shown  above)  $1300 
and  other  Forlis  timepieces  are  available  from  $395  and  up  at: 


A  S  AN  T I 


2640  Mission  Slreet  San  Marino  CA  91 108  Telephone:  626-403-0033 


For  a  FORTIS  catalog  or  to  find  the  closest 
authorized  dealer  to  you,  please  call; 
800-358-921 2  or  717-822-1 900 
Visit  us  on  the       at  www.fortiswatch.com 


FISHERIES 


HOOK,  LINE. 
AND  EXTINCTION 

As  fish  stocks  plunge,  will  the  industry  change  its  way: 


T 


he  co(.l  off  the  New 
England  and  eastern 
Canadian  coasts  were 


OREGON  TUNA 
The  West  Coast 


once  so  abimdant  that,  regional  plan  for 

it  was  said,  a  man  could  conservation  lOOks 
walk  across  the  seas  on 

their  backs.  In  these  fertile  gOOd,  but  environ- 

depths,  they  grew  into  six-  mentalistS  Say  it's 

foot-long,  200-pound  giants,  not  being  followed 

But  in  a  wateiy  echo  oi  the 
fate  of  the  buffalo,  the  fish  were  practi- 
cally wiped  out  by  decades  of  ovei-fish- 
ing.  Now,  the  typical  cod  landed  by 
Chatham  (Mass.)  fisherman  Ed  Rohmer 
tips  the  scales  at  20  pounds — when  he 
can  manage  to  find  the  fish  at  all.  "Tliis 
year  has  been  pretty  bad,"  he  laments. 

The  near  disappearance  of  the  cod 
after  decades  of  ovei"fishing  is  costing 
New  England  $350  million  per  year  in 
vanished  income  and  the  loss  of  14,000 
jobs,  compai'ed  to  what  a  properly  man- 
aged fishery  could  sustain.  Worldwide, 
30%  of  fish  stocks,  from  orange  roughy 
and  shark  to  swordfish  and  tuna,  are 
declining  because  of  overexploitation — 
and  an  additional  44%  are  on  the  edge, 
according  to  a  recent  report  from  the 


.'\aliiiii;ii  Academy 
ences.  That's  putting 
a  $100  billion-per-ye;i 
al  industry  that  pi 
200  million  jobs.  Th. 
is  so  acute  that  mem 
tions  of  the  U.N.'s  I 
Agriculture  Organ 
agreed  at  a  meeting 
October  to  begin  the 
task  of  reducing  the  size  of  fishin; 
"It's  remarkable  that  so  many  cc 
have  recognized  the  problem — ai 
realized  that  it's  in  everyone's  eci 
self-interest  to  deal  with  it,"  savi 
D.  Garcia,  Assistant  Secretary 
U.  S.  Commerce  Dept.  and  chit.^ 
negotiator  at  the  FAO  meeting  inpj 
LONG  LIST.  The  potential  benit 
such  action  ai'e  huge.  The  cuiTerw 
catch  stands  at  about  84  milliorwi 
tons  of  fish,  plus  about  27  milhonli 
wasted  "by-catch."  If  today's  flee, 
million  fishing  boats — including  [ 
sizable  ones  from  China — cont  i< 
ply  the  seas  unchecked,  biologifls 
diet,  today's  catch  probably  cam 
"continued  on  a  sustainable  basi' 


Ninety-three  million  miles  away  blazes  the  standard  for  reliability.  It  always  rises.  It  is  clockwork 
to  the  point  of  being  taken  for  granted.  There  are  no  bugs  in  its  system  and  it  never  fails.  Can 
we  be  faulted  for  making  this  our  goal?  Can  we  be  faulted  for  an  unwillingness  to  accept  even  a- 
fraction  of  downtime  in  a  technological  landscape  wrought  with  chaos?  No. 

We  are  a  provider  of  enterprise  network  management  services.  We  are  a  provider  of  24'hour, 
seven  days  a  week  network  monitoring.  We  are  a  data  company,  providing  hardware,  software 
and  service  that  can  save  your  company  20  to  60%  in  annual  operating  costs.  , 

Operators  are  standing  by.  1'888-FASTRAK  (327-8725).  Or  visit  our  website.  :j 


LI  Ml NATE 
OWNTIME 

aged  Frame  Relay  from  Pacific  Bell  means  maximum  network  uptime.) 


pacificBbell. 


www.pbni.com 


A  Division  of  The  McGraw-Hill  CompMiics 


Trial 
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MICROSOFT 
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Telluswiiat 
vou  think 


Business  Week  and 
Court  TV  hove  joined 
together  to  cover  the 
landmark  Microsoft 
antitrust  suit.  From 
legal  implications  to  its 
impact  on  business  and 
consumers,  we  provide 
comprehensive  analysis 
on  the  air  and  in  doily 
reports  on  the  Web  at 
www.businessweek.com 
and  wv^.courttv.com. 


"Microsoft  on  Trial" 
Thursdays,  7PIVI  ET  on  COURT  TV 


Produced  by: 
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s  report.  But  if  species  are  al- 
to rebound  and  fishing  is  then 
I  reasonable  level,  the  haul  could 
/  be  boosted  by  10%  to  20%. 
I.S.  waters,  more  than  80%  of 
rcial  fish  stocks — the  basis  of  a 
ion  industry — were  disappeanng 
mid-1990s  or  were  on  the  brink 
ig  overfished.  The  long  list  of 
ned  species  includes  Atlantic  hal- 
ogfish,  red  snapper,  and  Pacific 
lerch.  So  in  1996,  the  RepubUcan- 
ngress  bucked  its  usual  anti-en- 
ient  stance  and 


lat: 


passed  a 
pro-conserva- 
1.  The  legisla- 
'equires  the 
lal  Marine 
•ies  Service 
and  eight  re- 
ishing  councils 
the  countiT  to 


TACKLING  THE  GLOBAL 
FISHING  CRISIS 

►  On  Oct.  22,  the  National 
Academy  of  Sciences  issues 
a  report  documenting  the 
overfishing  that  threatens 
cod,  tuna,  swordfish,  and 
scores  of  others. 


Brown,  the  owner  of  two  trawlers  op- 
erating out  of  Brookings,  Ore.  "We  don't 
want  to  hurt  businesses  and  communi- 
ties that  rely  on  lingcod  when  we  don't 
know  enough  about  the  fish." 

Similarly,  environmentalists  argue 
that  fishing  for  spiny  dogfish  in  New 
England  must  be  halted.  "Any  delay 
could  be  the  death  knell  of  the  species," 
says  D.  Douglas  Hopkins,  senior  attor- 
ney at  the  Envii'omnental  Defense  Fund 
and  a  member  of  the  New  England 
Fishei-y  Management  CouncU.  The  coun- 
cil, however,  favors  a 
delay,  and  it  has  not 
imposed  strict  enough 
Umits  on  cod  and  oth- 
er species,  biologists 
warn — in  part  be- 
cause of  intense  pres- 
sure from  fishermen 
and  from  politicians 
such  as  Senator  Ed- 


te  overfishing,   ward    M.  Kennedy 


:e  the  catch  of  ►In  late  October,  Food  & 

not    being  Agriculture  Organization  of 

3r  (such  as  red  the  U.N.  member  nations 

r   snared   in  agrees  to  identify  the  subsi- 

nets),  and  re-  dies  that  have  spurred  exces- 

le  loss  of  key  sive  growth  of  fishmg  fleets, 

habitats,  such  jn  hopes  that  fleets  can  be 

bottom  areas  reduced 


and  Representative 
Barney  Frank,  both 
from  Massachusetts. 

Conservationists 
and  biologists  are  lob- 
bying hard  to  create 
the  political  will  need- 
ed  to   take  strong 


:o  the  survival   steps.  They  are  also 


g  fish  that  can 
aged  by  trawl- 
id  dredging 
?he  new  law 
le  of  the  best 
ve've  done  for 

5,"  says  biologist  John  Musick  of 
^a  Institute  of  Marine  Science. 
X?  Tlie  cmcial  question,  however, 
her  the  steps  taken  undei'  the 
adequate.  Conseivationists  pi-aise 
mt  of  the  Pacific  Fishery  Man- 
t  Council's  plan  for  protecting 
1  as  lingcod,  rockfish,  and  bocaccio 
West  Coast,  for  instance.  The 
]uires  reductions  in  fishing  once 
ulation  of  a  given  species  drops 
iO%  of  the  estimated  levels  be- 
lieiTnen  arrived  on  the  scene — 
■loses  the  fisheiy  entii'ely  when 
(h'op  to  10%  of  the  pre-fishing 
it  the  council  is  not  abiding  by  its 
in,  and  the  actual  fishing  reduc- 
re  too  little  and  too  late,"  says 
^  biologist  Joshua  Sladek-Nowlis 
'enter  for  Maiine  Consei-vation,  a 
^on-based  environmental  orga- 
.  He  believes  the  lingcod  and  bo- 
lay  not  recover. 

jrmen  retort  that  stricter  re- 
is  may  be  overkill.  "We  don't 
sfinitive  answers  on  what  the 
lai-vest  should  be,"  ai-gues  Ralph 


►  In  mid-November,  at  an 
international  meeting,  the 
U.S.  pushes  for  stricter  limits 
on  catches  of  bluefish  and 
swordfish. 


pressuring  the  Na- 
tional Marine  Fish- 
eries Service  to  make 
the  regional  plans 
tougher.  Meanwhile, 
fishermen  themselves 
are  reahzing  that  many  species  of  fish 
do  need  help — and  that  their  business 
will  be  better  if  stocks  can  recover.  On 
the  Pacific  Coast,  for  example.  Brown  is 
working  to  cut  the  number  of  trawlers 
ft'om  250  to  below  200.  "The  idea  is  to 
tax  om'selves  to  buy  out  people"  who 
want  to  get  out  of  fishing,  he  explains. 

But  even  more  radical  changes  may 
be  needed.  The  most  controversial  rec- 
ommendation of  the  NAS  panel  is  that 
governments  should  assign  individual 
fisherman  or  communities  the  rights  to 
certain  amounts  of  fish  or  to  specific 
fishing  grounds.  That  would  give  fisher- 
men the  incentive  to  preserve  the  value 
of  their  share  or  right  over  the  long 
haul,  explains  Michael  Sissenwine,  di- 
rector of  the  Northeast  Fisheries  Sci- 
ence Center  in  Woods  Hole,  Mass.  The 
transition  "won't  be  easy,"  he  warns, 
since  it  would  put  some  fishennen  out  of 
business.  But  unless  such  stern  mea- 
sures are  taken  around  the  world,  the 
ocean's  bounteous  fisheries  may  become 
a  distant  memory. 

By  John  Carey  in  Washington 
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FEAR  NOT  ALL 
HEDGE  FUNDS 


If  you're  thinking  about  in- 
vesting in  a  hedge  fimd,  a 
good  starting  point  is  to 
study  Long-Term  Capital 
Management.  Then  lom  in  the 
other  direction.  For  most  in- 
vestors, the  characteristics  of 
the  ideal  fund  are  the  oppo- 
site of  those  of  Greenwich 
(Conn.)-based  ltcm,  whose 
leveraged  bets  went  so  bad 
that  its  bankers  had  to  take 
it  over  in  September,  inject- 
ing $3.6  billion. 

Contrary  to  popular  im- 
pressions, hedge  fimds  aren't 
just  for  risk-hungi-y  investors 
who  sky-dive  on  weekends. 
Sure,  there  are  funds  that 
use  lots  of  borrowed  money 
to  juice  up  their  bets.  But 
others  use  little  or  no  lever- 
age. And  many  pursue  in- 
vesting strategies  aimed  at 
low  volatility,  even  if  that 
means  accepting  lower  re- 
turns. "People  think  of  hedge 
funds  generically  but  there  is 
a  very  big  difference  in  the 
ways  they  control  risk,"  says 
John  Taylor,  a  managing  di- 
rector at  Goldman  Sachs. 
BRUTAL  YEAR.  As  LTCM 
founder  John  Meriwether  and 
other  battered  hedge-fund 
pros  can  attest,  1998  has  been 
a  brutal  year  for  most  of  the 
industry.  The  eacm  100 
hedge-fimd  index,  compiled  by 
Norwalk  (Conn.)-based  con- 
sultant Evaluation  Associates 
Capital  Markets,  was  down 
2.5%  through  Oct.  31  vs.  a 
13%  rise  for  the  Standard  & 
Poor's  500-stock  index. 

Over  the  long  term, 
though,  hedge-fund  perfor- 
mance has  been  better.  Ac- 
coi-ding  to  a  study  this  year 
by  Goldman  Sachs  and  Lon- 
don-based Financial  Ri.sk 
Management,  a  typical  fund 
produces  returns  approaching 
those  of  the  S&P  500,  yet  vrith 
smaller    fluctuations.  The 


study  covered  a  repre- 
sentative selection  of  277 
funds  from  1993  through 
1997.  For  instance,  so- 
called  "market-neutral" 
fimds,  which  tiy  to  exploit 
pricing  anomalies  between 
I'elated  securities,  had  an  an- 
nualized retiu'n  of  13.4%  and 
a  standard  deviation  of  1.86. 
(Standard  deviation  is  a  mea- 
sui-e  of  volatility,  and  the  low- 
er, the  better.)  Over  the 
same  period,  the  s&p  500  re- 
turned 20.3%'  annually,  but 
with  a  standard  deviation  of 
10.7.  Indeed,  Managed  Ac- 
count Reports,  a  New  York 
financial-research  group,  lists 
four  funds  whose  standard 


Choices  for 
Fund  Investors 


HEDGE  OR  MUTUAL? 


Hedge  funds  offer  a  wider  range  of  investment  choices 
than  mutual  funds  do.  They  charge  more,  too:  typically 
1%  of  assets  annually  and  20%  of  profits.  Some 
mutual  funds  have  begun  mimicking  certam  hedge- 
fund  strategies  by  employing  short-selling.  These  funds 
charge  2%  to  2.5%  of  assets,  and  none  of  the  profits. 


MACRO  OR  NICHE? 


The  best-known  hedge  funds  are  global  "macro"  funds 
that  make  leveraged  bets  on  currencies  and  interest 
rates.  More  common  are  funds  that  focus  on  one  area, 
such  as  distressed  securities  or  bond  arbitrage. 


SINGLE  OR  FUND  OF  FUNDS? 


If  you  select  your  own  fund,  you  can  zero  in  on 
those  you  like  best.  If  you  go  with  a  fund  that 
invests  in  several  hedge  funds,  you  get  diversifica- 
tion, which  can  reduce  your  risk.  But  you  have  to 
pay  an  extra  layer  of  fees. 


INDEPENDENTS  OR  INSTITUTIONS? 


Brokers  and  mutual-fund  groups  are  starting  up  more 
hedge  funds.  Institutions  usually  have  better  investor 
relations  than  hedge-fund  boutiques,  but  that  doesn't 
mean  they  earn  better  returns. 


deviation  was  below  1 
of  1997  and  again  thi: 
through  Oct.  31:  Argen 
sic  Convertible  Arbitra 
its  Bermuda-based  cou 
offshore  investors;  Ger 
portunity  Fund;  am 
Gamma  Fund,  biggest 
four  with  $1  billion  in 

Picking  a  low-vo 
hedge  fund  isn't  the  on, 
to  reduce  lisk.  Another 
to  diversify  by  pure 
several  hedge  funds 
aren't  low  in  risk  but 
low  volatility  when  yc 
at  them  together  The 
that  they  must  have  di 
investing  styles,  so  the 
move  up  and  down  ii 
step.  Hedge  funds  ope 
dozens  of  exotic  styk 
aren't  easily  availabl 
where,  fi'om  investing 
tressed  securities  to  ] 
pating  in  venture 
financing.  So  the  hed^ 
world  offers  you  grea' 
portunities  for  diversi 
than  if  you  restrict  y 
to  stocks  and  bonds. 

Most  advisers  say  t 
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qualify  to  invest  in  hedge 
funds.  That's  because  federal 
law  limits  most  hedge  funds 
to  no  more  than  99  limited 
partners  with  steady  annual 
incomes  of  $200,000  or  more 
or  a  net  worth  of  $1  million, 
excluding  their  home.  Funds 
can  have  up  to  499  limited 
partners  if  each  has  $5  mil- 
lion in  invested  assets.  Many 
hedge  funds,  such  as  Julian 
Robertson's  Jaguar  Fund  and 
all  of  George 
Soros'  hedge 
funds,  are 
domiciled  off- 
shore and  are  not  open  to 
U.  S.  citizens.  But  other 
Robertson  funds  are  open  to 
Americans. 

In  selecting  a  fimd,  make 
sm-e  the  general  partner  has 
a  lot  of  his  or  her  wealth — 
preferably  40%  or  more — in- 
vested in  it.  Examine  its 
track  record  thi'ough  mai'ket 
cycles.  Says  Robert  Schul- 
man  of  Tremont  Advisers  in 
Rye,  N.  Y.:  "We're  interested 
in  people  who  have  shown  a 
combination  of  will  and  skill 
to  stay  in  business." 

As  with  mutual  funds,  hot 
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INVESTING 
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ypical  fund  produces  returns  similar  to 
fthe  S&P,  with  lower  risk,  a  study  says 


jjji     number   of  hedge 
^^..jjI  Dr  the  sake  of  diversi- 
jlipjiij  .  is  around  seven.  If 
I't  afford  that  many,  a 
Jternative  is  a  fund 
vests  in  hedge  funds, 
lin  drawback  is  that  a 
,j  -funds  manager  will 
charge  1%  of  assets 
of  the  hedge  funds' 
es.  Some  also  charge 
i  of  any  profits.  Two 
"jpj,  foiTning  funds  of  funds 
ilatively  low  volatility 
len  Advisers'  offering, 
1  annualized  return  of 
in  the   four  years 
li  Sept.  30,  and  Dillon 
,ji  ty   Market  Neutral 
with  a  12.5%  return, 
'ever  you  pick  your 
>you  have  plenty  to 
from.   Some  4,000 
tl  Idomestic  and  offshore. 


lavei 


::-iire 
Jivei 


now  manage  about  $400  bil- 
lion in  assets.  Hedge  funds 
are  largely  unregulated  on 
the  theory  that  the  rich  can 
look  out  for  themselves. 
They're  usually  stmctui-ed  as 
limited  partnerships  in  which 
managers  receive  a  substan- 
tial share  of  any  profits.  Min- 
imum investments  range 
from  $100,000  to  $20  million— 
but  the  typical  amount  is  $1 
million.  You're  obliged  to 
commit  your  money  for  a 
minimum  period,  up  to  sev- 
eral years.  That  gives  man- 
agers breathing  room  to  at- 
tempt long-range  strategies, 
although  some  have  been 
forced  to  raise  cash  lately  in 
expectation  of  large  redemp- 
tions sparked  by  the  mai'ket's 
recent  volatility. 

Only  1.5%  of  U.  S.  families 


historic  results  are  no  guar- 
antee of  future  returns. 
"That's  the  biggest  trap.  You 
may  be  buying  after  the  op- 
portunity is  pretty  much 
gone,"  says  Joseph  Nicholas, 
CEO  of  Cliicago's  Hedge  Fund 
Research  and  author  of  a 
forthcoming  Bloomberg  Press 
book.  Investing  in  Hedge 
Funds.  Also,  beware  of  high 
fees.  The  typical  fund  chai'ges 
a  1%  annual  asset-manage- 
ment fee,  plus  20%  of  profits. 

Hedge  funds  are  now  be- 
ing offered  by  mutual-fund 
companies  such  as  Alliance 
Capital  Management,  Fi-anldin/ 
Templeton  Investor  Services, 
and  Gabelli  Funds,  and  by 
banks  and  brokers  such  as 
State  Street,  J.  R  Morgan,  and 
BancAmerica  Robertson 
Stephens.  They  generally  sell 


only  their  own  house  funds. 

It's  also  possible  to  mimic 
the  strategy  of  some  hedge 
funds  without  getting  into  a 
hedge  fund  at  all.  A  tax-law 
change  last  yeai'  made  it  easier 
for  mutual  funds  to  sell  shai-es 
short,  so  they  can  replicate 
the  "long-short"  strategy  that 
many  equity  hedge  fimds  fol- 
low: buying  some  stocks  and 
shorting  othei-s  so  the  portfolio 
is  somewhat  immunized  from 
swings  in  the 
overall  mar- 
ket. The  $;300 
million  Barr 
Rosenberg  Market  Neutral 
mutual  fund  is  an  example.  (It 
was  down  1.9%  fi'om  its  in- 
ception last  Dec.  16  thi-ough 
this  October)  Market-neutral 
mutual  fimds  don't  skim  off  a 
share  of  the  profits,  and  then- 
asset-management  fees — 2%<  to 
2.5%' — ai'en't  much  liigher  than 
the  1%  asset-management  fees 
typical  of  hedge  funds. 
LEGWORK.  You  can  invest  in 
the  fimds  by  contacting  a  fund 
dh-ectly  or  a  brokerage  fii'm 
that  offers  hedge  funds.  But 
for  thoroughness,  consider  us- 
ing a  consultant  such  as 
Hedge  Fund  Research  (312 
658-0955),  New  York-based 
Hennessee  Group  (212  857- 
4400),  or  Van  Hedge  Fund 
Advisors  International  of 
Nashville,  Tenn.  (615  377- 
2949).  Tliey  chai-ge  about  1%. 
of  invested  assets  as  a  fee  for 
assembling  a  portfolio  that 
meets  your  needs.  Some  con- 
sultants accept  payments  fi-om 
the  fiinds  themselves,  but  then 
you're  not  sure  you're  getting 
unbiased  advice.  You  can  also 
do  your  own  legwork  by  get- 
ting data  from  Hedge  Fund 
Research,  which  charges 
$6,000  a  yeai'  for  peifonnance 
data,  updated  monthly,  on  the 
1,400  or  so  funds  that  take 
new  investors.  Managed  Ac- 
count Reports  (212  213-6202) 
also  chai'ges  $6,000  for  a  simi- 
lar product. 

Hedge  funds  are  certainly 
for  big  players — folks  who 
need  wide  diversification  and 
are  comfortable  with  special- 
ized investments.  But  the 
funds  aren't  necessarily  ni- 
troglycerine, no  matter  what 
the  headlines  say.  Peter  Coy 
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SHOULD  YOU 
PLUG  INTO 
A  GE  FUND? 

Joining  the  letters 
"G"  and  "E"  brings  to 
mind  lots  of  things, 
from  lightbulbs  to  jet 

engines.  But  CE  mutual 
funds?  General  Electric 
means  to  change  that.  After 
neai'ly  six  sleepy  years  in  the 
fund  arena,  the  colossus  is  fi- 
nally stirring. 

In  print  ads  that  began 
right  after  Labor  Day,  indi- 
viduals are  being  urged 
"when  you  think  of  mutual 
funds,  think  of  GE."  A  TV  ad 
campaign  begins  in  early 
1999.  Says  ge  Funds  Chief 
Michael  Cosgrove:  "We're 
actively  committed  to  this 
business  in  terms  of  build- 
ing the  brand."  Cosgrove 
hopes  GE  Funds  will  swell 
tenfold  over  the  next  five 
years,  to  assets  of  more  than 
$40  billion — still  a  relative 
small  fry,  but  not  one  the  in- 
dustry can  ignore. 
JUST  AVERAGE.  For  fund  in- 
vestors, though,  the  question 
is  different:  In  a  universe  of 
5,251  mutual  funds  at  last 
count,  are  ge's  16  anything 
special?  So  far,  probably  not. 
"Investing  with  ge,  you 
would  be  getting  average 
performance.  Most  investors 
are  looking  for  a  little  bit 
more,"  says  David  Masters, 
an  analyst  with  Standard  & 
Poor's  Micropal  (like  business 
WEEK,  a  unit  of  The  McGraw- 
Hill  Companies). 

Average  performance  or 
not,  GE  is  adding  funds  at  a 
rapid  clip.  In  1998,  it  intro- 
duced six,  the  latest  a  small- 


company  offering 
that  opened  Oct.  1. 
Next   year,  Cos- 
grove   plans  to 
launch    a  dozen 
more,  including  one 
focused  on  Euro- 
pean stocks.  Eveiy 
fund,  he  argues, 
will  enjoy  an  edge 
by  virtue  of  ge's 
expertise  running 
money  for  institu- 
tions. The  company 
has  been  managing  pension 
investments  since  1927  and 
now  oversees  $75  billion  in 
(;E-related  assets  and  those 
of  outsiders. 

ge's  clout  gives  it  early 
looks  at  some  of  the  best  in- 
vestment ideas.  The  market 
intelligence  that  comes  with 
a  company  gamenng  $99  bil- 


lion in  global  revenues  a  year 
doesn't  hurt,  either.  "We 
have  businesses  everywhere 
around  the  world — from  In- 
donesia to  Japan  to  Aus- 
ti'alia — and  we 
can  tap  into 
them  for  what 
is  really  hap- 
pening," says  GE  Internation- 
al Equity  Fund  manager 
Ralph  Layman,  who  oversees 
$9  billion.  One  example:  a  pre- 
scient warning  ft-om  ge  man- 
agers in  Latin  America  in 
1996  to  dump 
stock  in  a 
Brazilian  appli- 
ance maker.  "I 
also  knew  that 
our  appliance 
people  were  go- 
ing to  be  get- 
ting more  ag- 
gi'essive  in  that 
^  mai'ket — a  pret- 
J  ty  good  piece 
X  of  information," 
Layman  adds. 
Ji4  Among  his 
recent  picks: 
Toshiba,  in  part  because  of 
ge's  collaboration  with  the 
Japanese  exporter  on  quali- 
ty-improvement programs, 
and  DaimlerChrysler.  He  ex- 
pects the  camnaker's  cash  flow 
to  grow  8%  to  10%  a  year, 
but  its  shai'es  are  going  for 
just  five  times  his  estimate  of 
1999  cash  flow. 


YOUR  MONEY 


FUND  WATCH 


A  Mixed  Performance 


FUND/SYMBOL 

MORNINGSTAR 
RATING 

AVG.  ANNUAL 
TOTAL  RETURN* 

ALPHA** 

GE  GOVT.  SECS.  A  (ITGAX) 

4.6% 

-2.3 

GE  MID-CAP  GROWTH  A  (IGRAX) 

★  ★ 

12.7 

-2.3 

GE  TAX-EXEMPT  A  (GETAX) 

★  ★★ 

5.6 

-0.6 

GE  VALUE  EQUITY  A  (ITVAX) 

★  ★★★ 

18.3 

-2.2 

'  Five  years  ended  Oct.  31 

'A  measure  of  the  difference,  in  percentage  points,  between  a  fund's  actual  returns  and  its 
expected  performance,  given  its  level  of  risk 

DATA:  MORNINGSTAR  INC. 


A  similar  growth-aa- 
sonable-price  strategy  u 
lies  ge's  picks  in  thi  \ 
where  portfolio  irn 
David  Carlson  has  be,i 
ing  shares  in  such  co: 
as  cell-phone  giant 
for  GE  Premier  Growt 
ty  Fund  and  Elfun  1 
Short  for  Electric  Fuj 
fun  represents  taxab] 
folios  for  GE  emplo 
limit  taxable  capital-gi 
tributions  to  Elfj 
vestors — which  er 
turns — Carlson  sai 
trades  \v 
a  shar^ 
friendlj 
tice  re^ 
investors  can  expect,|p 
As  good  as  all  this  I) 
anyone  tempted  to  fv 
money  should  pondeij'. 
sues.  One  is  cost.  I&i 
ge's  fluids  can  be  had^i 
paying  a  load  of  up 
or  a  fee  to  an  invest: 
viser.  Ongoing  expe: 
no  bargain,  either, 
mance  also  remains 
despite  ge's  size  am 
savvy.  Most  of  its  ret] 
have  fairly  short  rec] 
we  focused  on  a 
group  of  four  that 
turned  five  years  olc^ies; 
In  the  five  years  en 
31,  none  beat  its  bei 
although  Layman's  s< 
younger  internatioi 
did  so  by  0.32  pei 
point.  Says  Morningi 
lyst  Eric  Jacobson: 
are  no  real  dogs, 
are  no  stars  here,  ei 

Cosgrove  says 
aim  to  top  their 
market  indexes, 
want  to  do  it  in  a 
trolled  way."  Troubi 
cording  to  Mornings 
of  the  four  funds- 
man's — has  delivere 
called  "alpha" — a  re 
yond  what's  expecte 
degTee  of  risk  taken 
ing  alpha  is  no  me 
Only  one  in  eight  U 
funds  have  done 
1995.  But  that  still  \ 
hundreds  to  choos( 
138  of  them  withou 
and  something  else 
over  before  you  sigr 
GE  fund.  /?o5e#„ 
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BIG  SCORE 
LITTLE  BANKS? 


traded  community 
selling  at  a  36% 


^ou  missed  the 
nee  to  buy  on  the 
ket's  recent  dip, 
't  despair.  Some 

I  stocks  are  left — maybe 
in  your  backyard.  Based 
itimated  1999  earnings, 
s  of  the  nation's  1,340 
dy 
i  are 

int  to  the  Standard  & 
!  500-stock  index.  That's 
e  lower  end  of  their  his- 
1  range"  of  half  to  equal 
fep's  value,  notes  Mark 
ibbon,  managing  direc- 
t(  it  Sandler  O'Neill  & 
iBvestiJ' lers,  a  New  York 
lent  bank. 

all-bank  and  thrift 
s — which  are  selling 

even  deeper  dii 
—have  been  pun- 
by  pessimism 
lear-tenn  pros- 
for  takeovers 
eir  less-liquid 
r  of  the  market, 
lany  small  banks 
■  ush  with  equity, 
them  higher  capital 

than    their  larger 
:en.  Money  center  and 
itobsoii:|  lal  banks  have  capital 
kp,  bii  ^  to  7%  of  assets,  while 
iit|  unity  banks  (with  as- 
etween  $100  million  and 
I  illion)  have  about  9%, 
)NL  Secuinties,  a  finan- 
isearch  firm  in  Char- 
/ille,  Va.  Thrifts,  on  av- 
have  capital  ratios  of 
A  fdth  some  nearing  30% 
)ercentage  points  more 
ret  'equii-ed  by  regulators. 
!ess  capital  can  finance 
rs  or  business  ventures 
lance  returns.  Capital 
Iso  be  distributed  to 
,j,ine  s  lolders  through  divi- 
or  stock  buybacks.  But 
>  a  reason  small  banks 
id  resoiu-ces.  When  the 
ny  sours  and  loan  loss- 
-unt,  they  have  a  hard 


ays  I 
theii 
lexes, 
it  in 
"  Tiw 
,\m 

fjndi 
(ielivt 
B"-a 
:  espei 


r,  ivitl 

:  Villi  SI 


in  flush  times,  they  keep  ex- 
tra capital  on  hand  for  pro- 
tection. As  a  result,  even  as 
the  strong  economy  has 
helped  banks  large  and  small 
create  five  consecutive  years 
of  record  earnings,  the 
lenders'  return  on  equity  has 
remained  puny  (table).  "Wall 
Street  doesn't  like  them  be- 
cause they're  underlever- 
aged,"  says  San  Diego  value 
investor  Charles  Brandes, 
who  has  been  accumulating 
shares  of  underperforming 
lenders  in  hopes  of  revived 
profits  or  takeovers. 

Not  every  bank  is  a  merg- 
er target.  Some  community 


lenders'  shares  are  concen- 
trated in  the  hands  of  insid- 
ers resistant  to  change,  says 
Bert  Ely,  an  Alexandria,  Va., 
banking  consultant.  Takeovers 
of  banks  in  slow-growing 
markets  are  also  unlikely. 
That's  the  reason  Ely  coun- 
sels avoiding  "anything  with 
an  ROE  below  12%,  unless 
you  have  good  reason  to 
think  something  is  going  to 

change  in  the   

near  future." 

Still,  plenty 
of  underachiev- 
ers  merit  a  look.  Keefe, 
Bruyette  &  Woods,  an  in- 
vestment bank  that  special- 
izes in  the  banking  industiy, 
likes  Mercantile  Bankshares 
of  Baltimore  and  Houston- 
based  Prime  Bancshares  of 
Texas.  Both  are  in  fast-gi'ow- 
ing  mai'kets  and  have  enough 
capital  to  repurchase  stock, 
making  them  alluring  to  suit- 


YOUR  MONEY 


STOCKS 


ors  and  investors.  Mercantile 
is  fairly  priced  compared  with 
its  peers,  but  Prime  Bank  is 
cheap  at  12.2  times  estimated 
1999  earnings  of  $1.45,  says 
Keefe  Bmyette  analyst  Mami 
Pont  O'Doherty. 

Meanwhile,  Jerome  Davis, 
a  Greenwich  (Conn.)  share- 
holder activist,  owns  stakes 
in  about  25  savings  and  loans. 
He  is  tiying  to  persuade  two 

  tiny  ones  that 

went  pubhc  re- 
cently, GS  Fi- 
nancial of 
Metairie,  La.,  and  United 
Tennessee  Bankshares  of 
New])ort,  Tenn.,  to  pay  hefty 
one-time  dividends  to  reduce 
their  capital  levels  of  about 
32%  and  26%,  respectively. 
GS  Financial  Pi-esident  Donald 
Scott  says  a  special  dividend 
is  "an  option"  if  a  five-year 
plan  to  expand  mortgage 


Koieri'iaising  money.  So  even 


LENDERS  WITH  APPEAL 


BANK/ 


PRICE* 


CAPITAL 


RETURN 


COMMENT 

RATIO 

ON  EQUITY 

MERCANTILE  BANKSHARES 

Growing  market 

13.3% 

15% 

UNITED  TENN.  BANKSHARES 

Low  p-e  ratio 

m 

26 

6 

GS  FINANCIAL 

Takeover  bait? 

m 

32 

4 

BROOKLINE  BANCORP 

Strong  management 

11% 

32 

7.4 

VALLEY  NATIONAL  BANCORP 

Solid  earnings 

10 

19.5 

*N0V.  30                     DATA:  BLOOMBERG  FINANCIAL  MARKETS,  BUSINESS  WEEK 

lending  and  add  services 
doesn't  boost  returns.  Unit- 
ed Tennessee  President 
Richard  Harwood  didn't  re- 
turn calls.  Although  both 
have  pui'chased  stock  ah-eady, 
"there  is  a  serious  risk  of  un- 
derperformance,"  Davis  says 
of  GS  Financial,  whose  roe  of 
about  4%  trails  even  United 
Tennessee's  lackluster  6%. 

Buying  stock  in  a  small 
bank  or  thiift  requires  much 
analysis  and  a  leap  of  faith. 
A  lot  of  value  is  buried  in 
some  banks'  fat  balance 
sheets.  But  unless  manage- 
ment is  willing  to  engineer 
a  tumai'ound  or  sell  to  some- 
one more  capable,  what  looks 
like  a  bargain  could  be  a 
bust.  Arme  Tergesen 
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Personal  Business 


MINIVANS:  FINALLY, 
HONDA  GETS  IT  RIGHT 


For  Honda,  the  mini- 
van  had  always  been  a 
blind  spot.  Although 
its  Accord  is  one 

of  America's  favorite  cars, 
Honda  didn't  even  offer  a 
minivan  for  years.  When  it 
finally  came  out  with  the 
quirky  little  Honda  Odyssey 
four  years  ago,  it  missed  the 
mark  by  a  mile.  Too  small. 
Too  weak.  Not  family  fiiend- 
ly  enough. 

But  Honda  took  its  mis- 
takes to  heart  and  got  to 
work,  coming  up  with  a  1999 
Odyssey  that  shares  only  its 
name  with  its  puny  predeces- 
sor. Honda  transformed  it 
into  the  biggest  veliicle  it  has 
ever  produced.  It's  also  the 
most  poweifiil  minivan  on  the 
road,  packing  a  21U-horse- 


power  V6  engine.  Indeed, 
Honda  figured  out  what  no 
other  Jaj3anese  minivan  mak- 
er understands:  To  soccer 
moms  and  dads,  size  does 
matter. 

That's  a  lesson  Chrysler, 
learned  long  ago.  The  auto 
maker,  now  Daimlei'Clirysler, 
owns  nearly  half  the  U.  S. 
minivan  market,  with  its 
Dodge  Caravan,  Plymouth 
Voyager,  and  Chrysler  Town 
&  Country.  But  with  the 
reinvented  Odyssey's  debut, 
DaimlerChrysler  is  acting 
scared:  On  Nov.  20,  it  an- 
nounced a  .$1,000  rebate  on 
all  its  minivans. 
FORMIDABLE  FOE.  Indeed,  the 
Canadian-built  Odyssey  is  a 
formidable  foe  for  Daimler- 
Chrysler.  It  meets  or  beats 
DaimlerCliiysler's  most  dom- 
inant   model,    the  Dodge 


THE  ODYSSEY:  A 

Sport ij  ride  plus 
lots  .of  features 

Grand  Caravan,  by 
any  measure.  The 
Caravan  has  168.4 
cubic  feet  of  interi- 
or    space;  the 
Odyssey  has  170.7. 
The  Caravan  has 
six   cup  holders; 
Odyssey,  nine. 
Each  minivan  mod- 
el has  storage  bins 
aplenty,  including  a  purse 
holder  under  the  front  pas- 
senger seat. 

Honda  also  has  gone  to 
war  on  price.  The  old 
Odyssey  started  at  $24,615 
and  climbed  rapidly.  The  up- 
sized  replacement  begins  at 
$23,415,  with  few  costly  add- 
ons. Sure,  that's  still  nearly 
$3,000  more  than  a  base-mod- 
el Grand  Cara- 
van, including 
the  $1,000  re- 
bate. But  the 
Honda  comes  with  several 
standard  features,  such  as 
separate  aii-  conditioning  con- 
trols for  backseat  passengers 
and  a  cassette  stereo.  The 
top-of-the  line  Odyssey  ex 
goes  for  .$26,215  and  is 
packed  with  standard  fea- 
tiu'es  such  as  dual  powei"  slid- 
ing doors,  a  power-adjustable 
driver's  seat,  and  a  CD  stereo. 
By  compaiison,  a  loaded  Toy- 
ota Sienna  tops  out  at 
.$30,784,  but  has  20  cubic-feet 
less  cargo  space. 

The  Odyssey's  most  inge- 
nious feature  is  tucked  away 


YOUR  LIFE 
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in  the  back:  a  thi  - 
bench  seat  that,  at  the  u 
a  strap,  collapses  flat  n 
well  in  the  floor.  That  i 
no  more  muscling  cu 
some  seats  out  of  the  li 
to  make  room  for  ext. 
go.  The  third-row  dis;  ^ 
ing  act  allows  the  Ody  t 
accommodate  4-by-8-f( : 
wood  sheets. 

The  real  measure  [ 
Odyssey  is  the  spor 
and  handling  that  is  ]  ii 
trademark.  I  was  si  d 
that  Honda  could  engi  t 
spunky  driving  pers  i 
into  a  portly  miniv  i 
while  taking  the  fami . 
drive,  I  threw  the  C  \ 
hard  into  a  sharp  tu  . 
only  squealing  came  f  ,; 
wife  and  three  kic 
Odyssey  gripped  th' 
with  none  of  the  un- 
wallowing,  tipsy  feci  . 

minivai. 
Tlids 


Sizing  Up  the  Competition 


HONDA  ODYSSEY 

DODGE  GRAND  CARAVAN 

FORD  WINDSTAR 

TOYOTA  SIENNA 

PRICE* 

$23,415 

$21,720 

$24,590 

$22,738 

ENGINE 

3.5literV6,  210hp 

3.3  liter  V6, 158  hp 

3.8hterV6,  200  hp 

3.0  liter  V6, 194  hp 

GAS  MILEAGE 

18  city/26  highway 

18  city/24  highway 

17  city/24  highway 

18  city/24  highway 

LENGTH 

201.2  inches 

199.6  inches 

200.9  inches 

193.5  inches 

WIDTH 

75.6  inches 

76.8  inches 

76.6  inches 

73.4  inches 

*Base  price  for  four-door  model 


ClSe 

ners  at 
separates  the  Odyssi,- 
the    Grand  Cara\; 
Ford's   Windstar  in 
Ford  overhauled  tlu' 
star  for  the  1999  mm 
finally  adding  an  al  • 
tant  fomlh  door  (stai  ^ 
the  Odyssey),  but  m'. 
$3,50  option!  The  aul 
also  has  taken  thi  ; 
step  of  offering  a  $">( » 
on  its  freshly  rci;; 
minivan.  While  i"i 
Dodge  have  Honda  iu. 
to-60-mph  acceleratifl. 
minivan  drivers  dn  i 
race.  The  more  ap|;i 
attributes  ar' 
Odyssey's  carlie 
dling  and  quiet  vel< 
The  Odyssfv.- 
style  points  for  p 
lar,  slightly  meni 
pearance,  whiclf 
designers  say  i 
spired  by  a  i  1 
knight's  armc 
Odyssey's  edg  i' 
along  with  its  li 
handling,  couh  i 
unlock   the   s(  e 
minivan     succ^  i 
Honda.  Perhap  H 
has  foimd  a  way  i 
the  dowdy  old  ii 
cool.      Keith  I  u 
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iness  Week  Index 


ork 


■efici 


UCTION  INDEX 


ige  lioni  last  week:  0.4% 
ige  from  last  year:  5.2% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

—  Nov,  21sl35.8  — 
1992s 100 


Mar  July  Nov 

1998  1998  1998 

dex  IS  a  4-week  moving  average 

uction  index  continued  to  climb  in  the  week  ended  Nov.  21.  The 

Bd  index  was  also  up.  to  137  from  135.6.  Seasonally  ad|usted  output 

;ight  traffic  increased  3.9%.  with  loadings  of  crushed  stone,  gravel, 

up  24.4%  over  year-ago  levels.  Coal  production  was  up  2.3%.  and 
?.217  railroad  cars.  Also  posting  gains  were  steel  (+3.8%),  trucks 

electricity  (+0.4%),  and  lumber  (+3.1%).  Autos  and  crude-oil 
n  declined. 

in  index  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

*RICES  (11/27)  S&P  500 

1192.29 

1163.55 

24.8 

ATE  BOND  YIELD,  Aaa  (11/27) 

6.25% 

6.31% 

-8.5 

(UPPLY.  M2  (11/16)  billions  1 

>4,382.9  3 

4,374.8r 

9.0 

CLAIMS.  UNEMPLOYMENT  (11/20)  thous 

314 

300r 

-2.5 

GE  APPLICATIONS.  PURCHASE  (11/27) 

293.8 

259.3 

19.4 

GE  APPLICATIONS.  REFINANCE  (11/27) 

2,086.3 

1,814.8 

151.8 

Standard  &  Poor's,  (Vloody's.  Federal  Reserve,  Labor  Dept 
ssn.  (Index:  March  16,  1990=100) 


Mortgage 


EST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

.FUNDS  (12/1) 

4.82% 

4.58% 

5.55% 

CIAL  PAPER  (12/1)  3-month 

5.08 

4.97 

5.71 

JATES  OF  DEPOSIT  (12/2)  3-month 

5.19 

5.18 

5.80 

ORTGAGE  (11/27)  30-year 

6.93 

7.03 

7.36 

IBLE  MORTGAGE  (11/27)  one-year 

5.71 

5.82 

5.71 

1/27) 

7.75 

7.75 

8.50 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (1 1/28)  thous.  of  net  tons 

1.736 

1 ,892# 

-22.0 

AUTOS  (11/28)  units 

74,161 

i la,  J  /brff 

1.3 

TRUCKS  (U/28)  units 

85,733 

Ibl  ,432r# 

-1 .0 

ELECTRIC  POWER  (11/28)  millions  of  kilowatt-hrs.  58,753 

61,512# 

-2.2 

CRUDE-OIL  REFINING  (l  1/28)  thous.  of  bbl./day  14,337 

14,252# 

-3.9 

COAL  (11/21)  thous.  of  net  tons 

22,043# 

21,801 

6.4 

LUMBER  (11/21)  millions  of  ft. 

514. 3# 

501.1 

7.1 

RAIL  FREIGHT  (11/21)  billions  of  ton-miles 

28. 4# 

27.8 

4.8 

Sources:  American  Iron  &  Steel   Institute,  Ward's 
Institute,  American  Petroleum  Institute,  Energy  Dept 
American  Railroads 

Automotive  Reports,  Edison  Electric 
,  WVi/PAi,  SFPA2,  Association  of 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (12/2)  $/troy  oz. 

294.150 

296.450 

0.4 

STEEL  SCRAP  (12/1)  #1  heavy,  $/ton 

85.50 

85.50 

-40.4 

COPPER  (11/27)  e/ib. 

74.4 

74.9 

-14.7 

ALUMINUM  (11/27)  iz/lb 

62.0 

62.8 

-20.3 

COTTON  (11/27)  strict  low  middling  1-1/16  in.. 

e/lb.  63,84 

65.17 

-5.9 

OIL  (12/1)  $/bbl. 

10.89 

11.66 

-41.5 

CRB  FOODSTUFFS  (12/1)  1967=100 

196.86 

195.84 

-20.9 

CRB  RAW  INDUSTRIALS  (12/1)  1967=100 

267.64 

267.57 

-15.9 

Sources:  London  Weidnesday  final  setting.  Chicago 
market,   NYMEX,   Commodity  Research  Bureau 

market,  Metals 

Week,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (12/2) 

120.08 

120.93  128.60 

GERMAN  MARK  (12/2) 

1.67 

1.71 

1.77 

BRITISH  POUND  (12/2) 

1.66 

1.66 

1.68 

FRENCH  FRANC  (12/2) 

5.61 

5.73 

5.92 

ITALIAN  LIRA  (12/2) 

1656.0 

1690.5  1734.5 

CANADIAN  DOLLAR  (12/2) 

1.54 

1.55 

1.42 

MEXICAN  PESO  (12/2) 

9.964 

9.915 

8.125 

TRADE-WEIGHTED  DOLLAR  INDEX  (12/2) 

107.5 

108.4 

108.4 

Federal  Reserve.  HSH  Associates.  Bloomberg  Financial  Markets 


Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn. 


index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


MENT  CREDIT 


Dec,  7,  3  p.m.EST>-  Consumers 
aidtded  about  $5  billion  in  new  debt 
ir,  says  the  median  forecast  of 
ts  surveyed  by  Standard  &  Poor's 
vision  of  Thie  McGraw-Hill  Compa- 
allment  borrowing  jumped  $8.4  bil- 
iptember  and  has  been  accelerating 
)98.  That's  probably  a  result  of  bet- 
ial  conditions  enjoyed  by  more 
Js. 

r  ACCOUNT  BALANCE 

3y,  Dec.  9,  iO  a.m.fsr  ►  The  U.S. 
:count  deficit,  a  tally  of  the  trade 
s  well  as  financial  obligations  to 
F  U.  S.  securities,  probably  topped 


$60  billion  in  the  third  quarter,  up  from 
$56.5  billion  in  the  second.  That  means  the 
current  account  deficit  would  equal  2.8%  of 
gross  domestic  product,  up  from  2.7%  in 
the  second  quarter.  When  a  current  account 
gap  hits  3%  of  GDP,  downward  pressures 
often  grow  on  the  nation's  currency. 

BEIGE  BOOK 

Wednesday,  Dec.  9,  2  p.m. est  >■  The  Fed- 
eral Reserve's  roundup  of  regional  econom- 
ic activity  as  reported  by  its  district  banks 
will  be  released  in  advance  of  its  policy 
meeting  on  Dec.  22.  Analysts  will  likely  be 
most  interested  in  what  the  Beige  Book  has 
to  say  about  bank  lending  to  businesses. 
The  reduction  in  available  credit  was  one 


consideration  that  led  to  the  Fed  cutting 
interest  rates  three  times  since  Sept.  29. 

RETAIL  SALES 

Friday,  Dec.  11,  8:30  a.m. est^  The  s&p 
MMS  survey  says  retail  sales  likely  rose  0.2% 
in  November,  on  top  of  a  1%  jump  in  Octo- 
ber. Excluding  cars,  sales  probably  increased 
0.3%,  after  gaming  0.5%  in  October. 

PRODUCER  PRICE  INDEX 

Friday,  Dec.  11,  8:30  a.m. est>  Producer 
prices  of  finished  goods  were  probably 
unchanged  in  November  after  rising  0.2% 
in  October.  Excluding  food  and  energy,  the 
core  index  likely  edged  up  0.1%,  the  same 
tiny  advance  posted  in  October. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Compat)ies  listed  only  in  tables  are  not  included. 


ABC(DIS)  100,104 
ABN  Amro  64,  90 
Advanced  Resources 

International  78 
AeroVironment  82 
Aetna  (AFT)  38 
AirTouch  (ATI)  170 
Alliance  Capital 

Management  168 
Alliant  Energy  39 
Amazon  com  (AlVlZN)  106, 112, 

119,120,130,178 
America  Online  (AOL)  53,106, 

122 

American  International  Group 
(AIG)  38,124 

American  Isuzu  Motors  135 
AmeriSource  Health  36 
Amoco  (AN)  36, 178 
AMP  124 

Andersen  Worldwide  70, 132 
Apple  Computer  (AAPL)  130 
Arden  Advisers  168 
Argent  Classic  Convertible 
Arbitrage  168 

Artemis  Management  Systems  40 
AT&T(D  132 
®Home(ATHM)  51 
Aurora  Flight  Sciences  82 
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Banana  Republic  (GPS)  90 
Banca  Cremi  42 
BancBoston  Robertson  Stephens 
(BKB)  106, 168 
Banco  Bilbao  64 
Bancomer  42 
Banco  Mexicano  42 
BankAmerica  (BAC)  124 
Bankers  Trust  (BT)  62 
Banorte  42 

Barnes  &  Noble  (BKS)  106, 119, 
178 

Barr  Rosenberg  Market 

Neutral  168 
Benchmark  Capital  106 
Bergen  Brunswig  (BBC)  36 
Bernstein  (Sanford  C )  100 
Bertelsmann  106, 178 
Bethlehem  Steel  (BS)  124 
Binnyi  Associates  122 
BMW  (BMW)  68 
Boeing  (BA)  31,51 
Boyce  Feed  &  Gram  39 
Brasmotor  (WHR)  83 
British  Petroleum  (BP)  34,36, 

178 

BT  Alex.  Brown  (BT)  120 
Burdine's  90 
Buycom  106, 130 

C  

Cable  &  Wireless  (CWP)  132 
Capital  One  Financial  (COF)  6 
Cardinal  Health  (CAH)  36 
CBS  (CBS)  100,104 
COC  Gamma  Fund  168 
COnow  106 
Centennial  Fund  90 
Centrelnvest  34 
Charter  Communications  51 
Chase  Manhattan  (CMB)  38, 64, 
124 

Chevron  (CHV)  34,78 
Citigroup  (C)  42,64,124 
Cleveland  Cavaliers  51 
CML  Group  (CML)  138 
CNET  106 

Coca-Cola  (KG)  6,124 

Commerzbank  64 

Compaq  Computer  (CPQ)  68 

Condor  Capital  Management  1 28 

Conner  Peripherals  130 

Conoco (COC)  34 

Credit  Suisse  First  Boston  124 


Cybenan  Outpost  106 
CyberSource  106 
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Daewoo  56 

DaimlerChrysler  (OCX)  62, 68, 

170,172,178 
Dataquest  51,132 
Deloitte  &  Touche  44 
Delta  Air  Lines  (DAL)  62 
Deutsche  Bank  38, 46, 62,  64 
Dillon  Flaherty  Market  Neutral 

Fund  168 
DirecTV  51 
Doner  (WB)  135 
DuPont(DD)  34 
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EchoStar  Communications  51 
Eddie  Bauer  106 
El  Code  Ingles  70 
Electrolux  83 
Ernst  &  Young  76 
ESPN  100 

Evaluation  Associates  168 

Excite  (XCIT)  120 

Exxon  (XON)  34,36,78,119,178 


Fahnestock  34 
Federated  Department  Stores 
(FD)  106 

Fidelity  Investments  38 
Financial  Risk  Management  168 
Fingerhut  (FHT)  128 
Firsthand  Funds  122 
Foote  Cone  &  Belding  135 
Ford(F)  38,135,172 
Fox  (NWS)  100,104 
Franklin  Templeton  168 
Fu|i  Heavy  Industnes  135 
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Gabelli  Funds  168 
Gap (GPS)  90 
Gartner  Group  38 
Gems  Opportunity  Fund  168 
General  Atomics  82 
General  Electric  (GE)  62,128, 
170 

General  Motors  (GM)  34, 38 
Glenayre  Technologies  20 
Goldman  Sachs  124,168 
Greenwich  Mean  Time  20 
GS  Financial  171 
GT  Interactive  6 
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Hedge  Fund  Research  168 
Hennessee  Group  168 
Herbert  Mines  Associates  90 
Hewlett-Packard  (HWP)  130 
High  Speed  Access  51 
Hoechst(HOE)  62,128 
Home  Shopping  Network  90 
Honda  (HMO  135,172 
Honzon  Media  104 
Huffy  (HUF)  8 
HummerWinblad  106. 112 
Hyundai  56 
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IBM  (IBM)  128 

ICON  Health  &  Fitness  138 

IHI  132 

Infoseek  (SEEK)  100 
Ingram  Book  Group  106, 119 
Ingram  Micro  (IM)  130 
Inhale  Therapeutic  Systems 
(INHL)  128 

Institutional  Shareholder 
Services  90 

Intelliquest  Information  106 
International  Data  106 
Invesco  Capital  Management  90 


Jaguar  Fund  168 
Japanese  National  Oil  78 
J  Crew  Group  90 
John  Hancock  Mutual  Life 
Insurance  124 
JP  Systems  20 
Junglee  112 

Jupiter  Communications  130 
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Keefe  Bruyette  &  Woods  171 
Kellogg  (K)  51 
Kia  Motors  56 
Kmart  (KM)  8,44 
KPMG  Peat  Marwick  68 


Landmart(  Graphics  34 
Lands'  End  (LE)  90 
Landware  20 
Legg  Mason  132 
LG  56 

Little  (Arthur  D  )  135 
L.LBean  90 
Long-Term  Capital 
Manbagement  168 
Lycos  (LCDS)  120 
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Macy's(FD)  90,106 
Managed  Account  Reports  168 
Marcus  Cable  51 
Massachusetts  Envelope  76 
Maytag  (MYG)  83 
Mazda  135 

McDonald's  (MOD)  8,70 
McGraw-Hill  (MHP)  100,170,175 
MCI  WorldCom  (WCOM)  10,51. 
132 

McKesson  iMCK)  36 
McKinsey  68 
Media  Metrix  120 
Mercantile  Bankshares  171 
Merrill  Lynch  (MER)  56,100,106, 
124 

Metro  70 

Metropolitan  Life  Insurance  124 
Microsoft  (MSFD  20,36.51,106. 
120 

Mitsubishi  135 

Mobil  (MOB)  34.36,78,178 

Moody's  Investors  Service 
(DNB)  124 

Morgan  (J.P)  (JPM)  34,168 
Morgan  Stanley  Dean  Witter 
(MWD)  34,64 

Moigen-Waike  Associates  10 
Morningstar  170 
Motorola  (MOT)  38 
Munich  Re  82 
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National  Life  Insurance  90 
NationsBanc  Montgomery 
Secunties  (NB)  120 
NBC(GE)  100,104 
NCR  38 

Netscape  Communications  106 
NetTech  Group  112 
Networt(  Solutions  (NSOL)  53 
News  Corp  (NWS)  51 
NexTrend  46, 135 
Nielsen  Media  Research  (ART)  104 
Nieman  Marcus  (H)  44 
Nippon  Telegraph  &  Telephone 
(NTT)  132 
Nissan  135 
Nomura  64 
NordicTrack  (CML)  138 
Nordstrom  (NOBE)  106 


Oddwodd  Inhabitants  6 
Office  Depot  (OOP)  36 
1-800-FLOWERS  106 


PaineWebber  (PWG)  124 
Paribas  70 

Parnassus  Investments  90 
PC  Flowers  &  Gifts  128 
Peppers  &  Rogers  106 
PepsiCo (PEP)  130 
Pfizer  (PEE)  124.128 
Pinnacle  Micro  130 


Piper  Jaffray  44,1281 
Prime  Bancshares  if 
Pnsunic  70 
Prudential  Insurance  I 
Prudential  Securities  [ 
Puleva  68 
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Ragen  MacKenzie  6  1 
Red  Brick  Systems  1| 
Reelxom  106,130 
Reuters  64 
Rhone  Poulenc  (RP) 
Roadrunner  51 
Royal  Dutch/Shell  Gni 

78,178 
Royal  Philips  ElectronI 

(PHG)  68 
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Sam's  Club  (WMT)  1 
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Samsung  56 
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Scaled  Composites 
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Sears  (S)  44,128, 
Sema  Group  70 
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Shaw(D.E.)  119 
Siemens  68 
SK  56 
SkyTel  20 
Smith  &  Hawken  (CI 
SNL  Securities  171 
Softbank  130 
Somex  42 
SpeedServe  130 
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124,170,175 
Staples  (SPL)  36 
Subaru  of  Amenca  1 
SunAmenca  124 
Sun  Trust  Banks  (STi; 
Suzuki  135 
Symantec  (SYMC)  2( 
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Telefonos  de  Mexico  ( 
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Ten-itoiy  Ahead  90 
Texaco  OX)  34,178 
Texas  Pacific  Group 
3Com  (COMS)  20, 5 
Time  Warner  (TWX)  I 
Toshiba  170 
TotalPetrofina  34 
Toyota  aOYOY)  135 
Tremont  Advisers  16 
Trocca  42 
Turner  Broadcasting 

(TWX)  104 
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United  Tennessee 
Bankshares  171 
US  Airways  (U)  51 
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Van  Deventer  &  Hod 
Van  Hedge  Fund  Adv: 
Veno  132 
Visa  USA  106 
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106, 119 
Walt  Disney  (DIS)  10 
Walton  Feed  39 
Warburg  Dillon  Read 
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Whirlpool  (WHR)  83 


Xerox  (XRX)  38 
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Yahoo!  (YHOO)  106, 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9064.5 

-2.5 

12.9 

NASDAQ  Combined  Composite 

1995.2 

1.5 

23.5 

S&P  MidCap  400 

352.9 

-0.8 

7.3 

S&P  SmallCap  600 

166.5 

-0.1 

-7.2 

S&P  SuperComposite  1500 

246.5 

-1.0 

17.6 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

425.7 

1.6 

40.7 

S&P  Financials 

128.1 

-2.5 

7.6 

S&P  Utilities 

254.4 

-1.5 

15.8 

PSE  Technology 

409.3 

1.6 

34.2 

rUnclun  rviAKI\t  1  a 

Latest 

%  change 
Week  Year 

London  (r i-st  i  uu) 

5507.2 

-5.0 

10.8 

rranKiurt  (UAX) 

4691 .7 

-5.4 

14.9 

Tokyo  (NIKKEI  225) 

14,986.6 

-1.2 

-9.6 

Hong  Kong (Hang  Seng) 

10,055.8 

-7.3 

-10.3 

Toronto  (TSE  300) 

6380.5 

-2.9 

-A.5 

Mexico  City  (IPC) 

3815.4 

-5.4 

-25.6 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1 .33  % 

1 .32  % 

1.57% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

30.1 

30.8 

24.6 

S&P  500  P/E  Ratio  (Next  12  mos.)'  22.8 

23.2 

19.1 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Specialty  Appar.  Retailers  24.4 

Semiconductors  22.5 

Transportation  Services  22.3 

Invest.  Banking/Brkrge.  18.6 

Hospital  Management  16.2 


Communications  Equip.  74.0 

Specialty  Appar.  Retailers  70.2 

Genl.  Merchandise  Chains  59.2 

Drugs  56.5 

Computer  Systems  56.2 


WORST-PERFORMING   Last  Last  12 

GROUPS  month  %  months  % 


Oil  &  Gas  Drilling 
Oil-Weil  Equip.  &  Svcs. 
Oil  Exploration  &  Prod. 
Steel 
Shoes 


-34.8 
-25.4 
-22.3 
-9.1 
-8.8 


Oil  &  Gas  Drilling 

Oil-Well  Equip.  &  Svcs. 

Leisure  Time 

Oil  Exploration  &  Prod. 

Metals 


-64.5 
-45.4 
-37.5 
-37.2 
-31.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-4.25%  ^.03%  -1.01% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1090.6    1086.7  Positive 

Stocks  above  200-day  average       35.0%    37.0%  Positive 

Options:  Put/call  ratio                 0.43       0.46  Negative 

Insiders:  Vickers  Sell/buy  ratio       0.63       0.62  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Redound  ahead?  StocKi  v«tn  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

AT&T 

62^16 

-^16 

Procter  &  Gamble 

87^8 

-1  Vl6 

AMR 

65 '^16 

-1  Ve 

Apple  Computer 

31  "^16 

-5^16 

BEA  Systems 

12 

-7'%2 

UAL 

63  "/16 

-1V4 

Decline  ahead?  Stocks  v/ith  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

75% 

12% 

MCI  WorldCom 

59 

3% 

Amazon.com 

192 

65^16 

Yahoo 

192 

81  %2 

Inktomi 

132% 

48Vi6 

Network  Appliance 

75  Vs 

20% 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


mberg  Financial  Markets 

mm 


MONEY  MARKET  FUNDS 

4.79 

4.80 

5.18 

90-OAY  TREASURY  BILLS 

4.48 

4.57 

5.26 

6-MONTH  BANK  CDS 

4.40 

4.47 

5.20 

1-YEAR  TREASURY  BILLS 

4.40 

4.60 

5.53 

10-YEAR  TREASURY  NOTES 

4.59 

4.83 

5.83 

30-YEAR  TREASURY  BONDS 

5.02 

5.19 

6.02 

LONG-TERM  AA  INDUSTRIALS 

5.96 

6.12 

6.55 

LONG-TERM  BBS  INDUSTRIALS 

6.85 

7.05 

6.97 

LONG-TERM  AA  TELEPHONES 

6.35 

6.48 

6.96 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 


Ifr-yr.  bond 


Latest 


Last 


30-yr.  bond 
Latest  Last 


week 

week 

week 

week 

GENERAL  OBLIGATIONS 

4.14% 

4.17% 

4.80% 

4.84% 

PERCENT  OF  TREASURIES 

90.24 

86.38 

95.62 

92.96 

TAXABLE  EQUIVALENT 

6.00 

6.04 

6.96 

7.01 

INSURED  REVENUE  BONDS 

4.26 

4.29 

5.03 

5.08 

PERCENT  OF  TREASURIES 

92.85 

88.87 

100.21 

97.57 

TAXABLE  EQUIVALENT 

6.17 

6.22 

7.29 

7.36 

'  MUS  Diversified  ■■  Ail  Eqiiity 
return  ^      52-v/eek  total  retu-n 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%   Four-week  total  return 


% 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


MunderNetNetB 
Amerindo  Technology  D 
WWW  Internet 
ProFunds  UltraOTC  Investor 
Potomac  OTC  Pius 

Leaders 

52-week  total  return 


27.7  Rydex  Energy  Svcs.  Inv  -31.5 

26.5  ProFufids  Ultrashort  OTC  Inv.  -27.4 

26.2  Fidelity  Sel.  Energy  Serv.  -27.0 

21.9  Icon  Energy  -23.1 

21.2  Oppenheimer  Real  Asset  B  -18.8 


Laggards 
%    52-week  total  return 


% 


lingstar,  Inc. 


ProFunds  UltraOTC  Investor 
Transamerica  Aggr  Gr  Inv. 
Amerindo  Technology  D 
Dreyfus  Technology  Growth 
Flag  Investors  Communs.  A 


75.9  Lexington  Troika  Russia  -79.8 

60.2  American  Heritage  -52.2 
59.4  Fidelity  Sel.  Energy  Serv.  -48.7 

58.3  Eaton  Vance  Wwde.Dv  Res.  B -48.2 

54.4  State  St.  Res.  Slob.  Res.  B  -A8.2 


Technology 
Communications 
Large-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 

Leaders 

52-week  total  return 

Communications  27.8  Latin  America  -32.1 

Large-cap  Growth  22.6  Diversified  Emerging  Mkts.  -26.8 

Technology  21.1  Natural  Resources  -25.1 

Utilities  16.8  Pacific/Asia  ex-Japan  -17.3 

Large-cap  Blend  16.5  Real  Estate  -14.6 


14.0  Natural  Resources  -7.9 

8.7  Precious  Metals  -1.6 

7.9  Pacific/Asia  ex-Japan  -O.I 

6.7  Europe  0.5 

6.0  Diversified  Emerging  Mkts.  0.6 

Laggards 

%  52-week  total  return  % 


i  of  market  close  Wednesday,  Dec.  2.  1998.  unless  ottierwise  indicated.  Industry  groups  are  as  of  Dec.  1.  Bloomberg  money  flow  analysis  is  as  of  Nov.  30.  For  a  more  detailed  explanation. 
500  companies  only.  Fundamentals,  tectinical  indicators,  and  mutual  fund  returns     write  to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 
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EXXON  MOBIL  MEETS  AMAZON.COM 


Technology  is  a  relentless  force  that  creates  and  destroys 
with  little  pity.  For  proof,  look  no  further  than  the  im- 
ploding oil  industry  and  the  booming  Internet.  What  was 
once  a  colossus  bestriding  the  world — Big  Oil — is  slirinking. 
And  what  didn't  even  exist  for  most  people  a  decade  ago,  the 
Internet,  is  exploding  with  new  companies  and  new  oppor- 
tunities. Schumpeter's  description  of  capitalism  as  "creative 
destmction"  is  apt.  But  it  doesn't  go  far  enough.  Technology 
works  by  changing  the  veiy  rules  of  the  economic  game. 

Take  the  oil  industry.  From  the  time  of  John  D.  Rocke- 
feller's Standard  Oil  trust  to  the  glory  days  of  the  Seven  Sis- 
ters, the  industiy's  ability  to  exercise  control  over  a  finite, 
critical  resource  allowed  it  to  amass  enormous  wealth  and 
power.  But  technology  is  changing  all  that  by  expanding 
worldwide  reserves  while  making  refineries  much  more  effi- 
cient. The  result?  The  oil  scai'city  of  the  '70s  is  now  replaced 
by  abundance  in  the  '90s.  And  while  the  recession  in  Asia  has 
lowered  demand  for  the  moment,  technology  is  likely  to 
make  oil  plentiful  for  decades.  Thanks  to  innovation,  oil  today 
can  be  lifted  out  of  the  gi'ound  for  $3  a  bairel. 

Greater  supplies,  higher  efficiencies,  and  lower  prices  mean 
only  one  thing — consolidation.  The  merger  of  Exxon  and  Mo- 
bil (page  34)  is  the  latest  in  a  series  that  brings  the  Seven 
Sisters  down  to  foui'.  Technology  is  undermining  the  need  for 
capacity  and  increasing  the  drive  to  cut  costs.  In  the  U.  S., 
since  1990,  29  refineries  have  closed.  Yet  production  has  ac- 
tually increased  and  prices  have  fallen  sharply.  More  consol- 
idation is  sure  to  follow.  A  combined  Exxon  Mobil  will  soon 
control  14%  of  U.  S.  refining,  equal  to  Texaco-Shell  and  a 
bit  more  than  the  12%  of  BP-Amoco.  Similar  ratios  work  for 
gas  stations.  Washington  regulators  have  legitimate  antitrust 


concerns  about  the  recombination  of  the  old  Rockefellej 
But  technology  may  be  changing  the  old  antitmst  eqi 
too.  Cornering  the  oil  market  is  difficult  when  supply 
increasing.  Who  would  have  thought  18  years  ago,  ^ 
barrel  of  oil  was  $40,  that  it  would  be  $11  today?  | 
Nowhere  have  the  economic  rales  been  changed  so  ^ 
technology  than  on  the  Internet.  In  the  past,  the  bai 
entry  into  oil,  steel,  autos,  and  telephone  markets  vis 
tremely  high.  New  players  needed  enoiTnous  capital  t  V 
capacity  to  capture  leading  market  positions  and  genei; 
profits.  Or  they  received  government-sanctioned  monj 
as  in  cable. 

Not  so  on  the  Net.  Little  capital  is  needed  to  sta 
site  or  service.  And  certainly  no  government  help.  C<r. 
tion  is  open,  fierce,  and  relentless.  The  efficiency  of  tl 
ketplace  is  far  liigher  in  virtual  reality  than  at  the  ma 
result,  profits  are  hard  to  come  by.  Margins  are  razor! 
they  exist  at  all.  A  company  such  as  Amazon.com  has. 
ket  capitalization  of  $11  billion  without  making  profi;. 
technology  also  changed  the  noles  of  financial  valuatior  1 
pears  so  at  first  glance.  Revenue  growth  and  marketh 
not  profits,  are  propelling  hot  Net  stocks.  Investors  Efi  \ 
ing  to  bet  on  a  payoff  15  years  down  the  road  (paj(  1 
That's  a  long  time  to  wait.  Digitalization  of  books.i!ni 
and  videos,  Amazon's  current  product  base,  will  lo^jr 
barrier  to  entry  even  further,  opening  the  Net  tcfee 
competitors.  Technology  will  force  Amazon  to  move  l. 

But  that's  what  teclmology  does.  The  only  ceitaintiivai 
technological  change  ai'e  that  it  is  constant,  painful  ancSn 
end,  positive  for  economic  growth.  Along  the  way,  il3r( 
established  rules  for  just  about  eveiything. 


DON'T  UNDERMINE  THE  EURO 


It  will  be  the  boldest  experiment  in  the  recent  history  of 
world  finance.  At  market  opening  on  Big  Bang  Monday, 
Jan.  4,  Eui'ope's  new  currency  starts  to  phase  in,  as  Conti- 
nental stocks  and  bonds  begin  trading  in  euros.  If  all  goes 
well,  the  creation  of  a  unified  cun-ency  zone  almost  as  big  as 
the  U.  S.'s  could  boost  the  Old  World  into  an  economic  pow- 
erhouse to  rival  America.  Weak  European  financial  markets 
should  surge,  and  a  new  reserve  currency  should  take  its 
place  within  investors'  portfolios  along  with  the  dollar 

Unfortunately,  the  euro  is  off  to  a  rough  start.  Em-ope's 
raft  of  new  center-left  governments,  notably  the  one  led  by 
Gerhard  Schroder  in  Germany,  threatens  to  sap  the  progi'ess 
achieved  in  making  the  region  more  competitive.  Their  attacks 
on  the  new  Eiu'opean  Central  Bank,  hints  of  ending  the  fiscal 
austerity  mandated  by  monetary'  union,  and  talk  of  locking  in 
relatively  high  taxes  Europewide,  have  rattled  business  con- 
fidence and  threatened  investment.  The  recent  purchase  of 


Chrysler  by  Daimler  Benz,  Bankers  Tinst  by  DeutsclfcB 
and  half  of  Barnesandnoble.com  by  Bertelsmann  ihe 
shift  of  capital  investment  by  giant  German  companieigp 
the  country — a  shift  that  could  get  worse. 

It's  time  for  the  new  new-left  in  Em'ope  to  get  a 
Continent  won't  fully  benefit  from  the  eiu^o  unless 
petition  it's  designed  to  engender  is  allowed  to  { 
That  means  Europe  must  have  a  strong  central 
counter  backsliding  by  governments  into  profligati 
ing.  It  also  means  liigh-tax  nations  like  France  should 
down  toward  low-tax  countries  such  as  Ireland.  And 
that  the  deregulation  being  phased  in  by  the  Europ€ 
mission  in  uncompetitive  industries  like  telecom,  T 
and  energy  must  go  on.  Europe's  new  governmc 
paid  lip  sei-vice  to  supporting  these  key  measures.  IN». 
must  follow  through.  Anything  less  could  make  thefc  ' 
another  failed  stab  at  reviving  Europe's  competitivfes 
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P BRAND 

^key  Kettle  Soups 


Vegetable  Bd 


This  is  your  brand. 


P BRAND 

^Bokey  Kettle  Soups  , 


This  is  your  brand 
with  longer  expiration  dotes. 


■or  a  while  now  there's  been  the  popular 
liief  that  shorter  FSI  coupon  expiration  dates 
*t  you  more  new  users,  faster,  because  new 
;ers  redeem  your  coupons  first. 

ell,  here's  a  news  flash:  Longer  dates  get 
Li  even  more  new  users.  Research  reveals  that 

coupons  with  expiration  dates  over  three 
nths  increase  trial  by  new  users  by  17.4%. 


And,  by  lengthening  dates,  redemptions 
increase  21.5%  overall. 

If  you  want  to  protect  loyal  users,  bring  in 
new  ones,  and  reward  occasionals— in  short, 
grow  your  brand— it's  simply  a  matter   .  ^ 
of  knowing  your  dates.  Any  questions? 
Call  the  FSI  Coimcil:  888-FSI-0881.  A 


FSI  Coupons.  Rediscover  what  they're  worth. 


{After  32  year; 

In  the  Quest  for  High  Performance,  So 


By  John  Cafr 


If  vou're  an  automotive  designer,  there  isn't  a 
more  cliallenging  or,  ultimately,  a  more  reward- 
ing assignment  than  to  be  given  the  opportunity 


{The  new  lighter,  stiffer  hardtop  takes  Corvette 
performance  capabilities  to  the  ultimate  degree 

to  create  the  next  Corvette:  It's  not  something 
we  take  lightly.  Great  automotive  design  and 
Corvette  have  gone  together  since  the  verv  first 
one  in  1^33.  It's  about  heritage,  passion,  tradition 


and  the  future,  all  at  once.  And  the  fact  that  any 
new  Corvette  design  must  speak  loudly  of  the 
performance  potential  that  lies  underneath  the 
skin.  The  new  Corvette  hardtop  would  certainly 
have  to  measure  up  to  some  pretty  lofty  standards. 

Our  Future  Must  Start  Mh  Our  Past.  Our  past 
is  really  important  to  the  Corvette  Design 
Team.  Each  and  every  day,  we  live  and 
breathe  Corvette  history.  Legends  like  the 
Corvette  SS.  The  original  Sting  Ray.  The  '63 
Coupe.  The  Mako  Shark.  It's  all  there  for  us  to 
see  whenever  we  turn  a  corner  in  the  halls  of 
our  design  studios.  From  memorable  street 
cars  and  significant  race  cars  to  forward-looking 
concept  cars  and  design  studies,  we  feel  the 


presence  of  every  Corvette  that  e 
before.  Which  is  exactly  why  it\  su 
to  have  the  opportunity  to  design 
Because  as  designers,  we  don't  jti 
new  Corvette,  we  get  a  chance  to  - 
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on  that  solved  her  department's  problems  perfectly.  In  fact, 
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Y2K  FEVER 


UTILITY  TO  CLIENTS: 
DO  IT  YOURSELF 

THE      YEAR     2(100     BUG  IS 

making  for  weird  contradic- 
tions at  one  big  Mid- 
western utility.  Alliant 
Energy,  owner  of  Wis- 
consin    Power  & 
Light,  is  advising 
some  customers  to 


buy  theii'  owti  power  genera- 
tors if  they  want  to  be  sure 
the  lights  stay  on  in  2000. 
Yet  Alliant  is  also  asldng  reg- 
ulators for  a  .$16.1  million 
rate  hike  to  help  inoculate  it 
against  the  dreaded  Y2K  bug. 

Alliant  isn't  trying  to  get 
something  for  nothing.  To  its 
credit,  it  is  diligently  prepar- 
ing for  2000  by  doing  wide- 
spread debugging  of  its  sys- 
tem. But  it  admits  there  may 
still  be  some  power  outages 
because  thousands  of  embed- 
ded computer  chips  in  power- 
regulating  devices — its  own 
and  others' — cannot  recognize 


yeiu'  2000.  With  176,000  pieces 
of  equipment  and  6,000  ven- 
dors and  suppliers,  the  utility 
won't  be  able  to  fix  eveiy  one 
before  Dec.  31,  1999. 

So  Alliant  is  telling  many 
rural  and  corporate  clients 
to  make  their  own  power. 
"For  some  people,  an  outage 
for  a  half-hour  in  the  dead 
of  winter  could  be  very  seri- 
ous," says  spokesman  David 
Giroux,  "so  bujing  a  genera- 
tor might  be  a  good  idea." 
That  may  not  be  what 
consumers  want  to  hear. 
But  at  least  they'll  be 
prepared.   Marcia  Stejxuiek 


TRADE  WINDS 

A  HELPING  HAND  FOR 
U.S.APPLE  PICKERS 

U.S.  APPLE  OROWKKS  ARE 
getting  hit  from  all  sides.  Ex- 
ports to  Asia  are  off  because 
of  the  financial  crisis  there. 
Imports  of  cheap  apple-juice 
concentrate  from  China  are 
undercutting  domestic  sales. 
And  now,  the  $1.7  billion  in- 
dustry is  facing  an  embar- 
rassment south  of  the  border. 
A  1994  NAFTA  provision,  ong- 
inally  designecl  to 
protect  Mexican 
unions,  could,  tn 
the  dismay  ot 
Ameiican  gToweiv, 
be  used  on  behall 
of  U.  S.  workers. 

American  apple 
pickers  represent- 
ed by  the  Team 
sters  complained 
to  a  Mexico  City  juicy 


NAFTA  panel  about  allegedly 
unsafe  working  conditions, 
mainly  at  orchards  in  Wash- 
ington State.  Significantly,  it's 
the  fh'st  time  U.  S.  workers 
have  used  the  Mexican  NAFTA 
panel  to  protest  U.  S.  work- 
ing conditions.  The  process, 
says  Pharis  Harvey,  execu- 
tive director  of  the  Interna- 
tional Labor  Rights  Fund, 
"will  expose  some  of  om-  owi 
failings  in  the  U.  S.  to  pro- 
tect workers'  rights." 

The  panel's  ruling  isn't  ex- 
pected until  next  year.  But 
'!ie  prospects  of 
'  ing  badmouthed 
( //   Espa  ftol  are 
already  wonisome 
to  LT.  S.  growers. 
Findings  support- 
of  labor  could 
result  in  higher 
tariffs   on  apple 
products  exported 
to  Mexico.  Paul 
Magnusson 


TALK  SHOW  UWe  have  heard  from  so  many  college  pi 
sors  that  I  think  I'm  going  to  ask  if  we  can  get  college  cipi 

— Judiciary  Committee  Chairman  Henry  Hyde  on  the  Hou. 
impeachment  fiearings 


MAKEOVERS 

YELLOW  PAGES  TURN 
OVER  A  NEW  LEAF 

AMERICANS  HAVE  LET  THEIR 

fingers  do  the  walking  for 
more  than  tliree  decades.  But 
those  dancing  digits  ai-e  head- 
ed out  the  door.  On  New 
Year's  Day,  the  Yellow  Pages 
Publishers  Assn.  (yppa)  will 
launch  a  $25  million 
print  and  TV  adver- 
tising campaign  that 
will  introduce  a  new 
motto,  "Get  an  idea," 
and  a  new  icon,  a 
lightbulb.  The  yppa 
says  it  wants  folks  to 
think  of  the  Yellow  Pages  as 
a  "tool  for  new  ideas."  Says 
Marketing  Vice-President 
Clint  Pollard:  "It's  not  just  a 
place  to  look  stuff  up;  it's  a 
place  to  think  stuff  up." 


GET  AN  IDEA 


But  skeptics  are  v 
that  in  the  age  of  the! 
net,  the  yppa  needsi 
than  just  a  new  logo  tj 
up.  Although  most  } 
Pages  are  now  onlin( 
putting  them  there 
same  A-to-Z  formatj 
enough,  says  Lisa  All 
analyst  at  Forreste! 
search.  She  forecasts  tj- 
2003,  niche  du'ectories} 
list,  for  ex; 
lawyers  by  si;|; 
instead  oi 
grouped  tog: 
will  have  SO'il 
$1.1  bilhon 
market.  The 
she  says,  wo 
well  to  follow  suit.  As 
lightbulb  campaign; 
AUen:  "Instead  of  sarin 
an  Idea,'  it  might  be 
for  the  Yellow  Pages 
a  Clue.' "  Joa 


UNION  DUES 


UBOR  LEARNS  WALL  STREET'S  GAME 


IN  NOVEMBER,  DREAMWORKS 

SK(;,  the  entertainment  com- 
pany, penned  a  deal  to  build 
a  $200  million  movie  studio 
in  Los  Angeles  to  anchor  the 
massive  Playa  Vista  real 
estate  project,  planned  to 
include  13,000 
homes.  But  the 
deal's  most  im- 
probable player  is 
a  union-owned  in- 
sui-er,  ULLico— 
parent  of  Union 
Laboi'  Life  Insur- 
ance— which  is 
showing  how  labor 
can  achieve  its 
goals  by  fiexing  its 
financial  muscle. 

After  much 
wiieeling  and  deal- 
ing, ULLico  ended  up  as 
a  Playa  Vista  co-owner  with 
L.  A.  dealmaker  Gary  Win- 
nick,  Goldman  Sachs,  and 
Morgan  Stanley  Dean  Wit- 
ter. ULLK'O  obtained  pledges 
for  125,000  new  union 
construction  jobs  over  15 
years. 


ULLICO  is  clearly  rj' 
play  with  Wall  Street 
Vice-President  Mikefr 
has  invested  in  55  (ley 
1992,  reaping  average.! 
returns  of  33%.  And  it 
tained  acTeements  th;  I 


co's  paitners  will  rem! 
tral  in  any  union-reci|t 
drives  affecting  theitl 
"Private  capital  invsl 
says  Steed,  "createsb 
tunities  for  unions  (4 
high  rates  of  return  m 
ganize  new  workeis;4 
Bernstein  and  Ron  (^o 
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Y2K  FEVER 

NEXT  YEAR'S  TOASTS 
COULD  BE  TAXING 

IT  SEEMS  A  TAD  SUSPICIOUS. 

U.  S.  vintners  of  top-flight 
methode  champenoise  spark- 
ling wines  (read:  champagne) 
ai-e  predicting'  a  shortage  for 


HERE'S  LOOKING 


it  big  prices  '; 


the  year  2000.  By  late  '99, 
says  Joy  Sterhng  of  Califor- 
nia's respected  Iron  Horse 
Vineyards,  "you  will  not  be 
able  to  saunter  into  your 
wine  store  and  pick  up  a 
prestige  vintage  brand."  And 
Gary  Heck,  CEO  of  Korbel 


Wine  Cellars,  is  echoing  Moet 
Hennessy's  warnings  to  U.S. 
distributors:  "If  you  don't 
have  orders  in  for  (the  mil- 
lennium) by  Aug.  1,  they 
won't  guarantee  supply." 

Is  all  this  just  an  orches- 
trated panic  attack  being  used 
to  raise  prices?  Industry  sui*- 
veys  have  predicted  cham- 
pagne price  hikes  of  up 
to  100%  ne.xt  yeai-  for  top 
champagnes,  though  the 
general  manager  of 
French  chainpagne  maker 
Tattinger,  PhiMppe  Couit, 
exjDects  the  Yeai'  2000  cel- 
ebrations to  change  de- 
mand little.  Still,  Iron 
Hoi'se  is  selling  futures 
contracts  on  3-Hter  Jero- 
boams, starting  at  $400, 
while  Korbel's  12-liter 
bottles  will  go  for  .$2,000 
apiece.  Just  remember,  says 
Comt,  champagne  prices  have 
been  falling  since  the  late 
1980s.  So  expect  price  hikes 
of  3%  to  4%  next  year — ^just 
to  begin  to  make  up  for  lost 
gi-ound.  Joan  Oleck 


VACATION  NATION 

ALLBUnS 
OVERBOARD 

WHEN  CARNIVAL  CRUISE 

Lines  says  there  is  no  smok 
ing  on  its  new  $350  milhon 
MS  Paradise,  it  means  busi- 
ness. During  a  recent  pro 
motional  cruise,  a  female 
travel  agent  was  caught  puff- 
ing. The  onboard  "smoke  po- 
lice" confiscated  her  ciga- 
rettes and  administered  a 
severe  reprimand.  And  this 
is  a  woman  they  hoped  would 
sell  tickets  for  them. 

Had  she  been  a  paying 
passenger,  she  would  have 
faced  a  $250  fine  and  been 
dumped  at  the  nearest  island 
to  find  her  own  way  home- 
penalties  she  would  have  had 
to  agi'ee  to  before  boarding. 
If  she  were  a  Paradise  em- 
ployee, she  would  be  fii'ed  on 
the  spot.  Says  Carnival  Pies- 
ident  Robert  Dickinson;  "We 
made  it  clear  18  months  ago 
that  Paradise  would  be  com- 


pletely smoke-free,  and  we 
intend  to  be  very  stringent 
in  enforcing  that  policy." 

The  Pai-adise  is  the  world's 
first  totally  nonsmoldng  ci\iise 
ship.  It  hopes  that  will  draw 
business  fi'om  hospitals  and 
health  groups.  Says  Diana 
Orban,  a  spokeswoman  for 
Cruise  Lines  International 
Assn.:  "It's  probably  going  to 
be  veiy  attractive."  Still,  she 
concedes,  money  talks:  If  the 
policy  turns  off  too  many  po- 
tential customers,  there  will 
be  ashtrays  in  Paradise  be- 
fore too  long.  DeiDiis  Blank 


DRAWN  &  QUARTERED 


1  SEE  A  PCSr-ROLlR^Y  MW^CET 
SUDlN6CfF1KlsaJFW«IQAMinCiAL  , 

HmE^^ALLYecigesoFT.mT's  c--., 

VVHEN I  MO/E  IN  AND  5W  EVEKfW5 
IN  Sm.  'WHAT  I  NEED  YO), 
PCK, IS  A  LmE  VtHUlKE  CAlWLv 


MAD  AVE 

SALESMAN  OF  THE 
YEAR? 

GETTING  TV 

ads  to  stand 
out  among 
the  blizzard 
of  broadcast 
and  cable 
messages  is 
Marketing  101.  So 
how's  a  company  to  feel 
when  it  finds  itself 
among  five  national 
advertisers  all  using 
the  same  nerdy  stand- 
up  comic  in  their  ads,  a  rela- 
tive unknown  named  Jim 
Gaffigan?  Well,  evidently,  the 
company  will  be  gi-ateful.  This 
guy  sells  the  goods.  And  he's 
cheaper  than  Michael  Jordan. 

Winding  up  on  so  many 
ads  all  at  once  was  happen- 
stance, though  a  happy  one 
for  the  advertisers.  Says 
Toby    Barlow,   the  tbwa/ 


Chiat  Day  creative  diatii 
for  Barnes  &  Noble:  'iiol 
gan  appears  hke  an  Ee 
man — but  has 
tastic  wit."  H( 
literary  tour 
for  barnesand; 
com.  and  a  h 
skelter  beer  loj^ 
a  Rolhng  Roclb 


Mills's  Total  cereal  and 
gy,  the  Internet  servi/.'^ 
also  does  ads  for  Koda. 

The  companies  don'tp 
Gaffigan's  being  all  o\j* 
But  the  advertisers  mat" 
der  what  happens  if  thfi 
hits  it  big  in  a  mo\ie.| 
and  glory  could  pric 
pitchman  beyont! 
reach.  Dennis  B^n. 


THE  BIG  PICTURE 


A  TAXING  SITUATION 

The  "Asian  flu"  hurts.  But  it's  not  the  only  fiscal  mal 
in  the  Pacific  Rim.  Steep  maximum  personal  tax  rati 
in  some  U.S.  trade  partners  also  add  to  the  pain.  An 
corporate  tax  rates  aren't  much  better. 


0  10  20  30  40  5( 
►  PERCENT  DATA:  ASSET  INTERNA! 


FOOTNOTES  Commercial  bankers'  representation  on  U.  S.  boards  of  directors  in  197:3:  55.4%;  in  1998,  20% 


8  BUSINESS  WEEK  /  DECEMBER  21,  1998 


DATA:  KORN/FERRY  INTER  .TJl 

  a 


BusinessWeek 


EDITOR-IN-CHIEF;  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  Wiliiam  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Sarah  Bartlett,  Robert  J  Dowling,  G,  Dauid  Wallace 

ART  DIRECTOR;  Malt  olrti  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E  Ellis 

SENIOR  EDITORS;  Bob  Arnold  (New  Media),  Frank  J.  Comes,  William 
Glasgall,  Rick  Green  (Enterpirise).  Geoff  Lewis,  Paul  Raeburn,  Kathy 
Rebello,  Jane  A,  Sasseen,  Giro  Scotti,  Lee  Walczak  (Washington). 
ElizatDeth  Wemer,  Chris  Welles.  Seymour  Zucker 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS  Robert  Barker,  Anthony  Bianco,  John  A.  Byrne,  Jeffrey 
M  Ld  icMid-,,  G^ne  G.  Marcial,  Karen  Pennar,  Otis  Port.  Gary  Weiss 
ECONOMICS:  James  C,  Cooper  (Sr.  Economist/Bus  Outlook  ed,), 
Kathleen  Madigan  Michael  J  Mandel  (Economics  ed.),  Peter  Coy. 
Gene  Koretz  (Trends  ed  ).  Christopher  Farreil  (Contributing  ed.) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  ed  ).  Rose  Brady 
(European  Edition  ed  );  Duane  E.  Anderson.  Pete  Engardio,  Joan 
Warner  (Sr.  news  eds.).  John  Templeman  (Political  affairs);  Shen  Prasso 
(Asia);  John  Pearson  (Latin  America):  Kerry  Capell  (Finance) 
ASSOCIATE  EDITORS:  Catherine  Arnst,  Aaron  Bernstein.  Dan  Beucke. 
Amy  Dunkin.  Neil  Gross.  Keith  H  Hammonds,  Kelley  Holland,  Mary 
Kuntz.  Lany  Light,  Ira  Sager,  Leah  Nathans  Spiro.  Fred  Strasser.  Pat 
Wechsler 

PICTURE  EDITOR;  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Corporate  Finance:  Debra 
Spark-j  Corporations:  Nanette  Byrnes  Enterprise:  Robin  D  Schatz 
Legal  Affairs:  Mike  France  Management:  Jennifer  Remgold  Marketing: 
Ellen  Neuborne  Media;  Richard  Siklos  Money  &  Banking;  Gary 
Silverman  People:  Eric  Schine  Personal  Business:  Edward  C  Baig 
Personal  Finance;  Toddi  Gutner  Scoreboards:  Frederick  F  Jespersen. 
Technology  Strategies:  Marcia  Stepanek  Telecommunications;  Peter 
Elstrom  Up  Front:  Robert  McNatt 

STAFF  EDITORS:  Heather  Green.  Ellen  Licking,  Joan  Oleck,  Edith  Updike 
COPY  EDITORS:  Prudence  Crowther,  Hany  Maurer  (Deputy  chiefs).  Marc 
Miller.  Jim  Taibi  (Asst  chiefs).  Tim  Belknap.  Aleta  Davies.  Jack  Robbins. 
Doug  Royalty  (Sr ).  Giles  Blunt.  Joseph  Mandel.  Anne  Newman.  David 
Pengilly.  Malka  Percal.  Lourdes  Valeriano  Researchers:  Maria  Chapin.  Gail 
Fowler.  Aida  Rosario.  Oluwabunmi  Shabi 

PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief).  Celine  Keating  (Deputy 
chief).  Hallberg  Hallmundsson.  B  Kite.  Robert  S.  Norman,  Robert  J 
Rosenberg,  Victoria  Rubin 

ART:  Jay  Petrow,  Steven  Taylor  (Deputy  dirs  );  Don  Besom,  Alice  Cheung. 
Richard  Demler.  Andree  Kahlmorgan.  Christine  Silver  (Assoc  );  Peter 
Marshutz  (Asst )  Graphics  &  New  Media:  Arthur  Eves  (Creative  dir.);  Joan 
Danaher  (Graphics  dir ).  Rob  Doyle  (Assoc  ).  Jaime  Beauchamp.  Alan 
Baseden.  Lisa  Knouse  Braiman.  Alberto  Mena,  Ray  Vella  (Illustrators),  Eric 
Hoffmann  Imaging:  Annette  Farreil  (Mgr.),  Alan  Bomzer  (Asst.),  Leo 
Nieter.  Joseph  Rhames 

PHOTO  EOrrORS;  Scott  Mlyn  (Deputy);  Ronnie  Weil  (Sr ),  Michael  Hirsch, 
Anne  (Vlurray.  Andrew  Popper,  (Assoc  ).  Bettina  Baudoin.  Kathleen  Moore 
(Asst ).  M  Margarita  Eiroa.  Sarah  Greenberg  Morse  (Researcher) 
EDITORIAL  OPERATIONS:  Yvonne  F,  Rodnguez  (Director),  Wally  Baudin. 
Nicholas  M  White  (Mgrs )  Karen  Butcher,  Francisco  Cardoza,  Thomas  R 
Dowd,  Nancy  Gores.  Stephen  R  Lebron.  Jody  A  LoGrasso.  Jose  L. 
Martin.  Peter  K  Niceberg.  Jane  M  Perkinson.  Laura  Reissman.  Karen 
Turok.  Use  V  Walton.  Barbara  Wilhelm  Donald  C  Pearson,  Guillermo  Ortiz 
EDITORIAL  TECHNOLOGY:  Thomas  L  Morgan  (Director);  Christopher  Amiado. 
Richard  Balestrino.  David  Sandler.  Lawrence  Crowe.  Beth  Higgins,  James 
Kutz.  Nei!  MacLeod,  John  Navarro.  Juan  Rodriguez.  Marta  Skrelia,  Mauro 
Vaisrnan 

BUSINESS  WEEK  ONLINE;  Michael  Mercuno  (Managing,  ed  );  A.  Peter 
Clem,  John  A  Dierdorff.  John  Johnsrud;  Dennis  K  Berman.  Stefani 
Eads.  Nadav  Enbar,  Paul  Eng,  Julia  Lichtblau,  Jeremy  Quittner,  Diane 
Young 

CORRESPONDEMTS;  Atlanta:  Dean  Foust  (Mgr )  Boston:  William  C  Symonds 
(Mgr ),  Paul  C  Judge.  Geoffrey  Smith  Chicago:  Richard  A.  fvlelcher 
(Mgr ).  Roger  0  Crockett.  David  Leonhardt.  Andrew  Osterland.  De'Ann 
Weimer  Cleveland:  Peter  Galuszka  (Mgr)  Dallas;  Wendy  Zellner  (Mgr). 
Stepfianie  Anderson  Forest  Detroit  Kathleen  Kerwin  (Mgr ).  Keith  Naughton 
Houston:  Gary  McWilliams  (Mgr )  Los  Angeles:  Ronald  Grover  (Mgr ). 
Larry  Armstrong  (Sr  correspondent).  Steven  V  Bruii.  Kathleen  Moms 
Philadelphia:  Amy  Barrett  (Mgr )  San  Francisco:  Linda  Himelstein  (Mgr ), 
Peter  Burrows,  Steve  Hamm,  Robert  D  Hof.  Andy  Remhardt  Washington; 
Owen  Ullmann  (Sr  writer);  Paula  Dwyer.  Douglas  Harbrecht  (News  eds  ). 
John  (^rey.  Howard  Gleckman  (Sr  conesporidents).  Amy  Bonus,  Stan 
Crock;  Richard  S.  Dunham;  Susan  B  Garland.  Paul  Magnusson.  Mike 
McNamee;  Stephen  H  Wildstrom  (Tech  &  You).  Lorraine  Woellert. 
Catherine  Yang  Beijing:  Dexter  Roberts  (Mgr )  Bombay:  Man;eet  Kripalani 
(Mgr )  Frankfurt:  Thane  Peterson  (Mgr ).  Karen  Lowry  Miller.  David 
Woodruff  Hong  Kong:  Joyce  Barnathan  (Mgr ).  Mark  L  Clifford.  Bruce 
Einhorn  London:  Stanley  Reed  (Mgr ).  Julia  Flynn  Mexico  City;  Gen 
Smith  (Mgr  )  Moscow:  Patricia  Kranz  (Mgr  )  Paris:  Gail  Edmondson 
(Mgr ).  Stephen  Baker  Rome:  John  Rossant  (Mgr  )  Sao  Paulo:  Ian  Katz 
(Mgr)  Sir^pore:  Michael  Shan  (Mgr)  Tokya  Bnan  Bremner  (Mgr).  Robert 
Neff  'Contributing  ed  }.  Irene  M  Kunii.  Emily  Thornton  Toronto:  Joseph 
Weber  (Mgr  ) 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 
Barbara  Boynton  Information  Services:  Jamie  B  Russell  (Director), 
Karen  Stevens  (Mgr ).  Judi  Crowe.  Susan  Cusner.  Debra  Dreskm.  Fred 
Katzenberg.  Rotiert  Roeker.  Susann  Rutledge.  Barbara  Silverbush  Office 
Manager:  Roselyn  Kopit  Communications:  Robert  Pondiscio  (Director), 
Christine  Surnmerson,  Amy  Zelvin  Readers  Report:  Yvette  Hernandez 
Repnnt  Permission;  Janet  Gonzalez 

PUBLISHER;  DdVid  G  Fsrm 

SR  VP.  ASSOCIATE  PUBUSHER:  William  P  Kupper  Jr 
SR.  VP,  OPERATIONS:  G.ir ,  P   Ho[-l-  "i  . 

SR.  VP.  MARKETING  &  BRAND  DEVELOPMENT:  Harold  K.  Somerdyk 

VP.  CONSUfvlER  MARKETING/CIRCULATION;  Trio.mas  Masterson 

VP,  STRATEGIC  PLANNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

VPs, SALES: Cor ;stance  E   Bennett  (International).  Joanne  K  Bradford 

(Western  Region).  Dan  Dunn  (Midwestern  Region).  Robert  H  Kelly 

(Northeast  Region;,  Louis  R  Mohn  (Southeast  Region) 

VP.  STRATEGIC  PROGRAMS;  James  H  McGraw  IV 

VP.  SALES  DEVELOPMENT;  Mark  A  Flinn 

VP.  MANAGING  DIRECTOR/ASIA:  Stephen  B  Moss 

VP.  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP,  TECHNOLOGY:  Thomas  J  Reed 

VP,  CONTROLLER:  Berna'd  J  Drackwicz 

DIRECTOR,  ADVERTISING  BUSINESS:  Linda  F  Carvalho 

DIRECTOR,  PRODUCTION  &  SALES  SERVICES:  Mario  J  Talluto 


Readers  Report 


I 


SORTING  OUT 
SOCIAL  SECURITY 


Yoiu-  excellent  aiticle  "Social  Secmity: 
Let  it  be"  (News:  Analysis  &  Commen- 
taiy,  Nov.  30)  and  yoiu'  editorial  "What 
Social  Security  crisis?"  neglected  to 
mention  the  Social  Secuiity  actuaries' 
assumption  of  a  6%  average  imemploy- 
ment  rate.  This  is  far  more  cmcial  to 
their  pessimistic  main  projection  than 
the  1.7%  growth  rate.  Then-  alternative 
5%  unemployment  projection — general- 
ly ignored — had 

no  problems  for  ^^bibbbih^^h 

the  future. 

The  potential 
(full-employment ) 
growth  rate  is 
determined  by 
the  long-term 
labor  force  trend 
(highly  predic- 
table) and  the 
productivity  trend 
(not     so  pre- 


SOGIAL  SECURITY: 
0 


LET  IT  BE 


dictable).  But  the  average  unemploy- 
ment rate  is  determined  by  economic 
policy — which  should  be  managed,  not 
predicted.  Unemployment  has  been  well 
below  6%  for  several  years,  vrithout  in- 
flation. So  let's  refocus  the  Social  Secu- 
rity debate  on  the  economic  policies  that 
so  largely  deteimine  its  financial  health, 
not  on  speculative  projections. 

John  S.  Atlee,  President 
Institute  For  Economic  Analysis 
Brattleboro,"Vt. 

Peter  Coy  states  that  a  privatized 
Social  Security  system  would  cause  to- 
day's workers  to  pay  twice  (necessitat- 
ing tax  increases)  and  that  the  public 
should  not  be  submitted  to  "financial 
market  whims."  He  ends  by  claiming 
that  income  secuiity  can  be  created  only 
by  coUectivist  solutions:  "If  it's  not  so- 
cial, it's  not  security." 

But  Social  Security  has  worked  well 
because  pyramid  schemes  always  work 
for  the  few  who  get  in  early.  It  is  later, 
when  liabilities  moimt,  that  the  prob- 
lems begin.  Second,  the  Social  Security 
"ti"ust  fund"  does  not  exist.  Third,  to- 


day's workers  already  pay  for  ci 
retirees  while  saving  for  their  o\ 
tirement.  Privatizing  Social  Se< 
would  mean  my  contributions 
young  worker  would  belong  to  m( 
haps  offsetting  my  cuirent  retir 
contributions  and  effectively  cuttii 
taxes.  Needless  to  say,  this  is  pref 
to  seeing  my  contributions  be  j: 
down  a  sinkhole  in  exchange  for 
ing,  as  is  currently  the  case. 

As  for  "financial  mai-ket  whims,' 
ey  moves  around  in  a  financial  r 
to  attain  !. 
^^^^^H^^^^B  returns, 
makes  g 
possible.  T 
vate  fir 
market  is 
feet  place 
tirement 
— invest 
that  are  i 
ed   to  pi 
decades 
the  road. 
Chnt 


Since  I  am  not  an  actuary,  but 
consei^vative,  let  me  make  a  recc 
dation  (one  so  simplistic  it  scan 
Since  there  is  a  so-called  surplus 
eral  income,  there  should  be  n 
to  use  the  Social  Secuiity  surpk 
invest  it — but  not  in  industries  t 
the  stock  market.  Why  not  le 
cuirent  excess  fimds  to  the  gener 
lie  for  housing  or  to  municipalities  isr; 
frastinctui'e  at  5%  interest?  Th 
good  rate  for  either  and  would  o 
crease  the  federal  governmen 
Provide  for  the  normal  amortiza, 
these  loans.  This  would  increasi 
Security  income,  thus  possibly 
ing  the  amount  of  payi'oll  tax. 

Wliatever  debt  the  federal 
ment  now  has  to  the  Social  S| 
Tinst  Fund  at  5%  should  be  rel 
1%  of  the  outstanding  balance  p 
Admittedly,  this  would  take  100 
pay  off  but  should  not  be  a  sig 
bui'den  on  the  taxpayer.  At  leai 
get  would  be  established  to  a: 
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RECTIONS&  CLARIFICATIONS 

tagonia  sticks  to  its  knitting"  (Mar- 
Dec. 7),  rival  Moonstone  Mountain 
iient  inc.  was  incorrectly  identified. 

n"  (Special  Report,  Nov.  30)  should 
itated  that  government  and  university 
ing  makes  up  65%  of  basic  research 
ig  in  the  U.S.,  not  64%  of  total 
xh  spending. 

re  come  a  short  way,  baby"  (Social 
;,  Nov.  23)  stated  incorrectly  that 
Morris  Cos.  has  no  women  among  its 
»  I  corporate  officers.  It  has  four.  Cat- 
I  which  compiled  the  data,  says  a  cler- 
I  Tor  altered  the  information. 


eti'H  Jbt.  This  repayment  schedule 
also  reduce  the  amount  neces- 
be  paid  tlu'ough  payi'oll  taxes. 
v{,;t|  Frank  C.  Haugh 

Fairview  Park,  Ohio 


payroU  tax  should  be  extended  at 
D  all  wage  income.  While  elimi- 
the  regressiveness  of  the  cur- 
X,  this  would  allow  a  cut  in  the 
e  yet  maintain  the  same  amount 
nue.  If  the  tax  were  applied  to 
I  me  instead  of  just  payrolls,  the 
uld  be  cut  still  further.  It  could 
fine-tuned  to  lie  somewhere  in 
idle;  say,  applied  to  all  income 
exemption  for  the  fu-st  .$100,000 
I  r  in  interest,  dividends,  and  cap- 
|i  ns.  This  would  be  one  tax  cut 
ould  benefit  the  poor  and  the 
class  rather  than  the  wealthy. 

Lawi-ence  Brasher 
Houston 


not  radical  surgery?  The  only 
address  this  debate  is  to  give 
srmination  back  to  the  individual 
ow  people  to  make  decisions 
heir  lives.  A  good  example  of  a 
retirement  plan  that  works  is 
nicipal  employees  of  Galveston 
Tex.,  who  in  the  early  1980s 
ven  a  choice  to  leave  Social  Se- 
or  a  private  plan.  The  alternate 
rks  hke  the  Social  Secmity  sys- 
t  invests  money  in  annuities  of 
ce  companies.  This  provides  a 
jTowth  rate  and  a  higher  stan- 
'  living  for  the  retired  employees. 

Graff  L.  Kennelly 
1 1  Royal  Oak,  Mich. 


ILTURAL  IMPERIALISM? 
^  .U,  irS  A  BLESSING 


lerall 

ilbfJ 
lance  I 


ultui-al  imperialism'  is  no  joke" 
•■f^iaic  Viewpoint,  Nov.  30),  -Jeffrey 
^  Iten   states   that  "America's 


lifestyle  and  ideas  . . .  are  often  destabi- 
lizing abroad."  In  many  cases,  the  op- 
posite seems  to  be  tme.  For  example, 
U.  S.  television  channels  abroad  (from 
CNN  to  Nickelodeon)  cany  a  wealth  of 
free  information. 

For  many  countries,  this  coming  gen- 
eration will  be  the  most  educated  ever 
(and  I  don't  mean  only  in  the  formal 
schoolbook  sense).  Dictatorships  can't 
flourish  for  any  length  of  time  in  coun- 
tiies  that  have  a  high  level  of  education. 
After  being  involved  with  Latin  Amer- 


ica for  17  years,  I  have  seen  more  per- 
sonal freedom  flow  from  the  wealth  of 
information. 

Marcelo  Salup 
Miami 

WOMEN'S  WORK  PAYS  LESS 
BECAUSE  IT'S  LIGHTER  

In  "Wliat  gets  lost  in  the  gender  gap" 
(Up  Front,  Nov.  30),  you  compare  two 
jobs  that  you  characterize  as  equiva- 
lent but  gender-specific.  In  fact,  the  jobs 
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November  3,  1998,  3:06  a.m.- 

A  Dell  customer  checks  the  status  of  her  order  at  the  company's  Web  site, 
and  finds  her  answer  immediately.  Dell  gets  one  happy  customer. 


■'  'I'V!  more  examples 

mmerce  solutions 
in  action: 

barnesandnoble.com 

offers  online  shoppers 
split-second  searches 
and  inventory  status 
"1  millions  of  books. 

^..oieBauer.com 
features  personal 
wish  lists,  a  reminder 
service  for  important 
dates,  and  more 
products  than  their 
largest  print  catalog. 

Starbucks.com  is  a 

new  way  for  Starbucks 
fans  to  experience 
the  coffee,  company, 
and  culture  of  Starbucks. 


Duilt  its  commerce  solution  on  a  Microsoft'  platform  of  Windows  NT  Server  and  the 
Office®  family,  because  the  produces  scaled  easily  to  meet  its  growing  capacity  needs 
ts  $2  billion  in  annual  online  sales.  You,  too,  can  quicl<.ly  build  a  commerce  solution 
is  scalable,  flexible  platform  starting  with  many  of  the  systems  you  already  have,  along 
)n  industry  of  partners,  to  address  your  specific  needs.  To  find  the 
partner  who  can  best  help  you,  or  to  get  the  free  Digital  Nervous 

m:  Commerce  Solutions  CD,  visit  www.microsoft.com/dns  Where  do  you  want  to  go  today?* 


^  SERLiliTHE  ONLY  J 
(  EUROPEAN  CITY  ) 
WITH  MORE  MUSEUMS 
f  THAN  RAINY  DAYS.  ^ 


I      Besides  offering  all  the  advantages 
of  a  top  business  location,  Berlin  gives  you 
a  unique,  dynamic  and  varied  cultural  scene 

to  explore.  No  matter  what  the  weather, 
there's  always  plenty  to  see  and  to  do  here, 
k       Whether  your  taste  is  classical, 
^vantgarde  or  highly  individual,  if  you  were 
^  to  visit  ohe  of  these  attractions  each 
rainy  day,  you'd  be  busy  well  intq  the  next 
century.  So  come  and  take  full  advantage 
I       of  both  our  cultural  ^nd  business 
opportunities.  For  more  infdrnnation  about 
Berlin  as  your  next  business  location,  pleasie 

contact  us  at  Berlin  Econornic  Dev.  Corp. 
i  Fax: +  49  (30)  399  80-239, 

e-mail:  info@wf-berliri.de, 
Internet:  http://www.b^rlin.de 
Gateway  to  New  ^       A      1  • 
portunities.      ^  I>6T11T1 


Readers  Report 


of  stock  clerk  (male)  and  office  clerk 
(female)  are  quite  different.  The  office  is 
usually  cleaner  and  more  temperature- 
controlled  than  a  warehouse.  The  lifting 
requirements  are  much  higher  for  the 
stock  job.  If  they  were  truly  equiva- 
lent, the  office  workers  would  jump  sliip 
to  warehouse  work  and  balance  out  the 
wage  differences. 

It  has  been  a  reality  thi-oughout  his- 
tory that  men  take  the  jobs  with 
gi'eater  risks  and,  as  investors  under- 
stand, greater  risk  leads  to  gi'eater  re- 
wards. So  it  is  that  our  trash  collectors 
with  their  high  rate  of  injury  get  paid 
more  than  people  who  file  and  type. 
Either  is  free  to  switch  to  a  safer  but 
lower-paid  job  or  higher-paying  riskier 
job.  If  the  underpaid  office  worker  of 
your  example  really  wants  to  outper- 
form the  wage  market,  let  her  learn 
programming  or  otherwise  raise  her 
skill  level. 

Robert  Klusener 
Fresno,  Calif. 

THIS  TALK  SHOP'  WAS  EFFECTIVE 
WHEN  AUTOCRATS  RAN  IT  

It  seems  disingenuous  to  characteme 
the  Asia-Pacific  Economic  Cooperation 
(APEc)  summit  as  "an  ineffective  talk 
shop"  ("Tough  love:  Just  what  Asia 
needs,"  International  Business,  Nov.  30). 
For  most  of  the  1990s,  these  gather- 
ings were  used  by  multinationals,  poli- 
cymakers, and  the  region's  autocratic 
leaders  to  ballyhoo  the  "East  Asian  mu-- 
acle."  Your  publication — far  better  than 
most  in  this  regard — made  only  an  oc- 
casional nod  in  the  direction  of  criticism 
from  worker's  rights  groups,  environ- 
mentalists, or  civil-society  proponents. 

The  APEC  meetings  were  a  great 
chance  for  crooks  like  Suharto  to  look 
statesmanlike  and  refonn-minded.  We'll 
never  know  how  many  investors  had 
their  suspicions  allayed  by  such 
theatrics. 

Jeffi'ey  Ballinger,  Director 
Press  for  Change 
Cambridge,  Mass. 

THE  CURE  CAN  BE 
WORSE  THAN  THE  DISEASE 

In  the  dispute  over  the  drug  de- 
feriprone  (LI),  we  believe  that  the  vic- 
tims are  the  patients  ("The  doctor  vs. 
the  druginaker,"  Science  &  Technology, 
Nov.  30).  Patients  with  thalassemia  ma- 
jor are  kept  alive  by  blood  transfusions 
every  two  weeks.  These  transfusions 
cause  dangerous  levels  of  ii"on.  Patients 
have  one  drug  that  extends  their  life 
by  removing  excess  iron  levels  before 


the  effects  of  iron  toxicity  cause  a 
shutdown  and  early  death. 

The  current  ding  available  rei 
painful  injections  over  a  12-hour  { 
daily.  The  tinth  is  that  most  pa 
give  up  on  this  treatment  and  sudg 
to  an  eai'ly  death  because  administil 
of  the  ding  is  so  difficult.  d 

Issues  regarding  confidentialitjn 
drug  development  are  intellectual 
trigoiing.  However,  the  lingering  ct 
regarding  deferiprone  has  not  addit 
the  need  for  an  alternative  treat 
We  fear  that  the  acrimony  and  di: 
has  divided  the  people  most  able  ; 
dress  these  concerns  and  offer 
sensus  regarding  the  viability  q 
potentially  life-saving  treatment. 

Ronald  ler 
National  Pre^ 
Cooley's  Anemia  Foundatic 
Flushing! 
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'         Keeping  Kris  up  to  speed  isn't  easy.  But  with  over  100  brands  and 
companies  ranging  from  publishing^  to  financial  services  to  media,  we 
can  do  the  job  for  him,  and  for  the  millions  of  people  on  his  list  as  weJL 
During  his  busy  season,  it's  Aviation  Week  that  helps  keep  him  on  schedule. 

The  McGraw  -Hill  Companies 

Keeping  the  world  up  to  speed. 
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One  f  Lat  monthLy  paymen 
Welcome  to  communication 


LocaL  Long  distance.  Interne 


Teligent  is  clnanging  the  way  you  manage 
your  company's  communications  expenses 
forever.  Suddenly  everything  is  one  predictable 
flat  monthly  charge.  Local.  Long  distance.  High- 
speed Internet.  All  for  up  to  30%  less  than  you're 
currently  paying  for  these  services.  We  simply  take  the 


average  of  several  months'  charges  and  discount  that  amouri 
what  you  pay  every  month*  Yes,  you  heard  right.  You  see,  v| 
buying  someone  else's  local  dial  tone  and  reselling  it  at  a  disco 
savings  are  actually  built  into  the  very  structure  of  our  netwoi 

With  our  interactive  online  billing  system,  e-magine,™  |)^_, 
access  your  account  in  ways  you  never  before  thought  possitf-'..,' 


©1998  Teligent,  Inc  "Certain  terms  and  conditions  apply  See  your  Teligent  representative  for  complete  details 


ine  online  biLL. 


L  for  up  to  30%  off. 


through  your  Internet  browser.  Sort  and  analyze  calls 
by  account  code,  length  of  call,  originating 
number,  terminating  number,  almost  any  way  you 
want.  Download  the  data  for  your  own  use.  Even  pay 
your  bill  right  online.  In  essence,  you  take  your  rightful 
place  as  master  of  your  communications  universe. 


We've  made  it  our  mission  in  life  to  see  that  small  and  mid- 
sized companies  get  the  same  advantages  as  the  bigger  guys.  And 
it  all  starts  with  our  little  12 -inch  antenna 
on  the  roof  of  your  office  building.  Sound 
too  good  to  be  true?  Pinch  yourself.  Then 

visit  us  at  www.  teligent.  com.  The  Sman  way  to  Commumcale- 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


A  DIRTY  LITTLE  SECRET: 

MANAGED  CARE  IS  BAD  FOR  BUSINESS 


RIGHT  CLKh: 

Thanks  to  an 
aging  citizenry 
and  high-tech 
marvels, 
medical  costs 
keep  soaring. 
It's  time  for 
companies  to 
back  universal 
insurance 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  an6  author  of  The 
End  of  Laissez-Faire. 


After  remaining  surprisingly  level  since 
1993,  business  health-insurance  premi- 
ums are  rising  again.  The  1999  rate 
increases  ai'e  coming  at  between  5%  and  25%, 
with  smaller  businesses  hit  the  hardest.  Wliat 
happened? 

First,  the  easy  gains  of  managed  cai-e  have 
been  realized,  and  these  cost  savings  were 
evidently  a  one-time  break.  After  you  have 
cut  hospital  days  to  the  lowest  level  in  the  in- 
dustrial world,  there  remain  some  conditions 
that  just  don't  lend  themselves  to  outpatient 
care.  Cancer,  heart  disease,  .A.IDS,  stroke,  and 
the  other  killers  remain  expensive  to  treat  no 
matter  how  astutely  you  manage  care. 

Managed  cai'e  has  ali'eady  cut  psychiati'ic 
benefits  to  the  point  where  a  patient  virtual- 
ly needs  to  be  violent,  suicidal,  or  homicidal  to 
be  hospitalized.  The  talking  cure  has  been 
replaced  by  pills,  but  the  pills  aren't  cheap. 
HMOs  have  cut  access  to  other  specialists  to 
the  bone.  Yet  managed  cai'e  or  no,  sick  people 
still  need  doctors. 

WONDER  DRUGS.  In  addition,  the  two  under- 
lying drivei's  of  medical  inflation  show  no 
signs  of  abating:  an  aging  population  and  new 
technology.  People  keep  living  longer,  and 
oldsters  incur  rising  medical  costs.  Science 
keeps  inventing  mai"vels,  whether  elaborate 
sui-gical  teclmicjues,  sophisticated  new  medical 
devices,  or  wonder  drags. 

Some  of  these,  such  as  less-invasive  diag- 
nostic procedures  and  surgeries,  sometimes 
save  money  on  a  procedui'e-by-procedure  ba- 
sis. But  with  more  people  getting  more  pro- 
cediu'es,  the  net  effect  of  new  teclinology  is  to 
add  costs.  As  recently  as  the  1950s,  the 
treatment  for  something  as  serious  as  a  heail 
attack  was  bed  I'est,  painkillers,  and  maybe 
anticoagulants.  Today,  cardiologists  have  an 
entire  arsenal  at  their  disposal — surgical, 
phamiaceutical,  and  liigh-tech.  All  of  tiiis  costs 
money,  and  with  over  70%  of  Americans  get- 
ting insiu-ance  from  employers,  business  ends 
up  bearing  most  of  the  expense. 

The  fastest-gTOwing  source  of  medical  in- 
flation is  drug  prices.  The  legendary  prof- 
itability of  the  biotech  and  phamiaceutical  in- 
dustry is  rooted  in  ever  more  pricey  dings. 
Insiu'ance  plans  are  limiting  what  they'll  pay 
for  such  expensive  and  arguably  "recreation- 
al" new  diiigs  as  Pfizer  Inc.'s  Viagi'a.  But  for 
evei-y  elective  ding  for  complaints  like  lack- 
luster sex  or  baldness,  dozens  of  new  dmgs 
address  such  unimpeachably  clinical  condi- 


tions as  cancer,  heail  disease,  and  aids. 
if  insurers  won't  pay  to  enhance  you 
life,  new  life-saving  drags  will  contin 
raise  insurance  costs. 

The  U.  S.  is  in  many  respects  nidn 
nerable  to  health-care  inflation  than  ' 
coimtries  with  universal  health  covera 
relies  more  on  market  competition  tha, 
rope  or  Japan.  But  in  the  case  of  healtli 
paradoxically,  market  forces  may  add  i 
inflation  more  than  they  restrain  it.  i 

We  have  layers  of  middlemen  marl; 
insm-ance  proclucts,  engaging  in  media 
derwriting,  targeting  low-risk  populd: 
second-guessing  doctors,  promoting 
and  acquisitions,  and,  of  coiu'se,  piu"suin^ 
its.  We  have  duplicative,  propiietaiy  sV," 
of  record-keeping  and  treatment  prc;^ 
that  ought  to  be  public  goods.  The  U.  i  s 
tem,  unicjuely,  is  ratcheting  down  actu^s 
in  the  name  of  cost  containment,  whi 
health  entrepreneurs  add  layers  of  cos 

The  lack  of  a  universal  health  systeij 
means  we  pay  the  world's  highest  ph 
ceutical  prices.  Other  nations  use  tm 
tional  health  services  to  negotiate  ste^ 
counts.  America  pays  retail.  U.  S.  bus: 
consumers,  and  taxpayers,  in  effect, 
dize  the  cheaper  drug  prices  oversea 
drug  industry  remains  fiercely  oppoi 
the  inclusion  of  drag  benefits  under  M« 
for  fear  it  would  cut  prices  and  profi 
gins.  With  less  than  one-fourth  of  the  < 
having  drug  coverage,  millions  whoji 
benefit  from  the  new  miracle  drugs  |] 
getting  them. 

Tlie  consiuuer  backlash  against  the  pi( 
managed  care  and  consumer  fears  of  l5 
surance  thi-ough  job  changes  bring  vol 
mands  for  regulation.  The  insurance  ii 
try  can't  block  such  legislation  entirelyw 
powerful  enough  to  render  it  toothleaj-, 
much  of  the  ensuing  "consumer  regull 
doesn't  help  consumers  but  is  pure  a 
work  and  cost.  Little  of  this  operates  u 
versal  systems. 

On  balance,  our  fiercely  entreprei'i 
health  industrial  complex — drug  comu 
insiu'ers,  for-profit  HMOs,  hospital  chair, 
sultants,  risk-selecters,  management  pi 
companies,  etc. — is  actually  raising  pi*< 
costs  for  business.  Wlien  will  business ti 
wake  up,  break  the  odd  link  betwea; 
ployment  and  health  coverage,  and 
universal  health  insurance? 
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WE  ENABLE  60%  OF  ALL  INTERNET  CONNECTIONS. 
WE  DRIVE  70%  OF  THE  WORLD'S  FAX  MACHINES. 
WE  EMPOWER  80%  OF  CDMA  CELLULAR  PHONES. 

NOT  BAD  FOR  A  COMPANY  NOBODY'S  EVER  HEARD  OF.! 


ore  than  30  years,  Rockwell 
Dnductor  Systems  has,  some- 
nvisibiy,  changed  the  way  the 
omnnunicates.  •  From  PCs  to 
achines   Printers  to  cellular 
Video  games  to  corporate 
ks.  •  Now  we're  announcing 
jre  change:  our  name,  •  We 
w  Conexant,  the  world's 
semiiconductor  company 
dedicated  to  communica- 
chnologies. 


Forward-looking  technologies  that  are 
usable  today  •  Like  super  fast  modems, 
affordable  videoconferencing,  color  fax 
machines  and  TVs  that  think  they're 
computers  •  We're  uniquely  qualified  to 
chart  the  future  of  communications 
electronics.  •  We  were  doing  it  even 
before  there  were  personal  computers. 
In  other  words,  we  know  what's  next. 
Because  we're  there  today. 


CONEXANT- 

What's  next  in  communications  technologies.- 


wwwconexant  com 


Pentium®]! 
xeon M I 

PROCESSOR 


t 

Dell  offers  a  complete  line  of  Intel-based  workstations/servers.  The  Dell'i 
Workstation  610  offers  advanced  performance  for  demanding  applications^ 
two  Intel  Pentium  II  Xeon'"  processors,  and  swift  2D/3D  graphics  engines,  I 
configured  workstations  deliver  some  of  the  highest  performance  features  thp 
Dell  PowerEdge  6300  Server  can  accommodate  up  to  four  Pentium' II  Xeon™f 
4GB  of  ECC  memory  and  seven  hot-plug-ready  PCI  slots.  And,  Dell  will  be  tti' 
up  this  server  24  hours  a  day  if  anything  should  go  wrong.  1.888.9' 
Intel,  the  Intel  Inside  logo,  and  Pentium  are  registered  trademarl-s  and  Pentium  II  Xeon  is  a  trademark  of  k 
Dell,  ttie  Dell  logo,  and  PowerEdge  are  registered  trademarks  of  Dell  Computer  Corporation.  Be  Direct  aiJ 
are  trademarks  of  Dell  Computer  Corporation.  'S'  1998  Dell  Computer  Corporation.  All  nghts  reserved,  t 


24-hour  assistance.  One-to-one  contact.  On-site  support. 
<»cpedite  service. 


At  Dell,  we  believe  your  business  should  get 
what  it  needs,  at  the  time  it's  really  needed. 
Ready?  Set?  Then  go. 


U)  4^ 


www.dell.com 


Economic  Trends 


BY  GENE  KORETZ 

A  LESS-THAN- 
RANDOM  WALK 

Why  some  stocks  don't  shift  course 

According  to  efficient-market  theory, 
stock  mai'ket  movements  ai'e  essen- 
tially random.  That  is,  stocks  tend  to 
show  no  predictable  pattern  from  day  to 
day,  month  to  month,  or  even  moment  to 
moment  because  new  infomiation  is  in- 
stantly reflected  in  share  pnces. 

Notwithstanding  the  general  validity 
of  this  theory,  however,  analysts  have 
found  a  niunber  of  mai'ket  anomalies  that 
suggest  that  the  market  is  less  than  per- 
fectly efficient.  One  of  the  most  notable  is 
the  so-called  momentum  effect — the  fact 
that  high  performers  over  a  six-month 
period,  for  example,  tend  to  continue  to 
outperfoiTn  the  mai'ket  in  the  subsequent 

MOMENTUM  INVESTING: 
SMALLER  STOCKS  PAY  OFF 


8   HMM-  AFTER  e  MONTHS  FROM  BUYING  — 

PAST  WINNERS  AND  SELLING  PAST 
6  — ^   LOSERS  SHORT*  

STOCKS  WITH  AVERAGE  MARKET  CAP  OF: 
$100  MILLION     $500  MILLION   OVER  $5  BILLION 

▲  PERCENT  'PAST  WINNERS  ARE  THE  TOP  30%  IN  PERFORMANCE 
OVER  PRIOR  HALF-YEAR,  LOSERS  ARE  80nOM  30% 

DATA:  HARRISON  HONG,  TERENCE  LIM.  JEREMY  STEIN 

6-to-12  months  while  losers  continue  to 
lose  gi'ound. 

What's  responsible  for  the  momen- 
timi  effect?  Some  observers  claim  that 
the  notion  that  the  market  responds  im- 
mediately and  fully  to  new  infomiation 
is  highly  exaggerated.  They  argue  that 
prices  tend  initially  to  underreact  to 
changes  in  corporate  fortunes  because 
new  information  may  actually  be  dif- 
fused slowly  to  the  investing  public. 

In  a  study  of  U.  S.  stocks  from  1980 
to  1996,  economists  Hamson  Hong  of 
Stanford  University,  Terence  Lim  of 
Dartmouth  College,  and  Jeremy  C.  Stein 
of  the  Massachusetts  Institute  of  Tech- 
nology offer  evidence  backing  this  view. 

Figuring  that  information  about 
smaller  companies  gets  out  more  slowly 
than  news  about  large  companies,  the 
researchers  predicted  that  momentum 
effects  would  be  fai-  lai-ger  among  small- 
er-cap stocks.  And  that's  exactly  what 
they  found.  For  stocks  with  a  market 
cap  averaging  $100  million,  for  exam- 


ple, they  found  that  buying  recent  win- 
ners (the  top  30%  in  peifoi^mance)  and 
selling  losers  short  (the  bottom  30%) 
produced  a  cumulative  rettu'n  of  8.3%  in 
six  months.  For  stocks  in  the  $500  mil- 
lion range,  the  six-month  gain  was  5.3%-. 
But  for  stocks  with  a  market  cap  over 
$5  billion,  it  approached  zero  (chart). 

Since  analyst  coverage  clh'ectly  affects 
infomiation  flow,  the  authors  also  pre- 
dicted that  momentum  strategies  would 
pay  off  more  for  stocks  followed  by  rela- 
tively few  analysts.  Indeed,  taking  com- 
pany size  into  consideration,  they  fotmd 
that  such  strategies  for  low-coverage 
stocks  had  a  cumulative  retiu'n  of  15% 
after  12  months,  and  20%  after  two 
years — far  larger  than  the  return  for 
high-coverage  stocks,  which  peaked  at 
less  than  10%  after  12  months. 

Finally,  the  study  found  that  poorly 
covered  past  losers  tended  to  decline 
further  than  poorly  covered  past  win- 
ners tended  to  rise.  "Companies  are  a 
lot  less  eager  to  let  bad  news  out  than 
good  news,"  theoraes  Stein,  "and  lack  of 
analyst  coverage  probably  helps  them 
keep  it  under  wraps." 

Should  one  piu'sue  momentum  strate- 
gies? Given  high  transaction  costs  and 
the  complexities  of  selling  short,  Stein 
doesn't  recommend  it  for  individual  in- 
vestore.  But  it's  cleai'  that  if  you're  intent 
on  buying  recent  past  winners,  your 
chances  of  making  a  big  score  are  gi-eater 
if  you  avoid  large-cap  stocks. 


NEW  DOCS  SEEK 
GREEN  PASTURES 

They're  shunning  areas  with  HMOs 

Health  officials  have  long  bemoaned 
the  fact  that  new  doctors  tend  to 
choose  to  practice  in  large,  relatively 
affluent  communities,  with  the  result 
that  many  smaller  towns  and  raral  ar- 
eas are  often  undersupplied.  Now, 
changes  in  the  health-care  market  it- 
self may  be  starting  to  cure  the 
"maldistribution"  of  doctors. 

According  to  a  new  RAND  study,  the 
gi'owth  of  health-maintenance  organiza- 
tions is  shifting  the  locales  where  new 
docs  decide  to  practice.  At  the  start  of 
the  1990s,  reports  Jose  J.  Escarce  of 
RAND,  newly  gi'aduated  general  practi- 
tioners tended  to  locate  in  large  metro 
ai'eas  where  HMOs  were  well  established, 
while  new  specialists  chose  metro  ar- 
eas regardless  of  HMO  presence.  By 
1994,  however,  new  generalists  and  es- 
pecially specialists  tended  to  locate  in 
metro  areas  with  low  hmo  penetration. 


Why  is  this  happening?  Noting 
general  practitioners  are  in  higl 
mand  thi'oughout  the  U.  S.,  Escarci 
his  fellow  researchers  theorize 
many  are  seeking  to  avoid  hmos 
the  cost-control  pressures  they  ini 
on  primary  physicians.  And  new, 
cialists  may  be  relocating  because  i 
have  been  particularly  successfi 
cui'bing  demand  for  their  sei^vicesj 

The  RAND  study  looked  only  at  ij; 
metro  areas.  But  the  results  offej 
hopeful  prospect  that  continuingji 
growth  in  such  areas  could  resii 
moi'e  new  docs  hanging  theii'  shil 
up  in  smallei'  cities  and  loiral  locai 


U.S.  COLLEGES 
LOOK  OVERSEAS 

Hot  rivalry-  for  foreign  student: 


Are  economic  troubles  in  Asia, 
fii'st  surfaced  in  the  middle  ( 
yeai',  huiting  foreign  em'ollment  in 
colleges  and  universities?  At  fii'st  a 
the  answer  appears  to  be  no.  1 
The  Institute  of  International  l 
cation  reports  that  the  number  o 
eign  college  students  in  tlic 
jumped  5.1%  in  the  1997-98  a<  a 
year,  after  four  years  of  ne^l 
growth  (chart).  What's  more,  iht 
tingent  from  Asia,  who  account  fi  \ 
of  the  total,  rose  by  6.4%.  I 
The  rise  is  welcome  news  to  i 
U.  S.  colleges  and  their  communitiJ 
tal  annual  outlays  for  tuition  and 
expenses  by  foreign  students  e 
$7.5  billion,  making  higher  educat" 
nation's  fifth-largest  sei-vice  expo' 
While  the  U.  S.  is  still  the  first 
of  foreigners  studying  abroad, 
ment  and  academic  officials  hav 
woii^ied  that  it  may  be  losing  1 
petitive  edge. 
Since  the  1980s, 
the  U.  S.  shajre  of 
international  stu- 
dents has  fallen 
from  40%  to  30%, 
and  many  other 
countries  have 
stepped  up  eftbrts 
to  attract  foreign- 
ers.    Some  ob- 
servers fear  that 
the  latest  siu'ge  in 
U.  S.  enrollments 
may  be  less  a  re- 
flection of  renewed 
foreign  interest 
than  of  students  extending  thai 


500  ■ 


A  SUDDEi 
SURGE 

FOREIGNERS  AHEfl 
U  S.  COLLEGES , I 
UNIVERSITIE 


■93-94* 

athousands  'acad 

data;  institute  of  int 
eoucationI 


because  of  poor  conditions  at  hon. 
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GREECE 


voted 


A  Glorious  Bid  of  welcome 


By  Athenians  at  the  Gate. 





Ask  anyone  who  has  travelled  extensively  throughout  Greece,  about  the  great  appeal 
and  charm  of  its  cities.  Greece  is  where  you  will  find  some  of  the  safest  and  most  affordable  cities 
in  the  world,  as  well  as  some  of  the  most  beautiful,  hospitable  and  exciting.  You  don't  even  need 
to  know  where  to  go  and  what  to  look  for.  Just  fly  in  and  let  your  walking  shoes  do  the  rest. 


Hellenic  National  Tourism  Organization  Olympic  Tower,  645  Fifth  Avenue.  New  York  N  Y.  10022.  Tel  ; 


GREECE: 

The  Authentic  Choice 


Technology  &  You 


I 


BY  STEPHEN  H.  WILDSTROM  

SMALL  OFFICES, 
BIG-TIME  PHONES 


Siemens'  multiline, 
cordless  system 
offers  a  lot  of 
features  for  the  buck 

Personal  computei's,  per- 
sonal copiers,  laser 
printers,  and  a  host  of 
other  high-tech  tools  let  even 
the  tiniest  businesses  seem 
much  bigger  than  they  are. 
But  phone  systems  remain  a 
problem,  with  small  offices, 
especially  home  offices,  often 
having  few  options  between 
residential  gear  and  expen- 
sive systems  designed  for  the 
big  guys. 

A  new  system  from 
Siemens  Wireless  Terminals 
(972  997-7300  or  www. 
siemens-wireless.com)  can 
help  bridge  the  gap.  It  can 
handle  two  outside  lines  and 
up  to  eight  extensions.  And 
because  it  is  cordless,  the 
Gigaset  2420  requires  no  new 


USER  FRIENDLY: 

The  Gigaset  needs  no 
wiring  and  can  be 
installed  in  mimdes 


wiring  and  can  be  installed 
by  anyone  in  minutes. 

The  secret  behind  the  sys- 
tem is  a  chunk  of  i-adio  spec- 
trum in  the  2.4-gigahertz 
band  recently  made  available 
for  consumer  use.  It  allows 
several  features,  including 
multiple  lines  and  handsets, 
beyond  the  capabilities  of  old- 


er coi'dless  phones.  (The  2.4 
GHz  systems  are  available 
only  in  North  America, 
but  Siemens  sells  a  Giga- 
set with  similar  capabil- 
ities in  Europe.) 

The   Gigaset  2420 
consists  of  a  sleek 
black    base  station 
that  doubles  as  a 
speakeiphone  and 
answering  ma- 
chine,   plus  one 
wireless  handset, 
foi'  .$395.  Additional  hand- 
sets are  $125  each. 

A  call  coming  in  on  either 
line  can  be  answered  on  any 
extension,  and  caller  id  in- 
formation, if  available,  shows 
up  on  LCD  displays  on  both 
the  base  station  and  the 
cordless  handsets.  The  hand- 
sets also  have  full  access  to 
answering-machine  messages 
for  each  of  the  two  outside 
lines.  The  base  includes  a 
port  to  plug  in  a  modem  or 
fax  machine.  If  you 
subscribe  to  dis- 
tinctive-ring ser- 
vice from  the 
phone  company,  fax 
or  modem  calls  will 
be  directed  to  the 
appropriate  device 
without  ever  ringing 
on  the  phone 
instruments. 

And  the  sys- 
tem lets  people 
on  any  two  ex- 
tensions  talk  to 
each  other  without  using  an 
outside  line.  It's  also  easy  to 
set  up  a  three-way  confei'ence 
with  one  or  both  external 
lines.  Unlike  more  conven- 
tional systems,  though,  you 
can't  join  a  call  in  progress 
just  by  picking  up  an  exten- 
sion— the  person  who  origi- 
nated or  answered  the  call 


must  confei'ence  you  in.  Some 
people  will  find  this  a  nui- 
sance, others  vpll  see  it  as  a 
nifty  privacy  featui*e. 

The  Gigaset  is  not  without 
flaws.  Its  industrial  design  is 
more  pleasing  to  the  eye  than 
tn  the  ;inn  or  the  eai'.  Both 
1  and  my  wife,  who 
has  much  small- 
er hands,  found 
the  compact  vrii'e- 
less  handsets  un- 
comfortable to  hold 
for  any  length  of 
time.  And  the  sleek, 
curvy  handset  on  the 
base  station  just  sUdes 
away  when  you  try  to 
prop  it  between  shoul- 
der and  ear.  Fortunately, 
both  base  and  remote  sta- 
tions come  with  jacks  for 
easy  attachment  of  a 
headset. 
KEYPAD  KINKS.  The  base  sta- 
tion can  hold  a  dialing  direc- 
tory of  100  names  and  the 
wu'eless  handsets  120  names, 
but,  like  any  phone,  entering 
data  using  the  keypad  is 
painful.  Strangely,  the  wii'e- 
less  units  can  send  directo- 
ries to  each  other  but  cannot 
exchange  such  information 
with  the  base  station. 

The  data  entry  would  be 
much  easier  if  the  Gigaset 
had  a  computer  interface,  but 
I  tliink  it's  better  off  without 
one.  Consider  the  Microsoft 
Cordless  Phone  System 
($160).  This  900-megahertz 
phone  offers  voice-activated 
dialing  and  caller  id  an- 
nounced in  a  synthesized 
voice,  but  it  depends  on  a  PC 
for  all  its  advanced  features. 
If  the  computer  crashes  wliile 
you're  away,  you  don't  even 
have  an  answering  machine. 
Today's  P('s  simply  can't  en- 
sure the  reliability  that  we 
expect  of  phones. 

Relatively  minor  flaws 
aside,  the  Gigaset  is  a  potent 
and  inexpensive  system  for  a 
small  office — or  even  for  a 
home  where  you  want  to 
make  two  lines  available  with- 
out a  lot  of  expense  or  vriiing. 
Hei'e's  hoping  it's  the  fii'st  of 
many  products  that  take  ad- 
vantage of  the  2.4-GHz  band. 


BULLETIN  BOA 


PC  ACCESSORIi 
PORT  PROSPECTS 

The  Windows  98  and  the  p 
versal  Serial  Bus  connec 
on  most  newer  PCs  can  !■ 
hooking  up  accessories ; 
snap.  But  there's  still  a 
ous  shortage  of  USB  prir: 
cameras,  and  other  devi  s 
on  the  market.  One  solut; 
the  AccelePort  USB  from 
International  (800  344-^/. 
or  www.dgii.com).  The  $  3 


box  turns  one  USB  port 
two  serial  ports  and  one; 
allel  port  and  brings  th^t 
nectors  around  to  the  frf; 
the  PC  for  easy  access. : 
dems,  digital  cameras, 
palmtop  sync  cradles 
used  with  the  serial  por._ 
parallel  port  only  works  j 
printers,  but  it  can  free! 
built-in  parallel  port  onj] 
computer  for  use  with  al 
device,  such  as  a  scanrl| 


NOTEBOOKS^ 
DOCKING  SOLUTION  ]■ 

One  of  the  few  shortconjl 
of  Apple's  G3  PowerBoofi 
tops  is  the  lack  of  a  do(^ 
station  to  allow  easy  lins 
to  networks,  printers,  ai|i 
er  accessories.  Newer  Ti|t„| 
nologies  (316  943-022:» 
info@newertech.com)  h&'i 
solution  in  the  $240  Bo 
Docking  Station.  A  word' 
caution:  Unlike  most  Wil 
notebooks,  the  PowerBci 
lacks  a  single  docking  f 
nector,  making  attachrrf 
bit  tricky.  It  also  needs 
shut  down  when  dockir 
undocking,  an  inconver 


Ml 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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$20,495 


's  tough  to  categorize  the  1999  Dodge  Intrepid.  On  the  one  hand,  it  has  a  lease  rate  that's  lean  and  a  price  tag 
It's  mid-size.  Yet  Intrepid  offers  so  much  interior  space  that  it's  officially  recognized  as  a  large  car  by  the  EPA. 
standard  aluminum  engine  delivers  a  stingy  EPA  estimated  mpg  of  21  city.  30  highway,  yet  it  generates  a  stout 
horsepower  That's  more  power  per  liter  than  any  regular-fuel  V-6  engine  available  today.  And  while  Intrepid 's 
de  is  supple,  its  handling  is  crisp  and  controlled.  Lcvge  car  mid-size  car,  family  car,  liaury  can  sports  sedan. 
That's  not  a  paradox,  it's  an  Intrepid.  Dodge  Intrepid.  We're  changing  everything.  Again. 


800-4 -A-DODGE  or  www.4adodge.coin 


*Buse  MSRP  excludes  rax.  Color  shown  ^200  extra.  Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children. 




businessflex 


Our  New  Plan  Adapts^^^^ 


Introducing  Sprint  Business  Flex,  a  new  small  business  communic 
plan  flexible  enough  to  grow  along  with  your  changing 


You  have  a  unique  \i>i()n  i)t  how  \ou  want  \our 
biivinc^s  to  yrow  and  only  you  can  ijct  it  thcrc 
Now  w  e  rt:  introducing  Sprint  Busincs>  Flex,  a  new 
conirminication!>  plan  you  can  adapt  to  meet  your 


nceds/^bu  can  create  your  ow  n  plan  by  choc 
domc>«tic  and  international  long  distance  an 
service.  >w  itched  data,  dedicated  access,  pijj. 
local  toll  callint;.  \\  hat  s  more,  these  ser 


Si?9S  Spnn:  CoTimiinfCatiOr-s  Compan)  L-P.  >»*inirnum  sperdipg      $50  reauireo  to  recerve  -ronlhty  bortuS-  ^lonttlt)  borus  base<3  on  '.xj'ume  o.*  Spnnt  spendin-g.  Some  reslncT?ons  app 


(DUO*  I 
igillfr 


ir  NeM  To  Soa 


one  comprehensive  bill  with  low,  flat 
rates.  Just  consult  with  us  on  an  ongoing, 
>asis  and  we'll  help  you  find  the  right  mix 
and  services  to  accomplish  your  goals, 
j't^here  are  no  contracts  or  commitments 
.1  can  adjust  your  plan  as  you  see  fit.  In 


fact.  Sprint  Business  F-lex  is  so  adaptable,  it  will  be  the 
only  plan  you'll  ever  need.  Plus,  you  II  get  a  UKjnthly 
bonus  that  can  grow  as  you  grow,  which  means  .Sprint 
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THE  CRISIS  OF  GLOBAL  CAPITALISM 
Open  Society  Endangered 

By  George  Soros 
PubhcAffairs  •  245pp  •  $26 


WILL  THE  REAL  SOROS 
PLEASE  STAND  UP 


When  a  good  kid  goes  bad — or 
when  a  long-lasting  man-iage 
falls  apart — the  parents,  the 
ex-spouses,  and  theii'  fiiends  often  suffer 
lengthy  periods  of  remorse,  even  though 
they  know  they  couldn't  have  done 
much  to  alter  the  outcome.  Call  it  the 
"what-a-waste  syndrome." 

George  Soros,  the  billionaire  hedge- 
fimd  manager,  experiences  what-a-waste 
on  a  global  scale.  In  The  Crkis  of  Glob- 
al Capitalism,  liis  thii'd  book  of  financial, 
political,  and  social  philosophy,  Soros 
identifies  a  half-dozen  recent  tragedies 
that  he  believes  might  have  been  pre- 
vented— or  mitigated — if  political  leadere 
had  had  the  spine  and  intelligence  to 
act  early.  These  outcomes  include  the 
Thai,  East  Asian,  and  Russian  econom- 
ic collapses  and  the  wars  in  Bosnia, 
Rwanda,  and  elsewhere.  The  biggest 
catastrophe  yet  will  be  a  deep  global 
recession  leading  to  depression,  he 
warns — unless,  by  some  miracle,  gov- 
ernments wake  up  and  face  reality. 
Soi'os  rushed  this  book  into  print  pre- 
cisely to  sound  an  alami. 

Whether  Soros  is  right  is  debatable, 
and  what  he  would  do  to  prevent  such  a 
dire  outcome  is  even  less  clear.  He  sees 
the  recent  rally  in  global  stocks  from 
their  August  lows  as  a  bad  sign — as 
misleading  as  the  two  "false  dawns"  in 
Asia  that  preceded  it.  With  economies  in 
Asia,  Latin  America,  and  Japan  still 
sinking,  "the  disintegration  of  the  glob- 
al capitalist  system  will  prevent  a  re- 
covery," Soros  wiites. 

Soros  believes  the  financial  strait- 
jacket  slapped  on  Asian  nations  by  the 
International  Monetary  Fund  made 
things  worse.  Seeing  the  IMF  as  dis- 
credited, he  favors  a  new  loan-guai-antee 
fund  of  $150  billion  or  moi'e,  mn  by  the 
major  Western  countries  and  Japan,  that 
would  infuse  ruined  economies  with 
fresh  resources.  He  would  also  experi- 
ment with  currency  boards,  exchange 


controls,  and  tougher  regulation  of  na- 
tional banks  to  curb  currency  specula- 
tion. In  an  offliand  way,  though,  he  sug- 
gests that  none  of  the  above  is  likely  to 
win  political  support — effectively  can- 
celing out  his  policy  prescriptions. 

Abstract  and  exasperating  as  this 
book  is,  it  is  also  worth  sticking  with, 
both  for  a  brilliant  narrative  of  what 
went  wrong  in  Asia,  Russia,  and  other 
emerging  markets  and  also  for  some 
challenging,  perhaps  kooky,  intellectual 
leaps  for  which  he's  willing  to  risk 
ridicule. 

Deciding  which  Soros 
you're  reading,  however, 
can  be  a  challenge.  There 
is  Soros  the  billionaire 
hedge-fund  boss,  whose 
realpoliiik  answer  after 
shorting  the  British  pound 
in  1992  and  the  Thai  baht 
in  early  1997 — and  clean- 
ing up  on  both — is:  If  I 
hadn't  done  it,  someone 
else  would  have. 

There  is  also  Soros  the 
monetary  statesman,  who 
dashes  off  op-ed  pieces  and 
dials  up  Ti-easury  officials  ai-ound  the 
world,  offering  advice  about  how  to 
avert  disasters  in  markets  where  his 
fimds  are  major  players.  There  is  the 
stop-me-before-I-kill-again  Soros,  who 
pleads  hard  foi'  tough  controls  and  reg- 
ulation of  the  very  hedge  funds  and 
markets  in  which  he  makes  his  hving. 

Then  there  is  Soros  the  philan- 
thi'opist,  a  figure  who  wins  acclaim  in 
the  West  for  spending  milhons  to  es- 
tablish foundations  that  back  democrat- 
ic reforms  in  Central  Europe  and  Rus- 
sia. And  there's  Soros  the  radical,  who 
riles  Americans  with  his  funding 
of  right-to-die  initiatives  and  medical- 
marijuana  legalization. 

Inconsistent  as  it  sounds,  there's  an 
underlying  logic  to  all  tliis  activity.  Soros 


(JEO  R(;e 

SOROS 


fears  that  markets  have  so  usurpe 
role  of  political  leaders  that  goverr 
is  on  automatic  pilot.  Consequent 
says,  there  ai'e  no  strong  leader-s  v 
to  risk  troops  or  money  abroad  to 
off  wars  and  economic  collapses,  f 
while  at  home,  the  leadership  va.* 
allows  social  intolerance  to  lise. 
other  results,  dnag  use  is  criminJ 
when  it  should  be  treated  as  a  mi 
problem.  (What  a  waste.) 

This  isn't  only  theoiy,  of  course 
well  known  that  U.  S.  Treasury  o: 
shied  away  fi'om  bailing  out  Th 
both  because  they  thought  it  was 
portant  and  because  they  didn't 
to  take  a  bruising  from  Congrei 
his  recently  published  A  World 
formed,  a  memoir  written  joint! 
U.  S.  National  Secuirty  Adviser 
Scowcroft,  George  Bush  makes  it| 
that  in  1988,  U.  S.  officials  were 
to  take  a  chance  on  Mikhail  Gorb 
and  give  him  the  aid  he  requests 
suppose  Gorbachev  had  gotten  the 
ing  he  needed  for  R' 
pensioners,  Soros 
Suppose  a  line  had 
di'awn  early  against 
collapse  and  that  NA  iii' 
Ues  had  told  the  Bi 
Serbs    that    no  c< 
would  be  tolerated, 
those  actions  have  h 
off  today's  disasters? 

These  ai"e  easy  qm 
for  a  billionaire  to  lol 
the  Park  Avenue 
house  where  he  m: 
money.  But  they  ar( 
ones.  More  than  $1{ 
lion  in  public  money  has  been  spi 
Asia,  to  no  discemible  benefit, 
additional  $42  billion  is  on  de( 
Brazil.  Would  a  little  politically  uij 
lar  preventive  spending  have 
worth  the  risk?  Today,  the  real  bail 
occuiring  thi'ough  coordinated  inl| 
rate  cuts  by  Western  central  bai 
development  too  recent  to  be  merj 
in  this  book.  But  if  private  in' 
don't  return  to  Asian  and  South 
ican  mai-kets,  don't  be  siu'prised 
next  call  is  for  a  Soros-  like  loaif*r 
an  tee  fimd.  That  would  be  costl; 
and  wasteful — and  preferable  o 
the  alternative,  a  depression. 

BY  ROBERTJ.  DC 
Dowling  is  managing  editor  q 
NESS  week's  international  editio 
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MES  C.  COOPER  &  KATHLEEN  MADIGAN 


VO  BIG  SPEED  BUMPS 
;E  COMIIVG  UP  IN  1999 

npy  savings  and  falling  corporate  profits  could  stall  growth 


S.  ECONOMY 


i-HOLDS  SCRAMBLE 
EEIR  NEST  EGGS 


Identifying  imbalances  has  al- 
ways played  a  key  role  in  eco- 
forecasting,  and  the  1999  outlook  is  no  exception, 
ig  into  the  new  year,  two  disturbing  trends  stand 
Bcause  they  cannot  continue  on  their  present 
!S  and  both  of  them  put  consumer  spending  at 
How  those  situations  resolve  themselves  will  go  a 
^vay  toward  determining  the  economy's  perfor- 
next  year. 

first  unsustainable  pattern:  Consumer  spending  is 
tpacing  the  growth  of  household  income.  That 
has  pushed  the  personal  savings  rate  below  zero 
i  iirst  time  in  the  postwar  era  (chart).  The  nega- 
.vings  rate  means  that  consumers  are  now  spend- 
,  ^htly  more  than  100%  of  theu*  aftertax  income,  as 
nai'ket  gains  supplant  traditional  savings,  and  as 
lold  borrowing  speeds  up  again.  The  recent  re- 
in stock  prices  and  the  strong  November  em- 
»nt  report  only  reinforce  this  kind  of  extravagant 
ler  behavior. 

Consumer  spending  in  1998 
will  gi'ow  in  excess  of  5%,  in- 
cluding what  appears  to  be  at 
least  a  4%  pace  this  quarter. 
That  increase  coming  so  far 
into  an  expansion  is  unprece- 
dented in  the  postwar  era. 
Such  a  growth  rate  has  been 
exceeded  only  in  the  yeai's  iin- 
mediately  following  a  reces- 
sion, and  it  has  come  in  handy 
in  1998,  when  the  rest  of  the 
ly  was  beset  by  falling  exports  and  growing 
ite  unease.  This  year,  consumer  spending  will  ac- 
br  almost  all  of  the  overall  growth  in  the  econ- 
'he  other  one-third  of  gross  domestic  product 
owhere. 

MAT  HAPPENS  to  economic  gi'owth  in  1999  if 
job  growth  or  weaker  stock  prices  cause  con- 
to  save  more — and  spend  less?  That's  where  the 
unsustainable  trend  comes  in:  The  revenues 
ed  by  overall  output  have  fallen  well  behind  the 
•st  of  providing  wages,  salaries,  and  benefits  to 
ees.  That's  why  corporate  profits  are  falling, 
ay  will  sag  further  as  long  as  revenues  and 
mtinue  to  diverge. 

I  new  round  of  layoffs  making  the  headlines  re- 
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cently  shows  that  Corporate  America  is  already  push- 
ing to  restructure  itself  back  to  pi'ofitability — and  to 
ease  investors'  growing  concerns  about  1999  earnings. 
Faced  with  weak  pricing  and  slower  economic  growth, 
executives  know  that  the  restoration  of  profitability 
will  not  come  fi'om  the  revenue  side. 

Instead,  businesses  will  be  forced  to  rein  in  their 
labor  costs.  During  the  past  year,  the  total  wage  bill 
paid  out  by  companies  has  grown  6.3%,  while  the  dollar 
value  of  GDP  has  risen  by  only  4.5%.  A  split  of  that 
size — partly  i-eflecting  weak  growth  in  prices — has  al- 
most never  been  seen  except  in  a  recession,  which 
highlights  the  depth  of  the  cmrent  profit  problem  fac- 
ing businesses. 

THE  NOVEMBER  EMPLOYMENT  REPORT  shows 

why  consumers  are  still  on  a  tear.  But  it  also  points  to 
some  moderation  in  1999  spending,  as  businesses  are 
already  starting  to  pare  their  labor  costs.  Industries 
added  267,000  workers  to  their  payrolls  last  month, 
many  more  than  expected,  and  the  jobless  rate  dipped 
to  4.4%,  from  4.6%.  Moreover,  the  Labor  Dept.  revised 
upward  its  earlier  measures  of  September  and  October 
payroll  gains  by  a  combined  44,000,  to  show  increases 
of  172,000  and'l45,000,  respectively. 

Even  so,  payroll  growth  is 
slowing.  Job  gains  so  far  in 
the  second  half  of  1998  have 
averaged  205,000  per  month. 
Growth  is  still  strong,  but  it's 
down  from  244,000  per  month 
diuing  the  fiii'st  half.  Moreover, 
the  November  increase  may 
have  been  exaggerated  up- 
ward by  the  mild  weather. 
Construction  employment  in- 
creased by  47,000,  more  than 
double  this  year's  average  monthly  pace  of  23,000. 

Manufacturing  continued  to  lead  the  job  weakness. 
Factories  shed  47,000  workers  in  November,  bringing 
losses  in  manufacturing  jobs  since  March  to  245,000 
(chart).  As  companies  follow  through  on  their  recent 
swell  of  layoff  announcements,  manufacturers  will  con- 
tinue to  shed  jobs  in  coming  months,  and  some  service- 
related  payroUs,  especially  in  finance,  wiU  see  fewer  new 
hires  as  well. 

Slower  job  growth  will  hit  the  economy  at  a  bad 
time.  Consumers  will  be  crucial  to  the  outlook  next 
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year,  because  other  sectors  aren't  likely  to  add  much  to 
gi'owth.  Housing  ah-eady  is  beyond  its  demogi'aphically 
sustainable  level.  Exports  are  expected  to  remain  weak 
amid  global  softness.  And  capital  spending  will  slow, 
perhaps  substantially,  because  of  sagging  profits,  excess 
capacity,  and  tighter  credit  conditions. 

SLOWER  JOB  GROWTH  isn't  the  only  consumer  fun- 
damental sure  to  soften  next  year  Household  finances 
may  also  look  less  sturdy.  That's  because  consumers' 
foui'  major  somx-es  of  cash — income  growth,  huge  stock 
market  gains,  mortgage  refinancing,  and  borrowing — 
won't  flow  as  strongly  as  they  have  in  1998. 

Real  aftertax  income,  for  instance,  will  be  up  about 
3%  this  year — an  excellent  pace,  even  though  it's  way 
behind  spending.  However,  with  companies  rethinking 
their  work  forces,  labor  shortages  will  ease  next  year. 
And  as  job  growth  slows,  so  will  wage  gains.  In  fact, 
hourly  wages  in  November  were  up  3.8%  from  a  year 
ago.  While  that's  good,  it's  below  the  4.4%  rate  hit  in 
April.  If  GDP  gi-owth  slows  to  less  than  2%  in  1999,  job 
gains  will  likely  average  only  about  100,000  a  month, 
and  income  growth  could  soften  to  an  anemic  2%-. 

Moreover,  the  poor  outlook  for  corporate  profits 
means  that  double-digit  advances  in  stocks  next  year 
are  not  likely.  Households  had  been  using  equity  gains 
to  supplement  their  savings.  As  long  as  stock  prices 
soared,  consumers  felt  they  could  save  less — or  not 
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save  at  all.  The  stock  market's  impact  on  consi 
spending  is  clearly  evident  in  the  recent  savings  i 
Since  the  end  of  1996,  the  savings  rate  has  f, 
from  2.6%  to  -0.2%  in  October.  That  reduction  in , 
ings  accounted  for  about  one-third  of  the  increa 
consumer  spending  during  that  time. 

That  leaves  borrowing  as  a 
catalyst  for  spending.  And 
consumers  do  seem  to  be  end- 
ing 1998  on  a  credit  binge.  In- 
stallment debt  in  October 
jumped  $9.7  billion,  the 
biggest  gain  in  nearly  two 
years.  In  the  meantime,  home- 
owners are  also  tapping  into 
home-equity  loans.  Together, 
these  two  foiTns  of  credit  out- 
standing— installment  and 
home  loans — are  equal  to  a  record  22.7%  of  disp 
income  (chart).  For  now,  household  finances  rem 
good  shape,  but  they  will  stay  that  way  only 
growth  and  the  stock  market  remain  healthy. 

So  the  outlook  for  1999  is  very  much  a  cat 
Businesses  will  have  to  shore  up  their  profits  b 
ting  labor  costs,  but  those  efforts  will  fall  back 
main  engine  of  1999  economic  growth — con 
spending.  As  a  result,  cost-cutting  may  end  up  c 
revenues  as  well. 
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THE  POLITICIANS  HAVE  NO  TIME  TO  LOSE 


Japan's  economy  falls  deeper 
into  recession  while  govern- 
ment officials  squabble  about  a 
stimulus  package.  And  despite  in 
terest-rate  cuts  around  the 
world,  Japan  has  almost  no  room 
to  lower  rates. 

Real  gi'oss  domestic 
product  fell  0.7%  in 
the  thii'd  quarter  from 
the  second,  or  3.6% 
from  a  year  earlier.  It 
was  the  fourth  consec- 
utive quarterly  drop, 
the  worst  performance 
in  the  postwar  era 
(chart).  Companies  cut 
investment  by  4.6% 
from  the  second  quarter  ;!S  profits 
fell,  consumer  spending  di')pped 
an  additional  0.3%,  and  hou.  ing 
plunged  6.2%.  Prices  econom;^de 
were  unchanged  for  the  quarts  i-. 
Worse  still,  the  fouith  quarter 
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is  not  looking  any  healthier.  In 
October,  household  spending  de- 
chned  1%.  and  industrial  output 
fell  8%  from  a  year  ago.  The  un- 
employment rate  edged  up  to 
4.3% — low  by  most  nation's  stan- 
dards, but  unthink- 
ably  high  in  Japan. 

Finance  Minister 
Kiichi  Miyazawa  has 
acknowledged  the 
economy  will  fall  by 
more  than  the  gov- 
eiTiment  target  of  a 
1.8%  drop  for  the  fis- 
cal year  ending  in 
March,  1999.  And 
Economic  Planning 
Minister  Taichi  Sakaiya  said  the 
economy  may  shrink  further  in 
the  1999  calendai'  year.  Miyazawa 
has  also  said  the  Bank  of  Japan 
will  not  respond  to  the  Dec.  3  cut 
in  European  interest  rates.  Little 


wonder,  since  the  BOJ  doesn't 
much  more  to  cut.  Its  discoun 
i-ate  is  a  record  low  0.5%,  and 
overnight  lending  rate  is  0.25 
Given  such  bad  news  all  ar 
one  would  think  policymakers 
would  be  i-ushing  to  jump-st 
domestic  demand.  Instead,  th 
iTiling  Liberal  Democratic  P: 
is  fighting  with  the  Liberal  Pi 
The  LDP  has  proposed  a  stimi, 
package  of  24  trillion  yen  (ab( 
$200  billion),  which  includes  a 
come  tax  cut  and  gift  coupons 
pump  up  consumer  buying.  TI 
opposing  Liberals  have  countt 
that  a  cut  in  the  sales  tax  is  < 
cial  to  lifting  spending.  They 
want  to  abolish  a  securities-ti 
action  tax  and  offer  breaks  fo 
home  buyers.  Parliament  isn'i 
pected  to  discuss  the  ldp's  pi 
until  January.  In  the  meantin 
Japan's  economy  continues  to 
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News:  Analysis  &  Commentary 


THE  GLOBAL  ECONOMY 


Roadblocks  to  ref6rir| 
mean  the  worldwide  | 
financial  crisis  won't  J 
go  away  anytime  sooii 


Tlie  scenario  has  become  depress- 
ingiy  familiar.  Emerging-market 
nations,  their  economies  crippled 
by  debt,  start  to  spin  out  of  con- 
trol— currencies  plunge,  stock  markets 
crash,  foreign  investors  flee.  That  trig- 
gers sell-offs  in  bourses  around  the 
world  and  pushes  up  interest  rates  on 
all  sorts  of  borrowing.  Then,  the  Inter- 
national Monetary  Fund  and  other  fi- 
nancial institutions  of  the  industiialized 
nations  swing  into  action,  stitching  to- 
gether loan  packages  and  dictating  I'e- 
form  plans  to  stop  the  panic.  Investors, 
figming  the  woi'st  is  finally  over,  plunge 
back  into  emerging  markets — only  to 
mn  into  a  wall  of  reality. 

Is  the  cycle  restarting  now?  In  the 
past  few  weeks,  reminders  that  the 
global  economy  is  still  in  perilous  shape 
came  in  rapid  succession.  Brazil's  legis- 
latui'e  rejected  part  of  an  austeiity  plan 
tied  to  a  $41.5  billion  IMF  deal  designed 
to  prevent  a  meltdown.  In  Moscow, 
leaders  launched  a  desperate  bid  to 
avert  a  default  on  foreign  bonds  that 
would  send  its  already  shattered  econo- 
my deeper  into  the  abyss.  In  Caracas, 


the  election  of  a  populist  president 
raised  fears  that  teetering  Venezuela 
may  be  the  next  IMF  basket  case.  In 
their  wake,  stock  markets  from  the 
U.  S. — where  new  liighs  had  been  set — 
to  Asia  and  Europe  staged  prudent 
retreats. 

On  Dec.  1,  Boeing  Co.  reminded 
Americans  that,  despite  the  continuing 
strength  of  the  U.S.  economy,  they  are 
not  immune  to  Asian  contagion.  Facing 
a  slew  of  canceled  orders  from  Asian 
carriers,  Boeing  says  it  will  face  weak 
earnings  gTowth  for  the 
next  five  years  and  will 
lay  off  more  workers  as 
a  result  (])age  :>9). 

Suddenly,  it's  clear 
how  little  has  really 
changed  in  the  nations 
battered  by  the  global 
maelsti-om.  The  easing 
of  monetary  policy  in 
the  West  and  reform  in 
Japan  did  cjuell  global 
financial  panic  and  eased 
worry  that  the  entire 
world  will  shde  into  re- 


WIDENING  AGAIN 


YIELD  SPREADS 
BETWEEN  NEW  AND 
OLD  TREASURIES 

iO  YEAR  BUNDS 
ISSUED  NOV  15  VS 
BONDS  ISSUED  AUG 
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cession  next  year.  With  luck,  manj'ali'eaiij 
omists  believe,  most  emerging  msreif 
should  be  ready  to  grow  again  in  S).  .He 
But  first,  there's  1999.  The  faar 
economy  is  still  balancing  precarolitto 
on  the  edge,  and  another  shocki  tlieir  a 
easily  push  it  over.  There  is  npbillio 
ai'ound  the  fact  that  cleaning  up  pi  exp 
nances  of  Japan,  South  Korea,  I| 
Brazil,  and  other  crisis  countrilli  sho( 
be  a  long,  tortuous,  and  exp  i\*i)iiee?( 
process.  What's  more,  new  roac^ened 
from  local  politicians,  companie  ly  pri))]^ 
bureaucrats  wi  iiev,"  ik 
evitably  arise,  iarik'stij 
U.S.  sputters,  ikn,'-'^ 
Zurich  Group  ortliree 
economic  str;  nibi  p^. 
David  D.  Hale,  iTieasun 
year  has  the  risP  Jmlfffj, 
ing  t  he  worst  1  s  keiji,, 
world  economy  ir  Tf^j^ 
World  War  II." 

The  global  eilantiif 
ment  won't  make 
ery  easy  either, 
for  oil,  copper,  alar 
er  commodities 
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already  down  23%  since  May, 
ire  likely  to  keep  dropping  in 
)99.  Meanwhile,  the  aftersliocks 
k.sian  and  Russian  collapses  still 
■edit  to  most  developing  nations, 
their  ability  to  roll  ovei"  hun- 
)f  billions  in  foreign-currency 
.nd  export  their  way  back  to 

:r  shock?  Ti-ue,  the  severe 
■  squeeze  of  September  and  Oc- 
is  eased  for  emerging  markets, 
ly  prime  boiTOwers  are  getting 
•ney,"  notes  Uri  Dadush,  the 
iank's  chief  economist  for  devel- 
itions,  "and  only  at  spreads  that 
or  thi'ee  times  higher  than  they 
ndeed,  even  in  the  U.  S.  spreads 
Ti-easiu-ies  and  liigh-iisk  bonds 
:ently  crept  back  near  then-  lev- 
te  height  of  the  hquidity  scare. 
;ar  Treasury  bonds  sold  three 
ago  now  ti'ade  at  10  basis  points 
han  the  most  recent  issues,  an- 
?n  of  tight  liquidity, 
ital  flows  are  sevei-ely  squeezed 
?ar,  Dadush  warns,  emerging 
could  suffer  another  shock  as 


big  as  last  year's  Asian 
debacle,  which  erased 
$150  billion  in  consump- 
tion and  hammered 
America's  manufacturing 
sector.  "There  is  room 
for  no  complacency  at 
all,"  he  says. 

That  makes  the  out- 
look for  the  coming  year 
gi-im.  Enormous  swathes 
of  the  world — 36  coun- 
tries in  all,  according  to 
the  World  Bank — are  al- 
ready in  I'ecession.  Latin 
America  should  finish 
1998  with  regional 
gTowth  of  just  2.4%,  and 
may  contract  by  0.8%- 
next  year,  predicts  J.  P. 
Morgan.  Brazil's  econo- 
my may  shrink  by  4.3%. 
Venezuela  is  also  on  the 
edge,  facing  a  $5  biUion 
budget  shortfall  next 
year,  a  currency  that 
may  be  overvalued  by 
40%>,  and  still-dropping 
oil  pi-ices.  Yet  President- 
elect Hugo  Chavez  has 
talked  about  hiking- 
wages  and  agricultural 
subsidies  and  halting  pn- 
vatization  of  state-owned 
industries. 

In  Europe,  many  ana- 
lysts expect  Britain  to 
slide  into  recession,  while 
Germany  is  now  projected  to  gTow  a 
mere  1.7%  as  exports  to  Asia  drop. 
Then  there  is  Japan,  which  is  poised  to 
enter  its  thu'd  yeai'  of  recession  after  an 
estimated  2.5%-  contraction  in  1998. 
Tokyo's  lavish  public  spending  program 
is  not  expected  to  greatly  boost  con- 
sumer spending,  and  many  ana- 
lysts doubt  that  its  $500  billion 
bank-  recapitalization  scheme  will 
resolve  Japan's  debt  ciisis. 

About  all  the  U.  S.  and  Eiu'0})e 
can  do  is  cut  interest  rates  again. 
But  the  Fed  and  the  new  Euro- 
pean Central  Bank  will  be  reluc- 
tant to  do  that  unless  their  own 
economies  start  slowing — which 
would  be  bad  news  for  eveiyone. 

So  in  reality,  the  world's  poli- 
cymakers can  only  hope  that  the 
crisis  countries  stick  to  re- 
forms— and  pray  that  nothing- 
else  goes  wrong.  If  developments  in 
Brazil  and  Russia  are  a  harbinger,  1999 
will  be  another  year  of  living  nervously. 

By  Pete  Engardio  in  New  York,  with 
Christina  Hoag  in  Caracas  and  Peter 
Coy  in  New  York 


BRAZIL: 

ON  THE  BRINK 

Resistance  to  budget  cuts 
is  only  making  things  worse 


Brazil,  tlie  domino  that  could  detei- 
mine  whether  emerging-market 
malaise  -will  spread  to  the  rest  of 
the  Western  Hemisphei'e,  is  once  again 
on  the  edge.  On  Dec.  2,  close  to  two 
months  after  President  Fernando  Hen- 
lique  Cardoso  was  reelected  and  a  sub- 
stantial Brazilian  rescue  package  was 
negotiated,  its  unpredictable  Congress 
rejected  a  key  part  of  Cardoso's  pro- 
posal to  reduce  the  1999  budget  by  $23 
billion. 

The  aftermath  was  ugly,  if  pre- 
dictable. The  news  out  of  Brasilia 
pushed  stock  markets  fi-om  New  York 
to  Sao  Paulo  lower.  The  message  to  in- 
vestors was  clear:  Brazilians,  already 
feeling  pinched,  aren't  eager  to  accept 
the  austerity  measures  needed  to  re- 
duce government  deficits. 

But  unless  the  nation  enacts  budget 
refonns,  it  may  not  see  all  of  a  .$41.5  bil- 
lion aid  package  from  the  International 
Monetary  Fund,  which  includes  $14.5 
billion  pledged  by  20  other  countj-ies. 
And  those  funds  are  critical:  While  the 
first  installment  of  $5.3  billion  in  IMF 
money  is  available,  the  national  resei-ves 
have  already  fallen  drastically — to  .$40 
billion,  from  more  than  $70  billion  in 
July.  And  capital  continues  to  trickle 
out  despite  real  interest  rates  of  more 
than  30%. 

In  fact,  tile  tight-money  policy  that 


UGLY  AFTERMATH 

When  austerity  measures  to 
reduce  Brazil's  deficit  were  voted 
down,  the  marlcets  were  spoolced 
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was  designed  to  attract  investment  is 
instead  suffocating  the  economy.  It  is 
inflating  the  $295  bilhon  public-sector 
debt  and  $65  billion  deficit.  As  debt  pay- 
ments rise  early  next  year — to  as  much 
as  $8  billion  a  quarter — reserves  will 
come  under  increasing  pressui'e.  Emest 
W.  Brown,  a  Latin  America  economist 
for  Morgan  Stanley  Dean  Witter  in  New 
York,  has  warned  that  if  reserves  drop 
much  below  $40  billion,  investors  should 
assume  that  "a  substantial  devaluation 
and  new  inflation  are  both  likely." 

Financial  markets  from  Thailand  to 
Turkey  could  be  affected  if  a  Brazilian 
crisis  prompts  a  new  flight  to  quality. 
And  Brazil's  trading  pailnei-s  will  suffer. 
Although  its  own  fundamentals  are 
strong,  Argentina's  gi'oss  domestic  pi'od- 
uct  is  expected  to  gi-ow  just  1%  in  1999 
because  of  its  trade  with  Brazil. 
"BAD  TASTE."  U.  S.  investors  who  came 
back  into  Bi'azil's  equity  and  debt  mar- 
kets after  the  IMF  deal  was  announced 
in  November  "ai'e  disg"usted,"  says  Wal- 
ter Stoeppelwerth,  director  of  Latin 
America  research  for  Robert  Fleming 
Securities  in  Sao  Paulo.  The  rebuff  of 
Cardoso's  proposal  to  increase  the  social 
security  contributions  of  some  state 
workers  "has  left  a  veiy  bad  taste  in 
eveiyone's  mouth,"  Stoeppelwerth  says. 

The  IMF  and  the  Clinton  Administra- 
tion say  they  wei'en't  alanned  by  the  re- 
cent setback.  In  fact,  they  hope  the  neg- 
ative market  response  could  serve  as  a 
bracing  tonic  to  Cardoso  and  the  gov- 
ernment there.  "They've  been  put  on 
notice  that  refoiTn  isn't  going  to  be  easy, 
but  it  is  essential,"  says  an  administra- 
tion official.  The  second  tranche  of  IMF 
money — $4.5  billion — is  scheduled  to  be 
granted  in  Febi-uaiy  Tliat  money  can  be 
advanced  at  Brazil's  request,  but  it  can 
also  be  postponed  or  withheld. 

For  now,  nobody  is  wiiting  off  Brazil. 
Foreign  direct  investment  totaled  $24 
billion  in  the  past  12  months,  although 
investment  is  expected  to  fall  in  1999  to 
$17  billion.  On  Dec.  8,  J.  C.  Penney  Co. 
announced  that  it  would  pay  $33  million 
for  department  store  Lojas  Renner.  A 
few  days  earlier,  French  camiaker  Re- 
nault opened  a  $1  billion  plant  in  the 
state  of  Parana. 

Will  the  legislature  come  up  with  an 
IMF-pleasing  reform  package?  Brazil's 
economy — the  world's  eighth-largest — 
has  already  taken  a  swan  dive.  After' 
no  growth  in  1998,  high  interest  rates 
are  expected  to  shrink  (jdp  by  4%  in 
'99.  Unemployment  is  at  8%  and  could 
hit  12%  next  year  Given  that,  it  will 
take  extraordinary  leadership  to  con- 
vince voters  to  tighten  theii'  belts  more. 

By  Ian  Katz  in  Sao  Paulo 


RUSSIA:  HOW 
BAD  THIS  TIME? 

Only  massive  borrowing 
will  keep  it  out  of  default 


When  the  International  Monetary 
Fund  organized  a  $22.6  billion 
bailout  for  Russia  last  July,  ex- 
perts warned  that  it  would  not  be 
enough  to  get  the  battered  nation 
through  the  next  several  months.  They 
wei'e  con-ect — painfully  so. 

Five  months  after  the  "rescue,"  wliich 


cuts  to  whittle  down  its  projected 
lion  deficit.  Instead,  it  is  looking  to  foiT 
boiTowing  to  help  pay  for  at  least] 
of  it.  That  money  may  never  airivel 
least  not  without  massive  strings. 
NEW  COLLATERAL.  The  most  likely| 
naiio  is  that  Moscow  could  take  out 
with  private  western  banks,  collati 
ized  by  a  commodity.  Gold  would  hi 
easiest,  because  it  is  held  by  the  j 
ernment.  Oil  and  gas  revenues  are 
nically  the  property  of  private  col 
nies,  but  some  deal  for  them  woulq 
be  impossible.  Gazprom  and  Luke 
ready  have  boiTowed  money  collall 
ized  by  ex^port  receipts.  Says  David 
of  London-based  rating  agency 
ibca:  "The  bottom  line  is  that  no 
going  to  lend  based  on  the  word 
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was  orchestrated  in  large  part  by  the 
U.  S.  Treasiuy,  Russia  is  floundering — 
on  the  edge  of  another  default.  Tlie  nible 
has  fallen  14.3%  since  Dec.  1.  Tax  re- 
ceipts are  only  at  59%  of  target  levels. 
Revenues  from  oil — which  provide  one- 
thh'd  of  export  earnings — are  plimging 
as  world  oil  prices  fliit  with  $10  a  baiTel. 
And  President  Boiis  Yeltsin  is  ill. 

Once  again,  Russians  are  fi'antically 
exchanging  rubles  for  doUai's.  The  gov- 
emment  doesn't  have  enough  money  to 
pay  wages.  And  peoi:)le  are  cold  and  him- 
gTy  in  Russia's  fai'  north.  "The  situation 
can  only  deteriorate  fiuther  luitil  sensible 
economic  policies  are  put  in  place,"  says 
Thierry  Malleret,  chief  economist  of 
Moscow-based  Alfa  Bank. 

In  other  words,  fiussia  is  close  to 
where  it  was  last  summer  when  it  de- 
faulted on  $40  billion  in  short-term 
debt — (jne-thii'd  owned  by  foreigners — 
and  shook  the  world's  financial  markets. 
And  this  time,  there  are  fewer  places  to 
go  begging  for  new  capital  and  less  con- 
fidence that  Russia  can  take  measui"es 
necessary  to  fix  its  stnictui'al  problems. 

Tlie  reason:  Despite  the  October  ap- 
pointment of  compromise  candidate 
Yevgeny  M.  Primakov  as  Prime  Minis- 
ter, Russia  has  not  come  up  with  enough 


BUYING  BREAD  IN  MOSCOW 

The  government  doesn't  have  1 
cash  to  pay  wages,  and  with  th- 
ruble  falling  some  14%  since  D 
Russians  are  feeling  the  pinch  j 

Russian  government.  That's  not  ajt, 
tity  worth  a  lot  of  money  at  thi'l: 
ment.  If  they  are  going  to  borrovllj 
private  creditors,  they  will  havei^; 
pretty  imaginative."  ;j 

Thready,  the  imf  has  refused  tj 
vide  any  more  money  to  Russia  i| 
fonnulates  a  realistic  budget  and 
plan.  But  Russia  also  has  asked  tw 
to  roll  over  $4.2  billion  in  1999  loait 
ments.  Without  this,  Russia's  Fia 
Miriistiy  forecasts  that  the  econom;i4 
contract  by  5%  to  1%  next  year.  i< 

December  is  a  critical  month.  ^1 
has  asked  the  London  Club  of  comlSf 
creditors  to  accept  $;360  million  w|t 
piincipal  payments,  due  Dec.  2,  iijl* 
teiTn  bonds  rather  than  in  cash.  Iti 
is  no  agi'eement  by  Dec.  23,  wW| 
grace  period  ends,  Russia  will  be  iit 
nical  default — and  the  mai'kets  c( 
in  tm'moil  again. 

By  Patricia  Kranz  in  il 
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HO  WILL  STEP  INTO 
m  WELCH'S  SHOES? 

3  grooming  and  testing  a  stable  of  would-be  CEOs 


atiS 


ill  if  (C 
pec 


is  17  yeai-s  as  Chairman  and  CEO 
General  Electi'ic  Co.,  John  F. 
Ich  has  been  revered  for  his  man- 
ment  style  and  his  vision  for  the 
ly.  Can  he  win  the  same  plaudits 
!  way  he  handles  the  choice  of 
1  successor? 

;h's  choice — if  he  has  one — re- 
i  closely  guarded  secret.  But  with 
c.  8  resignation  of  financial  ser- 
hieftain  Gaiy  C.  Wendt,  Welch 
ped  his  hand — a  little.  Although 
wasn't  a  likely  successor,  Welch 
s  departui'e  to  rejigger  some  top 
d  put  a  handful  of 
iiething  execs  in 

I  to  ascend  to 
"What  I'm  ha- 
loing is  getting 
aple  in  place 

II  ideally  pro- 
jneral  Electric 
e  next  decade  of 

I  Y,"  says  the  63- 
executive. 
Wendt,  56,  is  being 
I  as  CEO  of  General 
Capital  Sei-vices  by 
Velch's  most  tiust- 
fonner  Cliief  Fi- 
)fBcer  Dennis  D. 
■man,  53,  who  is 


ng  named  a 
chairman, 
luffle,  De- 
lyden,  44, 
it  and 
perating 
,  GE  Cap- 
rp.,  was 
;eo  of  that 
.th  S.  Sheiin, 
erly  head  of 
it  GE  Medical 
<,  was  given 
to  replace 
•man  as  se- 
■president  for 
ind  the  new 


as  head  of  ge  Capital  was  nothing  less 
than  spectacular.  Financial  sei-vices  gTew 
to  contribute  $4  billion  in  net  income 
to  ge's  bottom  line,  up  from  only  $300 
million  in  1986.  Still,  Wendt  has  a  repu- 
tation as  an  abrasive  taslonaster,  whose 
relationship  with  Welch  has  been 
strained  in  recent  years. 

Naming  Dammerman,  a  man  Welch 


calls  one  of  his  most  tmsted  aides,  to 
ovei'see  ge  Capital  settles  any  concem 
over  who  will  head  (;e's  key  financial- 
services  business.  "You  don't  want  any- 
one worrying  about  the  leadership  of 
your  largest  and  most  important  busi- 
ness when  the  chaiiTnan's  office  is  going 
through  a  transition,"  says  Nicholas  P. 
Heymann,  an  analyst  at  Pnidential  Se- 
curities Inc.  "With  Dennis  there,  we 
won't  worry  about  it  at  all." 

The  guessing  game  about  Welch's  suc- 
cessor began  tlii'ee  years  ago,  when  the 
GEO  announced  he  would  retii'e  at  the 
end  of  2000.  He  put  in  place  a  five-year 
plan  to  gToom  and  test  would-be  heirs. 
Welch's  challenge:  to  avoid  political  in- 
fighting for  his  job  and  to  minimize  ear- 
ly departiu'es  by  those  who  figiu'ed  they 
wouldn't  reach  the  top. 
GOLDEN  HANDCUFFS.  Welch  and  his  di- 
rectors have  been  quietly  testing  a  dozen 
01-  so  CEO  aspirants,  rotating  them 
through  assignments  and  giving  them 
fi'equent  exposui'e  to  boai'd  membere  and 
Wall  Street  analysts.  The  stars  have 
been  awarded  sizable  restricted  stock 
and  option  packages  to  keep  them  at  ge. 
Says  one  executive  recmiter:  "Jack  has 
done  a  fabulous  job  of  making  it  easy 
for  them  to  stay.  It  costs  a  foitune  to 
buy  many  of  these  people  out  of  ge." 

The  board's  five-person  management 
development  and  compensation  commit- 
tee, chaired  by  Silas  S.  Cathcait, 
has  been  meeting  with  the 
heads  of  ge's  11  business- 
es.  "In   the   last  two 
years,"    says  Welch, 
"they  have  been  going- 
out   on  their  own — 
meeting    with  our 
teams  on  their  own 
turf    alone.  They 
spend  a  day  and  have 
dinner  with  all  the 
key  leadersliip.  We're 
getting  as  many  un- 
fettered inputs  as  you 
can." 

Welch  says  he  has 
purposely  stayed 
away  from  these  ses- 
sions to  give  direc- 


THE  DARK  HORSES 


;agh  Wendt 
id  to  resign, 
;  to  the  com- 
lis  perfor- 
or  12  years 


TENDERS 
AFTER 
WELCH 
RETIRES 


NAME 

AGE 

TITLE 

NAME 

AGE 

TITLE 

DAVID 
CALHOUN 

41 

CEO, 

GE  Lighting 

DENNIS 
DAMMERMAN* 

53 

CEO,  GE 
Capital  Services 

DAVID 
COTE 

46 

CEO, 

GE  Appliances 

ROBERT 
NARDELLI 

50 

CEO,  GE 
Power  Systems 

JEFFREY 
IMMELT 

42 

CEO,  GE 
Medical  Systems 

DENIS 
NAYDEN 

44 

CEO,  GE 
Capital  Corp. 

JAMES 

McNERNEY JR. 

49 

CEO,  GE 
Aircraft  Engines 

JOHN 
RICE 

42 

CEO,  GE 
Transportation 

•LIKELY  ONLY  !F  SUCCESSION  IS  ACCELERATED 
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tors  a  chance  to  see  and  assess  the 
company's  top  talent  away  from  his  in- 
fluence. The  committee  then  writes  up 
its  impressions  of  the  leadership  teams 
and  forwards  the  assessments  to  both 
Welch  and  his  senior  vice-president  for 
human  resources,  William  J.  Conaty. 
"We  are  all  in  a  very  collegial  process," 
says  Welch.  "It's  not  an  awkward  event. 
It's  not  like:  'We're  coming  out  to  look 
at  you  to  see  if  you  can  be  ceo.'  They 
visit  every  business  and  every  leader. 
It's  an  assessment  of  the  whole  com- 
pany and  the  entire  leadersliip  team." 

Welch  reniams  tight-lipped  about 
any  of  the  candidates,  but  analysts, 
headhunters,  and  former  OE  e.xecs 
are  now  betting  on  the  men — no 
women  are  in  the  group — who  run 
ge's  key  operating  units.  They  in- 
clude Jeffi'ey  R.  Immelt,  42,  med- 
ical systems;  David  L.  Calhoun, 
41,  lighting;  David  M.  Cote,  46, 
appliances;  and  W.  James  Mc- 
Nerney  Jr.,  49,  who  heads  the 
aircraft  engine  business.  McNer- 
ney  could  take  himself  out  of  the 
running  if  he  accepts  the  top  job  at 
Electronic  Data  Systems,  where  he  is 
said  to  be  a  top  candidate.  McNemey 
could  not  be  reached  for  comment. 
TOWARD  ASIA.  Whoever  fills  Welch's 
shoes  will  be  taking  on  one  of  the  most 
complex  and  diverse  coiporate  entities  in 
the  world  at  a  time  of  lising  challenge. 
The  company  will  still  be  in  the  midst  of 
a  ti'ansformation  from  a  manufacturer 
into  a  global  services  company  that  is 
focused  on  capitalizing  on  expansion  op- 
portunities in  Asia.  The  region  is  fast 
becoming  as  ciitical  to  (  ;e's  gTov^th  plans 
as  Europe  has  been  in  the  past  decade. 

Welch  won't  fully  show  his  cards  un- 
til early  2(100,  when  he  may  name  a 
pair  of  vice-chairmen  to  join  him  and 
Dammerman  in  the  coii^orate  executive 
office.  "It  would  be  rough  for  Jack  to  go 
right  u])  to  the  end  and  leave  a  succes- 
sor with  a  whole  bunch  of  frustrated 
potential  ceos,"  says  Dayton  Ogden, 
president  of  SpencerStuait  Worldwide. 

But  Welch  has  quietly  let  a  few  can- 
didates know  that  they  are  not  in  the 
running.  Most  recently,  another  search 
consultant  noted  that  one  potential  con- 
tender, whom  he  declined  to  identify, 
called  to  say  he  would  now  be  interest- 
ed in  CEO  jobs  elsewhere. 

Welch  has  every  intention  of  creating 
a  flawless  handoff  with  the  least  dis- 
ruption possible.  "I  want  to  make  this 
thing  seamless,"  says  Welch.  "I  may  not 
get  it  done  right,  but  I'm  going  to  try 
like  hell."  That  should  work. 

By  John  A.  Bijriic,  iviHi  Jennifer 
Reiiigold,  in.  Neiv  York 


A  TALE  OF 
TWO  JOB  MARKETS 

The  seiYices  industiy  boom  offsets  a  slump  in  manufactur 


These  are  unhajjpy  times  for*  minei's, 
farmers,  and  factory  workers,  who 
are  Iming  up  for  jobless  benefits  as 
the  Asian  crisis  hammers  commodity 
prices  and  demand  for  U.  S.  exports. 
And  more  bad  news  is  coming:  Boeing 
plans  to  ax  48,000  jobs,  the  Exxon-Mobil 
merger  will  eliminate  9,000  positions, 
and  Johnson  &  Johnson  is  handing  out 
4,100  pink  slips.  Yet 
jobs  go  begging  at 
restaurants,  retail 
outlets,  and  computer 
service  companies. 

It's  a  tale  of  two 
economies.  Manufac- 
tui'ei's  and  financial  gi- 
ants exjxjsed  to  the 
tuiTnoil  in  global  mar- 
kets ai'e  hiuting,  while 
sei-vice  industries  ai'e 
working  overtime  to 
satisfy  booming  do- 
mestic demand.  Fac- 
tories eliminated 
245,000  jobs  between 
March  and  November. 


On  Dec.  9,  the  Federal  Reserve's 
Book  said:  "Manufactming  activi 
generally  softer,  mostly  due  to 
declines  in  expoit-related  mdustri< 
service  providers  created  more  tl 
times  that  number  of  jobs  duri 
same  span.  By  the  end  of  1998,  th 
omy  will  have  generated  236,000  i 
jobs  a  month,  and  workers  will 
2%  rise  in  earn 


UNEMPLOYMENT  IS  LOW, 
BUT  LAYOFFS  ARE  UP 
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yeai'  by  noinial  standaixls,"  says 
A.  Wyss,  chief  economist  for  Stan- 
i  Poor's  DRi.  The  jobless  rate  will 
ear  its  cuiTent  4.4%,  and  wages 
up  again,  dri  predicts, 
etheless,  the  split  between  the 
f  American  woi'kers  exposed  to 
Dbal  tempest  and  everyone  else 
3pen.  Ah'eady,  job  losses  ai'e  heavy 
ther  goods  (down  8.2%  since 
apparel  (dovm  7.7%),  electrical 
lineiy  (dovm  3%),  and  steel  (dovm 
!%).  Boeing  may  epitomize  the 
?ian  spillover.  The  aircraft  maker 
IS  boosted  its  planned  layoffs  for 
he  next  two  years  by  20,000  be- 
ause  orders  fi'om  Asia  declined 
nd  the  company  needs  greater 
oductivity  in  its  plants.  The  Boe- 
■  cuts  will  reverberate:  Northrop 
fnman  Coip.,  which  is  ah'eady  cut- 
8,700  jobs  due  to  Boeing's  cut- 
last  summer  and  the  winding 
f  B-2  bomber  production,  antici- 
aying  off'  another  1,100  workers 
^ernble  747  fuselages  for  Boeing, 
ric  CUSHION.  Some  factories  are 
;ting  "Help  Wanted"  signs,  how- 
ideed,  33%  of  manufacturers  sm'- 
by  the  Bureau  of  National  Af- 
m  to  add  workers  in  early  1999. 
ne,  spending  at  home  has  cush- 
le  blow  fi'om  overeeas.  Dell  Com- 
'orp.  expects  to  add  6,000  U.  S. 
;es  this  yeai'.  And  thanl^s  to  a  15 
plus  annual  pace  for  U.S.  sales, 
kers  ai'e  also  bullish:  "We're  in  a 
od  position  to  avoid  having  any 
I  nt  layoffs,"  says  DaimlerChrysler 
Robert  J.  Eaton. 
;he  biggest  job  gains  vdll  con- 
be  in  services.  The  U.  S.  work- 
Wal-Mart  Stores  Inc.  is  up  by 
5,000  this  year,  to  785,000.  tjx 
arent  of  off-price  retailer  tj 
s  staffing  up  for  its  new  A.J. 
clothing  chain.  ACE  Cash  Ex- 
c.  expects  to  add  140  storefi'ont 
sliing  centers  and  up  to  700  jobs 
1999:  "People  need  to  cash  their 
and  pay  their  bills  no  matter 
appening,"  says  a  spokeswoman, 
ng  checks  doesn't  pay  as  well 
abling  au'liners.  But  it  may  be 
shift  toward  services  isn't  as 
paychecks  as  had  been  predict- 
ome  economists.  The  average 
on  worker  in  a  service  indus- 
1*1  led  $12.50  an  hour  in  Novem- 
?13.61  for  a  factory  worker 
fs  and  job  turnover  have  al- 
en  part  of  the  U.  S.  economy, 
global  turmoil  creates  a  new 
The  worst  of  times  for  workers 
to  harsh  winds  from  overseas, 
of  times  for  those  who  aren't. 
ike  McNamee  in  Washington, 
mi  Muller  in  Detroit  and  bu- 
lorts 


AIRCRAFT 


BOEING'S  REVISED 
FLIGHT  PLAN 

Would  cuts  in  management 
and  output  rescue  earnings? 

When  Boeing  Co.  announced  on 
Dec.  2  that  canceled  ordei's  fi-om 
Asian  carriers  would  foi-ce  it  to 
cut  back  pi'oduction  by  25%  starting  in 
2000,  management  finally  acknowledged 
pubHcly  what  investors  had  long  feared: 
The  aerospace  giant's  earnings  would 
be  one  of  the  biggest  U.  S.  casualties 
of  the  global  meltdown.  What  Boeing 
has  yet  to  disclose,  however,  is  how  se- 
riously it  is  still  beinu  victimizefl  by  its 


Some  airliners  were 
priced  low  to  win 
sales  awav  from  rivals. 


-with  a  thud 


own  inefficiencies — which  won't  be 
solved  by  its  new  plan  to  cut  as 
many  as  48,000  jobs  by  2000. 

The  hidden  problem:  Boeing  ag- 
gressively priced  737s  and  other 

models  in  the  past  three  years^  The  effects  are  noW 
Larnmgs  from  the  cash-cow  747  ,  . 
line  have  in  the  past  compensated  hitting  the  DOttom 
for  this,  but  now  that  Asian  or-  line 
ders  for  747s  have  dropped,  the 
narrow  margins  will  show  up  on  the 
bottom  line.  In  addition,  the  company's 
costs  have  risen  because  it  is  building 
planes  more  slowly,  partly  because  it 
has  hh'ed  less  experienced  woi'kers.  "We 
have  to  ftmdamentally  change  the  way 
we  make  planes,"  Alan  Mulally,  presi- 
dent of  Boeing  Commercial  Auplanes, 
told  analysts  on  Dec.  2. 
"MUCH  LEANER."  Mulally  now  has  a  plan 
to  do  just  that.  Company  insiders  say 
he  vdll  propose  changes,  including  in- 
creasing outsoiu'cing  and  reducing  the 
time  to  assemble  paits,  at  a  Boeing  board 
meeting  on  Dec.  14.  He  will  also  pro- 
pose thinning  management  ranks  as  pait 
of  the  announced  layoffs.  "I  don't  tWnk 
he's  talking  about  sometliing  fimdamen- 
tally  different  in  the  design,"  says  Jeny 
Martin,  Boeing's  dii-ectoi-  of  pi'ocess  vi- 


sion. "It's  about  the  way  we  conduct  the 
business."  Mulally  declinetl  to  comment. 

Even  if  Mulally's  proposal  gets  a 
gi'een  light  ft-om  the  board,  Boeing  will 
face  plenty  of  challenges  in  1999.  The 
company  would  be  rapidly  modernizing 
its  production  practices  while  assem- 
bling a  record  620  planes  and  laying  off 
20%  of  the  workforce.  Moreover,  the 
plan  is  almost  certain  to  meet  with  re- 
sistance from  Boeing  workers.  The  In- 
ternational Association  of  Machinists  is 
slated  for  contract  talks  with  Boeing 
next  fall.  And  Bill  Johnson,  president 
of  lAM  Local  751,  says  the  moment  Boe- 
ing moves  to  outsource  more,  "we  will 
put  together  a  campaign  to  stop  them." 
ROADBLOCK.  At  first,  Boeing  thought 
it  could  shave  25%  off  the  cost  of  pro- 
ducing airplanes  by  implementing 
production  improvements  such  as  us- 
inu  lean  manufacturing  techniques, 
adopting  more  effi- 
cient layouts  for 
factory  floors,  and 
installing  a  new 
computer  system. 
P)Ut  Boeing's  bloat- 
ed management 
lias  stalled  many 
I  if  these  plans.  "We 
have  too  many 
layers,"  admits 
Martin. 

More  than  half 
uf  Boeing's  232,600 
'■mployees  are 
\\  hite-collar  work- 
rs — but   not  for 
lung.  The  company 
has  said  that  80% 
to  90%,  of  the  cuts 
will  be  in  the  com- 
mercial airplane 
group.  The  engi- 
neering union  ex- 
pects to  lose  one- 
third  of  its  25,000 
members,  says 
Chai-les  Boffei-ding,  executive  dii-ector  of 
the  engineering  union.  The  machinists 
union  is  also  bracing  for  cuts  among  its 
40,000  members.  Indeed,  part  of  Mulal- 
ly's plan  is  to  get  suppliers  to  build 
more  components  and  use  Boeing  plants 
for  final  assembly. 

Even  that  may  not  be  enough.  Boeing 
must  fully  reassess  the  way  it  floes  busi- 
ness, say  analysts  and  suppliei's.  A  case 
in  point:  A  supplier  to  Boeing  and  Aii'bus 
tried  to  make  a  change  in  an  electronics 
system.  The  move  required  just  two  let- 
ters to  Airbus — but  at  Boeing  the  same 
change  required  several  meetings  and 
nearly  $1  million  in  rewoi'k  and  labor. 
Until  Boeing  can  shed  that  kind  of  inef- 
ficiency, the  company  is  unlikely  to  get 
back  to  its  old  cruising  altitude. 

By  Seanna  Bwwder  in  Seattle 
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By  Susan  B.  Garland 


BIG  WHEELS  KEEP  ON  SPINNING 


These  days,  you 
can't  do  battle  in 
couit  with  just 
great  witnesses  or 
strong  evidence. 
You  need  spin. 
Just  ask  O.J. 
Simpson  counsel 
Johnnie  L. 
Coclu-an  Ji-. — or 
Kenneth  W.  Starr. 
The  latest  legal 
spinmeisters?  The 
folks  connected  with  U.S.  vs.  Mi- 
crosoft, of  coui'se. 

With  so  much  at  stake  for  both 
Justice  and  Microsoft,  the  court  of 
public  opinion  has  become  as  impor- 
tant as  the  couit  of  U.  S.  District 
Judge  Thomas  Penfield  Jackson.  Yes, 
Jackson  will  decide  the  case.  But  also 
up  for  gi-abs  are  the 
hearts  and  minds  of  Mi- 
crosoft investors,  con- 
sumers, a  Republican 
Congi-ess  skeptical  of  the 
government's  antitixist  ac- 
tivism, and  higher-court 
judges  who  eventually 
will  have  a  say  (page  84). 

Exhibit  A:  Microsoft's 
escalated  lobbying  efforts 
on  Capitol  Hill  to  stoke 
opposition  to  the  govern- 
ment's case.  Congress  is 
a  prime  target  in  the 
public  relations  war  be- 
ing waged  around  this 
historic  antitmst  case. 
During  the  past  year-, 
the  company  has  doubled 
its  lobbying  presence  in  the  capital, 
including  hiring  two  ex-aides  from 
Majority  Leader  Richard  Armey's  of- 
fice (R-Tex.).  In  the  1997-98  election 
cycle,  Microsoft's  soft-money  contri- 
butions to  Republican  and  Democrat- 
ic party  committees  soared  to 
$525,000,  from  only  $77,000  during 
the  1995-96  cycle. 
SENATE  CHAMPIONS.  Antitrust  chief 
Joel  I.  Klein  already  is  feeling  Mi- 
crosoft's sting.  Last  June,  some  Fie- 
publican  senators,  accusing  Klein  of 
leaks  in  the  case,  blocked  his  request 
to  hike  his  budget  by  $9  milhon  for 
stepped-up  merger  reviews.  Among 
the  senators:  Slade  Gorton  from  Mi- 


crosoft's home  state  of  Washington.  A 
month  later,  (iop  Senators  Spencer 
Abraham  of  Michigan,  Jon  Kyi  of  Ari- 
zona, and  Jeff  Sessions  of  Alabama 
wrote  Attorney  General  Janet  Reno, 
accusing  antitiust  officials  of  encoiu'- 
aging  foreign  officials  to  take  action 
against  Microsoft.  Justice 
denied  it. 

On  the  state  front,  Microsoft  has 
also  scored  some  victories.  On  Dec.  7, 
after  meeting  with 
company  execu- 
tives, South  Cai'oli- 
na  Attorney  Gen- 
eral Chaiies  M. 
Condon  dropped 
out  of  the  I'oster  of 
20  states  that  had 
signed  on  to  the 
Justice  Dept.  suit. 


MICROSOFT:  Mark  Murray 


JUSTICE:  David  Boeis 


Chai'les  F.  Flule, 
a  Wasliington  le- 
gal consultant  to 
Mici'osoft,  says 
I.  hat  duiing  the 
last  election,  Mi- 
crosoft handed 
out  trial-infonna- 
tion  packets  to 
state  candidates. 
Rule  says  the 
company  will  tliscuss  the  case  with 
new  A(;s.  "1  expect  there  will  be  some 
re-evaluation,"  he  said. 

These  new  pockets  of  opposition 
have  not  gone  unnoticed  by  the  tnist- 
busters.  They  too  have  theii'  spin,  and 
it  has  primarily  centered  on  taking 
down  Micr'osoft  and  its  chairman, 
William  H.  Gates  III,  a  peg  or  two. 
Exhibit  B:  the  Justice  staffer  who 
rashes  down  to  the  TV  crews  outside 
the  courtroom  with  copies  of  Gates's 
damaging  videotaped  de]30sition.  Says 
William  E.  Kovacic,  antitinst  profes- 
sor at  George  Washington  University 
Law  School:  "Part  of  what  Klein 
thinks  about  is,  'I  have  a  Republican 


legislature,  and  many  people  want  ti 
take  away  my  budget.  We  have  to 
create  the  pubhc  awareness  that  thi 
case  is  worthwhile  and  that  Microsoi 
is  bad.' " 

And  even  in  the  courtroom,  the 
outside  world's  perception  of  the  casj 
counts.  If  Jackson  finds  Microsoft  li- 
able, he'll  look  to  Klein  and  the  Jus- 
tice Dept.  for  a  recommendation  on 
remedy.  How  fai-  Klein  can  go — per- 
haps even  to  suggestin 
divestitm-e  of  some  Mi 
crosoft  businesses — wi' 
depend  on  his  support 
on  Capitol  Hill.  And  hi 
win  need  that  backing  - 
he  pursues  a  wider 
probe  of  Microsoft's  bi 
ness  practices.  "Fedeni 
agencies  always  prefei] 
Congress  that's  sympa| 
thetic,"  says  Washingt; 
antitrast  attorney  Dorj 
aid  M.  Falk,  who  repri 
sents  Oracle  Corp.  "If  j 
there  is  a  heavy  outcrj 
saying,  'Don't  hurt  Mi 
crosoft,'  that  could  aff<l 
what  Justice  asks  for." 
And  then  there's  everyone  else. 
Microsoft  wants  to  make  sure  the 
public  outcry  is  loud — loud  enough 
for  legislators  to  hear  Its  message 
The  government  is  out  to  destroy 
one  of  America's  success  stories. 
Lately,  it  has  been  trying  to  scare 
up  a  "grassroots"  movement  of  so 
ware  developers  and  others.  Mi- 
crosoft E-mails  them  trial  updates 
with  the  hope  that  they  will  pass 
on  these  opinions  as  their  own  to 
legislators.  i|| 
In  the  end,  this  case  has  becom 
as  much  a  battle  for  image  as  a  b; 
tie  for  justice.  But  hey,  that's  the 
American  way. 


Garland  covers  the  Microsoft  cc 
a-nd  the  Justice  Dept.  for  BUSlNESl 
WEEK  in  Wash  ington. 


BusinessWeek 


COUM 


Business  Week  and  Court  TV  post  daily 
updates  at  www.buslnessweek.com  and 
www.courttv.com.  Also,  "Microsoft  on  Tria 
airs  every  Thursday  at  7pm  E.T  on  Court 
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THIS  MVP  EXCELS  AT  EVERY  PART 
of  the  game:  long-term  goals  and 
today's  needs.  She  can  help  you  build 


Most  Valuable  Planner 


assets  for  the  kids'  education  while 
helping  to  make  sure  you  have  enough 
retirement  income  down  the  road. 

A  superstar.-"  Yes.  We've  got  lots  of 
them.  As  part  of  the  global  AXA 
group,  a  financial  services  powerhouse 
with  more  than  $530  billion  under 
management;;  Equitable  has  a  full 
line  of  products  and  services  for  all 
life's  opportunities  and  challenges.  Our 
representatives  hold  more  dual  CLU 
and  ChEC  professional  designations 
than  anyone  in  the  industry.  And  they're 
ready  to  help.  It  all  starts  with  a  phone 
call.  Contact  us  today  and  we'll  put  our 
most  valuable  people  on  it.  1-800-590- 
5995  or  visit  ivivw.cquitable.coui 


EQUITABLE 

Member  of  the  Global 

/  Ah  I 

Group 

The  Equitable  Life  Assurance  Society  of  the  U.S.  NY,  NY  101041s  a  major  component  of  the  AXA  Group.  Equitable  is  solely  responsible  for  Its  own  obligations. 
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TELECOMMUNICATIONS 

TOP  OF  THE 
WORLD.  MA 

AT&T  is  in  the  global  leagues 
now,  thanks  to  IBM's  network 

It's  easy  to  see  wliy  at^t  Chaii-nian 
and  (  Ko  C.  Michael  Armstrong  has 
had  a  tough  time  convincing  Wall 
Street  that  he  can  turn  the  telecom  gi- 
ant into  a  growth  company.  Revenues 
inched  up  a  meager  1.5%  in  1997,  to 
$51.3  billion,  and  iU'e  forecast  to  increase 
2%  to  o%  this  year.  The  I'eason  is  sim- 
ple: Virtually  all  of  the  comjiany's  rev- 
enues are  coming  from  the  highly  com- 
petitive and  increasingly  less  jjrohtable 
long-distance  business.  The  ultimate  in- 
sult came  in  early  December  when 
archiival  M("l  WorldCom  Inc.  surpassed 
AT&T  in  market  capitalization,  largely 
because  investors  think  that  Mci  World- 
Com is  better  positioned  in  the  fast- 
gTOwing  data  anfl  international  markets. 

On  Dec.  8,  Armstrong's  plan  to  break 
out  of  the  slow-growth  box  be- 
came cleai'er:  at&t  will  acquu'e 
IBM's  Global  Network  for  $5 
billion.  When  the  deal  is  com- 
pleted — probably    in    mid-  f  ,mw^, 
1999 — the  new  business  will    *  ''-"-i** 
give  an  immediate  $2.5  billinii 
bump  to  at&t's  top  line. 

More  important,  the 
deal  will  give  AT&T  an 
intei'national  data  net- 
work and  5,0()()  em- 
ployees   skilled  in 
managing  a  vast  array 
of  network  technologies. 
That  should  help  AT&T  at- 
tract telecom  business  from 
multinationals  and  win  new 
outsourcing  contracts  for 
managing  data  networks 
"We  are  now  a  global 
player,"    said  Arm- 
strong in  an  inter- 
view after  the  an- 
nouncement. "We 

ARMSTRONG: 
"WE  HAVE 
REDEFINED 
OURSELVES" 


have  redefined  ourselves  from  a  domes- 
tic long-distance  company  into  a  global 
communications  provider." 

The  Global  Network  acquisition  caps 
a  remarkable  year  in  which  Armstrong 
has  struck  several  major  deals  to  get  a 
troubled  AT&T  back  on  track.  In  Januaiy, 
he  agreed  to  buy  Teleport  Communica- 
tions Group  Inc.  for  $11  billion  to  get 
into  local  sei'vice  for  the  U.  S.  business 
market.  In  June,  he  said  he  was  buying 
cable  provider  Tele-Commmiications  Inc. 
for  $33  billion  to  get  into  the  residential 
local-calling  market.  Although  Arm- 
strong has  won  plaudits  for  his  bold 
steps,  he  is  still  far  from  proving  that 
the  deals  will  succeed. 
OVERPAYING?  The  latest  acquisition 
dovetails  neatly  with  a  planned  joint 
venture  with  British  Telecom  plc.  AT&T 
and  P.T  had  said  they  would  spend  $5 
billion  to  build  a  high-capacity  network 
in  100  cities;  ibm's  Global  Network  al- 
ready has  facilities  in  93  of  them.  AT&T 
and  BT  still  plan  upgrades,  but  the  IBM 
net  will  speed  up  its  ability  to  attract 
customers.  The  market  AT&T  and  BT  are 
targeting  is  tantalizing:  $20  billion  to 
$30  billion  a  year  and  growing  10%  to 
15%  annually,  estimates  the  Gartner 
Group  Inc.  And  the  IBM  Global  Net- 
work "cleaiiy  positions  us  as  the  mai-- 
ket  leader  in  network  operations," 
says  Rick  Roscitt,  cp:()  of  at&t's  out- 
sourcing unit. 

The  benefits  didn't  come  cheap. 
AT&T  paid  about  $1  billion  more  for 
the  network,  which  is  bur- 
dened by  old  technologies, 
than  analysts  thought  it 
should  fetch.  "Five  billion 
dollars  foi-  a  1980s  net- 
work is  pretty  expen- 
sive," snipes  ceo  Michael 
J.  Mahoney  of  rival  Viatel 
Inc.,  which  is  building  a 
new  network  in  Europe. 

But  Armstrong  is  stress- 
ing the  growth  opportunity, 
not   the   cost.    And  the 
Street  is  listening:  News 
of    the    deal  pushed 
AT&T's   stock   to  67, 
jjutting  its  market 
cap  back  ahead  of 
MCI  WorldCom's. 

By  Peter 
Elstrom  i}i 
New  York 


MOTOROLA 
CONNECTS 

Its  digital  cell-phone  busie 
is  finally  turning  around 

Five  months  ago.  Motorola  Intmi 
a  promise:  By  the  holiday  shpp 
season,  the  time  of  year  whu  4 
of  all  cellular  phones  are  sold,  sl( 
digital  version  of  its  StarTAC  )h( 
would  be  on  retail  shelves.  Lo  id 
hold,  by  Thanksgiving  weekel  ' 
StarTAC  was  there  to  greet  Mic 
shoppers. 

A  few  years  ago,  nobody  wou  h; 
been  siu'prised  at  seeing  Motoro  s( 
goal,  then  reach  it.  But  that  wasiei 
the  company  stumbled,  particurlj 
cell  phones.  For  nearly  two^e; 
while  livals  were  fiooding  the  rirl' 
with  digital  handsets.  Motorola  «uli 
deliver. 

ASIAN  FLU.  Hitting  the  digitaph 
target  was  only  one  sign  tit 
Schamnbm'g  (Ill.)-based  electronic  .u 
may  be  starting  to  execute  as  idi( 
years  ago,  when  it  was  cited  ason 
the  world's  best-run  companie  T 
somx-es  close  to  Iridium,  the  Wajan; 
(D.  C.)  global  satellite  netwoc  i 
launched  its  service  in  Novem!r, 
manufactming  glitches  by  Motora  1 
caused  a  temporaiy  shortage  of'ho 
And  Motorola's  far-flung  busings 
fers  from  Asia's  economic  turr)il 
sluggish  demand  foi-  semicondu-or 
But  Motorola  has  unveiled  a  ity 
bile  phone  and  two-way  pager  fo  Ni 
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Communications  Inc.,  in  addition  to  the 
StaiTAC  and  Iridium  phones,  all  in  time 
for  Chi-istmas.  "We  tliink  that  was  criti- 
cal," says  James  P.  Caile.  coq^oi-ate  vice- 
president  of  marketing  for  Motorola's 
Personal  Communications  sector. 

The  tuiTiai'ound  in  digital  phones  is  a 
major  milestone  in  Motorola's  recoveiy. 
Even  before  the  latest  models  anived,  it 
had  started  regaining  lost  ground. 
Through  September,  its  U.S.  mai'ket 
share  climbed  fi\-e  percentage  points,  to 
11.5%,  allowing  Motorola  to  surpass  ri- 
val Qualcomm  Inc.  and  edge  closer  to 
industiT  leaders  Nokia  Co^d.,  with  -iO^c 
market  share,  and  L.  M.  Ericsson,  with 
20%  share,  according  to  researcher 
Dataquest  Inc.  "They've  gotten  over 
the  big  hurdles,"  says  Dataquest  analyst 
Matt  Huffman. 

"HUNGRY  VENDOR."  Investoi-s  agi'ee.  Mo- 
torola's stock  has  soared  40%  since  Sep- 
tember, to  around  60.  On  average,  ana- 
lysts expect  the  company  to  earn  $1.87 
a  shai'e  in  1999,  up  from  54c  a  share  es- 
timated for  1998.  Rather  than  consider- 
ing the  stock  a  "sore  point,"  said  Susan 
F.  Flischel,  a  Countrj-wide  Investments 
portfolio  manager,  "we're  cheering." 

Why  the  changes?  In  July,  Motorola 
rejiggered  its  communications  division, 
consolidating  autonomous  di\isions  such 
as  cell  phones  and  two-way  pagers  un- 
der one  umbi-ella  and  adding  about  500 
engineers  to  the  effort.  "We  were  more 
disjointed  before,"  Caile  admits.  Today, 
"we're  a  much  more  organized  and  co- 
hesive organization." 

The  moves  have  helped  Motorola 
patch  up  relations  with  cellular  sei-^ice 
operators.  For  years,  they  considered 
the  company  difficult  to  deal  with.  Since 
reorganizing,  "Motorola  is  acting  hke  a 
htmgiy  vendor  who  needs  our  business, 
vs.  an  an-ogant  vendor  entitled  to  our 
business,"  says  Don  Warkentin,  chief 
executive  of  Aerial  Communications  Inc. 
"That's  a  breakthrough." 

The  hole  that  I'emains  in  Motorola's 
comeback  yam?  A  tri-mode  phone.  Gi- 
ant ojjeratoi-s  such  as  ATiT  Wu-eless  buy 
tri-mode  phones  almost  exclusively  be- 
cause they  shift  seamlessly  between  two 
digital  fi-equencies  and  analog  mode  so 
users  can  get  their  calls  more  easily  as 
they  roam.  "That's  the  missing  element," 
notes  Hoffman.  "They're  largely  out  of 
the  AT&T  account."  Motoi'ola  savs  it  can 
fUl  the  void  by  mid-1999. 

As  to  completing  its  tumai'ound,  pait 
of  the  answer  is  up  to  fate — how  the 
world  economy  performs.  In  the  mean- 
time, says  Caile:  "The  important  thing 
is  to  set  targets . . .  and  keep  those 
commitments." 

By  Roger  O.  Crockett  i7i  Chicago 


COMMENTARY 


By  Aaron  Bernstein 

NBA  MATH:  A  BILLION  AND  A  HALF 
SAYS  THEY'LL  SEHLE 


On  Dec.  8,  when  National  Bas- 
ketball Assn.  Commissioner 
David  J.  Stern  canceled  the 
mid-February  All-Star  Game,  it 
seemed  to  be  one  more  sign  that  the 
standoff  between  owners  and  play- 
ers would  kill  the  w'hole  season. 
Stern  issued  dire  warnings  that  a 
new  labor  pact  must  be  reached 
within  a  week  or  two  to  salvage  it. 
But  with  bargaining  at  a  stalemate, 
no  resolution  to  the  five-month  lock- 
out seems  in  sight. 

Don't  worry,  the  odds  still  favor  a 
pro  basketball  season.  Sui-e.  both 


sides  may  miscalculate  and  blow  it 
by  not  compromising  enough.  But  if 
you  strip  away  the  rhetoric,  it's 
clear  that  both  parties'  economic  in- 
terests are  best  served  by  a  last- 
minute  deal.  The  fact  is,  players  and 
owners  alike  know  they  can't  win 
enough  at  the  bargaining  table  to 
make  up  for  a  lost  season.  "We'd  be 
tragically  hurt  if  the  season  is  lost," 
says  NBA  Chief  Legal  Officer  Jeffi'ey 
A.  Mishkin,  who  still  insists  the  xba 
Players  Assn.  must  give  in. 
NOT  BLINKING.  WTiat's  going  on  now 
is  the  classic  game  of  brinkmansliip 
that  occurs  in  most  labor  talks.  Stem 
is  trying  to  scare  players  into  swal- 
lowing the  owTiers'  central  demand — 
a  lower  cap  on  league-wide  salaries. 
So  far,  players  haven't  blinked.  They 
think  a  \iable  season  could  be 
mounted  even  if  a  deal  is  stmck  in 
mid-Januarys  Privately,  xba  insiders 
concede  that  Stem  may  go  as  late  as 
Jan.  10  before  pulling  the  plug. 

In  the  end,  both  sides  would  be 
crazy  not  to  make  the  painful  com- 


promises necessary  to  end  the  loci 
out.  Players  took  home  about  $1  t 
lion  last  season,  or  57.5%  of  the 
league's  SI. 7  billion  in  revenue.  Tl 
was  much  higher  than  the  51.8% 
level  that  had  been  anticipated 
when  the  last  labor  contract  w^as 
signed  in  1995.  In  late  October,  pll 
ers  agreed  to  slow  the  increases  n 
putting  a  chunk  of  salaries  into  eJ 
crow.  Owners  would  get  a  refund  f 
salaries  go  over  an  agreed-upon 

The  key  sticking  point:  Owners  I 
V  ant  a  50%  cap;  players  say  they  [ 
V. .  .111  -0  lower  than' 60%.  The  diffj 
ence  equals  some  S200  rq 
Hon  if  NBA  revenues  hit  : 
billion  this  season.  Still, 
midpoint  compromise  w'o 
leave  both  sides  better  c 
than  if  the  season  were 
canceled. 

Take  the  players.  If  tlj 
union,  for  example,  got 
NBA  to  accept  last  seasoJ 
57.5%  salarj^  cap,  playerj 
might  forgo  up  to  S50  m| 
lion  a  year — nothing  like 
the  SI  billion  in  salaries' 
if  there's  no  season. 

The  math  is  similar  for  ow"ners 
They  might  lose  less  than  players 
the  season  never  starts,  since  thef 
costs  are  much  lower  if  games  ar-p 
played.  Still,  they'd  lose  hundredsitf 
miUions  of  dollars,  concedes  MisKl 
especially  since  owners  must  repjj 
the  S465  million  in  television  morj 
they  are  receiving  during  the  locll 
out.  That  repa>Tnent  could  come  | 
fi'om  lower  payouts  over  the  life 
the  contract  or  from  made-up  gaiS 
If  they  compromise  with  a  57.5%s 
owTiers  would  only  be  out  $150 
hon — this  year  at  least. 

Admittedly,  the  fight  is  not  jusj 
about  this  year.  But  a  lost  seasorj  ( 
could  tum  off  fans  for  years  to  c 
If  that  happened,  owTiers  and  pk  s 
might  lose  more  than  they  ever 
could  gain  back.  Which  is  why  tlj 
game  may  soon  move  fi-om  the  bi 
gaining  table  to  the  basketball  ca 


Benistehi  covers  labor  for 
Bf.s7.V£SS  WEEK  from  Wasltuigtoi 
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BILL'S  NEW  SOCIAL 
SECURITY  STANCE 

TAKIN(;  A  STAND:  FOR  THE 
fii'st  time  since  he  called  for 
Social  Secuiity  reform,  Presi- 
dent Clinton  has  signaled  he 
woukl  favor  some  form  of  in- 
vestment in  stocks  and  bonds 
as  ])ai-t  of  any  fix.  Following  a 
piivate  meeting  with  a  bipar- 
tisan gToup  of  lawmakers  at 
the  close  of  a  Dec.  8-9  Wliite 
House  conference  on  Social 
Seciuity,  a  top  Administration 
official  said:  "There  was  sub- 
stantial agreement  on  the 
need  to  bring  higher  retm'ns 
into  the  Social  Security  sys- 
tem." How  would  the  Admin- 
istration accomplish  that? 
Clinton  has  not  decided 
whether  to  support  private 
investment  accounts  or  a 
more  modest  plan  that  would 


CLOSING  BELL 


INN  TROUBLE 

Maybe  it's  time  to  change 
that  ticker  symbol.  Starwood 
Hotels  &  Resorts  Trust,  which 
trades  under  the  symbol  HOT, 
fell  10.6%  on  Dec.  8—55% 
off  Its  1997  high.  Starwood 
has  warned  that  problems  in 
its  gaming  business  will 
bruise  earnings  in  the  fourth 
quarter  and  1999.  The  latest 
trouble:  delays  in  the  opening 
of  an  Indiana  riverboat  casi- 
no and  the  sale  of  Las  Vegas' 
Desert  Inn.  They're  part  of  a 
series  of  setbacks;  This  sum- 
mer, Congress  legislated 
away  Starwood's  unusual  tax- 
advantaged  status. 


STARWOOD  HOTELS  & 
RESORTS  STOCK  PRICE 


NOV,  30,  '98  DEC  9 
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allow  for  Social  Secuiity  as- 
sets to  be  collectively  invest- 
ed in  securities,  the  official 
says.  The  White  House  could 
unveil  a  plan  by  late  January. 

WASTE  SHOVELS  IT 
TO  SHAREHOLDERS 

THE  COST  OF  CLEANING  UP 
Waste  Management's  books 
is  rising  again.  After  taking 
wTite-offs  and  restating  earn- 
ings to  the  tune  of  $2.9  bil- 
lion. Waste  and  its  auditors, 
Ailhur  Andersen,  have 
agTeed  to  settle  shareholder 
class  actions  for  $220  million, 
one  of  the  largest  such  deals 
evei'.  Waste  plans  to  take  a 
$70  million  aftertax  charge — 
if  the  deal  sticks.  Plaintiffs" 
lawyer  Shenie  Savett  wants 
to  make  sure  no  "out-and-out 
fraud"  was  committed.  The 
company  is  still  cooperating 
with  the  Securities  &  Ex- 
change Commission  as  it 
probes  possible  wTongdoing 
by  former  Waste  execs. 


BAD  POLICY  AT 
ALLSTATE?  

ai;e  you  in  (iooi)  hands  with 
Allstate?  Pennsylvania's  At- 
torney General  doesn't  think 
so.  On  Dec.  8,  the  state  sued 
Allstate  Insm'ance,  contending 
it  illegally  tried  to  dissuade 
consumers  from  seeking  a 
lawyer's  advice  in  claims 
against  Allstate  policyholders. 
The  suit  claims  Allstate  mails 
materials  to  residents,  includ- 
ing a  document  called  "Do  I 
Need  An  Attorney?"  that,  the 
state  alleges,  suggests  they 
will  fai-e  better  without  one. 
The  suit  also  says  Allstate 
used  deceptive  tactics  to  per- 
suade eonsumei-s  to  give  it  ac- 
cess to  medical  and  job 
records.  The  suit  seeks  $1,000 
tor  each  violation  of  state  law 
and  $;i,000  for  each  violation 
involving  someone  60  or  older. 
Allstate  denies  the  charges 
and  says  it  believes  its  com- 
munications are  protected  un- 
der the  Fii'st  Amendment. 


HEADLINER:  STEPHEN  RIGCIO 


BARNES  &  NOBLE'S  BROTHER  ACT 


Len  Riggio  lias  become 
famous  for  making  Barnes 
&  Noble  the  biggest  name 
in  book  retailing.  But  the 
chairman's  younger 
brother,  Stephen 
is  putting  to- 
gether the  deals 
to  defend  B&N 
against  the  on- 
line onslaught 
led  by  Amazon, 
com.  On  Dec.  7, 
the  Barnes  &  Noble 
vice-chairman  engineered  a 
deal  with  Microsoft  for 
Barnes  &  Noble  to  become 
the  exclusive  bookseller  on 
its  Microsoft  Network. 

Riggio,  44,  says  he  has 
been  negotiating  with 
Microsoft  since  bamesand- 
noble.com  was  launched  in 
1997.  The  msn  site  attracts 
25  milUon  visitors  each 


month — "a  ton  of  traffic,' 
he  says. 

Riggio's  othei'  online 
deals  include  selling  a  , 
half-interest  in  i 
baiTiesandnoblel 
com  for  $200  v. 
lion  to  Bertel 
mann  in  Octc 
ber.  Next  up . 
l^lan  to  sell  2( ; 
nf  bai'nesand- 
noble.com  to  th 
pubhc.  And  B&N  hi 
hired  aol  executive  Joni 
than  Bulkeley  to  run  tb 
site,  vrith  Riggio  overse 
E-commei'ce  strategy  ar 
acquisitions.  Do  the  mov 
daunt  Amazon.com,  aim 
10  times  barnesandnobl 
com's  size?  A  spokeswoi 
says  thei-e's  room  for  all 
cyberspace. 

By  Larry 


WAL-MARrS  MARCH 
ON  GERMANY 

ONE  YEAR  AFTER  ITS  FIRST 
acquisition  in  Germany,  Wal- 
Mart  Stores  made  a  deal  on 
Dec.  9  to  buy  74  Interspar 
hypermarkets  with  annual 
sales  of  about  $1.7  billion.  In 
December,  1997,  it  made  its 
fu'st  European  foray  when  it 
bought  the  21 -store  Wertkauf 
chain.  Wal-Mait  will  soon  use 
its  own  name  on  the  German 
stores,  which  will  serve  as  a 
springboard  for  further  ex- 
pansion in  Europe.  For  the 
fii'st  nine  months  of  this  fiscal 
year,  sales  outside  the  U.  S. 
accounted  for  $8.5  billion  of 
Wal-Mart's  $96.8  billion  in 
revenues. 


A  TALL  ORDER 
FROM  TWA  

WHAT  WERE  THEY  THINKING? 

TWA  announced  the  biggest  jet 
order  in  its  histoiy — at  least 
125  jets  over  10  years  and 


125  more  for  delivery 
on.  What  the  carrier 
say  is  it  doesn't  really 
all  those  planes.  TWA 
to  be  assembling  a  1: 
podge  fleet:  50  Boeini 
200s;  50  Ail-bus  A3i8s,  i 
cousin  to  the  717;  and  ^ 
bus  A320S.  TWA  exec 
they're  helping  to  m£ 
competition  between  ] 
and  Aii'bus.  Another  pc 
ty:  If  Boeing  can't  deli 
the  717— formerly  th 
Donnell  Douglas  MD9S 
vrill  have  a  backup  in  tl 


ETCETERA... 


3Com  and  Siemei  inun! 


joining  forces  in  a  $1( 
lion  telecom  joint  ven 

■  J.  P.  Morgan  says  1 
quarter  earnings  fell  s 
what  analysts  expect^ 

■  A&P  will  close  or  s 
stores  and  take  a  chi 
up  to  $160  million. 

■  Time  Warner's  cab 
terns  will  carry  CBS  di 
signals. 
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he  leader  in  four-wheel  drive  technology  intro- 
its  latest  benchmark.  The  all-new  1999  Jeep. 
Cherokee  Limited.  And  once  again,  the  rest  of 
rv  world  is  challenged  to  keep  up. 
ombining  Vari-Lok  "  axles  and  Quadra-Trac  11" 
the  available  Quadra-Drive'"  system  operates 
cimum  capability  all  the  Lime.  The  all-new  4.7 
B  produces  more  power  yet  uses  less  fuel** 
rand  Cherokee  sets  new  standards  in  refine- 
3o.  The  Infrared  Dual  Zone  Climate  Control  uses 
id  technology  to  regulate  cabin  temperature. 


Thirteen  programmable  features  give  you  ultimate 
set-it-and-forget-it  convenience.  Best-in-ckiss  stopping 
ability*  and  next  generation  air  bags  '  make  Jeep  Grand 
Cherokee  a  leader  in  safety  too. 

If  you  re  interested  in  getting  the  latest  in  SUV  tech- 
nology, look  to  tire  leader  Jeep  Grand  Cherokee.  Call 
1-800-925-JEEP  or  visit  our  Web  site  at  wwwjeep.com. 
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THERE'S  Only  One 


THE     ALL-NEW     )EEP    GRAND  CHEROKEE 

IE   MOST  CAPABLE  SPORT   UTILITY  EVER' 


■.MCI  o\erall  on-  and  ofl-road  performance  tests  using  Grand  Cherokee  with  available  Quadra-Drive™  and  V8  engine.  **1999  MY  EPA  est.  mpg:  15  eily.  19  hwy.  '70-0  mph  braking 
ment.  Class:  Ward's  Luxury  Middle  Sport  Utility.  "Always  use  seat  bells.  Remember,  a  backseat  is  the  safest  place  for  children.  Jeep  is  a  registered  trademark  of  DaimlerChr\sler. 


That  was  some  presentation  you  put  together  on  your  ThinkPad  770X  The  14T' active  matrix  display  and  high-end  multimedia  bli 
them  away.  As  did  the  built-in  3D  sound  system  and  Dolby  Digital  output.  The  DVD  drive,  8.1  GB  hard  drive  and  the  Intel '  Mobile  Pentiur 
processor  (300  MHz)  kept  your  presentation  running  smoothly.  Speaking  of  your  presentation,  what  was  it  about  again?  To  le 
more  about  the  Windows  NT  Workstation  compatible  ThinkPad  770,  visit  www.ibm.com/thinkpad,  or  call  1  800  426  7255,  ext.  5C 


Mobile  Pentium  II  processor  (Up  to  300  MHz)  /  Up  to  8,1GB  HDD  /  DVD  or  CD-ROM  /  Up  to  14.1"  display  /  From  $28J 
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£D  BY  OWEN  ULLMANN 


m  CLINTON  COULD  STILL 
IIDGE  IMPEACHMENT 


re  may  be  no  such  thing  as  a  free  hinch.  But  in  Wash- 
^on,  there  is  a  long  tradition  of  the  free  vote.  And  that, 
)re  than  anything  else,  explains  why  the  same  Bill 
1  who  cheered  the  gop's  Nov.  3  comeuppance  at  the 
now  hanging  by  his  fingernails  in  a  bid  to  stave  off  im- 
aent  by  the  House  of  Representatives, 
se  members  often  vote  for  controversial  measures 
1  that  a  more  temperate  Senate  will  let  them  off  the 
Tiat  dynamic  is  at  work  in  the  Republican  drive  to  piui- 
nton  for  the  Monica  Lewinsky 
1.  With  the  House  .Judiciary 
ttee  poised  to  m"ge  impeach- 
Vlajority  Whip  Tom  DeLay  (R- 
s  telling  some  GOP  centrists 
mte  to  impeach  is  a  freebie  be- 
lie Senate  is  unlikely  to  muster 
votes  needed  to  remove  Clin- 
his,"  declai'es  GOP  pollster  Neil 
use,  "is  a  free  vote." 
ly  is  wooing  two  dozen  fence- 
ng  moderates  by  arguing  that 
eachment  vote  is  a  symbolic 
"  censure.  The  wavering  pols 
it  voting  to  spare  Clinton  will 

I  retaliation  from  the  right  wing.  DeLay's  sales  job  has 
ade  easier  by  anger  over  the  President's  evasive  an- 
0  the  81  questions  submitted  by  the  Judiciaiy  Com- 
If  DeLay  prevails,  Clinton  will  join  Andrew  Johnson 
lite  club  of  impeached  Presidents, 
rr  HISTORY."  But  enticing  as  this  zipless  impeachment 
is,  it  will  not  be  cost-free.  A  Dec.  4-6  cnn/c'S.a  To- 
lup  poll  found  that  66%  of  Americans  want  their  rep- 
ive  to  oppose  impeachment.  White  House  strategists 
that  any  Repubhcan  from  a  competitive  district  who 
vote  for  impeachment  will  face  a  backlash  from  sub- 
idependents. 

blicans  risk  "flying  in  the  face  of  ]3ublic  opinion,"  fi'ets 


TWO-MEMBER  CLUB?  Jolniiion  wasn't  convicted 


GOP  pollster  Tony  Fabrizio.  "We're  talking  about  things  that 
nobody  cares  about,  while  [Democrats]  are  talking  about 
things  that  are  important  to  the  country."  Democratic  lobby- 
ist Wemer  W.  Brandt  adds  that  Republicans  "risk  being  stuck 
vnth  this,  just  as  they  were  stuck  with  being  the  party  that 
shut  down  the  government"  in  1995-96.  Even  outgoing  Re- 
publican Senator  Alfonse  M.  D'Amato  of  New  York,  who 
knows  sometliing  about  the  dangers  of  attacking  the  Clintons, 
warned  on  Dec.  8  that  impeachment  would  only  harm  the 
American  people.  "A  lot  of  members 
feel  trapped,"  says  GOP  lobbyist  Mark 
W.  Isakowitz.  "Republicans  don't  want 
to  be  defined  by  this."  But  some  De- 
mocrats think  wonies  about  the  next 
election  are  a  stretch.  "By  Novem- 
ber 2000,  whatever  is  happening  now 
is  going  to  be  ancient  history,"  says 
Democratic  consultant  Brian  Lunde. 
ESCAPE  PLAN.  Still,  any  hopes  for  bi- 
partisan deals  on  Social  Security, 
trade,  and  health  cai'e  could  vanish  if 
the  House  tosses  the  impeachment 
hot  potato  to  the  Senate  for  a  trial. 
"That  will  be  the  end  of  Social  Secu- 
rity reform,"  warns  Senator  Tom  Harkin  (D-Iowa). 

Many  GOP  centrists  are  still  hoping  that  Clinton,  master  of 
the  llth-hoiu'  maneuver,  gives  them  a  way  out.  For  days,  the 
Wliite  House  has  been  dangling  hints  of  a  deal,  floating  ideas 
such  as  a  stiff  fine  and  another  personal  expression  of  con- 
trition by  the  President.  Republicans  want  more:  an  out- 
right admission  of  peijuiy.  But  Clinton  has  been  unwilling  to 
make  any  gesture  that  opens  him  up  to  the  threat  of  future 
criminal  prosecution. 

If  nobody  blinks.  Bill  Clinton  could  see  his  legacy  forever 
tarnished.  And  Republicans  could  discovei-  that  "free"  votes 
sometimes  cany  a  steep  cost. 

Bij  Amij  Bon-HS,  Richard  S.  Diniliani,  and  Lee  Walczak 


ITALWRAPUP 


FHE  CIA  A  DOUBLE  AGENT? 


unds  like  a  juicy  scandal.  The 
!  Dept.  is  investigating  whether 
I  tipped  off  Hughes  Electronics 
jxecs  that  the  Senate  Intelli- 
3ommittee  wanted  them  to 
about  suspected  technology 
:rs  to  China.  But  the  spy  agency 
innocent  explanation:  It  was 
ing  helpful  by  giving  the  com- 
the  names  of  appropriate  exec- 
to  question — and  then  telling 
'cs  to  expect  to  hear  from  the 
iVhat's  more,  Hughes  already 


knew  about  the  issue  that  piqued  the 
committee's  interest:  three-year-old 
gi'ipes  by  a  ciA  analyst  that  Hughes 
improperly  provided  China  with  high- 
tech gear  and  knowhow. 

A  congressional  aide  who  downplays 
the  flap  fears  that  the  probe,  launched 
at  the  committee's  request,  will  divert 
attention  from  a  separate,  more  seri- 
ous, probe  into  whether  Hughes  gave 
technical  help  that  improved  Chinese 
rocket  launchers.  "Any  examination  of 
Hughes's  practices  in  China  will  show 
a  pattern  of  mah'easance,"  the  aide 
says.  Hughes  denies  any  wrongdoing. 


BANKING  REFORM  BROUHAHA 

►  The  House  and  Senate  banking 
committees  may  be  on  a  collision 
course.  House  Committee  Chairman 
James  A.  Leach  (R-Iowa)  says  he'll 
I'eintroduce  the  complicated  overhaul 
drafted  in  the  last  Congress  early 
next  year  in  hopes  of  quick  action. 
But  incoming  Senate  panel  Chairman 
Phil  Gramm  (R-Tex.),  who  sank  the 
'98  bill  because  of  its  community  rein- 
vestment rules,  prefers  to  start  over 
with  a  simpler  bill  that  just  lowers 
barriers  between  financial  services. 
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EXICAN  MAKEOVER 


lAFTA  creates 
the  world's  newest 
industrial  power 


Siuiuig  fur  client?  uii  ihe  Inteniet, 
a  Mexican  entrepreneur  in  Mon- 
ten-ey  has  turned  a  small  metal- 
working  company  into  a  SIO  mil- 
lion-a-yeai-  exporter  to  General  Electric 
Co.  and  Siemens  in  just  five  yeai's.  In 
Guadalajai'a.  a  26-yeai-old  high  school 
graduate  earns  more  than  SoOO  a  month 
inspecting  silicon  components  that  will 
help  power  IBM  computei"s  ai^oimd  the 
world.  Across  the  countiy.  in  the  city  of 
Puebla.  15.000  Mexican  workers  chum 
out  \'olkswagen's  new  Beetle  for  export 
to  the  world,  including  GeiTnany. 

Mexico's  economy  is  undergoing  a 
stunning  transfomiation.  Five  yeai-s  af- 
ter the  launch  of  the  North  American 


Free  Trade  Agi'eement  (xafta),  it  is 
fast  becoming  an  industrial  power.  Free 
ti-ade  with  the  U.  S.  and  Canada  is  turn- 
ing the  countiy  from  a  mere  assembler 
of  cheap,  low-quality  goods  into  a  reli- 
able exporter  of  sophisticated  products, 
fi-om  auto  bi-ake  systems  to  laptop  com- 
putei"s.  Since  1993,  exports  have  more 
than  doubled,  to  SI  15  billion.  Manufac- 
ttu'ed  goods  now  make  up  close  to  909c 
of  Mexico's  sales  abroad,  up  fi-om  ll'vc 
five  yeai's  ago. 

Oil.  by  contrast,  makes  up  of 
Mexico's  exports,  down  from  229f  in 
1993.  Mexico's  manufacturing  sector 
pulled  the  economy  along  at  4.5% 
gi-o\rth  this  yeai- — even  though  the  gov- 


ernment still  depends  on  oil  for 
its  budget  revenues.  Pi-esident 
Zedillo  has  been  forced  to  slashi 
ing  and  raise  taxes  to  make  up 
shortfall.  That  squeeze  couli 
gi'o%\th  to  2.59c  next  yeai*.  eco: 
say,  and  helps  explain  why  Mexii 
sa  is  down  40'~c  this  year 
tei-ms.  StUl.  XAFTA  has  helped 
Mexico  from  both  the  plung( 
prices  and  the  fallout  fi-om  thi 
emergtng-mai'kets  ciisis.  "This  id 
pletely  different  economy  than 
had  a  decade  ago."  says  sociolog  1 
erico  Reyes  Heroles.  I 

]\Iexico"s  industrial  sui'ge  alsdi  i 
that  Xorth  America  is  winnir^  I 


I  Asia's  loss  is  North  America's  gain  as  U.S.  and  Canari 
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THE  WONDERS  OF  FREE  TRADE 


li  COtI 

'eai', 

rear  ii 


ands  of  jobs  that  had  been  lost  to 
as  U.  S.  and  Canadian  companies 
d  production  to  lower-cost  produc- 
;ites  in  the  last  decade.  Now,  for 
pie,  IBM  is  making  computer  com- 
its  in  Guadalajai-a  that  were  for- 

made  in  Singapore.  And  clothing 
3rs  such  as  Gap  Inc.  and  Liz  Clai- 

are  increasingly  buying  garments 
Mexican  contractors,  who  can  offei- 

delivery  than  Asians. 
?  sliift  back  from  Asia  is  just  part 
com  in  foreign  investment  in  Mex- 
Ls  companies  from  Samsung  to 
er  Benz  to  DuPont  open  factoiies 
pand  existing  operations,  foreign 

investment  has  soared  from  $4 
.  in  1993  to  an  average  $10  bil- 
>er  year.  Moreover,  the  foreign 
are  no  longer  mainly  maquilado- 
I  ssembly  plants  huddled  along  the 
VIexico  border.  Now,  many  are 

sophisticated  factories  scattered 

^hout  the  country. 

■  foreigners  ai*e  attracted  by  Mex- 

)W-cost  labor — averaging  $1.60  an 
I  n  manufacturing,  compared  vnth 

n  Taiwan  and  less 

10(Z  in  China — and 

ty-free  access  to 

.S.  market.  Just 

Dortant,  however, 
guarantees  for- 

s  the  same  rights 

exican  investors 

assures  them  that 

D  will  continue  on 

■e-market  course. 

1  we  invest,  we 

er  political  sta- 

'  says  Young  M. 

president  of  Sam- 

Electromechanics 

ana. 

the  makeover  of 
in  industry  goes 
yond  export  and 
ment  numbers, 
small  entrepre- 
to  executives  of 
rntry's  new  multi- 
ils,  Mexican  man- 
are  becoming 
jonfident  as  they 
id  to  heightened 
ition  at  home  and 
tough  demands 
eign  customers, 
"has  given  Mexi- 
new  vision  of  the 
'  says  Clemente 
)uran,  an  econo- 
i  the  National  Au- 
itus  University  of 


MANUFACTURING  Mexico  is  becoming  an  industrial  dynamo  with  manufac- 
tured and  other  goods  accounting  for  90%  of  exports,  spurring  new  jobs 

INVESTMENT  Access  to  the  North  American  market  entices  Asian  and  European 
companies  to  pour  billions  into  auto  parts,  electronics,  and  textiles 

GLOBAL  MINDSET  An  increasingly  confident  business  community  has  aban- 
doned its  fear  of  foreigners  and  is  structuring  operations  for  world  markets 
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THE  BIG  PAYOFF 


EXPORTS  TO  NAFTA 
PARTNERS  SOAR... 


'93       '94  '95 
ABILLIONS  Of  DOLURS 


..AND  CREATE  JOBS  IN 
MANUFACTURING... 


AS  FOREIGN  INVESTMENT 
POURS  IN 


'93       '94  '95 
ABILLIONS  OF  DOLLARS 


DATA  BANK  OF  MEXICO,  CREDIT  SUISSE  FIRST  BOSTON, 
SANTANDER  INVESTMENT,  BUSINESS  WEEK  ESTIMATES 


To  be  sure,  Mexico  still  faces  huge 
problems.  Indeed,  it  seems  there  are 
really  two  economies,  with  ft"ee  trade 
benefiting  only  one.  Despite  a  sharp  in- 
crease in  manufacturing  employment, 
Mexico  still  suffei's  from  a  chi-onic  short- 
age of  jobs,  with  millions  subsisting  on 
part-time  work  in  the  "informal"  econo- 
my. Mexico  needs  to  genei'ate  1  million 
new  jobs  each  year  just  to  absorb  young 
people  entering  the  job  market.  To 
achieve  that  will  require  even  more  in- 
vestment and  better  training. 

Nevertheless,  Mexico  is  laying  a  solid 
foundation  foi"  economic  growth  and  em- 
ployment in  the  years 
ahead.  Increasingly, 
Mexican  engineers  are 
designing  products  and 
testing  them  in  multi- 
million-dollar research 
and  development  cen- 
ters. NAFTA  has  also 
given  a  boost  to  more 
traditional  industries. 
Agribusinesses  are  ex- 
porting frozen  products 
to  markets  as  far  away 
as  Sweden.  And  Mexi- 
can service  businesses 
are  processing  U.  S. 
credit-cai'd  data  and  air- 
line tickets  as  well  as 
creating  custom-made 
softwai-e  for  U.  S.  clients 
that  once  farmed  out 
such  work  to  India. 

But  the  auto  industry 
stands  out  as  Mexico's 
single  most  important 
manufactm-ing  business. 
It  has  become  integr'at- 
ed  with  the  U.  S.  indus- 
try as  parts  and  vehi- 
cles shuttle  back  and 
forth  across  the  boi'der. 
Half  a  million  Mexicans 
make  parts  and  assem- 
ble vehicles  for  eight  of 
the  world's  auto  makers, 
including  Detroit's  Big 
Three,  nafta's  rules  of 
origin,  requiring  high 


North  American-made  content  in  cars, 
have  forced  Eur-opean  and  Asian  auto 
makers  to  bring  their-  for-eign  parts  sup- 
pliers to  Mexico  as  well  as  buy  fr-om 
local  companies.  In  Puebla,  70  parts 
maker's  cluster  around  Volkswagen's 
sprawling  plant,  which  produces  600 
Beetles  and  900  other  vw  cars  per'  day. 
BEETLE  POWER.  One  supplier  is  Refa 
Mexicana,  a  metal-stamping  plant  start- 
ed by  Canada-based  entr-epr-eneiu-  Klaus 
Reithofer  four*  year's  ago  with  a  $4  mil- 
lion investment.  Today,  he  employs  1,300 
people  wor'king  three  shifts  and  gener- 
ating $57  million  in  annual  sales.  "We 
were  only  supposed  to  be  130  people, 
but  vw  has  thr-own  so  much  stuff  at  us, 
and  we  took  it,"  Reithofer  says.  "It's 
miraculous." 

Similar'  explosive  gr-owth  is  happerring 
in  Guadalajara,  the  country's  second- 
lar'gest  city.  A  joint  gover-nment-busi- 
ness  effort  has  lur'ed  25  for-eign  supplier-s 
to  set  up  there  since  1995.  Taiwan's  Uni- 
versal Scientific  Industrial  Co.  (usi)  this 
year  began  pr'oducing  2,900  computer 
motherboards  daily  for  ibm  in  a  new 
plant  employing  270  people.  Before,  the 
boards  were  shipped  in  fr-om  Taiwan. 

At  the  IBM  complex  near-by,  wor-k- 
ers  produce  magnetic  r-eader-s  for  com- 
puter- har'd-disk  drives.  The  par'ts  used 
to  be  made  in  Singapor'e,  Taiwan,  and 
Malaysia.  Now,  ibm  ships  them  fr-om 
Guadalajar-a  by  air  each  day  to  San 
Jose,  Calif.,  where  hard  drives  ar-e  as- 
sembled for  IBM's  laptops,  desktops, 
and  ser-vers  worldwide.  Plant  Manager 
Alfonso  Alva  Rosano  says  nafta 
helped  persuade  ibm  to  shift  some  op- 
er-ations  from  Asia  to  ibm  de  Mexico, 
which  in  five  years  has  boosted  exports 
fr-om  $350  million  to  $2  billion.  "If  we 
weren't  making  the  subassemblies 
her-e,"  Alva  Rosano  says,  "chances  are 
the  whole  process  would  have  moved  to 
the  Far  East." 

Mexico's  textile  industry  is  also 
bringing  factories  and  jobs  back  from 
Asia.  NAFTA  rescued  Mexico's  declining 
textile  makers  by  eliminating  U.  S.  tar- 
iffs and  quotas  on  fabric  and  gar-ments 
made  with  yarn  pr'oduced  anywhere  in 


aiij  tinationals  shift  production  work  to  Mexico 
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the  three  member  countries.  In  1996, 
Mexico  overtook  China  as  the  largest 
supplier  of  textiles  and  garments  to 
the  U.  S.  Now.  U.  S.  mills  are  rushing 
to  invest.  In  Altamii'a  on  the  Gulf  of 
Mexico,  for  exiunple,  Guilford  Mills  Inc., 
based  in  Greensboro,  N.C.,  is  building  a 
$100  million  knitting,  dyeing,  and  fin- 
ishing plant.  In  Puebla,  several  Mexican 
families  set  up  a  venture,  Sk\tex,  that 
is  turning  out  two  nnllion  yards  of 
polyester  fabric  per  month.  Half  of  it 
goes  to  the  U .  S.  "This  plant  was  con- 
ceived for  NAFTA,"  says  Deputy  Sales 
Director  Alberto  Sr  .  ..i-.  "I  can  ship  to 
the  border  in  18  iiours,  while  the 
Asians  take  21  days.' 

As  the  border  becomes  more  porous, 
manj'  top  Mexican  executives  say  they 
now  consider  their  companies  to  be 
North  American  corporations.  Take 
Monten*ey-based  Gnipo  imsa,  a  $1.5  bil- 
lion maker  of  steel,  auto  piu'ts,  and  con- 
stniction  products.  In  the  U.  S.,  it  makes 
insulated  panels  and  ladders,  and  it  has 
merged  businesses  witli  -Johnson  Con- 
trols to  niiinufactiu'e  and  sell  batteries  in 
Mexico  and  South  America.  "For  us, 
N.\FTA  is  a  single  mm'ket — we  feel  we're 
an  American  company,"  says  General 
Director  Eugenio  Clariond  Reyes. 
EDUCATION  GAP.  In  Mexico,  though,  fi-ee 
trade  is  exposing  more  starkly  than 
ever  some  of  the  failures  of  Mexican 
society,  particularly  in  education.  Many 
analysts  believed  .\afta  would  gener- 
ate years  of  demand  for  Mexico's  mass- 
es of  unskilled,  poorly  educated  workei-s, 
who  average  only  oV-  years  of  school- 
ing. Instead,  many  employers  are 
leapfrogging  to  liigh-tech  opei-ations  that 
require  a  high  school  education  even 
for  assembly-hne  operators.  Since  199:;, 
the  gap  has  widened  between  wages  at 
local  manufacturers  and  those  at  top 
e.xpoit  manufacturers,  winch  ai'e  up  to 
61'7(  higher. 

Still,  Mexico  has  achieved  a  lot  in 
five  years.  The  country's  new  efficien- 
cies and  export  mentality  should  help 
diversify  its  ti'ade  beyond  xafta  to 
new  markets  in  Latin  America  and  the 
rest  of  the  world.  "Businesspeople  are 
looking  outside  the  country  and  into 
the  future,"  says  political  scientist  Luis 
Rubio  of  the  Center  of  Research  for 
Development,  a  think  tank  in  Mexico 
City.  For  companies  that  have  suc- 
ceeded in  Mexico's  open  mai'ket,  "it's  no 
longer,  'Those  darn  gringos,'"  Rubio 
says,  "but  'How  can  we  beat  them  at 
their  own  game?'"  In  a  dog-eat-dog 
global  economy,  that  kind  of  attitude 
should  serve  Mexicans  well. 

By  Geri  Smith  in  Guadalajara,  witJi 
Elisabeth  Malkin  iii  Puebla 
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MAKING  BEIJING'S 
HEADACHE  WORSE 

The  KMT  vlctoiy  won't  cool 
independence  sentiment 

Taiwan's  niling  piuty.  the  Kuomintang, 
came  roming  back  in  Dec.  5  legisla- 
tive and  mayoral  elections.  A  yeai* 
ago,  the  KMT  seemed  to  be  on  its  last 
legs  when  it  lost  out  in  local  elections 
all  over  the  island.  This  time  around, 
though,  it  lavished  cash  on  its  candidates, 
s[)en<ling  over  $2;'i0  million — more  th<ui  all 
its  opponents  together.  And  it  enforced 
piU'ty  discipline  to  focus  votes  on  fewei' 


SURPRISE 

The  KMT's  Ma  ousted 
Taipei's  popular  mayor 


candidates  and  widen  its 
majority  in  the  enlai'ged 
225-.seat  Yuan  legislatm-e 
to  10  from  just  2. 

The  k.mt's  biggest 
coup,  however,  was  to  snatch  the 
mayoi'alty  of  Taipei  back  fi-om  the  De- 
mocratic ProgTessive  Party.  The  brash, 
pro-independence  incimibent,  Chen  Shui- 
bimi,  lost  despite  approval  rating's  of  70% 
as  national  issues  predominated.  In  oust- 
ing Chen  by  a  51%  to  46%  mai'gin,  the 
KMT's  Ma  Ying-jeou,  a  former  -Justice 
Minister,  dented  Chen's  plans  to  run  for 
the  presidency  in  2000. 

At  fii'st  blush,  Ma's  \ictoiy  seems  to 
be  a  setback  foi-  Taiwan's  biu-geoning  in- 
dependence movement,  wliich  causes  fiic- 
tion  with  Beijing.  But  that  appeai'ance  is 
deceptive.  Chen's  defeat  doesn't  sigTial 
any  real  decline  of  independence  senti- 
ments in  Taiwan.  Although  beaten  in 
Taipei,  Chen  L<  still  veiy  populai-  in  other 
ai'eas.  And  without  a  job,  he  is  now  free 
to  stall  campaigning  for  2000,  provided 
he  can  rally  the  dp?  ai'ound  his  candida- 
cy. Besides,  President  Lee  Teng-hui's  k>it 
is  cool  towai'd  reunification. 


Moreover,  Ma  was  eased  intt)  ( 
by  an  extraordinary  maneuver  ot 
pro-China  New  Party,  which  favon 
unification.  Two  days  before  voting, 
fectively  told  supportei-s  to  vote  foi 
The  paity,  w  hich  had  polled  9'~f  a  ^ 
before  the  elections,  ended  up  with 
'.¥','(.  "There  was  a  wholesale  sliirt  of 
puriei-s  fi-om  the  New  Paity  to  the  i 
says  Chu  Yun-han,  a  political  scid 
at  National  Taiwan  University. 
BIG  CHALLENGES.  Pi-esi(lent  Lee,  aiif. 
of  Beijing's  bugiiboos,  iilso  wsis  a  bigl 
Lee  is  not  close  to  Ma  and  had  e.i 
seemed  lukewarm  towai'd  his  candu 
but  in  the  closing  days  of  the  canu 
offered  him  strong  pul)lic  backing,  i 
family  is  fi'om  Taiwmi,  luilike  Ma's,  |^ 
was  exiled  from  the  mainland  in 
His  support  bolstered  Ma's  chiim  t( 
"New'  Taiwanese"  and  gave  T<upei'i 
dle-cliiss  Taiwanese 
son  to  vote  for  the 
The  KMT's  sii 
show's  voters  fa\  o: 
bility  over  idea 
which  pleases  Be 
But  KMT  leaders 
face  big  challengea 
as  a  looming  frat; 
rift  inside  the 
M  a  i  n  1  a  n  d  e  r  Ji 
Soong,  who  willl 
down  soon  as 
provincial  gove 
ceilain  to  challeni 
Pi'esident  Lien  CI 
Taiwanese  and  Li 
alist,  for  the  presi 
nomination. 

With  so  much 
cal  turmoil  in  Ti 
Beijing  needs  to 
whatever  joy  it  feels  at  Chen's 
And  the  New  Party's  islandwii 
shows  how  few  takers  there  are 
ideas.  "It  would  be  unwise  foi'  I'i 
and  Washington  to  throw  awau 
aspirin.  The  headaches  will  conn 
says  Andrew  Nathan,  a  Columb  I 
versify  political  scientist. 

Woi-se  yet  fi-om  Beijing's  stand: 
the  vibrancy  of  the  democracy 
taken  root  in  the  decade  since 
abandoned  police-state  rule.  D 
campaign,  voter-s  ai-gued,  candidaB 
bated,  and  the  media  covered  it  11 
With  each  election,  Taiwan  ta;^ 
other  step  away  from  China,  wic 
again  clamping  down  on  its  ovi\' 
democracy  dissidents.  The  husi'' 
turnout  of  voters  in  Taipei  ail>' 
elsewhere  on  the  island  shows 
Beijing  still  has  to  move  to  wi|t 
the  people  of  Taiwan.  > 
By  Jonathan  Moore  hS 
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kick  off  your  shoes  ) 


Before  taking  a  business  trip  to  Japan,  remember  to  take  an  AT&T  Direct  Service  wallet  guide.  It's  a  list 
of  access  numbers  you  need  to  call  home  fast  and  clear  from  around  the  world,  using 
an  AT&T  Calling  Card  or  credit  card.  Plus  it  gets  you  an  operator  who'll  always  make  you  feel  right  at  home. 

Dial  I  888  259-3505  for  your  free  guide,  or  visit  our  Web  site 
at  www.att.com/traveler 


within 


your 


reach 


ATgT 


For  credit  card  payment  information  and  availability,  call  I  888  259-3505  Payment  terms  subject  to  your  credit  card  agreement      1998  AT&T 


You  can't  always  see  what  you  need  -  at  least  nois 
veal  completely  new  dimensions.  And  the  old  ^ 
If  you  want  your  bank  to  look  beyond  the  obvious 
everything  we  do,  we  try  not  to  be  just  any  bank,  1, 


ist  glance.  That's  why  a  fresh  perspective  can  re- 
)  doing  things  may  not  necessarily  be  the  best. 
)  nning  your  future,  try  talking  to  us.  Because  in 
1 '  right  bank  for  you.  IpUBS 
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JAPAN 


TOYOTA'S 

MIDLIFE  CRISIS 

Can  it  appeal  to  young  Japanese  buyers? 


Toyota  Motor  Corp.'s  commander 
in  chief,  Hii'oshi  Okuda,  is  beam- 
ing. Hundreds  of  French  citizens 
are  gathered  to  celebrate  his  lat- 
est conquest:  a  sprawling  site  for  a  $727 
million  factory  near  Valenciennes,  in 
northeastern  France.  Okuda  seals  the 
deal  by  laying  two  stones  for  the  plant, 
contributing  $177,000  to  local  causes, 
and  planting  several  cheiry  trees — proof 
that  Toyota  wants  to  take  root  in  Eu- 
rope. Then  he  dons  a  short  kimono  and 
takes  up  a  wooden  mallet  to  open  four 
barrels  of  hot  sake  as  part  of  Japanese 
ritual.  The  spectacle  leaves  little  doubt 
that  Okuda  is  serious  about  extending 
Toyota's  reach  around  the  world. 

But  back  at  home,  Toyota  looks  bat- 
tered. Japan's  No.  1  carmaker  managed 
record  pretax  operating  profits  of  $3.4 
billion,  on  sales  of  $52  billion,  for  the 
first  half  of  this  year.  Yet  these  figures 
obscure  something  important:  Toyota  is 
bai'ely  breaking  even  in 
its  most  critical  market, 
Japan. 

Some  analysts  be- 
lieve the  company  has 
started  to  lose  money 
in  its  domestic  car  busi- 
ness. Merrill  Lynch  & 
Co.  reckons  Toyota  los- 
es $423  on  every  car  it 
sells  at  home.  Only  the 
sale  of  spare  parts  and 
accessories  pushes  do- 
mestic operations  into 
the  black.  Toyota  slices 
the  data  differently:  It 
lumps  export  profits 
from  Japanese  plants 

together  with  domestic  As  I'resident  Okuda  extends 
sales.  But  even  execu-  Toyota's  global  reach  with 


NERALSHAKEUP 


tives  admit  conditions  ■  ,    ,  ^  ^ 

in  the  home  mai'ket  are  "^W  models,  he  wantS  tO  CUt 
dreadful.  Toyota's  vehi-  COStS  and  Staff  at  home 


cle  sales  in  Japan  have  tumbled  31% 
since  1990.  Its  market  share  has  been 
below  40%  since  1995,  and  the  company 
must  spend  more  than  evei-  to  liu-e  cus- 
tomers into  showi'ooms.  Japan's  econo- 
my, it  seems,  has  become  Toyota's 
Achilles'  heel. 

SHORT  ON  ZIP.  To  Toyota's  North  Amer- 
ican rivals,  none  of  tliis  matters  for  now. 
All  they  see  is  the  Toyota  juggernaut  in 
the  U.  S.,  which  in  November  upped  its 
share  of  the  world's  biggest  market  by 
more  than  a  full  percentage  point,  to 
9.1%..  Detroit  executives  are  only  dimly 
aware  of  Toyota's  woes  at  home.  They 
probably  figui'e  the  giant  will  recover  its 
momentum  when  the  recession  ends. 
"Toyota  is  a  tough,  tough  competitor," 
says  Ronald  L.  ZaiTella,  head  of  Gener- 
al Motors'  North  American  division. 

But  the  question  still  demands  an  an- 
swer: How  long  can  any  caiTnaker  af- 
foi'd  to  give  up  profits  in  its  core  mar- 
ket? Japan  accounts  for 
just  38%.  of  Toyota's 
worldwide  car  sales — 
down  from  52%  in  1990. 
Those  sales  generate 
little  in  the  way  of 
profit,  while  North 
America  accounts  for 
an  estimated  80%.  of  op- 
erating income,  with 
Europe  accounting  for 
most  of  the  rest. 
"Americans  have  been 
feeding  us,"  concedes 
Kanji  Kurioka,  execu- 
tive vice-president  for 
domestic  sales.  Yet  with 
the  yen  now  strength- 
ening against  the  dol- 
lar, every  one-yen  in- 
crease knocks  some  $68 
million  off  net  profit. 
Says  Fujio  Cho,  execu- 


five  vice-president  for  corporate  li' 
ning:  "I  tell  people,  'You  can't  I'ei.li 
ever  on  a  weaker  yen.' " 

The  recession  has  certainly  tal  r, 
bite  out  of  Toyota's  Japanese  reil 
but  the  company  must  accept  mii 
the  blame  for  its  troubles.  It  has  ii 
to  cater  to  younger  buyers'  desiri  : 
zippy  compact  minivans  and  sportfjtpui 
ty  vehicles.  And  shrinking  sales  i 
that  Toyota  must  pay  for  factor: 
dealership  workers  it  doesn't  nee(|  ;.-tjjj, 

Toyota's  woes  typify  the  prol|  tjjj 
plaguing  Jaj^an  Inc.  Until  the  mid-)!  > 
Toyota  could  depend  on  results  at,( 
to  drive  rapid  expansion  abroad:  i(  Sdji^ 
analysts  believe  Toyota  earned  as  a  n,  ^j, 
as  90%'  of  operating  income  fi'om  i| 
mestic  operations  at  its  peak  in  |l  1 
The  Japanese  mai'ket  was  predict 
with  Toyota  on  top.  It  faced  weak  ji  i  jj],^'^ 
was  suppoited  by  dealers  who  felti  Ik^^- 
need  to  discount,  and  sold  to  consinl 
who  meekly  accepted  high  prices. 

Now,  the  pattern  is  reversed:.* 


i 
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2as  profits  are  propping  up  Japan, 
s  capacity,  picky  consumers,  sur- 
A?orkers,  price  wars,  and  hemor- 
ig  affiliates  have  become  the  mle 
)an.  Honda  Motor  Co.,  which  for 
played  a  small  role  in  Japan,  is  at- 
g  Toyota's  domestic  market  with  a 
ance.  Already,  Toyota  must  wony 
keeping  its  No.  3  ranking  among 
orld's  auto  makers.  DRi/McGraw- 
utomotive  analyst  Philip  Rosen- 
i  estimates  that  Toyota  and  Volks- 
i  will  each  sell  4.5  million  vehicles 
ear. 

hese  conditions  persist,  even  Toy- 
i25  billion  cash  hoard  could  dwin- 
5  the  giant  wages  a  war  of  attri- 
t  home.  Eventually,  a  low-profit 
itic  market  could  undermine  its 
ambitions.  "In  a  sense,  we  are 
ed,"  admits  Oluida.  "We  set  a  tar- 
selling  6  inillion  vehicles  [a  year] 
I  early  21st  centm-y.  However,  be- 
of  the  recession,  it's  necessary  to 
i  that  target." 


Some  Toyota  executives  compare 
their  problems  to  those  (;m  faced  more 
than  a  decade  ago.  "Sometimes,  we  face 
difficulties  deciding  which  direction  to 
go,"  says  Chairman  Shoichiro  Toyoda. 
"I  used  to  think  that  [(;m  Chairman] 
Roger  Smith  had  [that]  trouble."  Toyota 
is  much  healthier  than  cm — but  Toyota 
executives  know  how  foreign  profits 
dulled  CM  management's  sense  of  crisis. 
gm's  U.  S.  mai'ket  share  has  sluimk  fi-om 
40:.V}c  in  1985  to  29.4%  this  year 
SACRED  GROUND.  So  Okuda  has  em- 
barked on  an  aggi'essive  restinacturing. 
"Toyota  has  a  sense  of  crisis.  It  is  mak- 
ing efforts,  but  it  takes  time,"  says 
Takaki  Nakanishi,  an  analyst  at  Men-ill 
Ljmch.  Yet  watching  rivals  such  as  Nis- 
san Motor  Co.  and  Mitsubishi  Corp.  ap- 
proach the  brink  has  convinced  Okuda 
that  the  longer  he  waits,  the  more 
painful  the  process  will  be. 

The  workforce  is  one  place  to  start 
restructuring.  Next  year,  Toyota  will 
hire  9%  fewer  high  school  and  universi- 
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ty  gTaduates.  Some  of  these  new  hires 
will  be  contract  employees  with  no  ex- 
pectation of  lifetime  employment.  If  all 
goes  as  scheduled,  such  liii-es  will  make 
up  one-third  of  the  payroll  by  ear-ly  in 
the  next  centuiy.  "We  will  be  gi-adually 
reducing  oui'  workforce,"  says  Okuda. 

Toyota  also  expects  to  shed  $(i78  mil- 
lion in  costs  this  year,  largely  by  de- 
signing cars  with  fewer,  simpler  i)arts 
and  shai-ing  more  parts  between  models. 
To  shave  an  estimated  -W/c  off  develop- 
ment costs,  Toyota  is  using  the  chassis 
from  its  Eui-opean-designed  Yaris  for  a 
new  subcompact  in  Japan  and  for  at 
least  two  other  models.  Such  efforts 
should  lessen  the  blow  of  smaller  sales 
volumes  diuing  Japan's  deepening  re- 
cession. Toyota's  engineers  used  to  de- 
velop cars  on  the  assumption  that  the 
company  would  sell  10,000  units  per 
month.  Now,  many  must  design  cars  to 
make  profits  at  lower  prices  and  month- 
ly volumes  as  low  as  2,500. 

Beyond  that,  Okuda  is  shaking  up 
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the  chain  of  command  to  regain  its  mar- 
ket share  among  Japan's  youngei-  buy- 
ers. After  he  became  president  in  1995, 
Okuda  ordered  a  task  foi'ce  of  Toyota's 
thirtysomething  managers  to  make  up  a 
youth  division  and  to  think  big — fast. 
"He  said  that  if  we  coukhi't  think  of 
anythijig  in  tliree  months,  then  we  prob- 
ably woukln't  be  able  to  come  up  with 
an  idea,"  recalls  Hideaki  Homma,  35. 
The  result  was  a  new  company  to  de- 
sign and  sell  cars  for  young  people. 
Dubbed  the  Virtual  Venture  Co.  (vvc), 
its  managei's  answer  only  to  Okuda  and 
work  in  the  hip  Tokyo  district  of  San- 
genjaya,  well-removed  from  Toyota's 
stodgy  headciuarters. 

vvc  is  scheduled  to  develop  at  least 
one  cool  car  by  2000.  But  the  longer 
vvc  takes,  the  more  opportunities  Toy- 
ota will  miss  to  lure  those  crucial 
younger  buyers.  "Toyota  is  for  old  peo- 
ple, not  for  us,"  says  Ken  Nomura,  29, 
who  ciTiises  around  Tokyo  with  his  girl- 
friend in  a  Honda  $19,200  CR-V  sport- 
utility  vehicle. 

In  the  meantime,  the  vvc  subsidiary 
is  experimenting  with  unconventional 
sales  strategies.  For  a  small  fee,  it  is  al- 
lowing the  public  to  test-drive  most  of 
the  cars  in  Toyota's  lineup  in  a  Kobe 
parking  lot.  It's  building  an  $83  milHon 
amusement  park  on  the  edge  of  Tokyo 
that  will  open  in  April,  complete  vdth 
everything  from  futuristic  vehicles  to 
an  area  whei'e  people  can  design  their 
own  cars,  vvc  estimates  these  efforts 
have  boosted  sales  of  some  Toyota  mod- 
els by  10%. 

A  FEW  FLOPS.  Good  stuff,  but  Toyota 
continues  to  stiuggle  to  regain  its  40% 
market  share.  Many  of  Toyota's  at- 
tempts to  create  entirely  new  markets 
ai'en't  working.  The  AJtezza  and  Pi'ogi'es 
luxury  cars  are  hits.  But  the  $18,600 
Vista  next-generation  sedan  and  the 
$16,000  Nadia  "monospace"  sedan,  which 
looks  like  a  cross  between  a  station 
wagon  and  a  minivan,  continue  to  fall 
fai"  short  of  sales  targets. 

Even  Toyota's  revolutionary  hybrid, 
the  Prius — which  mns  both  on  gasoline 
and  an  electric  battery  to  cut  the  emis- 
sions dramatically — may  be  an  example 
of  a  superb  technology  with  no  real 
market.  The  $16,500  Prius  is  being  sold 
at  a  price  that  analysts  estimate  is  only 
about  half  what  it  costs  to  build  the 
car.  Toyota  makes  2,000  Piius  cars  a 
month,  yet  consumers  have  lai'^ly  been 
buying  less  than  1,600  every  month. 
"The  Prius  is  being  sold  near  [other 
Toyotas]  that  are  discounted.  And  only 
cheap  cars  are  selling  now,"  says  a  dis- 
ajjpointed  Akihii-o  Wada,  executive  vice- 
president  foi-  research  and  development. 
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To  plump  up  sales  of  the  Prius  and 
other  models,  Toyota  is  overhauling  its 
5,600  dealership  outlets.  It  has  stopped 
supplying  dealers  vrith  look-alike  models, 
to  eliminate  unnecessaiy  price  competi- 
tion, and  starting  next  year,  if  dealers 
cannot  meet  sales  targets,  they  ran  the 
risk  of  losing  their  franchise.  Sixty-six 
dealers  have  established  1,074  "Netz" 
outlets  intended  to  attract  women  and 
youth  vrith  showi-ooms  that  ai'e  brighter 
and  swankier  than  most  Toyota  outlets. 
On  its  own,  Toyota  has  begun  con- 
structing a  massive  "auto  mall"  in  the 
.Japanese  Alps  that  will  sell  eveiy  mod- 
el ui  Toyota's  lineuiD — in  addition  to  pre- 
fabricated houses. 


Okuda  figui'es  that  cjuite  a  lot  di 
remains  to  be  done,  even  while  shig 
ging  off  the  naysayers.  "Analysts  ir 
saying  all  sorts  of  things  about  our  ^r- 
pany,"  he  says.  "They  don't  know  i 
thing  about  the  future,  and  they  o 
know  the  details  of  our  operatioi 
don't  cai-e  that  much  about  what  tin , 
saying."  Nevertheless,  he  admits  Tc 
must  go  ahead  at  full  speed.  Says  ■ 
da:  "Recession  is  a  time  to  overw 
the  enemy."  And,  he  hopes,  the 
time  to  fix  what  ails  Japan's  pre 
nent  company. 

By  Emily  Thornton  in  Tokyo. 
Kathleen  Kerwin  in  Detroit  and 
Resch  in  Valenciennes 


LEXUS:  ALL  REVVED  UP 
WITH  SOMEPUCE  TO  GO 


Says  Giles 
"I  wanted 
away  from 


In  the  U. S.  market, 
Toyota  Motor  Corp.'s 
most  dazzling  per- 
former these  days  is  its 
Lexus  division.  It  was 
no  always  so.  After  a 
spectacular  debut  that  caught  its 
European  rivals  asleep  off  guard,  a 
skyrocketing  yen  forced  Lexus  to 
raise  prices.  The  flagship  LS  400, 
introduced  in  1989  at  $35,000,  was 
going  for  more  than  $50,000  by  1994. 
Meanwhile,  BMW  and  Mercedes-Benz 
redesigned  their  products  and  cut 
prices.  Lexus  sales  went  into  a  stall. 
SWITCHEROO.  Now,  Lexus  is  back  in 
gear  Its  products,  once  criticized  as 
bland,  have  new  spark,  with  stronger 
engines  and  more  feel-of-the-road  for 
the  driver.  The  new  GS  sedans, 
launched  a  year  ago,  are  more  aggres- 
sively styled.  And  its  $32,000  RX  300 


A  CONVERT  TO  THE  RX  300 


41: 

to  break 
the  pack" 


sport-utility  vehicle  hi 
been  the  division's  bei| 
seller  since  its  April 
launch.  With  sales  up  11 
57%'  this  yeai'  and  on  '^ 
track  to  sui^jass  150,(3 
vehicles,  Lexus  has  zoomed  past  bH 
While  Toyota  may  be  stragglin  g 
attract  younger  Japanese,  Lexus' 
new  GS  and  RX  models  are  luring 
new — and  younger — buyers.  Pete'^ 
Giles,  41,  switched  from  a  Jeep  t( 
the  RX  300  in  September  "It  seeii 
like  everyone  and  his  brother  hai-i 
Jeep.  I  wanted  to  break  away  fre- 
the  pack,"  says  Giles,  who  owns  ; 
pubhcity  agency.  Like  Giles,  somi 
(35%  of  RX  300  buyers  haven't  ow3( 
a  Lexus  before.  So  for  Lexus,  thi, 
joyiide  may  just  be  starting.  ' 

By  Larry  Arwis!,^ 
in  Los  An}k 


i 


Ken  Chenault  helped  bring 
AmEx  back  from  the  brink. 
Now,  he  may  be  on  the  brink 
of  even  bigger  things 

At  Bowdoin  College  in  the  early 
1970s,  Ken  Chenault  spent  endless 
hours  at  the  Afro-American  Center 
debating  the  great  issues  of  the  era 
with  his  classmates.  That  his  peers 
often  chose  Chenault  to  represent 
them  in  neguUalions  with  school  administrators  had  eveiy- 
thing  to  do  with  his  character  and  abilities  and  little  to  do 
with  his  views.  Unlike  most  other  "Afro-Am"  activists, 
Chenault  argued  that  the  cause  was  best  sei-ved  in  the  long 
run  by  lising  to  power  within  the  Establishment  instead  of 
assailing  it  fi*om  without.  "We  all  thought  he'd  rise  to  liigh  po- 
sition on  the  inside,"  says  George  Khaldun,  Chenault's  room- 
mate. "The  joke  was  that  when  we  all  had  to  go  to  jail  for 
oui-  i-adicalism,  at  least  we  knew  Ken  would  be  there  to  bail 
us  out." 

As  it  happened,  no  one  needed  bailing  out,  but  Kenneth 
Ii-vine  Chenault  has  met  his  classmates'  lofty  expectations  and 
then  some.  Today,  he  is  president  and  chief  operating  officer 
of  American  Express  Co.,  a  $19  billion  pillar  of  corporate  re- 
spectability and  possessor  of  one  of  the  world's  pi-emier  con- 
sumer brands.  Chenault,  47,  has  held  American  Express' 
second-highest  executive  post  since  Febinary,  1997,  and  also 
sits  on  its  board  of  di- 
rectors. Eaiiy  this  year, 
his  authority  was  en- 
larged to  include  the   

only  two  operating  di- 
visions not  already  reporting  to  him.  He  moved  even  higher 
into  the  corporate  stratosphere  on  Oct.  27,  when  IBM  elected 
him  to  its  boai'd. 

An  elegant,  cjuietly  chaiismatic  man  of  even  temper  and 
unrelenting  drive,  Chenault  tends  to  inspire  his  admirers  to 
extravagant  praise.  "Ken  radiates  such  a  depth  of  beUef  that 
people  would  do  anything  for  him,"  says  Rochelle  Lazams, 
chaiiTnan  and  CEO  of  OgOvy  &  Mather  Worldwide  Inc.,  AmEx' 
lead  advertising  agency.  "He  is  a  true  leader."  Adds  Amy  Di- 
Geso,  a  former  AmEx  executive  who  is  chief  executive  of 
Mai-y  Kay  Inc.:  "I  can  say  unecjuivocally  that  I  admire  Ken 
more  than  anyone  else  I've  ever  worked  with.  I  tliink  he  will 
be  our  generation's  Jack  Welch." 

Still  an  up-and-comei-  in  the  coiporate  world,  Chenault  is  an 
established  star  in  what  his  fiiend  Richard  D.  Pai-sons,  pres- 
ident of  Time  Warner  Inc.,  calls  "the  ciix-le  of  Afiican  Amer- 
ican professionals  who  have  achieved."  Denzel  Washington 
was  dining  in  a  Manhattan  restaurant  recently  when  he 
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A  DAY  IN  THE  LIFE  OF  KEN  CHENAULT 

From  the  corner  office  to  the  lunchroom  at 
American  Express  headquartergin  Manhattan 


9:15  AM  Chenault  and  CEO  Golubprep 
for  a  joint  presentation  later  that  day 


spied  Chenault  across  the  room.  The  actor  asked 
the  proprietor  to  introduce  him  and  followed  her  to 
Chenault's  table.  "My  mouth  was  hanging  open,  but  it  seemed 
like  Denzel  knew  all  about  Ken,"  recalls  Geoffrey  Canada,  a 
longtime  friend  (and  Bowdoin  classmate),  who  was  sitting 
with  Chenault.  Says  basketball  legend  Julius  Ei-ving,  who  has 
l-cnown  Chenault  since  boyhood:  "He  is  a  man  of  destiny — and 
a  really  good  person  besides." 

Chenault  worked  his  way  up  through  the  huge  card  and 
travel  unit  known  as  Tr-avel  Related  Services  Co.,  which 
generates  two-thirds  of  AmEx'  revenues  and  most  of  its 
profit,  too.  He  was  instnmiental  in  not  only  reviving  but 
reinventing  trs,  which  nearly  collapsed  in  the  early  1990s  im- 
der  the  weight  of  its  own  hidebound  complacency.  "It  would 
be  hyperbole  to  say  that  we  were  in  danger  of  going  out  of 
business,  but  I  did  fear  that  we  were  running  out  of  time  to 
turn  things  around,"  says  Chenault.  AmEx'  stock,  which 
scraped  bottom  at  17  in  1991,  hit  a  high  of  118  earlier  this 
year  and  now  trades  at  about  100. 

Hai-vey  Golub,  whose  1993  appointment  as  AinEx  chaimian 
and  chief  executive  was  the  key  event  in  the  company's 
comeback,  has  rewaixled  Chenault  with  a  seiies  of  promotions 
and  pay  hikes.  In  elevating  him  to  president  and  the  newly 
created  position  of  chief  operating  officer  in  February,  1997, 
Golub  dubbed  Chenault  "the  primary  internal  candidate  to 
succeed  me  when  the  time  comes."  Golub,  58  at  the  time,  has- 
tened to  add  that  lie  was  not  planning  to  r-etire  early.  He  still 
isn't.  For  his  part,  Chenault  declines  to  speculate  on  his 
prospects  of  making  ceo  at  AmEx,  or  anywhere  else,  in- 
sisting that  he  is  wholly  focused  on  the  job  at  hand — and  a 
demanding  job  it  is. 

ROOM  FOR  IMPROVEMENT.  AmEx  has  three  overriding  finan- 
cial goals:  to  boost  earnings  pei'  share  by  12%  to  15%  annu- 
ally, to  maintain  a  return  on  equity  of  20%,  and  to  increase 
revenues  by  at  least  8%  a  year.  The  first  two  objectives 
have  been  met  handily,  but  the  team  of  Golub  and  Chenault 
has  proven  fai'  more  adept  at  creating  cost  efBciencies  than  at 
spuiring  revenue  gi'owth.  For  the  first  three  quarters  of 
1998,  AmEx  posted  a  revenue  gain  of  7.5%,  pulling  its  three- 
year  average  up  to  6.4%.  "The  company  has  come  a  long  way, 
but  our  performance  has  been  mixed,"  Chenault  concedes. 
"We  need  to  improve  it  dramatically." 

Golub's  predecessor,  James  D.  Robinson  III,  spent  the 
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1980s  diversifying  AmEx  through  a  series  of  bold  bii 
niptive  acquisitions  of  other  financial-services  firms.  V| 
big  assist  from  Chenault,  Golub  took  AmEx  back  to 
jettisoning  many  of  the  acquh'ed  assets  and  thorough 
sti-ucturing  those  that  remained.  But  now  that  AmE 
been  restored  to  solid  profitabihty,  Golub  and  Chenaulf; 
the  same  question  that  sent  Robinson  on  his  shopping  ir 
Can  AmEx  develop  the  heft  and  global  reach  it  needs  i 
main  self-sufficient,  or  will  it  have  to  seek  a  merger  paj 
Golub  says  he  promoted  Chenault  to  president  b(! 
he  found  this  challenge  too  daunting  to  taclde  alone.  "Ij( 
not  get  done  all  the  things  I  needed  to  do,"  he  sa| 
needed  help."  He  says  he  took  the  added  step  of  identjj 
Chenault  as  liis  successor  to  buttress  the  new  presidenki 
thority.  In  fact,  it  was  his  hope  that  Chenault  would  b'i 
less  as  his  subordinate  and  more  as  a  collat;5 
and  alter  ego:  "What  I  sought  was  a  hori)l 
relationship  with  Ken  that  would  enable  ft*' 
do  more  and  more  of  what  I  was  doing."  ,  . 

Golub's  hope  has  been  realized.  Both  lir*f 
Chenault  say  they  have  built  an  unusualb|5Ji  j*'* 
biotic  partnership.  "If  Ken  and  I  went  sepi|^ 
to  10  different  meetings  at  which  a  decisicj' y''"  ' 
needed,  my  guess  is  that  9  times  out  of  10  i'  i 
I  make  the  same  decision,  and  the  10th  wo|d  ''^^^f 

.I'f.^A".   volve  just  a  nuance  of  difference,"  Golub  sj/f  '*"! 

The  effectiveness  of  the  Golub-Chenaultpl 
is  surprising  only  in  that  AmEx'  CEO  hasjie  °  An 
been  considered  an  easy  man  to  work  vih  Hiai 
cerebral  sort  who  spent  nearly  15  year!  a  ^^^aic 
McKinsey  &  Co.  consultant  before  joining  r. 


as  I 


takes  a  blunt,  uncompromisingly  analytical  approach  to 
ss  that  tends  to  inspire  respect  and  fear  in  roughly 
measure.  He  made  his  mark  running  AmEx'  Min- 
is-based money-management  arm,  acquired  in  1984 
'  w  known  as  American  Expi-ess  Financial  Advisors.  His 
to  chaiiTnan  and  ceo  of  the  parent  company  was  fol- 
by  a  sizable  exodus  of  senior  executives,  especially 
RS. 

'  irmer  management  consultant  himself,  Chenault  is  said 
s  haixl-cWving  and  pragmatic  as  Ms  boss.  Unlike  Golub, 
,  he  has  always  been  able  to  engage  the  emotions  of  liis 
ues  as  well  as  then-  intellects.  "Harvey  is  a  brilliant 
ut  Ken  has  the  hearts  and  minds  of  the  people  at  the 
npany,"  says  Thomas  0.  Ryder,  a  longtime  AmEx  exec 
cently  became  ceo  of  Reader's  Digest  Assn. 
iOOR.  An  extensive  sui'vey  of  current  and  former  col- 
i  suggests  that  the  Chenault  personality  is  mercifully 
the  rough  edges  that  usually  accompany  vaulting  am- 
Not  one  could  recall  him  losing  his  temper  or  even 
his  voice.  He  makes  time  to  chitchat  with  secretaries 
«  telephones  their  bosses  and  has  taken  it  upon  him- 
'  mentor  dozens  upon  dozens  of  promising 
.  managers.  A  methodical,  inclusive  decision- 
ihe  leaves  his  door  open  to  subordinates  and 
ages  them  to  speak  their  minds.  "With  Ken, 
3  no  game-playing,  no  politics  whatsoever," 
orma  Arnold,  a  23-year  AmEx  vet  who 
r'rudential  Insurance  Co.  last  year 
1 1st  be  said  that  Chenault  has  been  conspic- 
■  AmEx  not  only  for  his  accomplishments 
the  color  of  his  skin.  Like  many  large  cor- 
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poi'ations,  AmEx  has  made  a  belated  effort  to  make  its  work- 
force more  racially  diverse.  Minorities  now  make  up  17%  of 
the  company's  managers — a  figiu-e  that  was  much  lower  when 
Chenault  began  his  rise  through  the  ranks.  Wliile  Chenault 
supports  AmEx'  remedial  campaigTi,  he  is  loath  to  be  seen  as 
its  product,  ftiends  say.  "Ken  wants  one  day  to  be  known  as 
the  best  ceo,  not  the  best  Afiican  American  ceo,"  says  John 
Utendahl,  founder  and  CEO  of  Utendahl  Capital  Partners, 
Wall  Street's  largest  black-owned  investment  bank. 

In  fact,  Chenault's  career  does  not  give  off  the  slightest 
whiff  of  racial  preference.  He  entered  AmEx  with  sterling 
credentials  and,  by  all  accounts,  I'ose  on  the  sti-ength  of  talent 
and  hard  work.  The  real  issue  is  the  opposite  one:  To  what 
extent  was  his  I'ise  made 
more  aixluous  by  race?  This 
is  a  cjuestion  given  added 
meaning  by  AmEx'  identity 

as  an  icon  of  upper-class  affluence.  In  America,  membership 
does  indeed  have  its  privileges,  and  they  have  never  been 
evenly  distributed  between  black  and  white. 

Tlie  question  of  how  race  has  factored  into  his  coiporate  ca- 
reer is  not  one  Chenault  cares  to  address.  But  even  some  of 
his  closest  chums  wonder  to  what  extent  his  extraordinary 
self-composiu'e  is  a  product  of  bias-hai'dened  stoicism.  "There 
has  to  be  struggle  within  Ken — he's  only  human — but  I  have 
never  seen  it,"  says  Klialdun,  who  has  maintained  close  con- 
tact with  Chenault  ever  since  college.  "Even  in  our  most 
vicious  debates  at  school,  he  never  lost  it.  It's  just  unreal.  I 
don't  know  where  he  gets  it." 

Like  father,  like  son.  Ken  revered  his  father.  Dr.  Hortenius 
Chenault,  who  died  in  1990  at  age  80.  Not  long  after  his  fa- 
ther's death.  Ken  told  Newsday  that  he  was  the  most  deter- 
mined person  he  had  ever  known.  "He  overcame  every  pos- 
sible tyi^e  of  obstacle,"  he  said. 

"USEFUL  BALANCE."  The  son  of  a  butler  and  a  maidsei-vant, 
Hortenius  Chenault  gi"ew  up  in  a  small,  mostly  white  town  in 
Ohio  and  gi-aduated  from  Morehouse  College 
with  honors.  In  1939,  he  earned  a  degTee  ;s 
in  dentistry  from  Howard  LIniversity 
and  passed  the  New  York  state  dental 
licensing  exam  with  the  highest 
score  recorded  to  date.  During 
World  War  II,  Chenault  enlisted 
in  the  Ai-my,  but  segi'egation 
blocked  his  path  into  the 
multinational  Allied  Dental 
Corps.  LIndaunted,  he 
befriended  a  group  of 
foreign  officers  and      .  . 
entered  the  corps- 
through  an  intei'- 
national  arm. 

Chenault  married 
an  African- Ameri- 
can dental  hygien- 
ist,    Anne  N. 
Quick,  who  hailed 
from  an  affluent 
and    a  c  c  0  m - 


PICK  A  CARD 

Chenault  directed  the 
effort  to  expand  AmEx' 
lineup  of  credit  cards. 
Today,  tlie  company 
offers  dozens  of 
"co-branded"  cai'ds 


BUSINESS  WEEK  /  DECEMBER  21,  1998  63 


plished  South  Carolina  family  that  had  founded 
a  cargo-shipping  business  in  the  early  1900s. 
In  1947.  Hoitenius  and  Anne  Chenault  settled 
in  Hempstead,  N.  Y.,  where  they  raised  four 
children.  Born  in  1951,  Ken  was  the  second  of 
tlii'ee  brothers  and  a  sister. 

Ken's  boyhood  coincided  wath  the  peak  of 
civil  rights  activism  on  Long  Island,  and  the 
movement  was  a  fi-ecjuent  topic  of  conversa- 
tion at  the  dinner  table.  "My  father's  basic  new 
was  that  you  really  needed  to  concentrate  on 
the  things  you  can  control,"  Ken  recalls,  "and 
what  you  can  control  is  youi-  o\™  peifomiance." 
Unimpressed  with  the  education  aflbrded  blacks 
in  Hempstead's  nominally  integrated  public 
schools,  the  Chenaults  sent  their  kids  to  a  small 
private  school,  the  Waldorf  School  of  Garden 
City,  N.  Y.  "It  created  a  useful  balance  for  me," 
Chenault  says.  "In  Hempstead,  my  environ- 
ment was  predominantly  black,  while  the  school 
was  predominantly  white." 

Chenault  attended  Waldorf  fi'om  kindergarten 
tlu-ough  12th  grade.  "As  eaiiy  as  middle  school, 
real  cjualities  of  leadership  iDecame  obvious  in 
Ken,"  recalls  George  Rose,  one  of  his  teach- 
ers. "But  at  the  same  time,  there  was  a  certain 
quiet  within  him  that  won  eveiyone's  re- 
spect." Chenault  was  elected  class  presi- 
dent in  each  of  his  last  fom-  yeai-s,  and  as 
a  senior  captained  the  basketball,  soccer, 
and  track  teams. 

FAST  TRACK.  After  a  year  at  Spiing-field 
College,  Chenault  transfen-ed  to  Bowdoin 
College  in  Brtmswick,  Me.,  at  the  m-ging  of  a  Waldorf  teacher 
who  had  gone  there.  It  was  1970,  and  America's  college  cam- 
puses were  seething  with  protest.  Chenault  added  liis  voice  to 
demands  that  Bowdoin  recrtiit  more  black  students  and  pro- 
fessors but  took  issue  with  the  militant  black  nationalism  of 
his  fellow  Aft'o-Am  activists.  "I  never  saw  Ken  falter  in  the 
belief  that  he  would  get  the  chance  to  show  his  skill  and 
scholarship  to  the  world,  which  was  aggi-avating,  I  admit," 
says  Canada,  now  the  president  and  cEO  of  Rheedlen  Centei-s 
for  Children,  which  fights  trti- 
ancy  among  Manliattan's  minor- 
itv  schoolchildren. 


9:40  Ona  gray  day,  Chenault  works  through 
pile  of  phone  messages 


nership,  though  co-foimder  Ralph  R.  Willai"d  doubted  ti: 
would  be  able  to  hang  on  to  Chenault  for  long.  "Ken  ha  i 
written  all  over  him,"  Willard  says. 

In  1981,  Chenault  accepted  a  job  offer  from  Am* 
Express.  At  the  time,  trs  was  headed  by  Louis  V.  Ge: 
Jr.,  now  chairman  and  ceo  of  IBM.  Gerstner  had  j| 
AmEx  a  few  yeai's  earlier  fi'om  McKinsey  &  Co.  an 
looking  for  four  or  five  young  hotshots  capable  of  ris: 
the  top  while  acting  as  "change  agents." 

Chenault  started  i 

KENNETH  IRVINE  CHENAULT 


After  graduating 
magna  cum  laude 
with  honors  in  histo- 
ry,  Chenault  enrolled 
at  Harvard  Law- 
School.  He  got  his 
law  degree  in  1976 
and  landed  a  job  at 
the  tony  Wall  Street 
firm  of  Rogers  & 
Wells.  Three  years 
later,  he  moved  back 
to  Boston  to  join 
some  of  his  Hai-v'ard 
classmates  at  man- 
agement consultancy 


BORN  1951,  New  York  City. 
EDUCATION  BA  1973,  Bowdoin  College;  JD 


strategic  planning  do 
ment.  His  fu'St  assig*; 
involved  TRS's  merchai 
services  di\ision,  whicli 


1976, 


Harvard  University.  -i^^'^-^''  .^.^^^'^^  ^^^J^^ 
 ^   and  a  wide  range  ofjfe-jjjj 

FAMILY  Married  to  Kathryn  Cassell  Chenault,  a  "  . .  -  - 

nonpracticing  lawyer.  Two  sons,  Kenneth  Jr.,  9, 

and  Kevin,  7. 


THE  GRADUATE: 

1973  photo 
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FATHER'S  ADVICE  ON  COPING  WITH  DIS- 
CRIMINATION "You  need  to  really  concentrate 
on  the  things  you  can  control,  and  what  you 
can  control  is  your  own  performance." 

CONFESSIONS  OF  A  LATE  BLOOMER   It  was 

not  until  I  was  13  or  14  that  I  began  to  focus 
on  academics,  and  not  until  my  20s  did  I  think  about 
going  into  business." 


gear  to  cardholders 
rect  mail.  Run  bv  a 
R.H.  Macy  &  Co. 
named  Robert 
"merch  services" 
poorly  organized,  founfi-i-ji^^j". 
stepchild  of  the  carcl,?  yj 
ness.  However,  its  pote  -Jj-^^ 
intrigued  Chenault,  ■vfei-gp 
Gei-stner's  dismay,  joiri>  :, 
unit  as  vice-preside 
marketing  when  his 


Co.  "I  wasn't  bored  or  disap-     ^^V!^ -u^ --n^.   ^^^^ 


pointed  by  law,"  recalls  Chen- 
ault. "I  w'anted  to  try  some- 
thing new:  bu.siness  " 

At  28,  Chenault  had  found 


AMEX  CARD  MEMBER  SINCE  1976,  his  last  year  at 
Harvard  Law  School.  His  first  card  was  gold. 

HOBBIES  Skiing,  tennis,  golf,  swimming,  reading 


lung  ended.  "It  was  a 
high-risk  opportuni 
him  in  that  I  had 
teed  him  a  hne  job 


his  metier.  At  Bain,  he  quickly     ^[°A^^P^[^A-   heart  of  the  busines  ^.^-^.^ 


was  promoted  to  manager  and 
was  put  on  a  fast  track  to  pait- 


LEAST  USED  TALENT  Excellent  baritone  singing  voice. 


calls  Gerstner 

A  few  months  later 
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tunned  Chenault  and  his  new  colleagues  by  declaring 
a  budget  review  that  he  did  not  think  mei'ch  services 
future  at  AmEx.  Myers  was  present,  but  it  was 

ult  who  broke  the  uneasy  silence,  asking  Gerstnei'  to  re- 
final  judgment  for  45  days.  Led  by  Chenault,  merch 
s  put  together  a  strategic  plan  and  won  a  stay  of  exe- 
Myers  was  fii'ed  soon  afterward,  and  Chenault  re- 
him.  Says  DiGeso,  the  unit's  personnel  director:  "Not 

id  Ken  not  scheme  against  Bob,  he  did  everything  he 

to  help  him."  Once  he  was  in  charge,  though,  Chenault 
a  half-dozen  managers  and  made  wholesale  revisions  in 

!t  line  and  sales  methods. 

he  two  years  that  Chenault  ran  merch  sei-vices,  its  rev- 
soared  fi'om  about  $150  million  to  $500  million  a  yeai'.  If 
ng,  he  was  too  successful,  for  many  mail-order  mer- 
began  threatening  to  stop  accepting  AmEx  cards.  To 


his  dismay,  Chenault  then  had  to  dismantle  much  of  what  he 
had  built  to  appease  the  custodians  of  AmEx'  card  business. 
Aftei-  imsuccessfully  proposing  that  AmEx  spin  off  the  merch- 
services  division  as  a  stand-alone  business,  Chenault  recalls 
that  he  was  issued  new  marching  orders  by  Gerstner:  "Lou 
said,  'You're  going  into 
cards.' " 

From  1986  to  1989,   

Chenault  was  promoted 

thi-ee  times,  managing  in  succession  the  gold  cai'd/platinum  di- 
vision, the  gi-een  card  division,  and  the  entu^e  consumer  card 
group.  Even  so,  these  were  fnistrating  years  for  Chenault, 
whose  proposals  for  new  mai-keting  initiatives  generally  fell  on 
deaf  ears.  AmEx  was  an  old-line  company  (founded  in  1850) 
that  had  ruled  its  lucrative  niches  in  traveler's  checks  and 
travel-and-enteitainment  charge  cai'ds  for  so  long  that  its  top 
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THE  OTHER  SIDE  OF  KEN  CHENAULT 


s  a  child,  Ken  Chenault 
dreamed  of  becoming  a 
professional  athlete.  It 
not  until  age  13  or  14 
a  gi'ander  ambition 
2d  in,  inspiring  him  to 
f  himself  to  his  studies 
he  first  time.  "I  started 
ink  in  terms  of  want- 

0  make  a  difference,  of 
;  fing  about  change  in 

ty,"  Chenault  says.  He 

1  inly  changed  American 
•ess  Co.,  helping  to 
e  biUions  of  dollars  of 
,h  and  thousands  of 
jobs.  That  is  social  im- 
of  a  high  order,  but 
young  Chenault  had 
nd  was  something 
righting  the  wrongs 
;e  discrimination — or 
st  helping  to  blunt  its 

s.   

!  lile  attending  Bowdoin  College 
inswick.  Me.,  Chenault  made 
jnt  trips  to  New  York  City  to 
irganize  the  American  Council 

'  nig  Education,  which  eventual- 
5  merged  into  Phoenix  House, 
so,  some  of  Chenault's  activist 
s  wondered  whether  someone 
'iously  destined  for  high-level 
sional  success  would  retain  his 
m.  "The  question  we  left  open 
iling  Ken  was  if  and  when  he 
where  he  wanted  to  be,  would 
I  care  about  the  kind  of  people 
rk  vrith  here?"  says  former 
lin  classmate  Geoffrey  Canada 
edlen  Centers  for  Children  & 
9S,  which  combats  tinancy 
minority  schoolchildren  in 
ttan. 

question  was  answered  to 
I's  satisfaction  long  ago. 


CANADA  AND  KIDS:  Clteuanlt  is  ainoiig  tlie  top  donors 
to  his  Rlteedleii  Centers  for  Children  &  Fam  ilies 


Chenault  ranks  among  Rheedlen's 
largest  donors — as  does  American 
Express — and  is  one  of  Canada's 
most  valued  advisers.  "I  try  to  be 
respectful  of  his  time,"  Canada  says. 
"But  when  I  do  call  to  bat  around  an 
idea,  I  always  get  to  talk  to  Ken." 
Chenault  also  is  active  on  the  board 
of  Columbia  University's  drug  re- 
search center,  the  National  Center 
on  Addiction  &  Substance  Abuse, 
and  makes  frequent  inspirational 
speeches  at  black  colleges,  high 
schools,  and  gi'ade  schools.  Even  so, 
he  feels  he  has  fallen  short  of  his 
youthful  aspirations.  "On  a  social  ba- 
sis, I  have  not  been  as  front  and 
center  involved  as  on  the  business 
side,"  he  says.  "I  feel  strongly  that 
I  have  a  responsibility  to  do  more 
over  time." 

Time  has  been  the  problem.  About 


8  o'clock  one  night  during 
AmEx'  crisis  year  of  1992, 
CEO  Harvey  Golub  dropped 
by  Chenault's  office  to  sug- 
gest that  he  should  spend 
more  time  relaxing.  "A  lot 
of  us  were  working  very 
liard,"  Golub  says,  "but  Ken 
was  working  the  hardest." 
Ignoring  the  boss's  advice, 
Chenault  continued  to  work 
most  eveiy  evening  and 
weekend  until  mid- 1996, 
when  he  took  advantage  of 
AmEx'  much-improved  per- 
formance to  spend  more 
time  with  his  family.  He  and 
his  wife,  Kathiyn,  a  former 
Wall  Street  lawyer  who 
once  worked  for  the  United 
Negro  College  Fund,  live 
outside  New  York  City  in 
suburban  New  Rochelle. 
They  have  two  sons,  Ken- 
neth Jr.,  9,  and  Kevin,  7. 

At  the  same  time,  Chenault  has 
taken  up  golf— one  of  the  few  sports 
he  did  not  master  as  a  boy.  He  start- 
ed a  couple  years  back,  when  Golub 
invited  him  along  on  a  golf  trip  to 
Florida.  "I  didn't  play  much  over  the 
next  SLX  months,"  Chenault  says, 
"but  then  it  finally  hit  me."  Many 
lessons  later,  he's  got  his  handicap 
down  to  19  and  is  part  of  a  foursome 
that  regularly  golfs  at  such  exclusive 
Long  Island  clubs  as  Shinnecock 
Hills  and  the  National  Golf  Links.  "If 
you'd  asked  me  two  years  ago,  I 
would  have  said  it  will  take  Ken  10 
years  to  improve  his  game  to  where 
it  is  now,"  says  friend  and  foursome 
member  John  Utendahl.  "But  when 
Ken  commits,  he  really  commits."  No 
kidding. 

By  Anthony  Bianco  in  New  York 
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Chenault  once  flew  from  New  York  to  San  Francisco 
on  a  few  hours'  notice  to  take  an  unhappy  client  to  dinn 


management  saw  no  need  to  innovate.  "It  was  hard  even  to 
engage  people  in  a  discussion  of  who  our  competitors  were," 
Chenault  recalls.  "The  attitude  was:  'We  really  don't  have  a 
competitor.  We  are  uihque.'  " 

Chenault  belonged  to  a  rising  generation  of  AmEx  man- 
agers who  saw  MasterCard  International  and  especially  Visa 
USA  as  a  dire  competitive  threat.  By  the  late  1980s,  the 
bank-card  associations  were  flooding  the  market  with  a  myi- 
iad  of  low-fee  cai'ds  offeiiiig  fi'equent-flier  miles,  shoppers'  dis- 
counts, and  other  benefits.  Not  only  was  American  Express 
finding  it  harder  to  sign  up 
new  accounts,  but  its  existing 
members  were  using  their 
cards  less  and  less. 
HIGH  GROUND.  Within  AmEx, 
a  great  debate  raged  ijver  the 
issue  of  how  to  restore  gi'owth 
to  the  card  business.  Chenault 
and  liis  pro-change  peers  made 
some  headway  as  AmEx  in- 
troduced a  revolving  credit 
card.  Optima,  and  began 
broadening  its  merchant  base 
by  adding  mass-market  retail- 
ers. But  they  were  opposed  by 
higher-ranking  traditionalists 
who  argued  that  AmEx  should 
retreat  to  its  t&k  niche  and 
hunker  down.  While  Chenault 
Wr's  steadfast  in  his  advocacy, 
he  made  his  case  judiciously. 
AmEx  was  not  a  place  where 
even  someone  at  his  level 
could  vehemently  dissent 
without  risking  retalia-  , 
tion  from  above.  "Ken  ? 
clearly  was  among  the  \ 
group  pushing  for  \ 
change,  but  he  wasn't  the 

most  radical  of  us,"  says  Roger  H.  Ballou,  a  former 
league  who  is  now  ceo  of  Global  Vacation  Group. 

In  inid-1989,  Gerstner  abniptly  resigned  to  head  R.JK  Nabis- 
co Inc.  and  was  replaced  at  trs's  helm  by  three  co-CEOs — a 
stojjgap  measm'e  that  only  exacerbated  the  unit's  woes.  Amid 
the  disorder,  Chenault  caj^tiu'ed  the  conceptual  liigh  gToimd  by 
s])onsoiing  a  series  of  studies  that  represented  the  first  real 
attempt  to  gauge  TKs's  performance  by  such  external  mea- 
-sures  as  market  share  of  total  jilastic  spending.  To  Chenault, 

anyway,  the  evidence  was 
clear:  The  AmEx  brand 
was  fading  fast. 

In  19!)1,  a  gradual  de- 
cline in  TKs's  pi'ofits  accelerated  into  a  rout  as  AmEx  had  to 
wiite  off  $2(35  million  in  bad  loans  made  to  Optima  card- 
holders. Worse,  merchants'  long-smoldering  resentment  at 
AmEx'  high-handed  treatment  and  steep  transaction  fees 
flamed  into  open  revolt  in  Boston,  where  a  group  of  100 
restaurants  captured  front-page  attention  by  threatening  to 
boycott  AmEx.  Soon,  anpy  merchants  all  across  the  country 
were  hurling  ultimatiuiis  at  AmEx,  which  faced  the  coiporate 
equivalent  of  a  mn  on  the  bank. 

Robinson  summoned  Golul)  from  Minneapolis  and  made 
him  president  of  AmEx  and  ceo  of  Ti;s.  Golub  emerged  fi-om 


nib' 

3b 


a  hunied  round  of  meetings  at  headquarters  with  new  re  m 
for  Chenault.  "It  was  his  courage  I  noticed  first,"  ( o,  i 
says.  "He  was  the  only  one  at  trs  who  was  standin  ¥si. 
and  saying,  'Here  is  the  pi-oblem.' "  Chenault  was  no  les  lim 
pressed,  finding  Golub's  incisiveness  liberating  after  his  kn- 
ot' trying  to  "penetrate  the  wall  of  airogance"  within  fciii 


"Harvey  is  a  fact-based  person,"  he  says.  "With  him,  I 
sit  dowji  and  give  it  to  him  straight. 

Golub  added  to  Chenault's  duties  by  putting  him  ov€ 
Establishment  Services  Div.,  which  managed  trs's  fr 


tk: 
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.  pi!  tie  ( 

merchant  relationships  and  was  far  and  away  AmEx' 
soiu-ce  of  revenue  and  operating  income.  At  the  time,  tl  i^.^ 
ical  merchant  was  paying  back  to  AmEx  3.5c  of  every  e  ]]^,., 
charged  on  one  of  its  cards,  compared  with  2(?  for  Vi 
MasterCard.  AmEx'  premium  3.5%  "discount  rate"  fj^^.^ 
product  of  the  upscale  image  it  had  cultivated  and  t  -^^^^^ 
that  its  typical  member  outspent  his  or  her  bank-can  i,^  ,. 


terpait  by  a  margin  of  nearly  3  to  1. 
GAME  MASTER.  Chenault  made  Tom  Flyder  the  new 
manager  of  Establishment  Services.  Ryder  immediat 
posed  a  moratorium  on  the  signing  of  new  accounts 
nating  what  had  been  a  key  bonus  ciiteiion)  and  insist 
salespeople  bend  over  backward  to  cater  to  the  e 
clientele.  A  gi-oup  of  16  sales  managers  went  to  Chenai  | 
an  ultimatum:  Lose  Ryder  or  you  will  lose  us.  Chen; 
plained  the  need  for  ftmdamental  change  and  then  dc 
ins  own  ultimatum:  Get  with  the  progTam  or  find  a  n  ^iJ2^ 
All  but  a  few  of  the  16  remain  at  AmEx  today. 

To  placate  the  angriest  and  most  important  mei 
Ryder  often  turned  to  Chenault.  He  went  to  gTeat  ler 
smooth  ruffled  feathers,  once  flying  from  New  York 
P^'rancisco  on  a  few  hours'  notice  to  take  a  client  to 
Still,  he  made  only  nomuial  cuts  in  discount  rates.  His 
was  tested  by  many  of  AmEx'  biggest  customers,  ii 


f'ti!  lie 
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Airlines  Inc.  ceo 
M.  Wolf,  who  threat- 
stop  accepting  AmEx 
dess  United's  discount 
.s  slashed,  according 
n  Aaron,  then  Unit- 
rketing  chief.  "Ken 
I,  'It  will  be  interest- 
/atch  you  tiy  to  sur- 
:hout  American  Ex- 
Aai'on  says.  "It  was  a 
chicken,  and  United 
lown." 

TRS  management 
in  Mar-ch,  1992,  Golub 
hat  if  the  division  did 
its  annual  operating 
$1  bilhon  over  the 
ree   years,  AmEx 
)e  out  of  business." 
ys  he  arrived  at  $1 
irbitrarily"  but  fos- 
impression  that  it 
[)roduct  of  painstak- 
sis.  "The  figure  was 
v^hat  I  thought  it 
ike  for  us  to 
isa's  discount 
had  to,"  Gol- 
'But  I  had  no 
we  were  go- 
that.  None." 

ixlen  of  identifying  and  implementing  cuts  fell  main- 
lauit  as  the  senior  card  executive.  Each  of  trs's  foiu* 
■gi'een  card,  gold  card,  platinum  card,  and  trav- 
:ks — had  its  own  sales,  marketing,  and  processing 
■nid-1992,  Chenault  stalled  the  daunting  task  of  col- 
ese  four  principalities  into  a  single,  leanly  staffed 
promptly  took  a  $342  million  restructuring  charge 
ij  nated  4,800  jobs.  This  amounted  to  fully  9%  of 
)rkforce,  but  the  pain  was  just  beginning. 
S.  In  early  1993,  AmEx'  board  oust- 
binson  and  moved  Golub  up  to  chaii"- 
'EO.  Promoted  to  president  of  trs, 
)ut  the  card  business  into  high  gear 
ider  his  direction,  the  type  of  cards 
ues  soared  from  4  to  60  in  a  few 
The  vast  majority  of  AmEx'  new 


CHENAULFS 
ACCOMPLISHMENTS 

►  Led  a  restructuring 
drive  that  redeployed 


opposition  to  particular  re- 
forms. In  the  end,  not  $1  bil- 
lion but  $3  billion  in  cost  was 
eliminated,  along  with  15,800 
jobs.  "Ken  took  the  re- 
engineering  bit  in  his  teeth 
and  really  made  it  happen," 
says  Philip  J.  Riese,  who  suc- 
ceeded Chenault  as  president 
of  the  consumer-card  gi"oup. 
"And  yet  people  really  don't 
recognize  reducing  headcount 
as  a  Ken-like  activity." 

Partly  this  is  because  of 
the  way  he  handled  the  lay- 
offs. Chenault  personally  vis- 
ited each  of  trs's  nine  oper- 
ating centers  and  explained 
at  length  why  cutbacks  had 
to  be  made.  Employees  slated 
to  lose  their  jobs  were  noti- 
fied as  soon  as  the  decision 
was  made — resulting  in  ad- 
vance notice  of  as  much  as  18 
months.  Wliat  is  moi"e,  AmEx 
continued  to  gi'ow  on  balance 
as  the  $3  billion  in  savings 
was  wholly  reinvested  with- 
in the  company.  In  fact,  total 
employment  rose  to  73,620  in 
1997  from  61,108  in  1991. 
Although  AmEx  is  again  a 
formidable  competitor  in  the  credit-card  wars,  its  brand  po- 
sition remains  fimdamentally  tenuous.  As  measured  by  the 
value  of  purchases  made.  Visa  commands  .53.9%  of  the  world- 
wide card  market,  vs.  49.2%  in  1994,  according  to  The  Nilson 
Report,  a  credit-card  industry  newsletter.  Visa's  gains  have 
come  at  the  expense  of  MasterCard,  which  now  has  28.3%  of 
the  market.  AmEx  ranks  third,  holding  steady  at  13.7%. 

AmEx  could  add  handsomely  to  its  share  by  deluging  the 
market  with  cut-rate  cards.  But  rather  than  sacrifice  AmEx' 
profit  margins  on  the  altar  of  transaction  vol- 
ume, Golub  and  Chenault  are  doggedly  imple- 
menting a  strategy  they  call  "opening  the  net- 
work." Essentially,  it  is  an  attempt  to  entice 
the  very  banks  that  are  members  of  the  Visa 
and  MasterCard  networks  to  issue  cai"ds  in 
partnership  with  AmEx,  and  it  may  be  the 


employees  as  the 
up 
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^ere  "co-branded"  cards  bearing  not     ^A^l'l'^^^'il???']^'.'!^          company's  last  best  hope  to  substantially  nar- 


nil 


amiHar  blue  box  but  the  logos  of 
issuers  as  Delta  Air  Lines,  Peu- 
rs,  and  the  New  York  Knicks.  At 
lent  Services,  meanwhile,  the  focus 
n  damage  control  to  expansion.  The 
new  merchant  accounts  doubled  to 


►  Increased  the  nunnber 
of  cards  AmEx  offers  to 
60  from  4 

►  Defused  a  merchant 
rebellion  without  a  big 
cut  in  fees 


row  the  market-share  gap. 
TIES  THAT  BIND.  From  a  standing  start  two 
years  ago,  AmEx  has  stnack  up  card-issuing 
alliances  with  38  foreign  partners,  including 
such  banking  giants  as  Credit  Suisse  and  Na- 
tional Westminster  Bank.  However,  in  the 


993  ft-om  30,000  the  previous  year    U.  S.  it  has  been  thwarted  by  Visa  and  Mas- 


Sie 

\v?l:3d 


running  above  400,000  a  year.  Al- 
hEx'  discount  rate  has  fallen  to 
,  it  remains  considerably  higher 
or  MasterCard's. 

lenault's  1995  promotion  to  vice- 
f  American  Express,  the  restruc- 
e  that  he  led  broadened  beyond 
mpass  eveiy  part  of  the  company 
id  to  include  every  managerial  sys- 
ork  process.  At  its  peak,  300  of 
t  talented  managers  were  assigned 
ct,  and  Chenault  frequently  had  to 
uthority  to  overcome  grassroots 


KEY  CHALLENGES 

►Accelerate  revenue 
growth  to  build  the  scale 
needed  to  remain 
independent 

►  Reclaim  market  share 
lost  to  Visa  and  Master- 
Card by  enticing  their 
members  into  the  AmEx 
network 


terCard  bylaws  that  prohibit  member  institu- 
tions from  participating  in  any  other  caixl  net- 
works. In  October,  the  Justice  Dept.  filed  an 
antitnist  suit  against  Visa  and  MasterCard, 
alleging,  among  other  things,  that  their  ex- 
clusionary niles  have  unfairly  stifled  competi- 
tion. Visa  and  MasterCard  are  contesting  the 
allegations. 

If  the  open  network  strategy  fails  to  add 
handsomely  to  AmEx'  revenues  over  the  next 
few  years,  the  company  likely  will  seek  a 
mer-ger  partner  well  before  Golub  turns  65  in 
2004.  In  1996,  Golub  instigated  merger  talks 
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with  Citicoip,  the  world's  lai'gest  Visa  and  MasterCai'd  issuer. 
Unwilling  to  pay  the  premium  price  that  Golub  sought,  Citi- 
corp merged  with  Ti-avelers  Group  Inc.  instead.  How 

Chenault  might  fai'e  in 
a  future  megamerger 
is  anybody's  guess.  He 
is  well  aware  of  the 
fate  of  Travelers  wimderkind  James  Dimon,  who  was  con- 
sidered a  lock  to  mn  Citigroup  until  the  veiy  day  he  was  let 
go  in  October. 
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Over  the  years,  Chenault  has  been  besieged  with 
from  executive  reciTiiters  representing  one  corjjorate  giai 
another.  His  commitment  to  AmE.x  will  be  tested  agair 
again  in  the  coming  years,  but  it  would  take  a  breathta 
offer  to  break  the  ties  that  now  bind  Chenault  to  AmE 
have  a  psychic  itivestment  in  its  success,"  he  says.  Pati. 
and  persistence  have  been  hallmarks  of  Chenault's  ca  • 
That's  not  likely  to  change  now  that  he  is  one  step 
the  top  of  the  mountain. 

By  Antiiony  Bianco  in  New 


INVISIBLE  IN  THE  EXECUTIVE  SUITE 


In  An  American  Dilemma,  his 
classic  1944  study  of  race  relations 
in  the  U.  S.,  sociologist  Gunnar 
Myi'dal  revealed  the  plight  of  aspir- 
ing black  "managei's  of  industiy" 
who  "have  to  work  in  the  white 
economy  which  does  not  want  Ne- 
gi'oes  in  such  positions." 

Half  a  centmy  later,  African 
Americans  have  gained  scattered 
footholds  in  Coqiorate  America — but 
the  comer  office  remains  an  exclu- 
sively white  preserve.  And  execu- 
tives of  Kenneth  Chenault's  stature, 
with  the  clout  and  connections  to 
take  on  big-time  CEO  jobs  soon,  re- 
main very  much  the  exception. 

True,  Franklin  D.  Raines  will  be- 
come Fannie  Mae's  ceo  on  Jan.  1  af- 
ter two  yeai's  at  the  Office  of  Man- 
agement &  Budget.  Richard  D. 
Nanula,  who  left  a  soaring  career  at 
Walt  Disney  Co.  to  join  Star- 
wood Hotels  &  Resorts 
Worldwide  Inc.,  is  prime  CEO 
timber.  Lloyd  Wai'd  is  ex- 
pected to  land  the  ceo  job  at 
Maytag  Coi"]).  next  simimer. 
NEAR  MISSES.  Beyond  that 
intimate  fraternity,  though, 
there's  a  stark  void.  The 
federal  Glass  Ceiling  Com- 
mission reported  in  a  1995 
study  that  blacks  held  just 
0.6%  of  senior  executive 
posts.  Membership  of  the 
Executive  Leadership  Coun- 
cil, composed  of  big-company  black 
managers  within  three  reporting  lev- 
els of  the  CEO,  has  boomed  in  the  12 
years  since  its  founding — but  only  to 
a  total  of  193.  Black  representation 
on  corporate  boards,  the  council  says, 
has  expanded  modestly,  but  not  on 
key  committees. 

In  the  past  decade,  moreover,  ceo 
hopefuls  such  as  McDonald's  Robert 
M.  Beavers  Jr.,  Coming's  Hayward 
R.  Gipson  Jr.,  and  Montgomery 
Ward's  Roland  C.  Baker  have,  one  by 
one,  faded.  On  Nov.  14,  A.  Ban-y 
Rand,  a  highly  regarded  executive 


vice-president,  announced  he  would 
leave  Xerox  Corp.,  having  made 
clear  his  disenchantment  when  the 
company  hired  ibm  marketer  G. 
Richard  Thoman  last  year  as  Paul  A. 
Allaire's  heir  apparent. 

Why  are  the  ranks  still  so  thin  at 
the  top?  Some  advocates  argue  that 
the  old  white  boy's  club  isn't  yet 
comfortable  enough  with  minorities 


number  of  black  college  graduates 
and  MB  AS  has  swelled  over  the  past! 
two  decades,  and  increasingly  \agor| 
ous  networks  "offer  tremendous  op-l 
portunities  for  insight  and  advance-! 
ment,"  says  Cmtis  J.  Crawford,  whi 
left  a  senior  post  at  Lucent  Tecluiol; 
gies  Inc.  last  yeai*  to  take  charge  at 
chipmaker  Zilog  Inc.  David  Thomas  i 
professor  at  Haivaixl  business  schot , 


RAINES:  Back 
to  business  , 


CEO  MATERIAL 

Leading  black  executives  and  their  career  prospects 

ANN  FUDGE  The  first  black  woman  to  crack  the  top  corporate  ranks, 
she  heads  Philip  Morris'  Maxwell  House  Coffee  unit. 
PROSPECTS:  Very  strong  candidate. 

RICHARD  NANULA  After  starring  at  Disney,  he  joined  Starwood  Hotels} 
this  year  as  president.  PROSPECTS:  He's  young  (37),  but  he's  top-notch. 

FRANKLIN  RAINES  Will  get  the  CEO  post  at  Fannie  Mae  on  Jan.  1 
after  two  years  heading  the  Office  of  Management  &  Budget. 
PROSPECTS:  He's  cracked  the  ceiling. 

A.  BARRY  RAND  Top  sales  exec  quit  Xerox  on  Nov.  14,  a  yeaj 
after  the  company  hired  Richard  Thoman  as  CEO-in-waiting. 
PROSPECTS:  He'll  find  a  great  job— but  maybe  not  as  CEO. 

ROY  ROBERTS  Heads  General  Motors'  North  American  sales! 
and  marketing.  PROSPECTS:  The  best  of  any  black  in  the  industrf 

but  still  not  great. 

LLOYD  WARD  Former  Pepsi  exec  was  named  Maytag's  presi- 
dent last  February.  PROSPECTS:  The  CEO  Job  is  his  to  lose. 


to  include  them  in  critical 
mentoring  relationships. 
"The  pipelines  to  promote  African 
Americans  are  not  in  place,"  says 
Ella  L.J.  Edmondson  Bell,  professor 
at  the  University  of  North  Carolina 
at  Charlotte. 

Explicit  racial  bias  likely  impedes 
progress,  too.  More  than  half  of  se- 
nior minority  executives  surveyed  by 
recmiter  Kom/Feny  International 
and  Columbia  Business  School  re- 
ported observing  "a  double  standard 
in  the  delegation  of  assignments"  or 
"harsh  or  unfair  treatment  of  minori- 
ties by  whites." 

StOl,  there  is  cause  for  hope.  The 


argues  that  compared  with  their  pi 
decessors,  today's  top  black  manaa 
are  more  often  in  core  operating  rl 
and  so  on  a  tme  "CEO  trajectoiy."  [ 

Yet  in  most  industries,  blacks 
main  invisible.  That's  business'  \oi 
"There  is  a  wealth  of  capability  aj 
experience  that  is  not  being  utilia 
to  its  fullest  in  Corporate  Ameriq 
says  Adriane  M.  Brown,  40,  who  f 
promoted  on  Dec.  3  to  ran  Comiil 
Inc.'s  $400  million  environmental 
products  division.  "I  still  look  forj 
day  when  you  will  not  consider 
promotion]  a  news  stoiy." 

By  Keith  H.  Haynmonds  in 
York,  with  bureau  reports 
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Last  weekend  Ed  gave  up  the  "couch  potato"  routine  for  good. 


He  traded  his  easy  chair  in  front  of  the  TV  for  a  captain's  chair  in  his  new  Ford  Expedition. 


course,  Ed  still  likes  to  sit  back  in  comfort  and  enjoy  a  good  adventure.  But  now  he  can  do 


a  den  all  the  neighbors  will  envy. 


Industry  Exclusive: 
New  available  power  adjustable  pedals 
for  improved  driving  comfort.' 

'Competitive  comparisons  based  on  published  1998  competitive  data.  "The  Ford  Expedition  was  the  highest  ranked  FulhSize  Sport  Utihty  Vehicle  in  J  D  Power  and 
1998  Initial  Quality  Study  2  '  Study  based  on  a  total  of  58,117  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership. 


New  1999  Ford  Expedition 


Ranked  "Best  FuJI-Size  Sport  Utility  Vehicle  in  Initial  Quality"  byJ.D.  Power 
and  Associates."  Available  removable  fold-flat  third-row  seat  with  new  roller  system. 

Available  S4L  Triton^"^  V8  engine.  Expedition  is  a  Low  Emissions  Vehicle 
that  runs  cleaner  than  most  passenger  cars  on  the  road  today. 


i-800-j:-    • .  . ' 

www  fordvehicles  com 


Now  THE  INTERNET 

DELIVERS  THE  POWER  OF 

Stand ard&Poor' s . 

Get  proprietary  analysis,  advice  and  recommendations 
WITH  S&P  Personal  Wealth.  And  get  3  months  FREE! 


0  'JKfA\VJ/#V4V"V>V.VA'.VANBticape;TargitPrevlew.gll 


3  -3 


S&P  ^  PERSONAL  WEALTH 


Today  individual  investors  can 
gain  access  to  the  financial 
tools  Standard  &  Poor's  has  to 
offer  —  instantly!  Presenting 
S&P  Personal  Wealth, 
wwvv.personalwealth.com,  the 
only  investment  management 
service  on  the  internet  delivering 
S&P's  proprietary  analysis,  advice 
and  recommendations.  S&P 
Personal  Wealth  brings  professional-quality  investment 
assistance  directly  to  you.  And,  it's  from  one  ot  the  most 
tnisted  sources  on  Wall  Street. 

HERE'S  VmAT  S&P  PERSONAL  WEALTH 
HAS  TO  OFFER; 

•  S&P's  exclusive  buy,  sell  and  hold  recommendations 

•  Stock  and  mutual  fund  screening  uMng  S&P's 
proprietary  measures 

•  Fm.mcial  planning  with  specific  investment 
recommendations 

•  Portfolio  tracking  and  analysis 

•  Details  on  S&P's  indexes  and  managed  portfolios 

•  Free  real-time  stock  quotes 

•  Live  market  commentary  direct  from 
S&P's  analysts 


Today*  AnHytia 


Your  Portfolio 


FREE  FOR  3  MONTHS  — 
A  $30  VALUE. 

Visit  S&P  Personal  Wealth  at 
www.personalwealth.com  to  see 
how  it  can  help  you.  And  when 
you  do,  we'll  give  you  the  first 
three  months  free.  To  get  this 
offer,  just  type  in  BWl  in  the 
referral  code  area  on  the  subscrip- 
tion fonn.  It's  just  $9.95  per 
month,  for  all  of  this  investment  advice. 

With  the  expertise  of  Standard  &  Poor's  1,200  analysts 
and  the  Internet's  speed  and  interactivity,  S&P  Personal 
Wealth  has  what  it  takes  for  savx-y  in\'esting.  And  now 
you  can  have  it  too! 

CLICK  ON  THE  STANDARD  &  POOR'S 
MARKETPLACE  ICON  FOR  MORE  HELP  WITH 
YOUR  IN'VESTMENTS. 

To  see  more  investor  products  from  Standard  &  Poor's,  go 
to  the  Marketplace  icon  on  the  S&P  Personal  Wealth 
homepage  or  call  1-800-949-3888.  There  are  additional 
inx'estor  products  to  choose  from  and  more  are  being 
added  all  the  time.  And  you  can  teceix  e  them  via  mail, 
flix  or  the  Internet. 


Subscribe  today  at  www.personalwealth.com  (enter  referral  code:  BWl)  and  save  $30. 


STANDARI 
&POOR'S  DIRECT 

The  professional  edge  for  individual  investors. 


side  Wall  Street 


tENE  G.  MARCIAL 

WAREHOUSE 
KES  MUSIC 


early  October,  CD  Warehouse 
wi)  shares  tumbled  to  5 — after 
g  25  in  mid-July.  The  stock  was 

down  as  part  of  the  stock  mar- 
late-summer  shde.  But  in  early 
mber,  it  started  gaining  and  by 
i  was  back  at  21.  The  reason  be- 
,he  stock's  sharp  snapback:  With 
(arable  help  from  IBM,  its  part- 

the  joint  ventui'e,  CD  Warehouse 
;he  point  of  launching  a  Web  site 
1  used  CDS  on  ihe  Internet — in 
br  Christmas.  The  company  op- 
s  302  stores  in  40  states  that 
r  sell  used  CDs. 

setting  up  an  IBM-designed  Web 
CD  Warehouse  will  become  the 
;  pre-owned-music-CD  site  on  the 

says  a  New  York  investment 
er  who  has  been  buying  shares. 

its  current  operations  already 
ble,  CD  Warehouse  will  become 
jerdomo  in  the  used-CD  mai'ket," 


Web  site,  which  will  give  cus- 
fast  access  to  a  wider  selection 
wOl  integrate  IBM's  various  ser- 
Afith  CD  Warehouse's  existing 
3s  plans.  For  instance,  IBM's 
mmerce  server  will  enable  CD 
Duse  customers  to  conduct 
!S  and  make  secure  credit-card 
transactions.  And 
IBM's  MQSeries 
messaging  soft- 
wai"e  will  manage 
the  movement  of 
orders  and  track 
inventory  data 
among  all  the  CD 
Warehouse  stores. 

Says  CD  Wai-e- 
house  CEO  Jerry 
Grizzle:  "We're 
sure  the  sales 
over  the  Intei-net 
will  be  huge — and 
very  profitable. 
We  reap  100% 
gross  margins  on 
s."  He  adds  that  70%  of  com- 
es come  fi'om  used  music  disks. 
>ply  of  CDs  will  come  mainly 
own  customers  as  well  as  bro- 
0  buy  and  sell  CDs. 
analysts  expect  that  CD  Ware- 
ill  earn  30^  to  40^  a  share  in 


j  E  TEMPO 
ICKiNG  UP 


DEC  8 
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1998  and  50^  to  55^  in  1999,  up  from 
1997's  23(2.  And  these  figures  don't  in- 
clude earnings  from  Internet  sales. 

DYNAMISM  AT 
SECURITY  DYNAMICS 

The  sharp  gi'owth  in  E-commerce  has 
produced  a  throb  of  security 
headaches.  So  some  pros  see  opportu- 
nities for  Security  Dynamics  Technolo- 
gies (SDTI),  which  makes  products  to 
protect  computer  data.  Since  Oct.  8, 
its  stock  has  leaped  from  6  to  19. 

That  rapid  rise  doesn't  faze  the  buUs, 
who  think  Security  Dynamics  may 
again  reach  its  1997  peak  of  44  during 
the  next  6  to  12 
TOWARD  SAFER      months.  "The 
E-COMMERGE       stock    could  go 
back  to  its  old 
^^  high  for  two  rea- 

sons," says  one 
San  Francisco 
money  manager: 
There's  a  huge 
market  for  its 
products.  And 
"the  company 
could  be  a  take- 
over target." 

Through  its 
RSA  unit.  Security 
Dynamics  makes 
cryptographic  and 
electronic  data-security  products.  Se- 
cui'ity  Dynamics  also  licenses  its  tech- 
nology to  manufacturers.  Microsoft, 
for  instance,  embeds  the  encryption 
on  its  Windows  NT  system.  Intuit  uses 
it  on  Quicken,  and  Netscape  has  it 
on  the  Netscape  Navigator.  Security 
Dynamics'  products  use  a  patented 
smart-card  technology  and  access 
controls  that  authenticate  users' 
identity. 

To  ward  off  unwanted  suitors. 
Security  Dynamics  has  authorized 
the  buyback  of  4  million  shares.  The 
company  has  $150  million  in  cash,  or 
.$3.50  a  share,  notes  Dawn  Simon,  an 
analyst  at  Brown  Brothers  Harriman, 
a  New  York  investment  firm.  It  also 
owns  a  minority  stake  of  4.4  million 
shares  in  VeriSign,  a  provider  of  digi- 
tal solutions  and  infrastructure  to 
conduct  secure  commerce  over  the 
Internet. 

James  Wade  of  bt  Alex.  Brown  es- 
timates Security  Dynamics  will  earn 
51(2  a  share  this  year  and  70^  in  1999. 
At  its  cuiTent  price,  says  Wade,  "the 
stock  is  significantly  undervalued." 


JUNE  8,  '98 
▲  DOLURS 
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BIG  NETWORK 
ON  CAMPUS? 

How  about  a  Web  site  for  the  15 
million  students  enrolled  in  3,000 
U.  S.  colleges  and  universities — where 
they  can  obtain  all  kinds  of  informa- 
tion and  services,  ranging  from  col- 
lege registration,  library  research, 
textbook  search,  and  shopping  in  cam- 
pus stores  and  eateries?  This  is  ex- 
actly what  Harlan  Peltz,  chairman  and 
CEO  of  Network  Event  Theater  (nets), 
has  started  to  set  up  with  Ben  Bassi 
and  Bill  Townsend.  Both  were  part  of 
the  founding  management  at  Lycos, 
the  fourth-largest  Internet  company. 
No  wonder  Network's  stock — lan- 
guishing between  2  and  3  earher  this 
year — has  zoomed  to  9.  The  Internet 
unit  is  expected  to  be  launched  in  the 
next  few  weeks.  The  talk  is  that  Net- 
work Event  will  then  take  the  new 
operation  public  in  an  initial  public 
offering. 

Network  Event  already  communi- 
cates with  college  kids  through  its  net- 
work of  campus  theaters,  giant  wall- 
boards  that  carry  ads,  and  a  national 
college  magazine.  Microsoft,  at&t,  and 
Nike  are  among  the  advertisers 
in  Network's  the- 
aters and  on  its 
billboards.  With 
the  Net,  Peltz 
aims  to  link  up 
a  student's  class 
schedule,  book 
lists,  extracurric- 
ular activities,  E- 
mail,  and  campus 
services. 

Network  is  ex- 
pected to  post 
sales  of  $17  mil- 
Hon  for  fiscal  1999 
and  a  loss  nar- 
rower than  last 
year's  deficit  of 
69^  a  share.  Revenues  in  fiscal  1998 
were  $11.2  million.  The  Internet  unit, 
says  Peltz,  should  make  money  in  two 
yeai's.  Some  big  investors  had  stakes  in 
the  company  even  before  the  Internet 
idea:  Warburg  Pincus  Asset  Manage- 
ment owns  9%,  George  Lindemann 
about  6%,  Al  Taubman  6.5%,  and  John 
Hancock  Advisers  7%.  Peltz  owns  21%. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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The  Yprgeson  Report 


Market  Analysis 
Objectives  and  Opportunities 

An  in-depth  assessment  of  present 
trends  for  maximizing  current  resources 

and  capabilities. 
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The  old  ways  of  doing  business  simply  don't  cut  it  anymore.  To  be  competitive  today,  complex  idea 
to  be  cciinmunicated  fast  and  words  alone  are  seldom  enougfi.  Only  Visio'  Standard  makes  it  this 
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ow  Visio  Standard  can  change  the  way  you  work,  go  to  www.visioxom/fastpace.  Or  call  1 -800-24-VISIO  for  more 
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Economics 


COMMENTARY 

By  MichaelJ.  Mandel  , 

FINANCIAL  SERVICES:  THE  SILENT  ENGINE 


From  the  stock  market  to  the  mort- 
gage market,  financial-services 
industries  rivet  the  attention  of 
Americans.  Yet  the  financial-services 
boom  shows  up  everywhere  but  in  the 
economic  statistics.  According  to  the 
official  numbers  from  the  Bureau  of 
Economic  Analysis  (bea),  the  output  of 
the  broad  banking  sector — banks  plus 
related  industries,  such  as  nonbank 
credit-card  issuers  and  mortgage 
bankers — has  been  flat  since  1990 
(chart).  Measured  output  of  the  mutu- 
al-funds and  investment  industry  is  up, 
but  still  only  accounts  for  about  1%  of 
gross  domestic  product. 

But  the  stagnation  shown  by  the  offi- 
cial data  is  veiy  misleading:  Viitually 
eveiy  real-world  measui'e  indicates  that 
the  output  of  financial  sei-vices  has  actu- 
ally exploded  (charts).  For  example,  con- 
sumer credit  is  up  by  some  60%  over  the 
past  eight  years,  as  credit  cards  become 
widely  accepted  in  such  jjlaces  as  gro- 
ceiy  stores.  Mortgage-refinancing  appli- 
cations are  soaring,  as  the  introduction 
of  automated  mortgage  undei-wiiting 
makes  refinancing  far  cheaper-  and  faster. 
The  number"  of  transactions  at  automat- 
ed teller  machines  has  almost  doubled 


The  boom  in  the  finance  sector  shows  up 
everywhere  but  in  economic  statistics.  Anc-^, 
that  means  growth  has  been  understated 


since  1990,  even  while  the  number  of 
commercial  bank  offices  and  branches 
has  actually  increased  by  11%.  And  per- 
haps most  telling,  the  financial  sector, 
wliich  also  includes  insui'ance  and  I'eal 
estate,  has  generated  almost  18%  of  total 
corporate  pi-ofits  in  the  1990s,  up  fi'om 
only  11%'  in  the  1980s — hartlly  the  mar'k 
of  a  stagnant  industry. 
PRODUCTIVITY  PARADOX.  The  under- 
counting  of  fuiancial-ser'vices  gi'owth  is 
critical  for  under-standing  what  is  r-eally 
going  on  in  the  economy.  For  one,  it 
means  that  economic  growth  in  r-ecent 
years  has  been  under-estimated.  Based 
on  academic  and  gover-nment  r-esear-ch, 
the  true  gi-owth  r-ate  in  banldng  could  be 
anywher-e  fr-om  5  to  10  percentage  points 
higher-  than  the  official  number-s.  Assum- 
ing tliis  applies  to  i-elated  industries  as 
well,  it  could  add  as  much  as  0.3  per-cent- 
age  points,  or-  $25  bilHon,  to  cnp  each 


year*.  It  would  also  push  proq 
growth  Wgher  by  about  the 
amount. 

Mor-eover-,  the  fiawed  dati 
cial-ser-vices  output  may  hel 
the  so-called  productivity  p| 
apparent  inability  of  compt 
boost  productivity.  In  r-eal 
ogy  cleariy  makes  a  big  dif 
example.  Mastercard  Inter 
now  can  handle  8.3  bilHon 
annually,  double  the  1994  v| 
ing  only  about  20%  more 
William  I.  Jacobs,  executivd 
dent  of  global  resources.  F| 
vices  firms  ar-e  among  the 
high-tech  usei-s,  spending 
$60  billion  annually  on  info:| 
technology,  notes  Jim  Mooii 
services-industry  vice-presij 
Gartner  Grouj).  Yet  any  pr| 
gains  from  such  huge  inve^ 


THE  OFFICIAL  VIEW: 
NO  GROWTH  IN  OUTPUT 


THE  REALITY;  INCREASED  ...MORE  ATM 
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id  up  by  official  numbers, 
ire,  the  government's  numbers 
improving.  The  Bureau  of  La- 
ics just  inti'oduced  a  new  price 
iroperty-and-casualty  insur- 
ums,  which  will  lead  to  better 
if  real  gi'owth  in  the  insui'ance 
ver  the  next  couple  of  years, 
e  and  real  growth  statistics 
lut  for  life  insurance,  invest- 
ng,  and  mutual  funds. 
I  for  the  banking  sector,  how- 
ill  a  disaster  Right  now,  the 
res  output  gi-owth  of  the 
ing  sector  by  the  number  of 
GUI'S  worked  in  these  indus- 
result,  pr'oductivity — which  is 
led  by  hours — is  effectively 
)e  flat. 

DISPUTE."  Unfortunately, 
t  everyone  agi'ees  that  pro- 
up  shaiply,  thei'e  is  no  agree- 
V  to  fix  the  numbers.  "There's 
;dible  dispute  about  how  to 
;  output  of  a  simple  bank  that 
its  and  makes  loans,"  says 
ilett,  a  former  bea  chief  econ- 
t  The  Brookings  Institution, 
icians  argue  that  loans  pro- 
]'  output  from  banks,  since  de- 
3mselves  don't  make  money, 
mists  find  the  idea  that  depos- 
5ceive  sei-vices  fi'om  holding 
in  a  bank  to  be  ridiculous. 
,  much  of  the  technology  in- 
recent  years  has  gone  into 
!w  services  and  products 
cutting  prices  of  existing 
:ample,  rather  than  lowering 
lacing  branches  with  atms, 
Jysts  predicted  in  the  early 
have  increased  the  number 
ches  and  ATMs.  The  result: 
stomer  convenience,  which 
id  substantial  value — but  is 
;  for  statisticians  to  measure, 
ms  to  be  a  fundamental  am- 
Dut  the  role  of  financial  sei- 
3conomy.  If  Dell  Computei' 
lor-e  computers,  that  is  taken 
iguous  positive  foi-  the  econ- 
lanks  issue  more  credit  cards 
e  loans,  there  is  a  fear  that 
ng  on  too  much  risk  that 
■a  the  health  of  the  economy, 
lay  be  pmdent  to  worry 
assuming  too  much  risk, 
jood  reason  to  omit  theii' 
5wth  from  the  numbers.  Fl- 
ies are  vital  to  growth — and 
le  counted  that  way. 


lows  the  New  Econom  y  from 


THE  INTERNET 


NOT  SO  ODD 

A  COUPLE  AFTER  ALL 

AOL-Netscape's  vision  for  E-commerce  comes  into  focus 

A week  after  an- 
nouncing the  acqui- 
sition of  Netscape 
Communications, 
America  Online  ceo 
Stephen  M.  Case  ad- 
dressed an  all-hands 
gatheiing  of  its  2,300  em- 
ployees. Bounding  on- 
stage, he  wisecracked 
that  the  denim  jacket  he 
wore,  emblazoned  with 
the  Netscape  logo,  "only 
cost  me  $4.2  billion." 

Though  good  for  a 
laugh,  the  gesture  still 
leaves  hanging  exactly 
what  AOL  thought  it  was 
buying.  Electronic  com- 
merce was  the  rallying 
cry  behind  aol's  Nov.  24 
acquisition  announce- 
ment and  the  accompa- 
nying agreement  by  Sun 
Microsystems  Inc.  to 
sell  and  help  develop 
Netscape  software.  But 
the  fit  between  a  con- 
sumer online  seivice  not 
known  for  its  techno- 
logical prowess  and 
Netscape,  which  makes 
about  70%  of  its  annual 
revenue  from  corporate 
software  sales,  is  hardly 
obvious.  "It's  not  clear  to 
me  what  aol  sees  in 
owning  a  software  busi- 
ness," says  Kai-1  Salnoske, 

general  manager  of  rival   

IBM's  Electronic  Commerce  Group. 
EXPRESS  ROUTE.  But  now,  as  the  smoke 
clears,  it's  coming  into  focus.  In  the 
works  is  a  radical  vision  that  the  E- 
commerce  world  is  only  stalling  to  wake 
up  to:  The  troika  could  do  much  more 
than  simply  help  companies  hang  their 
shingles  on  the  Web.  The  partnership 
also  aims  to  tie  these  online  storefi'onts 
into  each  companies'  back-end  opera- 
tions— eveiything  fi'om  internal  inven- 
toiy  controls  to  communications  between 


The  key  is  linking  customers' 
back-office  operations,  from  the 
warehouse  to  the  welcome  mat 


suppliers  to  automating  customer  ser- 
vice. A  comj^any's  entire  business — from 
the  warehouse  to  the  welcome  mat — 
could  be  conducted  in  cyberspace. 

And  the  trio  could  gi'ow  rich  in  the 
process.  Sales  of  E-commerce  software 
ai-e  pegged  at  $;i8  billion  in  the  U.  S.  by 
2002.  But  that's  just  a  fraction  of  the 
real  prize:  Heavy-duty  back-office  soft- 
ware linked  to  the  Web,  including 
servers,  software,  and  services,  is  ex- 
pected to  top  about  $63  billion  by  2002, 
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according  to  International  Data  Corp. 

It's  a  tasty  morsel  that  Netscape  had 
spied  already.  It  has  racked  up  more 
than  150  customers  for  its  E-commerce 
software,  but  that  pales  beside  the  2,000 
customers  that  have  licensed  Microsoft's 
basic  E-commerce  pi'oduct,  Site  Server 
Commerce  Edition.  With  Aoi,  and  Sun, 
though,  Netscape's  vision  suddenly  has 
oomph.  Sun's  7,000-person  hardware- 
and-software  sales  team,  combined  with 
aol's  instant  access  to  14  million  poten- 
tial online  customers,  could  induce  more 
comjjanies  to  go  viitual. 
"We're  the  only  one 
with  an  end-to-end  so- 
lution," says  AOL  Presi- 
dent Robert  W.  Pitt- 
man,  who  will  oversee 
Netscape's  operations. 

Citicorp  is  already  a 
believer.  The  company 
markets  such  services 
as  banking  and  insur- 
ance to  consumers  via 
Netscape's  Web  portal, 
Netcenter,  while  also 
licensing  $20  million 
woith  of  Netscape  soft- 
ware for  its  business- 
to-business  sales.  That 
allows  Citicorp  to  offer 
a  variety  of  choices  to 
its  coi-porate  and  con- 
sumer customers.  For 
instance,  Citicorp  can 
work  with  coi'porate 
customers  to  develop 
electronic-billing  sys- 
tems using  Netscape 
software — and  the 

billers  can  then  offer   

that    option    to    con-  —■  - 

sumers.  "There's  a  con-      s  ___ 

tinuum  between  con-    ——  —  "  - 

sumer  and  corporate 
E-commerce,"  say  Josh 
S.  Grotstein,  division 
executive  for  global 
Internet  and  E-com- 
merce progi'ams  for  Citigroup. 

The  AOL-Netscape  combo  could  also 
pi-ove  enticing  to  Netscape  customers 
that  haven't  yet  bought  its  full  array 
of  software.  Visteon,  for  example,  the 
$17  billion  auto-paits  division  of  Ford 
Motor  Co.,  uses  Netscape's  software  to 
handle  such  tasks  as  mvoice  transac- 
tions and  shipping  notices  for  suppliers 
and  customers.  As  part  of  a  goal  of 
reaching  consumers  and  supplie)'s  elec- 
tronically to  be  more  efScient,  Visteon  is 
considei'ing  using  the  Netcenter  poilal. 

Still,  some  industry  experts  ai'e  ske  p- 
tical that  cov'porations  will  be  beatinjj; 
down  the  troika's  doors.  Wliile  aol's  au- 


dience is  substantial,  the  online  giant 
seems  to  bring  little  tech  knowhow  to 
the  table  to  help  Netscape  and  Sun 
build  such  a  sweeping  infrastructure. 
"It  will  be  bad  news,"  says  Foirester 
Research  Inc.  analyst  Stan  Dolberg. 
"The  software  business  will  be  in  this 
weird  triangle  where  Sun  will  be  in 
charge  but  not  owning  it,  and  aol  will 
own  it  but  not  be  in  charge." 

Indeed,  many  analysts  have  concluded 
that  AOL  was  forced  by  accoimting  rales 
to  buy  Netscape's  software  unit  just  to 


Sizing  Up  the  E-Biz  Landscape 


WHAT  THEY  OFFER 


HOW  IT  STACKS  UP 


CommerceXpert  suite  of  server- 
software  products,  priced  from 
$75,000  to  $250,000,  lets  a 
company  set  up  shop  online  and 
swap  information  between 
employers  and  suppliers  while 
automating  business  tasks 
such  as  inventory  management. 
Netcenter  business  portal 
provides  a  virtual  trading  arena. 


MICROSOFT 


Windows  NT-based  programs 
help  companies  on  a  range 
of  E-commerce  fronts,  from 
setting  up  a  storefront  to 
running  a  Web  site.  They  work 
with  Microsoft  BackOffice 
software  for  heavy-duty  jobs 
and  with  software  from 
1,300  partners.  Costs 
range  from  $25,000  to 
more  than  $1  million. 


Much  like  Microsoft,  IBM's 
Net. commerce  helps  companies 
set  up  shop  online  and  handle 
orders.  Software  and  services 
can  then  be  added  from  about 
1,000  IBM  partners.  Costs  run 
from  $25,000  to  $10  million. 


get  the  valuable  browser  and  portal,  aol 
denies  that  motivation.  "We  had  no 
thought  about  disposing  any  part  of  the 
Netscape  business,"  says  aol  Chief  Fi- 
nancial Officer  J.  Michael  Kelly.  "Each 
piece  is  absolutely  strategic  to  us." 

In  any  case,  aol,  Netscape,  and  Sun 
face  stiff'  competition.  Netscape  already 
competes  with  giants  Microsoft  Corp. 
and  IBM  as  well  as  with  a  host  of  small 
companies  that  off'er  E-commerce  soft- 
ware for  specific  needs.  Netscape's  ap- 
proach is  to  offer  an  integTated  suite 
of  progi'ams  that  provide  a  soup-to-nuts 
solution.  That's  different  fi'om  the  strat- 
egy of  both  IBM  and  Microsoft,  which 


sell  basic  E-commerce  softwai'e  to 
other  software  makers  add  progji 
"There  isn't  another  company  [hui 
Netscape]  with  that  breadth  (if 
cations  or  depth  of  functionality,"  ^ 
Chuck  Shih,  research  director  at 
ner  Group  Inc. 

NOT  A  SNAP.  To  be  sure,  there 
advantages  to  Netscape's  approach 
many  out-of-the-box  suites,  Ni'ls 
product  isn't  considered  easy  for 
panies  to  tailor,  while  software  fi'oi 
and  Microsoft  can  be  more  simpl;, 
tomized.  iiiM ; 
hefty  priift'.-.; 
sales-and-se 
corps    of  1 
118,000  peo|; 
help  do  just 
And  Microso- 
commerce  ^ 
ware,  ust'd  ' 
the  popular 
dows  NT,  sil; 
gether  ea.'-il;; 
software  an 
vices  offerc 
Microsoft's  i 
business  paiB 
"Microsoft  I 
vides    the  b 
building  Ik 
says  Lora 
bock,  an  Inl 
commerce  ril 
er  at  Dell 
puter  Coip., 
uses  Mi( 
technology 
Web  site  th; 
dies  busin 
business  coi 
sales. 

But  Mic: 
Achilles'  h 
that  Wind' 
still  isn't  (I 
ered  as  rol 
the  Unix 
systems  offc 


The  suite  is  comprehensive, 
though  not  easily  customized. 
AOL'S  14  million  customers  will 
help  draw  people  to  the  portal. 
Sun's  distribution  of  the  software 
through  its  7,000  salespeople 
also  gives  it  a  broad  reach.  Still, 
Netscape  is  designed  primarily 
to  work  on  Sun's  heavy-duty 
Unix  software. 


Not  as  complete  an  offering  as 
Netscape's,  and  Unix  is  seen  as 
better  able  to  handle  scads  of 
transactions.  But  the  thousands 
of  Windows  developers  give 
companies  a  wide  variety  of 
software  choices  and  knowhow. 
Microsoft's  MSN.com  portal  site 
also  gives  retailers  an  outlet 
to  bring  in  customers,  though 
it  trails  AOL's  reach. 


IBM's  software  works  on  a 
variety  of  computers,  including 
different  flavors  of  Unix  and 
Windows  NT  Has  established 
clients  in  many  industries.  Still, 
IBM  lacks  the  portal  piece  to  help 
merchants  reach  more  customers. 


fiii'i/e. 


IBM  and  Sun.  And  some  expert 
consider  IBM  as  strong  in  busirsl 
business  E-commerce  solutions,  i 

That  means  that  Netscape  so^fl 
pushed  by  Sun  iind  aol,  may  havi! 
to  i-un,  but  only  if  the  Sun-AOL-Ntg'5 
alliance  really  jells.  Many  of  f|t.:] 
ter's  plans  are  still  experiments  i 
Sun  and  AOL  have  to  prove  thW 
keep  the  software  moving  forM 
they  do,  the  AOL- Netscape-Sun  pn 
ship  may  have  the  most  ammo.i' 
the  gambit  works,  E-commerciC 
come  of  age  a  lot  sooner. 

Bi/  Heather  Green  in  New  Yc 
Catherine  Yang  in  Washington 
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There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


^^^^    '        '  ■^■■v-^  ' 

SAS®  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc  Copyright  (g  1998  by  SAS  Intlitute  Ir- 


www.sas.com/erpsolutions  E-mail:  bw@sas.com  919.677.8200 
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5ICS  EXPERTS  USE  DNA 

;e  to  track  murderers 
bbers.  And  if  Dan  E. 
a  biology  professor  at 
State  University  is 
iful,  detectives  may 
se  DNA  to  solve  envi- 
ital  crimes.  He  has 
ed  a  quick  and  accu- 
A  test  for  ecosystem 
nation. 

',auge   pollution,  he 
up  and  compares  dna 
;  from  a  dozen  or 
ayfish — as  opposed  to 
victims.  Contamina- 
ane  and  other  scien- 
,  reduces  biodiversity 
osystem.  As  a  result, 
NA  collected  from  dif- 
•ayfish  would  look  al- 
ictly  alike.  Converse- 
ess  damage  thei-e  is 
environment,  the 
the  crayfish  popu- 
nd  the  more  diverse 
A  samples, 
mice,  earthworms, 
er  insects  may  be 
evealing  bio-barome- 
id  what  efficiency! 
environmental  sur- 
lay  last  weeks  or 
md  require  a  whole 
scientists.  Ki-ane's 
test,  on  the  other 
n  be  completed  in 
by  just  one  person, 
collaborating  with 
•onmental  Protection 
D  develop  a  dna  test 
■  y  regulators  world- 
ould  be  on  the  mai'- 
i  ri  two  years.  □ 


A  PROGRAM  THAT  NEVER  FORGETS  A  FACE 

CROOKS  won't   be   ABLE   TO   HIDE   BEHIND   MASKS,  FAKE 

beards,  and  other  disguises  if  new  face-recognition  tech- 
nologies deliver  on  their  promises.  These  devices  can  auto- 
matically identify  bad  guys  on  the  basis  of  features  inherent 
in  the  stnictiu'e  of 
then-  skulls — fea- 
tures that  can't 
be  altered  ex- 
cept by  radical 
plastic  surgery. 

One  of  the  tech- 
nologies is  the  "face- 
print"  algorithm  devel- 
oped by  Visionics  Corp. 
in  Jersey  City,  N.J.  It 
creates  a  cranial  blue- 
print using  140  mea- 
surements   of  various 
parts  of  the  face,  such  as 

the  distance  from  the  eyes  to  the  nose.  Once  criminals  have 
had  their  mug  shots  mapped,  the  system  can  tag  them  even 
on  fuzzy  videotape.  If  a  ski  mask  obscures  enough  measure- 
ments to  preclude  a  positive  identification,  the  computer  can 
still  spit  out  a  short  list  of  suspects. 

Visionics  says  its  technology  is  currently  being  tested 
at  an  airport,  scanning  crowds  for  terrorists  or  crooks. 
Zeda  ABM  Ltd.  in  Lichfield,  England,  uses  the  Visionics 
software  in  its  Profile  system,  which  is  now  being  evaluated 
by  British  police.  Meanwhile,  Miros  Inc.  in  Wellesley,  Mass., 
recently  delivered  a  rival  system  to  Scotland  Yard  for 
evaluation.  Heidi  Dawley 


mEH  THE  SECONDHAND  SMOKE  CLEARS 

IT  IS  WIDELY  ACCEPTED  THAT  SECONDHAND  SMOKE  ('AN 

lead  to  lung  cancer  and  heart  disease.  Now  there's  evi- 
dence that  constant  exposure  also  causes  bronchitis  and 
impairs  lung  function.  In  the  Dec.  9  issue  of  The  Jour- 
nal of  the  American  Medical  Association,  researchers 
from  the  University  of  California  at  San  Francisco  re- 
port that  concentrated  doses  of  secondhand  smoke  ini- 
tate  the  eyes,  nose,  and  throat,  and  diminish  lung  capac- 
ity, so  that  a  person  must  take  shallower  breaths  more 
often  to  get  the  same  amount  of  oxygen. 

The  study  zeroed  in  on  bartenders,  who  are  exposed 
to  about  five  times  more  secondhand  smoke  than  the  av- 
erage person.  Scientists  monitoi-ed  the  respiratoiy 
symptoms  and  lung  capacities  of  bartenders  befoi'e  and 
after  California  passed  a  law  making  bars  smoke-free. 
One  month  before  the  law  went  into  effect,  75%  of  the 
53  bartenders  reported  I'espiratory  ailments  such  as 
wheezing  and  coughing.  Just  one  to  two  months  later, 
59%  were  completely  symptom-fi-ee.  Lung  function  also 
improved  significantly,  even  for  bartenders  who  were 
smokei's  themselves.  PubHc  health  experts  hope  the 
study  will  spur  legislators  in  other  states  to  pass  laws 
that  protect  workers  fi-om  secondhand  smoke.  □ 


INNOVATIONS 


m  The  roundworm  Caenor- 
hahditis  elegans  may  be 
tiny — smaller  than  the  head 
of  a  pin — but  it's  big  news  in 
the  Dec.  11  issue  of  Science. 
U.  S.  and  British  researchers 
say  they  have  completely  de- 
ciphered the  worm's  genetic 
code.  This  is  the  first  time 
scientists  have  mapped  out 
the  genetic  progi-am  of  an  an- 
imal that,  like  humans,  uses 
sex  to  reproduce  and  has 
complex  organ  systems,  such 
as  a  digestive  tract  and  a 
nervous  system.  It  took  al- 
most a  decade  for  the  re- 
searchers, who  received  fund- 
ing from  the  Human  Genome 
Project,  to  analyze  the  ge- 
netic material  contained  in 
the  worm's  six  chromosomes. 
Only  about  40%-  of  the  genes 
that  have  been  identified  and 
analyzed  have  counterparts 
in  other  organisms,  including 
humans. 

■  First  it  was  sheep,  then 
mice,  and  now  cows.  Re- 
searchers in  Japan  say  they 
have  devised  a  highly  effi- 
cient cloning  procedure,  al- 
lowing them  to  create  eight 
calves  from  the  cells  of  one 
adult  cow.  When  Scottish  re- 
searchers cloned  Dolly  in 
1997,  it  took  277  tries  to  cre- 
ate one  lamb.  But  the  Japan- 
ese team,  which  published 
their  results  in  Sciejice  (Dec. 
11),  was  successful  in  8  of 
their  10  attempts.  Such  effi- 
ciency is  critical  for  the 
large-scale  production  of  ge- 
netically identical  livestock 
that  will  share  a  desirable 
trait,  such  as  good  meat  or 
milk  production.  Biotech 
companies  hoping  to  trans- 
form animals  into  pharma- 
ceutical factories — such  as 
PPL  Therapeutics,  Genzyme 
Ti-ansgenics,  and  Pharmin- 
gen — are  likely  to  be  inter- 
ested, because  their  current 
cloning  procedures  result  in 
far  more  dead  or  deformed 
animals  than  successful  live 
births. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwdec@businessweek.com 
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NUTRITION 


JUST  LIKE  MOM 
USED  TO  ENGINEER 

Companies  are  betting  big  on  disease-fighting  foods 


Some  products  being  cooked  up  by 
big  foodmakers  don't  exactly  set 
the  mouth  to  watering.  There  ai-e 
tomatoes  enhanced  with  the  po- 
tential anticancer  nutrient  lycopene.  Egg's 
em-iched  with  heait-healthy  omega-3  fat- 
ty acids.  Mai'gai-ine  with  cholesterol-low- 
ering substances.  Yogurts  containing 
"good"  bacteria  to  waixl  off  bad  microbes. 

Welcome  to  the  brave  new  world  of 
"functional  foods."  Kellogg,  ConAgra, 
Mai-s,  Zeneca,  DuPont,  and  several  other 
food  and  pharmaceutical  companies  are 
lushing  to  engineer  foods  that  go  be- 
yond good  nutrition  to  offer  some  en- 
hanced health  benefit.  Mai'ket  researx-her 
Kalorama  Infoirnation  LLC  expects  sales 
of  foods  bought  for  their  healthy  proper- 
ties to  reach  $17.6  bilhon  in  2001,  from 
$15.2  billion  in  1998.  "This  is  growing 
into  a  mass  market  faster  than  people 
anticipated,"  says  Clare  M. 
Hasler,  head  of  the  functional- 
foods  research  progi'am  at  the 
University  of  Illinois. 

But  the  fimctional-foods  phe- 


nomenon poses  considerable  challenges. 
Consumers  will  have  to  sort  thi'ough  a 
confusing  barrage  of  messages  about 
what  to  eat,  while  foodmakers  must  de- 
liver the  health  benefits  they  ai'e  promis- 
ing without  compromising  taste. 

Kellogg  is  moimting  one  of  the  most 
ambitious  attempts  to  biuld  a  better  food. 
In  Febmary,  the  cereal  giant  will  begin 
shipping  a  line  of  cholesterol-lowering 
foods,  under  the  brand  Ensemble.  Most 
Ensemble  products,  which  include  frozen 
entrees,  bread,  cereal,  and  desserts,  con- 
tain a  soluble  fiber  called  psyllium,  de- 
rived from  certain  wheat  husks,  that  has 
been  proven  to  lower  cholesterol.  Kel- 
logg and  others  launched  psyllium-con- 
taining  cereals  a  decade  ago,  igniting  a 
controversy  that  led  to  stricter  Food  & 
Ding  Administration  niles  about  health 
claims  made  for  food.  In  early  1998,  the 


JOHNSON  &  JOHNSON 

Developed  Benecol, 

a  cholesterol-lowering  margarine 

— blocked  for  now  by  the  FDA 


TROPiCANA 

Has  had  an  early 
functional-food 
hit  with  its 
calcium-enriched 
orange  juice 


FDA  approved  psyllium  health  claims  fte 
Kellogg  submitted  more  than  50  stjit 
showing  that  the  fiber,  as  pail  of  cii' 
low  in  cholesterol  and  saturated  fat.n. 
reduce  the  risk  of  heait  disease. 

But  good  science  doesn't  guar; 
success  in  the  food  business.  Alt? 
consumers  have  embraced  some  h< 
boosting  products,  such  as  Trop 
Pi-oducts  Inc.'s  orange  juice  eniichec 
calcium,  taste  still  lailes.  Take  Canb 
Soup  Co.'s  discontinued  Intelligent^ 
sine  frozen  entrees.  After  pumpin 
million  into  a  line  of  foods  proven  ii 
ical  trials  to  lower  blood  sugar,  c 
terol,  and  blood  pressure,  Can  I 
pulled  the  plug  on  the  brand  in  I\i 
1998.  A  spokesman  for  Campbell;; 
the  line  was  pulled  because  the  cora 
is  focusing  on  its  core  soup  busines  ' 
Gaiy  Stibel,  foimder  of  the  New ' 
land  Consulting  Group,  says  the  li 
zled  lai'gely  due  to  lack  of  flavor  ai 
riety.  "Real  questions  remain  ; 
whether  consumers  will  pick  pnu 
pui'ely  based  on  perceived  health  e 
fits,"  admits  R.  David  C.  Macnaii', 
bell  vice-president  for  global  res  a 
and  development. 

Thanks  to  a  tricky  regulatory 
ronment,  functional-foods  playersi 
also  be  careful  how  they  define;) 
products.  Some  offer  them  as  djt 
supplements,  wliich  ai'e  governed  bJ 
er  rules  than  many  foods.  Monsan: 
for  example,  began  selling  an  or^ 
fatty  acid  to  dietaiy-supplement  rl 
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Markets  J 
protein-i! 
to  cut  tti 
risk  of  he 
disease-l 
can  be 
into  bev 


KELLOGG 

Launching  a  brand 
cholesterol-lowerini 
including  cereal  th 
contains  the  fiber 
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Legal  Affairs 


in  early  1998.  Typically  found  in  fish, 
omega-3  fats  ai-e  known  to  lower  tiiglyc- 
erides,  compounds  that  scientists  believe 
play  an  impoitant  role  in  heait  disease. 
And  ConAgi~a,  in  Omaha,  introduced  Cul- 
tui'elle  capsules  as  a  dietary  supplement 
in  September,  though  it  may  eventually 
offer  the  product  in  foods  such  as  yo- 
gurt. Culturelle  is  a  sti-ain  of  good  bac- 
teria that  can  survive  the  acid  in  the 
stomach  to  fight  off  bad  bacteria. 

Once  such  ingi-edients  are  put  into 
foods,  however,  the  rules  may  change. 
The  FDA  can  bar  a  food  if  it  contains  ad- 
ditives that  haven't  been  proven  safe — a 
right  it  exercised  in  October,  when  it 
blocked  Johnson  &  Johnson's  plans  to 
sell  Benecol  margarine.  Benecol  contains 
the  cholesterol-loweiing  ingi-edient  stanol 
ester,  derived  fi'om  plants.  Johnson  & 
Johnson  ai'giies  that  Benecol  should  be 
regailated  as  a  dietaiy  supplement,  but 
the  FDA  has  detennined  that  it  is  a  food 
and  can't  be  sold  until  the  company 
proves  that  stanol  ester  is  safe. 
SOY  PILLS.  A  lack  of  scientific  certainty 
isn't  slowing  dovra  other  efforts.  On  Nov. 
10,  the  FDA  published  a  proposed  nale 
that  would  allow  foodmakers  to  make 
health  claim.s  about  soy  protein's  role  in 
reducing  the  risk  of  heait  disease.  It  isn't 
exactly  cleai-  how  soy  protein  woi-ks,  but 
studies  have  shown  that  isoflavone,  one  of 
its  components,  may  play  a  role.  So 
Archer  Daniels  Midland  Co.  is  now  of- 
fering soy  extract  with  concentrated 
isoflavones  for  use  in  dietary  supple- 
ments, and  is  researching  the  role 
isoflavones  may  play  in  protecting  against 
prostate  cancer. 

But  adm's  product  has  its  critics. 
Stephen  Barnes,  professor  of  phannacol- 
ogy  and  toxicology  at  the  University  of 
Alabama  at  Birmingham,  is  concerned 
that  with  the  soy  component  available 
in  capsule  forin,  people  may  skip  eating 
the  food  and  pop  pills  instead.  He  warns 
that  consumers  may  decide  on  their  own 
to  take  well  in  excess  of  recommended 
doses.  "We  don't  know  what  the  heck 
will  happen  at  that  point,"  he  says. 

Functional-food  makers,  though,  are 
not  letting  such  concerns  slow  them 
down.  Next  up  will  be  genetically  engi- 
neered crops,  such  as  a  tomato  in  the 
works  from  Zeneca  PLC  that  has  high 
levels  of  lycopene,  wliich  has  been  linked 
to  a  reduced  risk  of  prostate  cancer.  "Tliis 
is  the  way  people  vrill  eat  in  the  future," 
claims  Tony  DeLio,  a  vice-president  with 
the  Uncle  Ben's  division  of  Mars  Inc. 
"The  key  thing  for  big  companies  like 
oui's  is  to  get  the  science  right."  Looks 
like  the  Une  between  foofi  imd  meflicine  Ls 
getting  bluiry. 

By  Ainy  Barrett  in  Philadelphia  with 
Joanit  Midler  in  Detroit,  John  Carey  in 
Washington,  and  David  Leo^nhardt  in 
Omaha, 


ANTITRUST 


HAS  JUDGE  JACKSO 
MADE  UP  HIS  MIND? 

All  the  courtroom  signs  point  to  a  ruling  against  Micros 


For  Microsoft  Corjj.'s  lawyers,  -  i;; 
it's  a  familiar  patteiTi:  They 
ask  U.S.  District  Judge 
Thomas  Penfield  Jackson  for 
extra  time  to  prepare  then-  defense 
against  the  Justice  Dept.'s  land- 
mai'k  antitrust  suit.  Denied.  They  ; 
try  to  prevent  Justice  from  ex- 
panding  the  case  ft'om  a  narrow 
sui'gical  stinke  into  a  broad  pattem- 
and-practice  action.  Denied.  They 
beg  the  judge  to  stop  the  trust- 
bustei's  from  showing  embairass- 
ing  video  exceipts  of  ceo  William 
H.  Gates  III  evading  deposition 
questions.  Denied. 

Eight  weeks  into  the  antitrust 
trial  of  the  century,  and  evidence 
that  Judge  Jackson  doesn't  like  Mi- 
crosoft's case  continues  to  mount. 
He  has  rejected  almost  all  the  com- 
pany's important  procedui'al  mo- 
tions. He  snaps  at  its  lawyers  for 
dragging  out  then-  cross-examina- 
tions. He  shakes  his  head  when  Bill 
Gates  sciuimis  and  equivocates  on 
videotape  and  I'ecently  complained 
that  Gates  "has  not  been  particu- 
larly responsive  to"  questioning. 
BIGGER  PROBLEM.  Based  on  these  signals 
and  on  the  Judge's  wiitten  mlings,  ob- 
servers increasingly  believe  Jackson  will 
hand  Microsoft  a  defeat.  Tlie  bmiy,  silver- 
hau'ed,  (il-yeai-old  judge  "has  tipped  liis 
hand,"  says  William  E.  Kovacic,  visiting 
professor  of  antitnist  at  George  Wash- 
ington University  law  school.  "The  gov- 
ernment is  goijig  to  win  at  the  trial  level. 
It  is  not  clear  by  how  much,  but  I  think 
this  judge  is  going  to  find  a  violation  and 
impose  some  kind  of  remedy." 

If  Kovacic  and  other  antitnist  experts 
ai-e  right,  that  could  be  a  bigger  problem 
for  Microsoft  than  it  might  at  fii-st  seem. 
TiTie,  the  company  would  have  the  tight 
to  take  any  adverse  decision  to  the  Dis- 
tiict  of  Columbia  Circuit  Coiut  of  Ap- 
peals, which  in  the  summer  handed  the 
software  maker  a  key  victoiy  when  it 
overturned  the  judge's  1997  injunction 
against  it.  But  Jackson  can  still  cause 
plenty  of  trouble  (table).  If  the  conserv- 


ative Reagan  appointee  rules  thiiru;,i 
crosoft  is  guilty  of  predatory  practi  ken,  tlie 
would  create  a  public-relations  ndlfi, 
mai'e — and  could  result  in  immedij  sonieifi, 
strictions  on  the  company's  busines.'  low  jj^jp 
tices.  And  while  there's  no  WEiedopj^ 
Jackson  to  bulletproof  Ms  decision 
an  appeals  panel  that  is  ideological]  fej 


is] 


tile  to  antitiiist  enforcement,  he  h 
ability  to  frame  his  I'uling  in  way  %  \f,  ■ 
make  it  hard  to  reverse 

Of  course,  the  case  is  a  Ion) 
ft-om  over.  Microsoft  hasn't  pre; 
its  lineup  of  witnesses,  and  it's 


ble  they'll  be  able  to  torpedo  JijdcJ 
key  claims.  Moreover,  reading  j 
tea  leaves  isn't  an  exact  science.  '  IS; 
times,  judges  make  you  think  pe; 
got  them  on  your  side  whe 
haven't,' 


cautions  New  York  an'  W 

'"'  ^  .Ui 

litigator  Stephen  Axinn.  But   


point,  it's  hard  to  believe  Micros'  Dtr^ 
escape  without  some  punishment  loi^. 
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■  company 
from  the 


has  clashed  with  the 
very  beginning  (Mi- 


t,  Jackson,  and  the  Justice  Dept. 
■lined  to  comment  for  this  story.) 
y  after  Justice  sued  the  company 
iber,  1997,  for  violating  the  ternis 
1995  consent  decree,  Microsoft 
3  block  the  judge  from  appointing 
rd  Law  School  professor 
nee  Lessig  as  a  trial  consultant, 
in  January,  Jackson  threatened 

the  company  in  contempt.  After 
ered  Microsoft  to  separate  its 

r  from  its  Windows  operating 
t,  ,  company  lawyers  insisted  this 

echnologically    impossible — a 

ckson  accomplished  himself,  in 


Microsoft.  By  definition,  judges  should 
never  display  any  partiality,  says  Hillard 
M.  Stei'ling,  a  Chicago  antitnast  litiga- 
tor. "Vei-y  little  is  gained  by  open  dis- 
plays of  skepticism.  Judge  Jackson's  de- 
meanor borders  on  the  unprofessional," 
Sterling  says.  Others  criticize  Jackson 
for  appealing  at  times  to  fall  asleep  diu'- 
ing  the  proceedings  and  for  displaying  a 
surprising  lack  of  business  knowledge. 
When  Microsoft  cross-exanriined  Netscape 
Communications  Corp.  ceo  James  L. 
Bai'ksdale  about  statements  the  company 
made  to  stock  analysts,  the  judge  inter- 
rupted the  proceedings  to  say  he  was 
conftised.  "The  problem  is  I  don't  Imow 
what  an  analyst  is  or  does,"  he  said. 

THE  POWER  OF  THE  BENCH 


The  betting  is  that  Judge  Tfwmas  Penfield  Jack- 
son will  rule  against  Microsoft.  The  company  is 
certain  to  appeal,  but  Jackson  still  could  inflict 
some  pain.  Here's  how: 

PUBLIC  RELATIONS  An  official  judicial  find- 
ing that  Microsoft  is  guilty  of  predatory  con- 
duct would  lend  immense  credibility  to  the 
company's  critics. 

REMEDIES  Jackson  could  immediately  restrict 
some  of  Microsoft's  questionable  business 
practices,  such  as  demanding  exclusive  deals 
from  business  partners — though  the  company 
would  quickly  appeal  any  remedies. 

PRIVATE  SUITS  Companies  pursuing  private 
antitrust  suits  against  Microsoft  could  use 
Jackson's  factual  and  legal  findings  against  the 
company. 

SETTLEMENT  POSTURE  It  could  take  several 
months  for  an  appeals  court  to  review  Jackson's 
decision.  The  government  would  have  an  edge 
in  any  settlement  discussions  before  then. 
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h  a  few  clicks  of  his  mouse, 
len,  the  relationship  between 
tid  Microsoft's  trial  team  has 
somewhat.  But  although  the 
low  friendlier  to  Microsoft's 
le  doesn't  appear  to  be  any 
oathetic  to  then-  case.  Wlien 
-  ced  Apple  Computer  Inc.  Vice- 
Avadis  Tevanian  a  series  of 


)f|)n|  in  Nov.  5  about  whether  inte- 
InteiTiet  browser  into  an  op- 
stem  provided  technological 
asked  the  questions  "in  a 
Justice  could  have  scripted," 
ic.  Jackson's  legal  reasoning 
;choes  the  government's.  His 
1997,  preliminaiy  injunction 
ned  to  be  a  reading  of  eveiy- 
e  government's  favor,"  says 
lom,  an  antitinst  professor  at 
ion  University. 

itiiist  exi^eits  believe  Jackson 
ore  to  hide  liis  feeUngs  about 
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Despite  these  giipes,  many  lawyers 
give  Jackson  credit  for  pushing  the  trial 
along  so  swiftly.  Hoping  to  prevent  a  re- 
peat of  the  decade-long  ibm  antitiust  de- 
bacle, Jackson  has  inn  the  fastest  mo- 
nopolization trial  in  liistory.  That's  likely 
to  encourage  tinstbusters — who  have 
been  so  tenified  by  "the  legacy  of  the 
IBM  case"  that  they  have  failed  "to  biing 
even  good  cases" — to  be  more  aggTes- 
sive  in  the  ftitiu'e,  says  New  York  Uni- 
versity antitmst  professor  Eleanor  Fox. 

Although  Microsoft  often  comjilains 
that  it  isn't  getting  enough  time  to  de- 
fend itself,  the  quick  pace  could  end  up 
woiidng  in  its  favor.  How?  If  it  loses  in 
Jackson's  comt,  company  lawyers  will  be 
able  to  argue  that  the  decision  should 
be  reversed  on  the  gi'ounds  that  the  ac- 
celerated schedule  deprived  them  of 
enough  time  to  respond  to  allegations. 

What's  more,  Microsoft's  attorneys 
would  be  sm-e  to  raise  a  slew  of  legal, 


economic,  and  factual  objections  to  an 
adverse  opinion.  Among  other  things, 
they're  likely  to  ai'gue  that  integi'ation  is 
good  for  consumei*s,  that  the  cost  of  com- 
puting is  declining,  and  that  the  law  bai"s 
judges  fi"om  second-guessing  high-tech 
product  design  decisions.  Already,  Mi- 
crosoft has  shown  its  willingness  to  anger 
Jackson,  if  need  be,  to  introduce  these 
points  into  the  trial  record. 
"ALREADY  LOST."  In  fact,  some  obsei^vei-s 
take  this  indifference  to  Jackson's  ii-e  as  a 
sign  that  the  company  has  wiitten  off 
the  trial  judge  and  started  focusing  on 
the  liigher  comts.  Most  litigants  generally 
avoid  aUenating  the  trial  judge  who  first 
hears  a  case  and  are  careful  not  to  slow 
down  the  proceeding  by  entering 
every  slired  of  evidence  that  sup- 
ports their  position — even  if  it  might 
improve  the  chances  of  a  successful 
appeal. 

Not  Microsoft.  Eaiiy  on  the  tliii'd 
day  of  the  company's  cross-exami- 
nation of  government  economist 
Frederick  R.  Warren-Boulton,  for 
example,  Jackson  became  impatient 
with  the  snail's  pace  of  the  ques- 
tioning— and  later  barked  at  lawyer 
Michael  Lacovara  to  speed  it  up. 
But  the  defense  prolonged  the 
process  for  another  day  and  a  half. 
"Microsoft  has  already  lost  this 
judge.  It's  playing  to  the  higher 
couiis,"  says  Sterling. 

But  if  Jackson  rules  against  Mi- 
crosoft, he  can  do  so  in  ways  that 
would  make  it  harder  for  the  ap- 
peals couit  to  overturn  his  ruling. 
Fu'st,  he  can  base  his  decision  on 
the  credibility  of  witnesses,  taking 
into  accoimt  factors  such  as  their  fa- 
cial expressions  and  tone  of  voice. 
Because  appellate  judges  are  not  in 
the  comtroom,  they  are  only  allowed 
to  revei-se  Jackson  on  these  gi'ounds 
if  his  detenninations  ai'e  "cleaiiy  eiTo- 
neous" — a  daunting  legal  standard. 

Second,  Jackson  can  push  "this  case 
into  the  mold  of  other  decisions  where 
the  Supi'eme  Court  has  found  against 
monopolists,"  says  Axinn.  This  would 
make  it  harder  for  the  appeals  coiut  to 
revei"se  him  than  if  Jackson  found  against 
Microsoft  on  the  basis  of  innovative, 
imtested  legal  theories  of  his  ov™. 

That  may  come  as  a  smpiise  to  many 
of  Microsoft's  investors.  In  recent  weeks, 
the  company  has  been  assuring  them 
that  it  will  be  able  to  circumvent  any 
adverse  niling  when  it  takes  the  case  to 
the  fiiendly  D.  C.  Comt  of  Appeals — a  PR 
campaign  that  has  helped  chive  its  share 
price  up  27%  since  the  trial  began,  to 
131%;  on  Dec.  8.  But  if  the  company  loses 
in  Jackson's  courtroom,  it  could  sting  a  lot 
more  than  the  company  lets  on. 

By  Mike  France  in  New  York,  with 
Susan  Garland  in  Washington 
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Glorious  television  pictures.  Portable  phones  that  op- 
erate anywhere  in  the  world.  Artificial  skin  for  treating 
patients  suffering  from  leg  ulcers.  Whether  it's  Pfizer 's 
HOT  GAME  lyyipQiQYiQ^  pill  Viagra  or  Nintendo's  video  game 

smash  The  Legend  of  Zelda:  Ocarina  of  Time,  the  two  dozen 
entries  on  business  week's  1998  Best  Products  list  share  cre- 
ativity and  pizzazz.  Be  they  lightweight  computers,  clever 
toys,  or  medical  mar- 
vels, the  products 


TWIN  SPIN 

<]  Now  you  can  put 
together  your  favorite 
tunes  on  a  compact  disk. 
The  $649  dual-deck  PhiHps 
Audio  CD-Recorder  fDR765  lets 
you  place  a  prerecorded  CD  in  one 
tray,  a  blank  74-minute  CD-recordable 
disk  in  the  other,  and  pi'ess  a  button  to 
start  recording.  You  can  duplicate  a  single 
CD  in  half  the  time  it  takes  to  play  it. 

(SOO)  .'):^l-0()39 

FUR  FROM  THE  MADDING  CROWD 

V  Nobody  enjoys  getting  dragged  through  crowded  stores 
by  a  kid  hell-lsent  on  owning  the  latest  hot  toy.  But  if  you 
nab  Tiger  Electronics'  gi-emlin-like  Furby,  expect  hours  of 
weird  amusement.  Furbys  talk,  giggle,  burp,  and  goof  on 
each  other.  The  dolls  are  scarce,  but  you  might  find  one 
on  the  Net  for  five  times  the  $35  price,  ms)  :?87-290i 


/  DAHDOO-AY! 

KAH  MAY-MAY 
\  U-NYE!* 


•I'M  HAVING  A  GOOD  TIMEMLOVE  YOU! 


FRESH  APPLE 

1>  The  eye-catch- 
ing design  of  Ap- 
ple Computer's 
iMac  is  only  part 
of  the  story.  In 
engineering  this 
$1,299,  all-in-one 
Macintosh,  Apple 
rethought  the  personal  computer,  stripping  it  dowTi ) 
essentials  and  coming  up  with  a  considerably  simpli? 
machine  that's  ideal  for  fu-st-time  buyers.  In  the  pr(^ 
Apple  caught  the  public's  imagination,  created  a  hitij 
revived  its  own  flagging  fortunes.  (800)  79.^-looo  n 


r 


Special  Report 


ucts  of 


touch  every  part  of  our  daily  lives.  I 

Shave  with  a  triple-bladed  razor  or  I  

brush  your  teeth  with  toothpaste  that  never  quits.  Then  hit  the  road  in 
a  take-no-prisoners  motorcycle  or  a  VW  Bug  that  wraps  '60s  nostal- 

tgia  in  a  '90s  package.  Better  yet,  let  someone  else  take  the  wheel 
while  you  read  an  electronic  book,  watch  a  movie  on  a  portable 
DVD  player,  shoot  video  pictures  with  a  palmsize 
camcorder,  or  take  notes  on  an  electronic 
message  pad.  HOT  pill 


/     A  Violinists  who  want  to 
/     practice  without  disturbing 

the  neighbors  will  appreciate  ■ 
Yamaha's  Silent  Electric  Violin.  \^ 
Yamaha  replaced  the  internal  ampli- 
fication cavity  of  a  wood  violin  with  a 
batteiy-powered  processor.  You  listen  to  yourself  on 
headphones;  just  hit  the  "reverb"  switch  to  make  it 
sound  as  if  you're  playing  Carnegie  Hall.  To  perform  a 
duet  with  Isaac  Stern,  connect  the  $695  sv-iook  to  a 
CD  player.  (6i6)  940-4900 
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HIGH-DEF  JAM 

[>  High-definition  TV 
broadcasts  began  on 
schedule  in  November. 
The  format  is  wowing 
the  minuscule  percent- 
age of  viewers  lucky 
enough  to  get  near  a 
$7,000-and-up  hdtv  set 
from  Panasonic,  Mit- 
subishi, Sony,  Toshiba, 
and  others.  But  don't 
expect  HDTX'  to  work 
with  your  cable  system. 
Con.'iumer  Electronics  Mfg. 
Assn.:  (70:^1  907-7600 


CANCER  BLOCKER 

A  Genentech's  HercepI 
the  fii-st  drug  to  targes 
cancer-causing  genetic 
defect.  It  blocks  a 
gene  found  in  30% 
of  breast-cancer 
victims.  / 
(SCO)  626-3553 


JOT  MATRIX 


<1  You  write;  it  remembers.  The  $399  CrossPad 
from  A.  T.  Cross  picks  up  radio  signals  from  a  spe- 
cial pen  as  you  wi-ite  or  draw  on  paper  and  gener- 
ates a  digital  image,  ibm  software  lets  you  transfer 
scribblings  to  a  PC.  It  uses  handwi-iting  recognition  to 
index  keywords  in  wiitten  documents. 

(SOO)  282-7677 


PEERLESS  PLOWMAN 

<]  Ti'aetors  don't  usually  make  yo, 
think  of  video  games — until  you 
aboard  the  Case  mx  Series  M; 
num.  A  touchscreen  ci 
er  and  satellite  tecljc' 
gy  make  it  easy  | 
navigate  precistl'' 
tlii-ough  a  field  ji 
adjust  plowing 
planting  on  th 
The  tractors,  ffi  i 
$86,200  to  $14i 
are  as  easy  toli'Ji 
as  the  smoothed  I  " 


Japanese  sedan.  I 


(800)  501-5711 
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LOVABLE  LAPTOP 


<  It's  one  of  the  sexiest  computers  on  the  market. 
Plus,  the  Sony  Vaio  505  sets  a  new  standard  in  laptop 
computer  portability.  Although  it's  under  three  pounds  and 
less  than  an  inch  thick,  this  minimai-vel 
sports  a  10.4-inch  display  and — your 
fingers  will  be  happy — a  neai'ly  full- 
size  keyboard.  The  latest  version, 
the  $2,000  505FX,  features  a  266- 
Hz  Pentium  processor,  32  Mb 
^M,  and  a  4-Gb  hard  diive. 

1-7669 


•  women,  m 
to  11,  that 
veil  as 
'lla's  glass 
Seattle 
'  mufactui-er 
1  created  a 
it  accommo 
wer  calf 
,  fits  a  nai'- 

and  is 
ght. 

.598 


ONE-INCH  BOOKSHELF 


<]  Readers  who  download  titles 
from  the  Net  onto  compact 
electronic  books  can  search  and 
mnotate  text  with  a  stylus. 
Cyber  booksellers  such  as 
barnesandnoble.com  sell  titles 
at  20%  off  retail.  As  with 
most  things  digital,  prices 
for  the  $600  SoftBook  and 
$499  NuvoMedia  Pvocket 
EBook  should  fall. 
SoftBook:  (800)  222-5861 
Levenger  (for  HBook); 
(800)  544-0880 


IT  FOLLOWED  ME  HOME... 


A  Many  lego  toys  move,  but  the 
MindStoiTns  Robotics  Invention  Sys- 
tem is  something  else.  The  product 
of  lego's  ties  to  mix,  it  lets  kids  de- 
sign robots  that  can  follow  a  trail 
and  avoid  obstacles.  The  $200  system 
uses  a  microcomputer  that  can  be 
programmed  by  attaching  it  to  a  PC. 

(800)  4.53-4652 


NO  PLACE  TO  HIDE 


V  Several  mobile  phones  let  callers 
reach  you  around  the  globe  by  dialing 
a  single  number  Germany's  Bosch  in- 
troduced a  $300  World  718 
phone  that  works  in  the 
U.  S.  and  39  countries. 
Motorola  has  un- 
veiled a  $3,000 
Iridium  satel- 
lite phone  that 
operates  any- 
place in  the 
world. 
Bosch: 

(800)  371-8637 
Motorola: 

(888)  IRIDIUM 
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The  Best 


<]  A  new  era  in  regenera- 
tive medicine  has  arrived:  the  first  off-the- 
shelf  human  tissue.  Aphgi-af  is  living  skin  for 
patients  with  leg  ulcers.  Its  maker.  Organo- 
genesis, turns  infant  foreskin  cells  into  acres 
of  skin  that  can  be  cut  to  fit  and  grafted  onto 
any  patient.  (78ij  575-0775 


<  Dragon  System:^ 
$299  NaturallySpe 
Mobile  package  let 
dictate  up  to  40  m 
utes  of  notes  into 
ital  recorder,  conn^ 
to  a  PC,  and  have 
speech-recognitio 
ware  convert  yo 
words  into  text, 
have  to  fix  spellini 
and  make  other  o 

tions.  (800)  4  DRAGOl 


LEAPING  LEXUS 

V  Toyota's  Lexus  division 
came  up  with  a  refined  al- 
ternative to  trucklike  sport- 
utility  vehicles:  the  high- 
styled  RX  300.  It  boasts  all 
the  amenities  and  the  han- 
dling of  a  luxuiy  car,  and  a 
.$32,000  price  tag.  A  big  hit, 
it's  now  the  best-selling  ve- 
hicle in  the  luxuiy  caiTnak- 
er's  line.  (800)  2.>5-39«7 


THE   BEST   WEB  SITES 


■  COMPARENET  (wwn\\ 
compare.net)  Wondering 
what  kind  of  digital 
camera  or  fiidge  to 
buy"?  You  can  check  out 
full  product  descriptions, 
reviews,  and  compar- 
isons on  90,000  products. 

■  EBAY  (www.ebay.com) 
A  person-to-person  auc- 
tion site,  it  lets  you  sell 

or  bid  on  everything  from  antiques  to 
toys.  Now  you  can  clean  out  youi" 
garage — and  fill  it  back  up  again. 

■  E*TRADE  (www.etrade.com)  This  re- 
launched investing  area  offers  real-time 
stock  quotes,  analysts'  reports,  free  E- 
mail,  and  stock-market  games.  You  can 
even  chat  with  the  likes  of  Intel  Chair- 
man Andrew  S.  Grove. 


Imagine  Radio 


u  IMAGINE  RADIO  (imagl 

radio.com)  Closet  disk  j<i^, 
eys  can  choose  from  ami' 
hundreds  of  musical  art: 
to  set  up  theii'  owti  cus- 
tomized "radio"  station.' 
■  SAPIENT  HEALTH  NET- 
WORK (www.slin.net)  Sufe 
ers  of  more  than  20  dis-j'^ 
eases,  fi'om  asthma  to  ! 
diabetes  to  prostate  can; 
can  find  reams  of  infonnation  targeted  f 
theii'  particular  condition.  * 

■  THE  ONION  (theonion.com)  This  faux 
news  sei-\ice  brings  you  humorous  sto» 
such  as  "Hostess  May  Have  Marketed 
Unhealthy  Tuinkies  to  Minors."  , 

■  WIRELESS  DIMENSION  (www.wirelessi 
dimension.com)  Research  and  compart, 
cellular-phone  deals  in  your  area.  / 


.^1 


■on 
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When  running  a  department,  there  are  no  dress 
rehearsals.Which  is  why  you  need  a  server 
that  dehvers  an  unforgettable  performance 
daily.  Designed  with  our  Highly  Parallel 
Systems  Architecture  and  dual  Pentium  II 
2ssors,the  new  Compaq  ProLiant  3000  has  all  the  power  you 
.  And  the  unmatched  availability  to  handle  today's  demanding 
[irtmental  applications.  To  see  how  it  outperforms 
ompetition  and  performs  under  budset,  contact 
l/.compaq. com/servers/performance  or  1-800- AT- COMPAQ. 


WMPAd  Better  answers. 


The   Best  Pr 
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BRUSH  HOUR 


<1  Total  is  eating  up  the  com- 
petition. The  "fu'st  obsessive- 
compulsive  toothpaste,"  as 
Colgate-Palmolive  calls  it,  has 
an  antibacterial  agent  that 
works  between  binshings. 
(SOO)  763-0246 


A  BUG'S  (SECOND)  LIFE 


A  After  a  20-year  absence  from  the  U.  S.,  '\pi 

wagen  reintroduced  the  Bug,  reinterpreted 
blend  nostalgia  with  the  hectic  here-and-no\ 
The  $16,425  Beetle  retains  its  cute  bubble  s 
— but  now  has  a  heater  that  actually  work; 

(800)  DRIVE  VW 


PLANE  VIEW 


YOU 
LOOK  REAL 
SHARP 


<]  Gillette  spent  some 
billion  developing 
and  marketing  its  new 
triple-bladed  razor,  Mach3. 
Wliile  the  $1.60  cartridge 
made  critics  gasp,  consumers 
loved  the  gee-wliiz  technolog\^  in- 
cluding the  thinnest  blade  edge 
ever.  After  five  months,  blade  and  ra- 
zor are  No.  1  sellers. 

(800)  GILLETTE 


I>  Now  you  can  watch  a 
full-length  movie  on  a  plane 
even  when  the  airline  isn't 
showing  one.  Panasonic's 
DVD-Lio  is  the  fu'st  portable 
gizmo  to  play  digital 
videodisks.  You  view  the 
film  on  a  5.8-inch-wide 
LCD  display  and  listen 
through  headphones. 
Batteries  inside  the 
$1,300  unit  will  nin  for  two 
hoiu's,  enough  to  last  through 
most  Hollj'wood  hits. 

(800)  211-PANA 


PRODUCTS   TO  WATCH 


GROOVY  RUVI 

A  Remembei-  when  cairj'- 
ing  a  camcorder  felt  like 
hauling  luggage?  Those 
days  are  histoiy.  The  $799 
Sony  Ru\i  is  about  as  big 
as  a  compact  point-and- 
shoot  camera.  It  stores 
up  to  a  half-hour  of 
video  and  sound  or  up 
to  350  still  images,  each 
accompanied  by  audio. 

(800)  222-7669 
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Dreamcast: 


m  After  getting  trounced 
by  Sony  and  Nintendo, 
Sega  is  trjing  to  bounce 
back  with* DREAMCAST,  a 
next-generation  video 
game  console.  Just  now 
premiering  in  Japan, 
Dreamcast  will  make  its 
American  debut  next  fall 

a  Isuzu's  $30,000  VEHI-   

CROSS  sport-Utility  veliicle,  due  in  Maix'h, 
is  small  by  ,suv  standai'ds  and  sports  two 
doors.  But  the  Japanese  tmckmaker  hopes 
the  unusual  design  will  give  it  an  edge. 

Laptop,  palmtop,  and 
now  wiist-top:  Tlie 
16-bit  RUPUTER 
wristwatch  com- 
puter, from  Ja- 
pan's Seiko  InstiTi- 
ments,  weighs  only 


bound 


2.3  ounces  and  can  downlcl 

text  and  images  from  a  ^s\s[nn 
m  The  $200,  cigarette-bo> 
sized  Diamond  Multimedi  ■i^jQjj 
Systems'  RIO  PMP300  let; 
you  dowTiload  up  to  60  irJTi 
utes  of  music  off  the  Net 
and  replay  it  with  near  (k 
quality  sound.  ^ 

  ■  PepsiCo  is  putting  a  $lft\)r\|( 

million  mai'keting  chive  beWnd  PEPSI  OE 
a  one-calorie  drink  targeted  at  young  ni 
■  DIGITAL  SUBSCRIBER  LINES,  pro\idecD 
a  gi'owing  number  of  phone  companies  ^  ^ 
can  get  you  on  the  Net  up  to  140  timcj 
faster  than  a  56-kbps  mocSem. 
a  Eastmaii  Kodak's  YOU'VE  GOT  PICTURs 
simplifies  \iewing  photos  on  the  Web. 
drop  off  film  at  a  dmgstore,  indicate  y(J 
America  Online  screen  name,  and  pictt? 
will  be  sent  to  voui*  mailbox  in  48  hour 


')U  set  the  goal... 

/ell  hit  the  target. 


i'Ji  St^J 

ItiB 


ke  advantage  of  the  sharpest  group  of  media 
^  operties  ever  offered  through  one  source. 

idsion  Network  Introducing  CBS  Plus,  the  dedicated  cross-media  sales  team  that  helps  you  harness 
dsion  Stations  the  power  of  CBS's  vast  national  and  local  media  resources  to  build  your  brand  and 
3  dnve  your  business.  Find  out  how  CBS  Plus  redefines  partnership  with  complete  brand 

^  solutions  that  hit  your  target.  Call  Pam  Haering  or  Lisa  McCarthy  at  212-340-3506. 

oor  Media 
ication 
ine 


11  m 


CCBSrIus 

Complete  Brand  Solutions 


Marketing 


RETAIL 


WELCOME  TO 
YUPPIE  HARDWARE 

Restoration's  formula  draws  upscale  buyers  in  droves 


WARM  LIGHT,  SOFT  JAZZ:  "We're  working  from  our  own  intuitio'n"  says  the  CEO 


One  of  the  hottest  stores  of  the 
season  doesn't  sell  slinky  skirts 
or  diamond  earrings  or  even  com- 
puter-powered Furbys.  It  sells 
stuff  like  drawer  pulls  and  shower  rings. 

Restoration  Hardware  Inc.'s  eclecti- 
cally  stocked  home-furnishings  stores 
are  packing  in  holiday  shoppers.  The 
chain  tirnied  in  an  11%  same-store  sales 
hike  in  the  third  quarter,  and  analysts 
predict  double-tligit  gains  for  the  holiday 
quarter — far  beyond  the  5%  expected 
for  the  average  retailer.  Restoration's 
high-concept  hardware — without  the 
paint  thinner  and  power 
tools — cannily  plays  off  the 
childhood  memories  of  nest- 
ing baby  boomers.  Based  in 
Corte  Madera,  Calif.,  it  sells 
everything  from  mission- 
style  furniture  to  nostalgic 
knickknacks  and  even  a  few 
hammers  and  wrenches. 

And  it  does  so  without 
cut-rate  pricing.  In  a  holiday 
retailing  season  dominated 
by  discounting,  Restoration 
is  moving  Swedish  Formula 


Hai'dwood  Floor  Cleaner,  Atomic  Robot 
Man  toys,  and  chenille  throws  at  healthy 
markups.  "There's  a  lot  of  neat  stuff," 
said  Melissa  Johnson,  37,  recently  at  a 
Seattle  store.  "It  reminds  me  of  a  live 
version  of  the  J.  Peterman  catalog." 

Indeed,  if  Seinfeld  were  still  on  the 
air,  Elaine  might  work  there.  Like  Pe- 
terman, Restoration  relies  heavily  on 
evocative,  heaitfelt  prose  to  move  mer- 
chandise. Almost  every  item  is  accom- 
panied by  an  index-card  essay — most 
penned  by  founder,  ceo,  and  chief  copy- 
writer Stephen  J.  Gordon,  47.  "I  spend 
about  10%  of  my  job  writ- 
ing," he  says.  The  essays  ai"e 
often  intensely  nostalgic.  For 
a  set  of  salt  cellars,  Gordon 
recalls  childhood  memories 
of  family  dinners.  For  oth- 
ers, he  pokes  gentle  fun  at 
the  self-congTatulatory  tastes 


PENGUIN  SHAKER  Nickel- 
plated  martini  shaker 
ynodeled  on  a  1936  original, 
$Jf8.  Set  of  four  ynatching 
cocktail  glasses,  $12 


oh-so  Continental?"  he  wi"ote  for 
say  on  Chianti  candles. 

Along  with  elegant  displays  an 
jazz,  the  wiite-uj^s  ai-e  a  critical  sa 
ement  in  the  stores'  play  for  uppe 
die-class  boomers,  like  Gordon  hi 
with  homes  to  detail  and  mon 
spend.  A  full  95%  of  Restoration's 
tomers  ai'e  college-educated,  notei 
don.  "The  cinx  of  what  we  do 
senting  things  that  are  pleasing  tj 
he  says.  "We're  not  out  trying  to 

pulse.  We're  work-   

ing  from  our  own  SALT  CELL 
intuition."  Tired  ofth 

Gordon  is  con-  Santa  sha 
vinced  that  that  These  tiny 
sixth  sense  can  take  cut-glass  b 
him  nationwide,  come  ivith 
Armed  with  $63  spoons.  $1, 
million  from  an  ini-  pair,  inclu 
tial  public  offering  a  velvet 
last  June,  Restora-    storage  bac 


tion  is  attemj^tmg  an  aggi'essive 
al  expansion.  It  has  opened  25  loj 
this  year  alone,  for  a  total  of  65, 
ing  a  recent,  two-stoiy  flagship  s| 
New  York.  Analysts  predict  t| 
those  new  stores  will  help  Rest] 
double  last  year's  sales  of  $97 
The  shares,  meanwhile,  have  cj 
from  $19  at  the  IPO  to  a  recent 
"UNIQUE."  Gordon  has  been  refinl 
retail  concept  for  almost  20  ye^ 
opened  liis  fii'st  store  in  1979  in 
Calif.,  after  renovating  a  Victoria] 
and  finding  that  almost  no  one  s 
thentic-looking  fixtui"es.  About 
each  store  is  devoted  to  hardwaif 
drawer  handles  to  towel  racks! 
than  800  kinds  of  cabinet  pu| 
stocked,  in  colored  glass, 
pewter,  and  brass  in  shapes 
from  simple  knobs  to  chrome  t| 
"A  hardwai'e  store  will  maybe  hi 
really  unique  item,"  says  Davi^ 
noff,  41,  at  the  Manhattan  store 
cent  Saturday.  "This  place  has 
What's  more,  while  Chemof 
through  the  hardware,  his  wife| 
beth,  filled  a  shopping  basket 
fashioned  tin  toys.  "Memoiy-prI 
stocking  stuffers,"  she  says.  Il 
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Black  &  Decker  is  honored  to  have  been  recognized  by  Business  Week  magazine  and  IDSA  for 
onr  achievements  in  product  design.  Our  rich  history  of  innovative  new  ideas  and  user-centered 
design  ,s  made  all  the  more  rewarding  through  our  participation  in  the  annual  IDEA  competition." 
l^-— Nolan  Archibald,  Chair,  President  and  Chief  Executive  Officer,  The  Black  &  Decker  Corp 

"Wmniug  Industrial  Design  Excellence  Awards  affirms  our  ongoing  comniilment  to  product  design 
excellence.  Design  excellence  is  central  to  Microsoft's  objective  of  making  personal 
computers  more  easy,  enjoyable,  and  accessible  for  all  its  hardware  products." 
—Rick  Thompson,  Vice  President,  Hardware  Group,  Microsoft  Corp. 

DESIGN 

"The  growing  awareness  of  'IDEA'  has  been  enhanced  by  the  dedicated  support  oi  Business  Week 
niagazme.  This  has  facilitated  new  sharing  practices  among  design  leaders  that  have,  in  turn 
created  a  strong  bond  between  professional  design  and  business  leadership." 
—John  E.  Herlitz,  Vice  President  of  Product  Design,  Chrysler  Corp 

PAYS 

'Great  design,  useful  innovation,  and  'retail  shelf  space  presence'  form  the  essential  foundation  of 
every  new  home  computer  Compaq  dehvers.  Without  a  focus  on  world-class  design  leadersliip 

Compaq  coidd  not  have  achieved  the  tremendous  consumer  preference  we  now  enjoy  " 
Rod  Schrock,  Sr.  Vice  President  &  General  Manager,  Cons,uuer  Products  Group,  Compaq  Computer  Corp 
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tion's  cross-gender  appeal  is  part  of  its 
success.  About  30%  of  sales  are  to 
men — high  for  a  housewares  shop.  "The 
other  stores  are  focused  on  tabletop  or 
kitchen.  That's  not  as  appealing  to  men," 
says  Dave  Ricci,  an  analyst  at  Chicago 
brokerage  William  Blair-  &  Co.  "Restora- 
tion Hardware  combines  tabletop  with 
nickel-plated  hammers." 

Restoration  has  attracted  more  than 
shopper  admiration.  Millard  S.  Drexler, 
president  and  CEO  of  Gap  Inc.,  became  a 
fan  about  a  year  ago  and  joined  the 
board  just  after  the  company  went  pub- 
He.  Even  direct  competitors  are  em- 
bracing the  newcomer.  Crate  &  Barrel 
and  Pottery  Barn  often  elect  to  locate 
next  to  a  Restoration  Hardware,  to  cre- 
ate a  home-furnishings  destination  spot 
in  a  mall  or  downtown  shopping  dis- 
trict. "Their  customer  is  our  customer. 
Their  mix  of  products  is  exciting,  and 
the  displays  are  great,"  says  Bette 
Kalui,  spokeswoman  for  Crate  &  Bairel. 
PRICE  WALL?  Still,  some  experts  dis- 
miss the  chain  as  a  pncey  fad  and  doubt 
that  it  can  maintain  its  momentum.  Re- 
tail consultant  Kurt  Barnard,  publisher 
of  Retail  Trend  Report,  notes  that  the 
pi-ices  for  hardwai'e  are  high  and  says  a 
savvy  consumer  will  quickly  sniff  that 
out.  "I  purchased  brass  knobs  for  my 
home  for  under  $2.  They're  over  $5  at 
Restoration  Haixlwai'e,"  he  says.  Maiwi 
J.  Girouard,  ceo  of  Pier  1  Imports, 
agrees.  "Going  forward,  it  could  be  a 
little  tougher,"  he  says.  "There's  a  piice 
where  people  won't  pay  for  novelty." 

The  chain  also  nms  the  risk  of  dam- 
aging its  mystique  by  overexpansion. 
It  plans  to  add  30  more  locations  next 
year.  Restoration's 
■mJL.  direct-mail  pieces 

■S^^.  and  text-heavy  ads 
in  upscale  magazines 
help  reinforce  a 
sense  that  consumers 
are  stumbling  onto 
something  unique. 
But  that  sense  could 
fade  if  shoppers  find 
an  outlet  in  every 
suburban  mall. 

Gordon  thinks  he 
can  take  his  chain  to 
200  stores  and  main- 
tain its  uniqueness. 
He  is  still  personally 
involved  in  picking  merchandise.  "Really, 
nothing  goes  into  the  stores  I  haven't 
touched,"  he  says.  And  he  has  no  inten- 
tion of  jobbing  out  his  essayist  chores, 
either.  "Writing  is  the  best  way  I've 
found  to  communicate  my  vision,  my 
philosophy,"  he  says.  And  sell  ring-pull 
drawer  handles  for  $6  a  pop. 

By  Ellev,  Neuhorne  in  New  York, 
with  Seanna  Browder  in  Seattle  and 
Stephanie  Anderson  Forest  in  Dallas 
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RETRO  TIN  TOY: 

Recalling  the 
flyifig-saucer 
toys  of  the  '50s 
and  '60s,  yikes! 
has  retractable 
landing  gear,  $12 


NEW  PRODUCTS 


FORD'S 

GREEN  DILEMMA 

Its  new  sport-ute  promises  big  profits-but  guzzles  gas 


1'ir.i 


When  the  Sierra  Club  caught 
wind  of  Ford  Motor  Co.'s  plans 
for  a  king-of-the-road  sport- 
ute,  it  asked  its  members  to 
give  the  new  model  an  appropriate 
name.  At  19  feet  long  and  weighing 
nearly  three  tons,  the  hulking  new  Foi"d 
will  be  the  biggest  passenger  vehicle 
on  the  road  when  it  rolls  out  next  fall. 
And  it  is  expected  to  burn  up  a  gallon 
of  gas  every  12  miles.  So  the  Sierra 
Club's  members  couldn't  resist  dubbing 
the  vehicle  the  "Ford  Valdez"  and  of- 
fering this  ad  slogan:  "Have  you  dnven 
a  tanker  lately?" 

Ford,  not  surprisingly,  spurned  the 
environmentalists'  marketing  tips  and 
came  up  with  its  oww  name:  the  Ford 
Excursion.  But  the  criticism  starkly 
points  up  a  problem  facing  the  auto 
maker.  Incoming  Chaimian  William  Clay 
Ford  Jr.  has  jjledged  that  when  he  takes 
the  wheel  on  Jan.  1,  going  green  will  be 
Ford's  new  Job  1.  However,  its  success 
doesn't  exactly  flow  fi'om  natiu-e.  Ford's 
outsize  profits  mostly  reflect  its  domi- 
nance in  selling  the  high-margin — and 
gas-thirsty — sport-utility  vehicles  that 
environmentalists  love  to  hate. 

But  don't  look  for  the  awkward  con- 
flict between  Foi'd's  environmental  poli- 
cy and  its  bottom-line  reality  to  be  spot- 
lighted at  the  glitzy  Detroit  auto  show 


1  Last ' 


"A  GREAT  BUSINESS  PLAN" 

At  up  to  $50,000  for  an 
Excursion,  Ford  can  rakei 
in  money  in  a  hurry 

next  month.  Ford  will  showcas '5t  of 
cars  such  as  the  edgy  Focus  subc  for  j( 
and  a  retro-redesign  of  the  Thblveli 
bird.  But  Ford's  biggest  model  icade  a 
year,  the  Excursion,  won't  be  iwfei 
play.  Although  executives  are  co  8'  mu 
their  new  suv  will  sell  out,  they  it  leads 
its  imposing  presence  could  overs  i27f,  of 
the  envii'onmentally  ftiendly  ima{  won 
want  to  project.  "The  Excursion  eneine 
thing  you  want  to  roll  out  with  ad  luu 
pets  and  brass  bands,"  says  one 
SAFETY  FEARS.  For  now,  the  jun: 
cursion  is  just  a  target  for  thoi 
fret  about  Americans'  gi-owdng  1 1  i\m  \ 
fair  with  big  suvs.  Those  vehicU 
more  gasoline,  which  pumps  out 
dioxide,  a  gi-eenhouse  gas  belif 
be  a  leading  cause  of  global  Wiien^K 
And  at  2:30  inches,  the  Excursion  ^' 
10  inches  longer  than  Chevrolet 
urban,  cuirently  the  largest  pai;r 
vehicle  on  the  road.  It  will  dwai 


big  suvs  such  as  the  Chevrolet  ft.-v,., 
GMC  Yukon,  and  Dodge  Durang 
has  safety  advocates  womed  tus  tj; 


pneeti 


96  BUSINESS  WEEK  /  DECEMBER  21.  1998 


,-tall  Excursion  will  be  particu- 
eadly  when  it  slams  into  much 
vehicles  in  traffic  accidents. 
Excursion  will  also  stand  out  in 
■  way:  It  will  be  exempt  from 
regulations  aimed  at  curbing 
zlers.  The  nine-passenger  model 
;rge  it  won't  even  be  classified 
ight  vehicle" — a  category  that 
y  includes  SUVs,  pickups,  and 
is.  That  means  it  will  avoid  fed- 
'1  economy  standards  requiring 
maker's  light  tiucks  to  average 
les  per  gallon.  Ford,  therefore, 
ave  to  worry  about  the  Excur- 
.gging  down  its  fleet  average. 
American  car  buyers  snapping 
and  paying  historic  low  gas 
nvironmentalists  have  had 
persuading  Congi-ess  to  put 
mileage  standards  on  light 
50  now  they're  counting  on 
ng  Henry  Ford's  41-year- 
it-grandson.  When  he  was 
chairman  in  September, 
as  quick  to  highlight  his 
The  environment  will  be- 
e  quality,"  he  said.  "It's  a 
trough  which  we  will  look 
;  make  product  decisions." 
nentalists  plan  to  keep  him 
)rd.  "In  order  for  Bill  Ford 
s  envii'onmental  vision  into 
'  says  Daniel  Becker,  a  di- 
f  the  Sierra  Club,  "he'll 
move  Ford  away  fi'om  the 
-guzzling  vehicles  they're 
'  making." 

;:ather.  That  would  be 

0  auto  maker  in  the  world 
;  much  fi'om  sport-utilities 

Last  yeai",  it  banked  $5 

1  pretax  earnings  from 
.5%  of  its  total.  And  suvs 
for  nearly  one-fifth  of 
tal  vehicle  sales,  up  from 
:cade  ago.  Indeed,  Wall 
•edicts  the  Excursion  will 
^r  smash  liit  for  the  com- 
,t  leads  the  sport-utility    p  _ 

27%  of  the  U.  S.  market, 
las  won  over  suv  drivei's 
ti  engine  power,  car-like  drive- 
iyi  nd  luxury  amenities  such  as 
eats.  The  Excursion,  with  an 
price  tag  of  up  to  $50,000  and 
-10  engine,  will  appeal  in  par- 
those  with  a  boat  or  horse 
lug.  Analysts  say  pretax  prof- 
ach  Excursion  could  reach 
topping  a  record  margin  of 
:enerated  by  Ford's  $45,000 
ilr!  >Javigator.  In  part  that's  be- 
t  suv's  development  costs  were 
■r  $1  billion  by  building  it  on 
g  super-duty  pickup  fi'ame.  If 
0  Excursions  are  sold  annual- 
3ay  off  in  the  bUHons.  "This  is 
usiness  plan,"  gushes  analyst 


Maryann  N.  Keller  of  Furman  Selz. 

Ford,  an  avid  fly  fishennan  who  sits 
on  the  boai-d  of  environmental  advocacy 
gi'oup  Consei-vation  Intemational,  doesn't 
see  liis  gi-een  goals  as  being  incompatible 
with  roaring  suv  sales.  "It's  a  dehcate 
balance  between  what  the  customer 
wants  and  being  completely  environ- 
mentally driven,"  he  says.  And  having 
blinders  on  is  a  recipe  for  disaster,  he 
contends:  "You  can  make  a  completely 
clean  vehicle,  but  if  it  sits  unsold  on  the 
dealer's  lot  it's  not  helping  the  environ- 
ment, either.  We  just  have  to  make  these 
vehicles  cleaner  and  cleaner  eveiy  yeai"." 

Ford  did  just  that  tliis  yeai',  outfitting 
its  suvs  with  beefier  catalytic  convert- 

NEW  BEAST  ON  THE  BLOCK 


FORD  EXCURSION 

PRICE:  $40,000-  $50,000* 
GAS  MILAGE:  12  MPG* 


LENGTH: 230  INCHES* 


CHEVROLET  SUBURBAN 

PRICE:  $30,500-$43,000 
GAS  MILAGE:  14-18  MPG 


LENGTH:  220  INCHES 


FORD  EXPLORER 

PRICE:  $22,365-$35,065 
GAS  MILAGE:  15-20  MPG 


LENGTH: 191  INCHES 


HEIGHT 

67-7  INCHES 


15 


5 


FORD'S  SUV  SALES 
AS  PERCENT  OF  ITS  TOTAL 


DATA:  WARD'S  AUTOINfOBANK 

ers,  allowing  them  to  spew  as  little 
smog  as  clean-ninning  cars.  Ford's  high- 
tech, multivalve  track  engines  also  make 
it  easier  to  clean  up  emissions  because 
they  burn  fuel  more  efficiently.  That 
puts  Ford  in  a  much  better  position 
than  Geneml  Motors  Coip.  and  Daimler- 
Chrysler  to  meet  tough  new  pollution 
standards  California  is  imposing  and 
federal  officials  are  considering.  Boasts 
CEO-designate  Jacques  A.  Nasser: 
"We've  demonstrated  that  we're  on  the 
leading  edge  of  ecology  by  making  our 
suvs  as  clean  as  oiu'  cars." 

That's  not  how  environmentalists  see 
it.  With  the  Excursion  getting  less  than 
half  the  mileage  that  Ford  cai's  average, 


they  contend  that  the  auto  maker's  suvs 
are  nowhere  near  as  green  as  its  cars. 
"The  biggest  single  step  we  can  take 
to  cui'b  global  wai'ming  would  be  to  use 
less  gas,"  says  the  Sien-a  Club's  Becker. 
RAGING  DEBATE.  The  Excui'sion  might 
never  have  hit  the  road,  some  company 
insiders  say,  had  Bill  Ford  been  in 
charge  when  its  development  was  ap- 
proved in  1996.  Ford  waves  off  such 
speculation,  but  company  insiders  say 
there  was  a  raging  debate  over  the  Ex- 
cursion. Initially,  planners  intended  the 
behemoth  to  be  a  bai'e-bones  suv  sold 
only  to  commercial  fleets.  But  when  the 
Ford  Expedition  became  a  ran  way  hit — 
signaling  that  the  mai'ket  for  lai'ge  suvs 
was  growing  faster  than  expect- 
ed— executives  gave  the  green  light 
to  make  the  Excursion  an  upscale 
rival  to  Chevrolet's  Suburban.  "At 
fii'st,  a  lot  of  people  woiried  that  it 
would  be  politically  incoiTect,"  says 
an  insider.  "But  when  they  saw  the 
profits  coming  from  the  Expedi- 
tion, that  made  the  decision  easy." 

Indeed,  Ford  is  struggling  to 
keep  up  wdth  insatiable  suv  de- 
mand. Its  suv  sales  are  up  12% 
this  year  and  are  expected  to  top 
700,000  vehicles  for'  the  fii-st  time. 
Customers  are  waiting  12  weeks 
for  delivery  of  a  Navigator  at 
Steve  Kalafer's  Lincoln  Mercury 
dealership  in  Flemington,  N.J.  He 
predicts  the  Excursion  will  be  a 
sellout,  too.  "There  is  a  ready  mai"- 
ket  of  bigger-is-better  suv  buyers," 
explains  Kalafer. 

Bigger  also  means  fatter  profits. 
Ford's  success  with  sport-utilities 
and  pickup  tracks  gives  it  a  $1,100 
earnings-per-vehicle  edge  over  Gen- 
eral  Motors,  making  Ford  the 
world's  most  profitable  auto  maker, 
says  Merrill  Lynch  &  Co.  analyst 
Nicholas  Lobaccaro.  That's  a  key 
reason  Ford's  stock  is  up  71%  this 
year,  to  around  55.  "Sport-utilities 
_     have  been  a  huge  part  of  the  mar- 
ket and  they  have  veiy  good  prod- 
ucts," says  investor  Seth  M.  Glick- 
enhaus,  who  doubled  his  Ford  holdings 
this  year  to  2.2  million  shares. 

But  when  the  curtains  pull  back  on 
Foi-d's  new  lineup  at  the  Detroit  show, 
the  Excursion  will  be  conspicuous  by  its 
absence.  Despite  the  auto  maker's  envi- 
ronmental pronouncements,  industry  in- 
sider's just  don't  believe  the  big  suv  can 
be  ti'ansformed  fi"om  r-oad  wamor  into 
jolly  gi-een  giant.  "Ther-e's  absolutely  no 
possible  way  to  make  it  envii'onmentally 
fi'iendly,"  says  auto  consultant  Wesley 
R.  Brown  of  Nextrend  Inc.  But  that 
may  not  matter — when  Ford  execs  look 
at  the  profit  prospects  for  the  Excur- 
sion, they  see  nothing  but  green. 

By  Keith  Naughton  in  Detroit 
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Personal  Business 


EDITED  BY  AMY  DUNKIN 

DEALING 
THE  IPO 

W 


YOURSELF  INTO 
GAME 


ant  to  get 
your  hands 
on  the  next 


hot  new  stock  with 
.com  in  its  name?  Un- 
less yom-  broker  owes 
you  a  big  favor,  you'll 
probably  have  to  buy 
it  secondhand  after  its 
price  has  soared. 
When  it  comes  to  ini- 
tial public  offerings, 
average  investors 
don't  stand  a  chance 
against  professionals, 
who  usually  get  fii'st 
crack  at  hot  deals.  But 
you  can  get  into  the 
IPO  game  another 
way — tlu'ough  the  side 
door. 

To  help  the  little 
guy  gain  access  to  this 
clubby  corner  of  the 
market.  Renaissance 
Capital,  a  Greenwich 
(Conn.)  reseai'ch  ftrm 
specializing  in  newly 
minted  stocks, 
launched  the  first  mu- 
tual fund  to  invest 
mainly  in  ipos.  "We 
have  always  gotten  al- 
locations [of  ipos]  be- 
cause we  are  well-known," 
says  Linda  Killian,  one  of 
three  friends  who  met  at 
Whaiton  in  the  late  1970s  and 
went  on  to  found  Renaissance 
in  1991  and  the  ipo  Plus  Af- 
tennai'ket  fund  in  Febniary. 
NO  REMORSE.  So  far,  Killian 
and  partners  have  snapped 
up  shares  in  10  online  offer- 
ings— and  they  have  had  no 
remorse 
about  purg- 
ing their  20- 
stock  portfo- 
lio of  Wghfliei-s  to  take  profits. 
Among  those  to  go  were 
sensations  eBay,  VeriSign, 
and  Inktomi.  "When  stocks 
get  to  what  we  think  are 
unsustainable  valuations,  we 


spHt-adjusted  o 
prices.  Com; 
says.  And  wh' 
market  slides, 
out — investors 
ally  flee  first  th 
illiquid  and  un] 
stocks. 
FIRST-RATE, 
theless,  as  thfcm; 
cesses  of  Yaho 
Amazon.com 
some  of  todaj 
knowns  are 
row's  ho 
names.  Wht 
comes  to  iden 
them,  Ritter 
Renaissance  1 
edge.  Renai 
Capital  "does 
rate   researcl:  IM 
says.  "If  I  wen 
vestor  who  . 
recent  ipos,  thm 
seems  to  be  an 
lent  vehicle." 

Killian  and 
managers. 
Smith  and  K^, 
Shelton  Smith, 
band-and-wife 
are  picky.  The 
bought  shares 


ili 
i 


Y0UR  MONEY 


MUTUAL  FUNDS 


sell  theiii,"  Killian  says. 

Although  that  discipline 
has  caused  the  fund  to  pass 
on  some  other  phenomenal 
IPO  successes,  including 
Broadcast.com,  the  strategy 
has  produced  a  3.7%  gain 
thi'ough  November — not  bad, 
considering  that  almost  60% 
of  this  year's  ipos  have 
dropped  below  tlieii'  offering 
prices,  says 
New  York 
research  fimi 
CommScan. 
The  IPO  Plus  Aftermarket 
fund  also  beat  its  peers  in  the 
small-cap  growth  category, 
which  is  down  an  average  of 
5.27%  this  year,  according  to 
Momingstar. 


YOUTH  MARKET 

Renaissance's  William  and  Kathleen  Smith  and 
Killian  this  year  opened  the  first  fund  focused  oi 


But  is  it  a  good  idea  to 
chase  after  fresh  young 
stocks?  Many  experts  say  no. 
Tine,  the  average  new  issue 
rises  16%  in  its  fb'st  day  of 
trading,  says  Jay  Ritter,  a 
University  of  Florida  finance 
professor  who  specializes  in 
IPOS.  But  most  trail  the 
broader  market  for  the  re- 
mainder of  the  year,  says 
Standard  &  Poor's  analyst 
Mark  Basham.  Of  the  3,477 
companies  to  go  public  since 
1993,  about  55%  ar-e  current- 
ly trading  at  or  below  their 


at 


than  20%.  of  the  343 
nies  that  went  public 
this  year  The  no-loa 
wliich  requii'es  a  $2,5( 
mimi  investment,  concc 
on  companies  new  to  t 
he  markets,  although  ili<^,i 
times  buys  older  sha§j; 
secondaiy  offerings 

To  winnow  the  fie 
managers  discard 
trading  at  premiums 
industries.  That's  stra 
ward  enough  when  il 
to  oil  and  enterts 
prospects,  such  as 


mar 


mi 


m 
'i 
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Pox  Entertainment 
which  Kilhan  bought 
basis  of  attractive 
}-eash-flow  multiples. 
:hout  traditional  yard- 
such  as  earnings, 
Internet  companies 
allenges,  says  Killian. 
iks  for  those  with  su- 
business  models  and 
itive  edges  such  as 


w  IPO  Plus 
tacks  Up 


i  invested  heavily  in  IPOs 

RETURN 


ETB** 

41.5% 

MICRO  CAP  GROWTH 

20.3 

!  ENTERPRISE  A 

15.7 

ALL  CAP  R 

10.7 

ICRO-CAP  EQUITY** 

8.6 

'.RMARKET 

3.7 

.L  CAP  A 

0.8 

IFELL  MICROCAP 

-7.8 

OWTH 

-9.9 

OCAP  RETAIL 

-12.5 

ILEY  SMALL  CAP 

-16.8 

ed  earlier  this  year 

DATA:  MORNINGSTAR  INC, 

Another   favorite   is  Fox, 
which  sells  at  a  slight  dis- 
count to  its  peers  despite 
smash  box-office  hits,  includ- 
ing Titanic,  and  hot  televi- 
sion and  cable  programming. 
Killian  has  her  eye  on  a  De- 
cember 10  IPO  from  radio 
powerhouse  Infinity  Broad- 
casting, cuiTently  pait  of  CBS. 
The  fund  also  holds  posi- 
tions in  Equant,  a  Dutch 
data  network  provider 
with  global  reach,  and 
Boston-based  American 
Tower,  which  operates 
moi-e  than  2,000  towers 
that  broadcast  wireless 
telecom  signals  tlii'ough- 


market  share, 
i  ig  those  that  passed 
is    Santa  Monica 
i  based  GeoCities, 
nline  chat  rooms  de- 
topics  including  foot- 
1  investing  give  ad- 
s  access  to  highly 
i  audiences,  Killian 
t  GeoCities  illustrates 
fund  managers  are 
ot  to  fall  in  love  with 
tock    picks.  When 
:s  reached  the  undis- 
um  that  Killian  and 
.ners  figiu'ed  it  was 
he  fund  bailed  out. 
nt  holdings  include 
^'oods,  a  $143  million, 
ncisco-based  compa- 
las  breathed  new  life 
ids  including  Duncan 
Mrs.  Butterworth's, 
Jste  pizza.  Although 
.  sales  are  growing 
an  those  of  the  aver- 
company,  its  stock 
t  a  20%  discount  to 
stiy,  based  on  price- 
ratios,  Killian  says. 


tions  for  all  ii'ds  except 
Internet  stocks  falling- 
back  to  earth,  Killian 
expects  the  pace  and 
variety  of  new  offer- 
ings— currently  the 
slowest  since  the  1990 
recession — to  improve. 
But  others  aren't  so 
sanguine.  Until  in- 
vestors stop  favoring 
the  largest,  most  liquid 
stocks,  the  IPO  pipeline 
is  likely  to  remain  in- 
hospitable to  all  but  In- 
ternet sensations  and  estab- 
lished companies,  Basham 
says. 

Given  the  risks  of  IPO  un- 
derperformance  (not  to  men- 
tion the  IPO  fund's  rich  cur- 
rent expense  ratio  of  2.5%), 
Morningstar  analyst  Russel 
Kinnel  says  "most  people  are 
better  served  by  a 
fund  that  just  buys 
some  ipos"  (table). 
Nonetheless,  the  eight 
fimds  with  established 
track  records  that 
purchased  IPOs  most 
aggTessively  this  year 
— but  ai'e  not  restrict- 
ed to  newly  minted 
stocks — have  retmned 
only  0.07%  on  aver- 
age, MoiTiingstai"  says. 
These  results  are  a 
far  cry  from 
theglobe.com's  600% 
fii'st  day  climb — and  a 
sobering  reminder  of 


YES,  THERE  ARE  STILL 
BARGAIN  BOND  FUNDS 


Closed-end  bond 
funds  looked  very 
attractive  to  fixed- 
income  investors 

last  summer.  Many  munici- 
pal, government,  and  liigh- 
quaHty  coi-porate  funds 
were  trathng  at  discounts  of 
as  much  as  4.7%-  from  their 
net  asset  value  (nay).  Then, 
as  the  bond  rally  shifted 
into  high  geai;  many  big 
discounts  disappeai'ed.  That 
was  especially  tnie  among 
closed-end  municipal  funds, 
where  tax-free  yields  were 
at  record  highs  vs.  those  on 
Ti-easury  bonds.  But  that 
doesn't  mean  all  the  oppor- 
tunities have  chied  up. 
"There  are  still  funds  with 
good  discounts  that  repre- 
sent value,"  says  analyst 
Maria  Ketchledge  at 
CDAAViesenberger,  a  finan- 
cial information  firm  in 
Rockville,  Md. 

Ketchledge  especially 
likes  investment-gi'ade  cor- 
porate funds,  such  as  Van 
Kampen  Bond.  It's  trading 
at  a  5.3%.  discount  to  nav, 
with  a  yield  of  6.9%.  The  in- 
termediate-tenn  Dean  Wit- 
ter Government  Income 


Closed-End  Values 


FUND  OR 
TERM  TRUST 


DISCOUNT 
TO  NAV 


YTO 
RETURN* 


YIELD 


CORPORATE  INVESTMENT  GRADE 

1838  BOND  6.60%    9.73%  7.15% 

DEBENTURE  TRADING  (BDF) 

INTERCAPITAL  4.02     11.88  7.26 


Trust,  meanwhile,  has  a 
6.7%  discount  and  a  -vield  of 
6.4%  (table). 

UnUke  open-ended  mutu- 
al funds,  a  closed-end  fimd 
trades  on  a  stock  exchange 
and  may  sell  for  more  or 
less  than  N.w.  A  variation 
on  a  closed-end  bond  fund 
is  the  closed-end  teiTn 
trust,  which  matui-es  on  a 
specified  date.  When  that 
occui's,  shareholders  get 
back  the  fund's  nav.  Invest- 
ment adviser  Ron  Roge, 
president  of  R.  W.  Roge  in 
Bohemia,  N.  Y.,  has  encoui- 
aged  clients  who  piled  up 
big  gains  in  this  yearis 
Treasury  rally  to  sell  their 
bonds,  put  the  proceeds 
into  a  closed-end  bond  trust 
trading  at  a  discount  to 
nav,  and  hold  it  until  it  ma- 
tui'es  in  five  years  or  so. 
That  way,  they  can  capta>"e 
the  return  between  the  dis- 
count and  the  price  at  ma- 
turity, all  the  while  enjoy- 
ing the  income  the  tinst 
throws  off.  Of  coiu'se,  in- 
vestors must  feel  confident 
they  can  offset  the  transac- 
tion costs  and  taxes  in- 
cun'ed  by  cashing  in  their 
appreciated  Treasuries. 
If  you  buy  a  closed-end 
bond  fund,  you'll 
have  to  pay  commis- 
sions on  your 
purchase  and  any 
sale.  If  rates  move 
higher,  the  market 
value  of  these  funds 
will  drop,  and  their 


«OMES£C«„ES  „CB,   Kjb3  SruS 

VAN  KAMPEN  BOND  (VBF)    5.33      2.73  6.91 

GOVERNMENT 

BLACKROCK  ADVANTAGE  11.10  11.12  6.33 
TERM  TRUST  (2005)  (BAT) 

DEAN  WIHER  GOVT.  6.70  11.89  6.40 
INCOME  TRUST  (GVT) 

BULL&BEARU.S^ 6^20  1411  8.85 


is  sound  now — and 
heaven  knows  how 
long  closed-end 
discounts  will 
last.       Chip  Norton 


Nortmi  is  mariag- 
ing  editor  of  s&p  per- 


just  how  hard  it  can    .^M  ^^'^"'^.'M  ^^.^"^^   sonal  wealth  (umrw. 

*Nov.  27  DATA:  CDAAVIESENBERGER 


be  to  make  money  in 
IPOS.    A^me  Tergesen 


personahvealth.com). 
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Investment  Services 


tadFOnline  w/Signal 

f'  the  i^I-ti?ne  money-making  machine! 


Defivery     -Pager/cell     Sign-up  onNne  today  at: 

>  Free  Nasdaq   phone  alerts        WW  W ,  d  b  .  C  0  ifl  /  ll  W 
Level  II  or  call  888.200.1016  X140L 


stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


■  Have  Your  Own  Persona 


Massage   

Therapist:  Day-  ^^^BHP 
Night/Otfice-Home       Y>J  ^ 

'Get  Full  Details  Today! 
Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 
k  Nationwide  800-353-9917  J 


Corporate  Gifts/Luxury 


PISCOUNTS  OF 

$0-60% 

I FREE  CAT.\LOC; 
1-888-346-LUXE  LUXE.COM 

Corporate  Gifts 


Logo  Tattoos! 


Investments 


VIATICAL  INVESTMENTS 


•  12-42%  Guaranteed  Total  Return 

•  Monthly  income  •  IRA  rollovers 

1-888-263-6623 

www.viaticalinvest.com 
F.D.I,  licensed 


CD-Rom  Equipment 


Easy  to  CD  COPIER 


=GOJh>ress    by  Princeton  Disc 


800-426-0247 


WWW  pnncetondisc  corn 

Menswear/Fashion 


THEDIMPLERtm 

Use  the  patented  Dimpler  lie  tool  lo  put  0  iwe, 
deep  dimple  in  your  ne<kfie  every  doy  for  rtwt 
dossy  professionol  look  Mode  in  U  SA 

Only  S9  50  thvpug  S  handling  ml 

Coll  l-m-DIMPtEl  lor  rredit  (ord  order 
or  send  (hedr  m  money  order  lo 
THE  DIMPLER,.  COMPANY 

J200#ils<»i  8lvd  »I0!  29.  Wiiglon  VA  !!?0I 


Corporate  Gifts 


IbOO  Temporary  Tattoos  with  your  Logo, 

Just  S189.00I! 
plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
..  <;     Customized!  Full  Color!  2"  x  2" 


3000  Alamo  Drive,  Ste  201  •  Vacaville.  CA  95687 , 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Sales  Leads/Consulting 


Back  On  Track  Marketing 


Business  to  Business  telemarketing 
leads  provided  to  your  sales  force 
using  the  Agressive  Sales  Program. 
Proven  track  record.  Information  and 
references  at: 

www.backontrackiiiarketmg.com 
E-mail:  ontrack@ibm.net 


Venture  Capital 


Corporate  Investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e  mail 
bussplan@lx.netcom.com 


Business  Software 

Order  fntrv,  LToiii  cmj  pnxciSinE;.  shipping,  VK,  -VP 
LLinua  minji^ment  with  ince^Jied  inicmci  e-mail  optioni, 

iiiventon  muiiisimcni ,  rtporxing,  list  nunascmcni  and 
mailing— (.Tenthint;  vou  need  tor  order  taking  W  phc>ne.  mail 
f\en  the  ^oM  \Vide  Web  in  one  simple  ass--io-use  and 

atloniahlt  \X  indows  prugram  trom  Ihdacomp 
Call  I-m858-3666orvisitwww.dHlacomp.com/bwk 

.1  Jail  On  /t vManager " 


Franchising 


Franchise  it. 


CALL  1-800-373-6344 

Talk  to  us  first  Because  nobodv  has  franchised 


more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting  Worldwide 

Francorp'  bw 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  f-tassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Financial  Services 

$30,000 .0  $500,000 

.Start  or  expand  your  business 
\\1th  a  business  loan  that  is 

Guaranteed  by  the  Govt, 
www. business-capital. org 

1-888-745-6756  Ext  8006 


Business  Servicf 


SAVE  30%  to 


3-TO-A-PA(i 

Business  Chix  I' 

Laser/InkJi 

Computer  ('hec*^ 

Call  lor  a  FREE  hi-,  h: 

1-800-239-4(1 

Designer  CHEfe 

ww\v.dcsignerchecks^l 


100%SATISFAaiON  GUAI  | 


The  first  service  Ori' 
search  &  select  your  Into, 
Distributors  &  Customc, 
effective,  for  any  products,  iin 


WWW.GOEXPORTN 


Have  your  own  Finance  Oe 
•VPA/ii,  P/R,  G/L     •  Profit  1 

•  Coji  ManogemenI       •  Ci«IO(lta''( 

•  Finonciol  Smtements     •  Bus'neB.  "  " 

Lei  Outioumng  Save  you  Time  i^  .^? 
The  Finance  Departmo  4  ? 
 (516)  547-1800  f^a 


TRADEM 


i-JOi^l 

'Trademark  by  PhoU  'ius 

'  Protect  your  logo,  W 
or  business  name  ipx 

'  Attorney  owned/o({ 


800-67-TflAD 


RESEARCH  RE 


■  20,000  ACADEMIC  TOPICSI 

I  Send  S2  for  tfie  290  paj 

I  Cuslom-wiitten  icpoits  alsl 

,  RESEARCH  ASSISTl 

'  11322  loaho  Ave.,  #2f 

I  Los  Angeles,  CA  %i 

I  TOLL  FREE  HOTLINE:  80l 


http://www.research-ass»i 


FOR  AD  RATES  AND  INFORMATION 
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BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Education/Instruction 


Br  Distance  Learning 
liversity  offers  accredited  MBk  no 
MAT  needed  Cnosen  by  Economisl 
„,  asoneofworld'sbestlVIBAprograms 

PA 

Chl 


JNIVERSITY  I  (800)  MBA-0707 
Distributor  I       Asl<  for  ext.  20 
St,  Suite  2.  □  Cerrito,  CA  94530 
I  FaxBack  literature:  from  your 
phone,  call  (510)486-8900. 


m 


:titioner's  MBA  &  JD 
rams.  Accredited 
,  Master,  Bachelor, 
monticello.edu 
913-661-9414 
)-405-7935 


DCTORAL/ 
■R'S  DEGREES 

,  1  to  2  years;  1  month 
Business,  Education,  Gov't, 
tions.  Psych,  Religion, 
irk,  Healtti  Services.. 
rne  University,  Infl. 
School,  PO  Box  1080 
'  Falls,  NH  03896  USA 
1-8648;  Fax  603-569-4052 
•ne@berne.edu 


An  MBA  You  Can  Fit 
into  Your  Schedule 


Innovative  and  flexible,  vou  can  structure  your  study  to 
fit  your  schedule,  location  and  budge!  Earn  your  fully- 
accredited  MBA  by  distance  learning  through  Leicester 
University's  Management  Centre 


.  ^  Call  us  now'  800-874-5844 

>j  E-mail  rdiusa  @erols  com 
5s  www  le  ac  uMumc/ 


Columbus  University 

Specialists  in  Distance  EJututian 

Bachelor  •  Master  •  Doctor  •  Law 

Credit  for  work/life  experience 
Lowest  Tuition  •  Accredited 

?4H/5. 188W6-0353  www.ColumbusU.am 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bactielor«Master«Doctor 

Business  (Mgmt.  HRM,  Health  Care) 
Management  of  Technology. 
Pschology.  Law 

Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana.  CA  92705 
800-477-2254  www.scups.edu 


;realioii 


^72 

s 


Business  Opportunities 


spend  up  to  $60-100K 
a  franchise,  check  this: 
«n  Figure  Income 
ial  from  HOME 

and  fax  *No  employees 
)nrs  *Fewer  expenses 
ee  information 

32-0018  x5252 

OM  ASSOCIATES 


less  nam! 
i*(ied/i 


ired?  Want  to  be  your  ovvn 
your  business  &  would 
allenge""  Need  a  part  time 
are  seekingqual  fled  affili- 
to  benefit  from  your  ovvn 
1  our  40  year  background 
■SS  MEDIATION  CON- 
Exceptional  training  & 
:port  can  provide  a  sub- 
ie&  personal  satisfaction 
ank  loans,  insurance,  RE 
tsiness  transfers,  etc  )  $  1 2k 
for  free  brochure  &  video 


ncial  Services 


)  to  $95,000  I 


ant-approvaLcom 


0  to  12.00% 


BUSINESSES  FOR  SALE 


bizsale.coiii,  webs  largest 
selection  of  F.S.B.O.'s. 
All  sizes,  types,  prices,  terms 
Call  Ron  @  (719)  340-2200 

AFFILIATED 
^  BUSINESS 
CONSULTANTS 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 


Arrange  Business  Loans  and  Equipment 
Leases  from  $1,000  to  $10  million  No  co- 
brokering.  Work  directly  \vith  \.itii>n.il 
Lenders.  Unlimited  earnings  putrnikil  .ind 
residual  income,  p,n  i  „^.»iM.,iaa» 

FREE  45  minute         *  * 
video  seminar  and  I 
information  packet     /I  . 

VCALL  1-800-336-3933  . 
^^^t^^an^^n^ltcint^nc^^r 


Business  for  Sale 


5-6752  ext.  1005 


UNIQUE  BUSINESS 
OPPORTUNITY 


Government  Contractor,  3  year 
gross  $21MM,  S-Corp.  Profitable, 
$900k  loss  carry  forward.  M  or  A 

Fax  512-257-1956  or 
dreitmeyer@surecom.net 


Education/Instruction 


@ 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance.' • 

UPCOMING  COURSES  

The  Columbia  Senior  Executive  Program 

(May  2 -28)    (Aug  8  -  Sept  3) 

Marketing  Management 

(Feb  21  -  26)    (Apr  25  -  30) 

Leading  and  Managing  People 

(Jan  31  -  Feb  5)    (Apr  11  -  16) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  60 

Visit  our  web  site  at:  www.columbia.edu/cu/business/execed 


Publishing  Services 
Publish  Your  Book 

7.5-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wrile  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l-8()0-()9.5-9,5y9 


Home  Furnishings 
F    Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 
HoMEWAv  FuRNrruRE  Company 

P.O.  Box  1548,  Mt.  Airy,  NC  27030 
^  (800)  334-9094  (336)  786-A151  . 


Fine  Art 


DALI 

Collect  Rar*,  Authentic  ^ 
Llmltad  Editions 
from  t  2S00 
CALL  FOR  CATALOO 

1-800-999-DALI 

...13101  851-4714 


SILVERSTATE  FINE  ART 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 

Direct  To  Catalogs,  Inc. 
23  W  Walnut  St,  Hanover  PA  17331 
717-633-1850 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  .JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 

FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 
.  www.cadet-com 


Memationaneam  Captain  Peter  TMmson  and 
Uniteit  Slates  Team  Captaii^^k'^cmaus 

J. 


The  Presidents  Cup  brings 
the  12  best  players  from  th 
States  against  1 2  players  from  t 
the  world,  excluding  Europe. 

The  biennial  international  te.v 
play  event  will  be  contested  Deceive 
at  The  Royal  MelbounieGolf  Club  iiu 

Under  the  leadership  of  Ca  hi 
Nicklaus,  the  defending  U.S.  te;  ; 
stiff  challenge  from  an  Internatics 
led  by  Captain  Peter  Thomson. 

Royal  Melbourne's  Composi  ; 
has  been  regularly  rated  as  one  t' 
top  10  courses. 

One  of  the  unique  aspec 
Presidents  Gup  is  that  playe 
receive  prize  money  based  ( 
mance.  fnstead,  the  net  pro 
divided  into  equal  shares  for  t 
and  captains  to  donate  to  thi 
worldwide  charities. 


Tune  In  At  These  Ti 


AttTimes  Eastern  Starxiard  -  M 

Wednesday.  Decemb  1 
Preview  Show  | 
5:00  -  6:00  PM  -  ESP  Jjn 

Thursday-  Decembeil  M 
Opening  Geremon)!  ■ 
12:00  MID  -  1:00  AM  -  I  jjj 

I  St  Day  Foursomei  «. 
.  4:00  -  8:30  PM  -  ESR  B 

I  St  Day  Four-Ball '  ]» 
9:30  PM-2:00AM-E|  | 

Friday  December  jl  ^ 

2nd  Day  Foursonn 
4:00  -  8:30  PM  -  ESPl 

Saturday.  Decembe ! 
2nd  Day  Four-Bal 
1:00- 6:00  PM^CE  M 

Sunday.  December  1 

3rd  Day  Singles  J  ^ 
4.00  -  7:00  PM  -  CI 


1 


•Jcjuni 


Members  of  the  United  States  and  International  Teams  are  also  eligible  to  compete 
at  the  I W  WORLD  GOLF  CHAMPIONSHIPS  NEC  Invitational,  August  23  -  29  at  the 
Firestone  Country  Club  in  Akron.  OH,  The  NEC  Invitational  will  feature  olavers 
from  the  last-named  Presidents  Cup  and  Ryder  Cup  teams  < 
for  information 


Don't  Miss  A  Minute  Of  The  Action  -  hog  On  To  PGATOUR.com 


siness  Week  Index 


DUCTION  INDEX 


Change  from  last  week,  0.0% 
;hange  from  last  year:  4.5% 


PRODUCTION  INDEX 

  Nov  28=135.8   

1992=100 


Dec  Apr. 
1997  1998 
;  index  is  a  4-week  moving  average 


Aug, 
1998 


Nov, 
1998 


jduction  index  viras  flat  in  the  week  ended  Nov,  28.  The  unaveraged  index 
,  to  135.6,  from  137,  and  the  monthly  index  for  November  increased  0.7% 
,8,  from  134.9  m  October.  After  seasonal  ad|ustment,  raw  steel  production 
*;n  5.1%,  w/ith  its  capability  utilization  rate  the  lowest  since  June,  1991. 
of  autos,  trucks,  electricity,  lumber,  and  rail-freight  were  also  down,  a 
if  the  Thanksgiving  holiday.  Oil  and  coal  production  both  posted  hefty  gams. 

:lion  index  copyright  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

PRICES  (12/4)  S&P  500 

1176.74 

1192.29 

19.6 

RATE  BOND  YIELD,  Aaa  (12/4) 

6.22% 

6.25% 

-9,3 

SUPPLY.  M2  (1 1/23)  billions  3 

j4, 379.0  3 

j4,382.5r 

8.7 

.  CLAIMS.  UNEMPLOYMENT  (11/27)  thous 

313 

301r 

-2.8 

ASE  APPLICATIONS.  PURCHASE  (12/4) 

299.5 

293.8 

27.1 

AGE  APPLICATIONS,  REFINANCE  (12/4) 

2,055.1 

2,086.3 

161.8 

i:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgage 
Assn.  (Index:  March  15,  1990=100) 


EST  RATES 


1  FUNDS  (12/8) 


LATEST  WEEK  YEAR 
WEEK         AGO  AGO 

4.66%      4.82%.  5.29% 


'RCIAL  PAPER  (12/8)  3-month 


5.00 


5.08 


5.73 


ICATES  OF  DEPOSIT  (12/9)  3  month 


5.12 


5.19 


5.81 


'lORTGAGE  (12/4)  30-year 


6.89 


6.93 


7.35 


ABLE  MORTGAGE  (12/4) 


one-year 


6,74 


5  71 


5.72 


12/4) 


7.75 


7.75 


;.50 


Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (12/5)  thous.  of  net  tons 

1,747 

1,735# 

-19.6 

AUTOS  (12/5)  units 

121,616 

74,815r# 

-8.5 

TRUCKS  (12/5)  units 

153,829 

88,297r# 

2.0 

ELECTRIC  POWER  (12/5)  millions  of  kilowatt-hrs 

60,029 

58,753# 

-4.7 

CRUDE-OIL  REFINING  (12/5)  thous.  of  bbl./day 

14,377 

14,337# 

-3.2 

COAL  (11/28)  thous.  of  net  tons 

20,500# 

22,043 

2.9 

LUMBER  (11/28)  millions  of  ft. 

326. 5# 

514.3 

15.7 

RAIL  FREIGHT  (11/28)  billions  of  ton-miles 

23. 9# 

28.4 

1.3 

Sources:  American  Iron  &  Steel  institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept  .  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

UTEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (12/9)  $/troy  oz. 

294.200 

294.150 

2.8 

STEEL  SCRAP  (12/8)  #1  heavy,  $/ton 

85.50 

85.50 

-35.0 

COPPER  (12/4)  (Z/lb. 

72.4 

74.4 

-13.9 

ALUMINUM  (12/4)  iz/ib 

62.5 

62.0 

-19.1 

COTTON  (12/4)  strict  low  middling  1-1/16  in.,  e/lb.  64.33 

63.84 

-2.7 

OIL  (12/8)  $/bbl. 

1 1.02 

10.89 

-40.3 

CRB  FOODSTUFFS  (12/8)  1967=100 

196.95 

196.86 

-20.5 

CRB  RAW  INDUSTRIALS  (12/8)  1967=100 

266.57 

267.64 

-14.1 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (12/9) 

LATEST 
WEEK 

117.96 

WEEK  YEAR 
AGO  AGO 

120.08  128.90 

GERMAN  MARK  (12  9) 

1.67 

1.67 

1.78 

BRITISH  POUND  (12/9) 

1.66 

1.66 

1.65 

FRENCH  FRANC  (12/9) 

5.60 

5.61 

5.97 

ITALIAN  LIRA  (12/9) 

1651.8 

1656.0  1744.5 

CANADIAN  DOLLAR  (12/9) 

1.54 

1-54 

1.42 

MEXICAN  PESO  (12/9) 

9.955 

9.964 

8.139 

TRADE-WEIGHTED  DOLLAR  INDEX  (12/9) 

106.9 

107.5 

109.4 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J. P.  Morgan 


a  m  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  mt;._:tmery  and  defense 
.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


lER  PRICE  INDEX 

Dec.  15,  8:30  a.m. EST  >■  Con- 
Ices  for  all  goods  and  services 
increased  0.2%  in  November,  says 
an  forecast  of  economists  surveyed 
ard  &  Poor's  mms,  a  division  of  The 
Hill  Companies.  Excluding  food 
gy,  core  prices  also  are  forecast  to 
eased  0.2%.  In  October,  total  and 
2s  both  rose  0.2%.  Low  inflation 

the  Federal  Reserve  elbov\/  room 
nonetary  policy  on  protecting  the 
system. 

S  INVENTORIES 

Dec.  15,  8:30  a.m. EST^  Invento- 
by  manufacturers,  wholesalers,  and 


retailers  likely  grew  0.3%  in  October,  on  top 
of  a  large  0.5%  gain  in  September.  Manu- 
facturers have  already  reported  a  0.6% 
advance  in  their  November  stock  levels. 

HOUSING  STARTS 

Wednesday,  Dec.  16,  8:30  a.m. est  ^  Hous- 
ing starts  probably  fell  to  an  annual  rate  of 
1.65  million  in  November,  down  slightly 
from  October's  1.7  million  pace.  Even  so, 
housing  appears  to  be  one  of  the  strongest 
sectors  in  the  economy  this  quarter. 

INDUSTRIAL  PRODUCTION 

Wednesday,  Dec.  16,  9: 15  a.m. est  >■  Out- 
put at  mines,  factories,  and  utilities  proba- 
bly fell  0.3%  in  November,  says  the  s&P 


MMS  median  forecast,  on  top  of  a  0.1%  dip 
in  October.  That's  suggested  by  the  drops 
in  factory  jobs  and  average  workweek  for 
the  month.  Consequently,  operating  rates 
likely  remained  at  a  low  80.6%  last  month. 

INTERNATIONAL  TRADE 

Thursday,  Dec.  17,  8:30  a.m. est    The  for- 
eign trade  deficit  for  goods  and  services 
probably  widened  to  $15  billion  in  October, 
from  $14  billion  in  September.  Exports 
probably  fell  back  after  jumping  2.3%  in 
September,  while  imports  likely  rebounded 
in  October  from  a  0.2%  dip  in  September. 
Foreign  trade  subtracted  from  economic 
growth  in  the  third  quarter. 
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sincf1912  Swiss 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Conipanies  listed  only  in  tables  are  not  included. 


Even  il  allilude  records  aren't  in  your  flight  plans,  consider  Itie 
FORTIS  Pilots  Automatic  Chronograph.  Facts,  ensured 
accurate  by  the  automatic  self-winding  Swiss  movement,  are 
presented  crisply  on  its  uncluttered  dial  Minimum  glare  and 
maximum  luminosity  are  the  aims  ol  its  supremely  functional 
design,  which  features- 

♦  Matte-finished  stainless  steel  case 

♦  Anti-reflective  coaling  on  both  sides  of  the  crystal 

♦  Large  face  vuith  high-contrast  dial. 

♦  Tritium-coated  hands  and  indices  for  night  legibility. 

♦  A  fail-safe  power  source  automatic  self-windmg  movement 

Favored  by  combat  and  commercial  pilots  the  world  over, 
FORTIS  Watches  are  at  home  with  vibrations,  extreme 
altitudes,  and  G-Forces.  For  these  reasons,  when  taste 
and  necessity  demand  a  quality  aviation  watch, 
we  ask  that  you  consider  FORTIS. 

The  Fortis  Pilots  Automatic  Chranograph  (shown  above)  $1300 
and  other  Fortis  timepieces  are  available  Irom  $395  and  up  at 


Dallas  Galleria  ♦  13350  Dallas  Parkway  ♦  Dallas.  TX  75080 
Telephone   972-490-6100  ♦  Fax  972-239-4664 


For  a  FOPTIS  catalog  or  to  find  the  closest 
authorized  dealer  to  you,  please  call: 
800-358-92^  2  or  71 7-822-1 900 
:Visit  us  oh  the  web  at, www.fortiswatch.com' 


A&P  46 

ACE  Cash  Express  (AACE)  38 
Aenal  Communications  42 
Airbus  Industrie  39, 46 
Alfa  Bank  36 
Alliant  Energy  6 
Allstate  (ALL)  46 
Amazon  com  (AMZN)  46,98 
Amencan  Express  (AXP)  60, 65, 
106 

American  Tower  (AMT)  98 
America  Online  (AOL)  46,  77, 86 
Andersen  (Arthur)  46 
Apple  Computer  (AAPL)  26,84 
Archer  Daniels  Midland 
(ADM)  82 
AT&T  (T)  42,  73 
Aurora  Foods  (AOR)  98 

B 


Bam  80 

Barnes  &  Noble  (BKS)  8, 46, 86 
Bertelsmann  46 
Blair  (William)  94 
BMW  52, 58 

Boeing  (BA)  34,38,39,46 
Bosch  86 

British  Telecommunications 
(BTY)  42 

Broadcast  com  (BCSST)  98 
Brown  Brothers  Harriman  73 
BT  Alex,  Brown  (BT)  73 

C 


Campbell  Soup  (CPB)  82 
Carnival  Cmise  Lines  (CCD  8 
Case(CSE)  86 
CBS  (CBS)  46 
CDA/Weisenberger  99 
CD  Warehouse  (CDWI)  73 
Challenger  Gray  &  Chnstmas  38 
Citigroup  (C)  77 
Colgate-Palmolive  (CD  86 
CommScan  98 
Comparenet  86 
ConAgra  (CAG)  82 
Conoco  (COO  98 
Corning  (GLW)  68 
Countrywide  Investments  42 
Crate  &  Barrel  94 
Credit  Suisse  60 
Cross  (A,T)  (ATT(.A)  86 


DaimlerChrysler(DCX)  38,58, 
96 

Dataquest  42 
Dead  Sea  Works  52 
Dell  Computer  (DELD  38,  76,  77 
Delta  Air  Lines  (DAD  60 
Diamond  Multimedia 
Systems  86 

Digi  International  (DGII)  26 
Dragon  Systems  86 
DreamWorks  SKG  6 
DuPont(DD)  82 


E*Trade  (EGRP)  86 
Eastman  Kodak  (EK)  8,8 
eBay  (EBAY)  86,98 
Electronic  Data  Systems 
(EDS)  37 
Equant  (ENT)  98 
Ericsson  (ERICY)  42 
Exxon  (XON)  38 

F 


Fiat(FIA)  52 
Ford  (F)  77, 96 
Forrester  Research  (FORR)  77 
Fox  Entertainment  (NWS)  98 
Furman  Selz  96 


Gap  (GPS)  50,94 
Gartner  Graup  (IT)  42,  76,  77 
Genentech  (GNE)  86 
General  Electric  (GE)  37,  50 
General  Mills  (CIS)  8 
General  Motors  (CM)  56, 96, 
106 

Genzyme  Transgenics  (GZTC)  81 
Geocities  (GCTY)  98 
Gillette  (G)  86 

Global  Vacation  Graup  (GVG)  60 
Goldman  Sachs  6 
Guilford  Mills  (GFD)  50 

H 


Honda  (HMO  56 

Hughes  Electronics  (GMH)  49 


IBM  (IBM)  42,  50,  60, 68, 73,  77 

Imagineradio  86 

Infinity  Broadcasting  (CBS)  98 

Inktomi  (INKT)  98 

Intel  (INTO  86 

International  Data  77 

Interspar  46 

Intuit  (INTU)  73 

Indium  (IRIDF)  42 

Iran  Horse  Vineyards  8 

Israel  Chemicals  52 

Israel  Corp  52 

Isuzu  86 


John  Hancock  Advisers  73 
Johnson  &  Johnson  (JNJ)  38, 82 


Kalorama  Information  82 
Kellogg  (K)  82 
Korbel  Wine  Cellars  8 
Korn/Ferry  International  68 

L 


LEGO  86 

Liz  Claiborne  (LIZ)  50 
Lo|as  Renner  35 
LoomisSayles  39 
Lucent  Technologies  (LU)  68 
Lycos  (LCOS)  73 


M  

Macy's(FD)  60 
Mars  82 
Mary  Kay  60 

MasterCard  International  60, 76 
Mattel  (MAT)  106 
Maytag  (MYO  68 
McDonald's  (MCD)  68 
McGraw-Hill  (MHP)  103 
MCI  WorldCom  (WCOM)  42 
McKinsey  60 

Mernll  Lynch  (MER)  56, 96 
Microsoft  (MSFT)  26, 40, 46, 73, 
77,84 
Miros  81 

Mitsubishi  56,86 
Mobil  (MOB)  38 
MoetHennessy  8 
Monsanto  (MTC)  82 
Montgomery  Ward  68 
Montrail  86 
Moonstone  Mountain 

Equipment  10 
Morgan  (J  P)  (JPM)  34,46 
Morgan  Stanley  Dean  Witter 

(MWD)  6,35,99 
Morningstar  98 
Motorala  (MOT)  42, 86 

N 


National  Westminster  Bank 
(NW)  60 
NBA  44 

Netscape  Communications 

(NSCP)  73,77,84 
Network  Event  Theater 

(NETS)  73 

New  England  Consulting  82 
Newer  Technologies  26 
New  York  Knicks  60 
Nextel  Communications 
(CALL)  42 
NexTrend  96 
Nike(NKE)  73 
Nintendo  86 
Nissan  56 
Nokia  {NOK.A)  42 
Northrap  Grumman  (NOC)  38 

O 


Ogiivy  &  Mather  60 
Onion  86 
Oracle  (ORCL)  40 
Organogenesis  (ORG)  86 

P 


Panasonic  86 
Patagonia  10 
Penney  (JO  (JCP)  35 
PepsiCo  (PEP)  86 
Peterman(J,)  94 
Peugeot  60 
Pfizer  (PEE)  18,86 
Pharmingen  81 
Philip  Moms  (MO  10,106 
Pier  1  Imports  (PIR)  94 
Potash  Corp  of 
Saskatchewan  52 
Pottery  Barn  (WSGO  94 
PPL  Therapeutics  81 
Prudential  Insurance  60 
Prudential  Securities  37, 39 

Q 


Qualcomm  (QCOM)  42 


Ragen  MacKenzie  39 
Reader's  Digest  (RDA) 
Refa  Mexicana  50 
Renaissance  Capital  9f| 
Restoration  Hardware  (F 
Robert  Fleming  Securitie 
Roge(R-W)  99 
Royal  Philips  Electronics 
(PHG)  86 

S 


Samsung  50 
Sapient  Health  Network| 
Security  Dynamics  Tectti 
(SDTI)  73 
Sega  86 

Seiko  Instruments  8 
Siemens  26,46,50 
Skytex  50 
Sony(SNE)  86 
SpencerStuart  37 
Standard  &  Poor's  (H 
103 

Starwood  Hotels 
(HOT)  46,68 
Sun  Microsystems  (SUI 

T 


<  Resi 


Tattinger  8 
TBWA/Chiat  Day  f 
Teal  Group  39 
Teleport  Communicatii 
ffCGI)  42 
3Com  (COMS)  46 
Tiger  Electronics  86 
Time  Warner  (TWX)  4( 
TJX  (TJX)  38  'S 
Toshiba  86  M'X 
Toyota  (TOYOY)  56,58P  ■ 
TWA  (TWA)  46 

U 


ULLICO  6 

Union  Labor  Life  Insurfl 
tJnited  Airlines  (UAL)  f 
Universal  Scientific  Inl 
Utendahl  Capital  Parfjkiiijoi 

y  

Van  Kampen  Bond  I 
VeriSign  (VRSN)  73, 
Viatel  (VYTL)  42 
Visa  USA  60 
Visionics  81 
Volkswagen  50,56, 

W 


Wal-Mart  Stores 
Walt  Disney  (DIS) 
Warburg  Pincus  Asse' 
Management  73 
Waste  Management  | 
Wireless  Dimension 
Wisconsin  Power 


t 


Xerox  (XRX)  68 
Y 


Yahoo!  (YHOO)  98 
Yamaha  86 


ZedaABM  81 
Zeneca (ZEN)  82 
Zilog(ZLG)  68 
Zurich  Group  34 
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jvestment  Figures  of  the  Week 


>  500 

June    Dec.  Dec.  3-9 


1183.49 


ih change       1 -week  change 
3%  +1.0% 

iENTARY 

rang  performance  of  the 
eavy  NASDAQ  index  was 
g  news  in  tlie  markets 
eek.  While  the  S&P  500 
;  rose  a  tepid  1.0%  and 
N  industrials  actually  fell 
the  NASDAQ  surged  2.8% 
ecord  high,  with  such 
as  Intel  and  Microsoft 
^ ;  huge  gains.  Since  the 
ng  of  the  year,  the  index 
Med  30.5%,  compared 
2%  for  the  S&P  and 
for  the  Dow.  Bonds  also 
some  nifty  gains,  as 
d  on  the  30-year  Trea- 
I  below  5%  for  the  first 
ice  mid-October 


EST  RATES 


t'SURY  BOND  INDEX 

|i  une   Dec.   Dec.  3-9 


:n50.56 

;  1730 

-1705 


:hanoe        1 -week  change 
+0.2% 

mberg  Financial  Markets 

nus  Diversified  SM  All  Equity 
eturn        52-week  total  return 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9009.2 

-0.6 

12.9 

NASDAQ  Combined  Composite 

2050.4 

2.8 

28.4 

S&P  IVIidCap  400 

359.0 

1.7 

9.5 

S&P  SmallCap  600 

167.6 

0.7 

-6.4 

S&P  SuperComposite  1500 

249.1 

1.1 

19.6 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

444.5 

4.4 

50.5 

S&P  Financials 

126.2 

-1.4 

6.2 

S&P  Utilities 

256.0 

0.6 

16.1 

PSE  Technology 

422.5 

3.2 

43.0 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5669.1 

2.9 

10.5 

Frankfurt  (DAX) 

4663.7 

-0.6 

13.3 

Tokyo (NIKKEI  225) 

14,931.9 

-0.4 

-9.4 

Hong  Kong  (Hang  Seng) 

10,361.3 

3.0 

-6.0 

Toronto  (TSE  300) 

6406.3 

0.4 

-5.2 

Mexico  City  (IPC) 

3805.5 

-0.3 

-24.6 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.31  % 

1.33% 

1.57% 

S&P  500  P/E  Ratio  (Last12mos 

)  30.6 

30.1 

24.6 

S&P  500  P/E  Ratio  (Next12mos 

)*  23.0 

22.8 

19.3 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Transportation  Services 

28.7 

Communications  Equip. 

85.9 

Semiconductors 

23.3 

Genl.  Merchandise  Chains 

67.7 

Instrumentation 

16.1 

Specialty  Appar.  Retailers 

65.4 

Communications  Equip. 

15.7 

Drug  Chains 

60.5 

Specialty  Retailers 

15.6 

Computer  System„ 

60.2 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                           months  % 

Oil  &  Gas  Drilling 

-25.7 

Oil  &  Gas  Drilling 

-64.2 

Oil-Well  Equip.  &  Svcs. 

-18.9 

Oil-Well  Equip.  &  Svcs. 

-45.9 

Toys 

-18.0 

Leisure  Time 

-34.7 

Gold  Mining 

-17.3 

Metals 

-34.2 

Oil  Exploration  &  Prod. 

-16.9 

Oil  Exploration  &  Prod. 

-33.5 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-1.81  %  -4.25%  -1.35% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data:  Bloon-iberg  Financial  Markets; 


1094.2  1090.6 
35.0%  35.0% 
0.46  0.43 
0.71  0.63 


Positive 
Positive 
Negative 
Positive 


"First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Telebras-ADR 

85  ^'1 6 

-1  Vie 

Amoco 

56 '/i  6 

-1  5/16 

Gateway  200G 

52  5/1 6 

-6"/l6 

Coca-Cola 

68  5/8 

-2 '5/,  6 

Procter  &  Gamble 

86^4 

-1  '^16 

McKesson 

70  V2 

-3 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

79 '3/16 

12  "/1 6 

MCI  WorldCom 

62 '/8 

6'/8 

Microsoft 

1313/16 

20  V2 

Sun  Microsystems 

76  Vs 

14^16 

Inktomi 

122V8 

6^8 

Lycos 

57 '/a 

6V4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.77 

4.79 

5.20 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.41 

4.48 

5.21 

assuming  a  il7o  tederal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.37 

4.40 

5.21 

Latest 
week 

Last 
week 

Latest  Last 
week  week 

1-YEAR  TREASURY  BILLS 

4.43 

4.41 

5.51 

GENERAL  OBLIGATIONS 

4.12% 

4.14% 

4.80%  4.80% 

10-YEAR  TREASURY  NOTES 

4.57 

4.59 

5.90 

PERCENT  OF  TREASURIES 

90.16 

90.24 

96.34  95.62 

30-YEAR  TREASURY  BONDS 

4.98 

5.03 

6.10 

TAXABLE  EQUIVALENT 

5.97 

6.00 

6.96  6.96 

LONG-TERM  AA  INDUSTRIALS 

5.95 

5.96 

6.63 

INSURED  REVENUE  BONDS 

4.23 

4.28 

5.01  5.03 

LONG-TERM  BBB  INDUSTRIALS  6.84 

6.85 

7.03 

PERCENT  OF  TREASURIES 

92.56 

92.85 

100.56  100.21 

LONG-TERM  AA  TELEPHONES 

6.35 

6.35 

7.02 

TAXABLE  EQUIVALENT 

6.13 

6.17 

7.26  7.29 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Matthews  Korea  I 
ProFunds  UltraOTC  Service 
Fidelity  Select  Electro^iics 
Rydex  Electronics  Inv. 
Fidelity  Select  Technology 

Leaders 

52-week  total  return 


3 1 .8  ProFunds  Ultrashort  OTC  Inv.  -23.7 

26.3  Fidelity  Sel  Energy  Serv.  -19.1 

22.1  Oppenheimer  Real  Asset  B  -18.7 
21.0  Rydex  Energy  Svcs.  Inv.  -18.4 

19.2  State  St.  Res.  Glob.  Res.  B  -17.9 


Laggards 
%    S2-week  total  return 


% 


Technology 

Communications 

lapan 

Diversihed  Pacific/Asia 
PacificMsia  ex-lapan 

Leaders 

S2-week  total  return 


13.2  Precious  Metals  -8.7 

9.3  Natural  Resources  -8.4 

8.1  Latin  America  -5.2 

7.3  Diversified  Emerging  Mkts.  0.1 

7.1  Small-cap  Value  0.5 

Laggards 

52-week  total  return  % 


% 


ingstar,  Inc. 


ProFunds  UltraOTC  Inv. 
Munder  NetNet  A 
Dreyfus  Technology  Grovrth 
Flag  Investors  Communs.  A 
Fidelity  Select  Computers 


100.0  Lexington  Troika  Russia  -82.9 

67.3  Fidelity  Sel  Energy  Serv.  -53.3 

62.0  Eaton  Vance  Wwde.  Dv.  Res.  B  -51 .9 

57.8  American  Heritage  -51.6 

56.5  State  St.  Res.  Glob.  Res.  B  -51.1 


Communications  30.5  latin  America  -37.1 

Technology  26.9  Diversified  Emerging  Mkts.  -29.9 

Large-cap  Grovrth  22.9  Natural  Resources  -28.0 

Utilities  18.7  Pacific/Asia  ex-lapan  -19.7 

Large-cap  Blend  15.8  Real  Estate  -14.5 


■  of  market  close  WeidnesiJay.  Dec.  9,  1998,  unless  ottierwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Dec.  8.  For  a  more  detailed  explanation,  write 
S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 


BUSINESS  WEEK  /  DECEMBER  21,  1998  105 


Editorials 


THE  COMIIVG  TEST  FOR  PRODUCTIVITY  GAINS 


Productivity  gi-o\vth  for  the  U.  S.  economy  in  the  third 
quarter  rose  by  3%.  That's  a  strong  showing,  especially 
so  late  in  a  business  cycle  that  will  enter  its  94th  month  of 
expansion  in  January  (beating  the  previous  record  peace- 
time expansion,  in  the  1980s).  In  fact,  productivity  growth  for 
the  past  three  years  has  averaged  about  2%,  nearly  twice  the 
1%  rate  of  the  '70?  and  '80s.  This  is  an  important  achieve- 
ment. It  suggest  ?  that  productivity  gi'owth  may  be  retiuTiing 
to  its  historic  trend  of  2%,  permitting  sustained  high  economic 
growth,  luw  unemployment,  and  low  inflation  well  into  the 
next  century. 

But  the  numbers  are  not  conclusive.  Over  the  past  30 
years,  there  have  been  four  three-year  periods  where  pro- 
ductivity growth  averaged  2%  before  falling  back  below  that 
level.  Is  the  1996-98  period  a  temporaiy  bump,  or  the  begin- 
ning of  a  sustained  era  of  high  productivity  gTowth?  We  just 
don't  know. 

Then  there  is  the  problem  of  measurement.  Recent  re- 
visions by  the  Bureau  of  Labor  Statistics  changed  the  way 
the  inflation  rate  is  calculated  to  better  reflect  price 
fluctuations.  This  lowered  the  official  inflation  rate  and  au- 
tomatically raised  growth  estimates  for  both  gi'oss  domestic 
product  and  productivity.  Are  the  revisions  giving  a  false 


picture  of  U.  S.  productivity  growth?  We  don't 
On  the  other  hand,  productivity  gains  in  banking 
nance,  huge  sectors  of  the  economy,  don't  show  up  in 
stats,  either  (page  76).  Thanks  to  computers,  globali| 
and  math  wonks  who  dream  up  new  algorithms, 
markets  are  much  more  efficient  than  before.  In  the 
gage  market,  for  example,  gains  in  efficiency  are  lead 
reduced  costs  and  lower  interest  rates.  This  is  all 
people  to  refinance  their  mortgages  multiple  timel 
relative  ease.  Yet  productivity  gains  in  the  mortgagj 
kets  are  not  counted.  They  show  up  only  as  hikes 
sumer  spending,  as  people  take  their  refi  money  a^ 
gifts  for  the  holidays.  So  is  productivity  even  highe 
the  numbers  shov/?  We  don't  know. 

The  real  test  is  ahead.  If  high  tech  and  globalizatic 
combined  to  lift  productivity  back  to  a  2%  or  higher  I 
gi'owth  rate,  then  the  next  yeai"  or  two  should  prove  tl[ 
Productivity  has  done  well  in  the  past  thi'ee  yeai's  in 
cause  the  economy  has  been  so  strong.  But  it  must 
foiTn  well  in  an  economic  slowdown  before  a  definitive  I 
can  be  made.  That  slowdown  is  approaching.  Our  bes 
is  that  the  gi'oMh  in  productivity  is  no  three-year 
But  we  await  the  test  results  to  be  sure. 


BLACK  EXECS:  STILL  HITTING  A  GLASS  CEILI 


In  March,  1988,  business  week  published  a  cover  stoiy 
that  detailed  the  progi'ess  of  black  Americans  and  their 
hard-won  movement  into  the  coi-porate  mainstream.  Besides 
detailing  African  Americans'  rising  income  and  employment 
prospects,  the  stoiy  matter-of-factly  predicted  the  appointment 
of  the  fii-st  black  ceo  of  a  major  U.  S.  company  wthin  a 
decade.  Ten  years  later,  America  is  still  waiting. 

While  the  thought  of  being  lauded  as  the  coi-porate  equiv- 
alent of  Jackie  Robinson  seems  distasteful  to  many  black 
managers,  the  ascension  of  the  first  black  ceo  of  a  major 
U.  S.  coiporation  will  still  be  as  important  a  "fii'st"  as  Robin- 
son's triumphs  on  the  baseball  field  or  Roman  Catholic  John  F. 
Kennedy's  winning  of  the  White  House.  Business  success, 
like  politics  or  baseball,  is  a  reflection  of  American  asph'ations. 

The  good  news  is  that  African  Americans  have  made  sig- 
nificant progress  in  Coi-porate  America  over  the  past  decade, 
especially  in  the  second  and  third  tiers  of  management.  A  few, 
such  as  American  Express  President  Kenneth  I.  Chenault 
(page  60),  are  bona  fide  stars.  It's  no  longer  unusual  to  en- 
counter black  vice-presidents  at  a  wide  range  of  businesses, 
and  senior  line  managers  long  ago  shed  the  stereotypical 
staff  jobs  that  the  early  ranks  of  black  execs  seemed  stuck 
with.  Most  important,  the  number  of  black  mbas  has  soared. 
That  growing  pool  of  African  American  talent  provides  fresh 
hope  that  a  black  ceo  won't  be  an  anomaly  in  a  few  years. 


But  for  now,  the  limits  to  black  coiporate  success  a] 
miiTor  the  experience  of  women.  The  federal  Glass 
Commission's  1995  survey  of  senior-level  male  maiii;> 
major  companies  found  only  0.6%  of  them  to  be 
American.  So  the  Franldin  D.  Raineses  of  the  world  i 
become  cWef  executive  of  Fannie  Mae  on  Jan.  1)  ai'e  eec 
er  than  the  Jill  E.  Barads  (she  is  ceo  of  Mattel  Int 
most  senior  black  executives  would  have  faced  bett'| 
pm'suing  a  top  job  in  academia,  government,  or  at  a  rsu 
than  at  the  largest  U.  S.  public  companies. 

So  what,  then,  is  keeping  blacks  out  of  the  ccv 
driver's  seat?  Traditionally,  it  has  been  the  lack  of  ti  u 
senior  line-management  jobs.  But  that  has  certainly  la 
as  a  gi'owing  number  of  black  execs  have  finally  gaine  t 
years  of  industry  experience  generally  considered  de  ii.- 
for  CEOS  at  many  established  companies.  ' 

In  fact,  though  many  managers  are  loath  to  sa^t 
crimination  can't  be  iTiled  out  as  one  of  the  reason, 
blacks'  slow  progress.  A  new  National  Bureau  of 
Research  study,  for  instance,  found  that  black  entre 
are  tvrice  as  likely  to  be  denied  loans  fi-om  banks  thaij 
even  when  they  are  equally  creditworthy.  The  awfui 
the  CEO's  chair  in  corporate  boai'drooms  may  alscJf 
likely  to  be  offered  to  people  of  color.  Whatever  thi« 
the  glass  ceihng  still  appears  to  be  with  us — only  hib 
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IT  HAS  ONE  OF  THE 
MOST ADVANCED 
AUTOMATIC  4WD  SYSTEMS 

IN  THE  WORLD. 

WE  SHOULD  KNOW.  WE'VE  DRIVEN  MOST  OF  IT. 


No  matter  where  on  this  harsh  planet  our 
engineers  take  the  Infiniti  QX4, ;  has  proven 
to  be  more  than  up  to  the  challenge.  Th^  .ecret 
is  its  automatic  All-Mode  4WD  system,  whi 
instantaneously  varies  the  power  between  the 
front  and  rear  wheels  to  maximize  traction  on 
changing  surfaces.  In  other  words,  you  won't 
have  to  lift  a  finger  to  operate  the  system. 

Another  reassuring  fact:  the  QX4  tied  as 
the  Best  Luxury  Sport  Utility  Vehicle  accord- 
ing to  J.D.  Power  and  Associates." 

To  better  acquaint  you  with  the  QX4,  we 
nvite  you  to  visit  your  nearest  Infiniti  Retailer. 
Considering  the  QX4's  reasonable  starting  price 
of  $35,550,' you  could  soon  be  taking  it  on  an 
adventure  of  your  very  own. 

INFINITI 

OWN  ONE  AND  YOU'LL  UNDERSTAND 

www  infiniti-usa.com  /  800-499-5900 
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What  makes  Teligent  different 
from  other  phone  companies? 

For  starters. 


The  big  phone  companies  Jiave  not  exactly  made  a  lot  of  friends  at  small  and  mid-sized  businesses.  After  all,  they  don't  giV 
smaller  companies  the  massive  communications  power  that  big  companies  get.  Nor  do  they  give  them  the  preferential  treatmei 
or  the  substantial  cost  savings.  That's  why  we  created  Teligent.  From  our  12-inch  antenna  on  the  roof  of  your  office  buildir 
Teligent's  Digital  SmartWave  '  technology  gives  you  many  of  the  advantages  of  a  fiber-optic  connection.  High-quality  local  an| 
long-distance  phone  service.  Internet  access  up  to  100  times  faster  than  a  dial-up  connection.  Even  enough  bandwidth  to  hand( 
full-motion  videoconferencing.  Plus,  our  online  bHItng  system,  e»magine7  offers  you  an  unparalleled  ability  to  view  and  analy^ 
your  bill.  Right  on  the  Web.  All  this  Is  yours  from  one  company,  for  one  predictable  flat  monthly  charge.  And  it's  all  up  to  30%  q 
Contact  us.  We  think  it  will  be  love  at  first  sight.  For  more  information,  visit  vmw.teligent.com.  •»    •  i 


©1998  Teligent.  Inc. 


CUTIVE.  MONEY  MAKER.  FACT  WRANGLER. 


's  got  an  NCR  Data  Warehouse  to  get  him  off  the  ground. 


I  clouds.  Questions?  Call  1-800-CALL-NCR  or  www.ncr.com. 
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EATING  DUST  IN  DETROIT? 

Japan  unveiled  car-truck  hybrids  years  ago. 
Now  Detroit  joins  the  parade  page  56 
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News:  Analysis  &  Commentaiy 

50    BROADBAND  BATTLE 

The  scramV)le  is  on  to  sup]:)ly  fatter  data 
pipelines  to  the  home — and  soon  the  FCf 
will  announce  the  rales  of  engagement 
.  2    THE  NEW  SPACE  RACE 

DirecT\'  buys  out  a  partner  to  bulk 
up  against  satellite-TV  rivals 

53  AT&rS  WIRELESS  PATH 

CEO  Armstrong  reckons  "Project 
Angel"  should  provide  a  wireless  path 
to  local  phone  service 

54  COMMENTARY:  THE  SAVINGS  RATE 
Keep  on  spending,  and  let  the  market 
do  the  saving — for  now,  anyway.  The 
global  economy  depends  on  it 

56    DETROIT  IS  IN  THE  CATCH-UP  LANE 
Although  they  invented  the  srv,  the 
Big  Three  lag  way  behind  rivals  in  the 
small-si  v  market 

58    DOES  TWA  NEED  A  NEW  CAPTAIN? 
Following  strategy  misfires,  labor  is 
demanding  new  management 


60    COMMENTARY:  HIGH-TECH  EXPORTS 

Congress  can  protect  U.  S.  interests 
with  a  few  simple  fixes 
60    THE  SOFTEST  SIDE  OF  SEARS 

The  retailer  is  in  a  squeeze  between 
high-fashion  rivals  and  discounters 

62  CAN  THIS  TELECOM  VET  SAVE  EDS? 
Hopes  are  high  for  CEO-elect  Dick 
Brown  after  his  success  at  Britain's 
Cable  &  Wireless 

63  CARL  ICAHN'S  TOXIC  TAKEOVER 
Industrial-waste  giant  Philip  Services 
is  giving  the  raider  a  heap  of  trouble 
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What  did  Mobil  know  about  a  bi-utal 
military  rout  of  local  guerrillas  near  its 
liquefied-natural-gas  joint  venture  with 
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Washington 
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108    BANKING  AND  FINANCE 

"Boring  is  in,"  say  analysts.  With  so 

many  pitfalls,  caution  is  the  watchword 
110    TECHNOLOGY  STOCKS 

While  volatile,  they  just  might  outran 

the  herd  again 
114    SAFE  HAVENS 

Stocks  that  don't  slide  when  the 

economy  does 
120    UNDISCOVERED  GEMS 

There's  plenty  of  potential  in  companies 

too  small  for  the  pros  to  bother  with 
124  EUROPE 

Markets  are  bigger  and  some  sectors 

are  hot,  but  gTowth  is  lower  overall 
130    EMERGING  MARKETS 

They're  minefields,  but  there  are  a  few 

tantalizing  trails 
132  JAPAN 

RefoiTns  are  on  track,  but  buyer  beware 
136  OPTIONS 

Using  puts  and  calls  to  reduce  risk 
138  SHORTS 

Net  and  niche  stocks  are  favorites 
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This  year's  entrants  "invest"  $100,000 


151  MERGERS 

Takeovers  in  1999  may  surpass  last  yeai- 
154    MUTUAL  FUNDS 

Only  10<7f  of  them  beat  the  S&P  500 
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158  BONDS 

With  the  Ti-easuiy  rally  over,  munis 
and  high-.vield  bonds  may  be  good  bets 

162    REAL  ESTATE 

REITS  have  lost  some  luster,  but  the 
property  market  should  smooth  out 

166    THE  NETS  BURIED  TREASURE 

Amid  the  trash,  terrific  stuff  for  free 

170  ART 

The  ait  market  isn't  soaring  as  fast  as  it 
once  did,  and  there  are  still  good  buys 
175    INSIDE  WALL  STREET 


THE  INVESTMENT  SCOREBOARD 


176    U.  S.  EARNINGS  OUTLOOK 

How  to  use  Scoreboard  data  to  give 
yourself  a  ranning  start 
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issue  are  available.  For  information  and  prices, 
call  the  single-copy  desk  at  609  426-5348. 
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Up  Front 


TALK  SHOW  ui  have  no  intention  of  resigning" 
— President  Bill  Clinton 


A  LABOR  LOCKOUT 
DIMS  ABC  NEWS 

A  LOCKOUT  OF  2,400  UNION 
technicians  at  Walt  Disney- 
owiied  ABC  has  put  the  net- 
work's news  division  in  an 
awliward  position. 

Since  abc  locked  out  the 
staffers  on  Nov.  3,  following  a 
one-day  strike  over  health 
care  and  other  issues,  celebri- 
ties and  top  Democrats  have 
honored  picket  lines.  Jerry 
Springer  and  Tony  Bennett 
both  refused  to  cross  the 
lines  to  appear  on  entertain- 
ment programs.  And  in  an 
even  bigger  blow  to  its  pres- 
tige, ABC  News  has  been  de- 
nied on-camera  interviews 
during  the  impeachment  cri- 
sis with  Al  Gore,  Senate  and 
House  minority  leaders  Tom 
Daschle  (D-S.D.)  and  Richaixl 
Gephai-dt  (D-Mo.),  and  sena- 
tors Barbara  Boxer  (D-Calif.), 
and  .Joe  Biden  (D-Del.).  All 


SPRINGER:  Won't  civss  a  line 

cite  the  labor  dispute  as  the 
reason  for  then-  no-show.  And 
because  the  Wliite  House  re- 
fuses on-camera  interviews 
with  companies  in  labor  dis- 
putes, aides  and  Cabinet 
members  are  also  staying 
away.  "This  makes  our  job  a 
bit  more  difficult,  but  it  has 
not  compromised  our  report- 
ing," says  ABC  spokeswoman 
Eileen  Murphy.  She  says  re- 
porters can  still  talk  to  De- 
mocrats and  Administration 
officials  off-camera.  But  for  a 
visual  medium,  that  is  clearly 
second  best.  Aa)V}i  Benistein 


PAPER  PLAYS 


TEL-SAVE  TO  SHORT- 
SELLERS:  YOU  WIN 


AlLIXi;  TEL-SAVE.COM,  LONG 

the  target  of  short-sellers, 
launched  a  war  on  the  shorts 
earlier  this  year  with  a  ru- 
inously expensive, 
$281  million  buy- 
back.  The  short 
squeeze  hasn't 
worked:  Fully  a 
third  of  the  com- 
pany's remaining 
shares  are  still 
shorted.  And  the 
stock  has  slipped 
68%  fi-om  its  Feb- 
ruaiy  high,  to  lO'A. 

Now,  new  ceo 
Gabriel  Battista 
says  he's  throwing  in  the  tow- 
el. Because  the  ujjstart  long- 
distance company  needs  the 
capital,  he  is  ending  the  cam- 


TEL-SAVES 
TUMBLE 
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paign  that  resulted  in  the  pur- 


chase of  16  milhon  of  the  65 
million  shares  outstanding. 
"Let  the  shorts  take  care  of 
themselves,"  says  Battista, 
who  previously  headed  Inter- 
net company  Network  Solu- 
tions. "We  have  to  get  our 
numbers  up." 

Tine.  Tel-Save  has  been  in 
the  red  both  this 
year  and  last.  By 
Sept.  30,  available 
cash  had  dropped 
to  a  perilous  .$84 
miUion,  from  $.538 
million  at  yearend 
1997.  One  reason: 
the  financial  di'ain 
ft-om  its  1997  $100 
million  ad  deal 
with  America  On- 
line. Another  is 
the  thin  margins 
Tel-Save  makes  on  its  spe- 
cialty, cut-rate  phone  calls. 
Guess  that  buyback  strategy 
was  about  as  helpful  as  a 
millstone.  Larry  Light 


t-WAY  PATROL 

MICROSOFT  MAKES  A 
WITNESS  DISAPPEAR 

WHY    DID    microsoft  GIVE 

its  own  trial  witness  the 
hook?  On  the  eve  of  its  his- 
toric antitrust  trial 
in  September,  the 
software  giant 
named  Michael 
Dertouzos,  direc- 
tor of  Massachu- 
setts Institute  of 
Technology's  Lab- 
oratory for  Com- 
puter Science,  as 
a  technical  expert. 
Two  weeks  later, 
after  he  was  de- 
posed, he  was  cjui- 
etly  dropped  as  a  witness. 

That  might  have  been  the 
end  of  it,  except  that  in  comt 
on  Dec.  8,  both  the  govern- 
ment and  Microsoft  cited  Der- 
touzos' deposition.  The  gov- 
ernment noted  that  Dertouzos 
called  Web  browsers  applica- 
tions rather  than  part  of  an 


operating  system — whic 
tressed  the  feds'  cast 
crosoft  fii'ed  back  thai 
touzos  sees  the  meri 
browser  and  operating 
as  inevitable — which  i: 
a  competitive,  but  no: 
Microsoft.  The  feds  s; 

crosoft  d: 
Dertouzos  b 
he  didn't  si 
its  case.  Mii 
says  it 
witnesses  bj 
the  gove: 
tered  its  foi 
Dertouzol 
imsm'e  why 
came  witnei 
gi'ata  but  SI 
he  was  "ai 
too  indepe: 
The  professor  says  he 
to  testify  after  Microsi 
Bill  Gates  personally  {j 
him  last  summer,  proi 
Dertouzos  that  he  w<i 
have  to  mouth  the  coi 
Hne.  Well,  he  didn't — ai 
idently,  Microsoft  didi 
what  it  heard.  Steve  i 


Y( 


FAT  WALLETS 

NO  MAHERWHAT, 
GOLDMAN  SPINS  GOLD 

WHEN  IT  COMES  TO  MARKET 

timing,  Goldman  Sachs  sells 
its  expertise  for  big  bucks. 
But  its  recent  track 
record  has  been  a 
tad  embarrassing. 
The  fii'm  decided 
to  launch  a 
stock  offering 
just  before  the 
stock  market 
crested,  then 
withdrew  it  in  Sep 
tember,  as  the  stock 
market  was  bottom- 
ing out.  To  make  mat- 
ters worse,  Goldman 
announced  on  Dec.  14 
that  its  fourth-quarter,  pre- 
tax profits  had  fallen  81'7f ,  to 
$107  milhon,  because  of  trad- 
ing losses. 

But  don't  cry  for  Wall 
Street's  last  big  private  part- 


CORZINE: 

■•rhnlh'd" 
ivith  ear)ii)igs 


nership  yet:  For  th(| 
that  ended  on  Nov.  27l 
man  collected  $2.9  bilE^ 
pretax  earnings,  a  ha  I; 
than  the  $3  billion  it  [ 
in  spectacular,  recon 
1997.  Says  Co-Chief  f 
five  Jon  Corzine  oi 
man's  eaniingsl 
en  the  huri 
that  the  w(  I 
perienced 
gust,  Sep 
and  Octol 
thrilled  w!P 
A  hot  iJ  I 
the  boomin  "'^'^5 
al  mergers-; /"J«5 
quisitions  hmmo 
more  than  mlel  drive 
for   trading  \(].,^^^ 
And  Goldmart  "  ' 
its  head  counii^-~-~ 
by  20%.  Okay,  bonusB 
be  "flatfish,"  CorzinU 
But  that's  after  threi;t 
of  30%  bonus  growth  ^ 
Any  IPOS  in  1999?  CoJ;.  s  ,,, 
mum.    Leah  Nathan  'fi-.»ii, 
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IN  LOW  TRACTION  CONDITIONS, 
QUADRA-DRIVE  FINDS  AN  ELIGIBLE  RECEIVER 
AND  SENDS  ALL  THE  POWER  TO  IT 


'  there's  a  revolutionary  new  four-wlieel  drive 
at  does  the  thinking,  and  the  work,  for  you. 
)ducing  Quadra-Drive,^  our  most  advanced 
l  ei  drive  system  ever.  If  only  one  wheel  has 
Quadra-Drive  seeks  that  wheel  out,  then 


transfers  all  the  power*  to  ii.  And,  unlike  some 
other  systems,  it  works  both  front-to-rear  and  side- 
to-side.  In  fact,  Quadra-Drive  is  the  only  system  in 
the  world  that  delivers  maximum  power  all  the 
time.  So  Jeep  Grand  Cherokee  can  pull  you  out  of 
situations  other  4x4s  just  couldn't  handle. 

To  see  it  in  action,  watch  the  Jeep  Aloha  Bowl 
on  ABC  and  the  Jeep  O'ahu  Bowl  on  ESPN  Dec.  25. 


Jeep 


THERE'S  Only  One 


THE     ALL-NEW     JEEP    GRAND  CHEROKEE 

FE   MOST  CAPABLE  SPORT  UTILITY  EVER' 


DUj  jif.  Visit  www.jeep.com  or  call  1-800-925-JEER  *Sends  100%  ol  the  developed  engine  lorc|ue.  '  'Based  on  AMCl  overall  on-  and  ofl-road  performance 
ests  using  Grand  Cherokee  widi  available  Quadra-Drive'"  and  V8  engine.  'Optional.  Jeep  is  a  registered  trademark  of  DaimierChr)'sier. 


Up  Front 


DRAWN  &  QUARTERED 


VACATION  NATION 

DISNEY'S  IN  DRY 
DOCK-AGAIN 

OOPSl  LATE  AGAIN.  WITH  THE 

adverse  publicity  Walt  Dis- 
ney suffered  because  of  the 
twice-delayed  premiere  of  its 
cruise  ship.  Disney  Magic, 
you  would  think  the  enter- 
tainment giant  wouldn't  make 


another  such  mistake.  MAGIC:  The 
Wrong.  ship  that 

Disney  Cniise  Lines  finally 
has   stopped   taking  appeared 
reservations  for  the 
March  15,  1999.  inaugural 
sailing  of  its  second  ship.  Dis- 
ney Wonder,  because  that 
floating  extravaganza  won't 
be  finished  on  time  either. 
The  2.400-passenger  ship  now 


won't  officially  set  sail  until 
Aug.  15.  1999.  Disney  blames 
the  delay  on  constnaction 
problems  at  the  same  Fin- 
cantieri  shipyards  in  Italy 
that  built  Disney  Magic. 

Yet  even  as  it  took  reser- 
vations, Disney  says  it  knew 
the  delay  of  the  fli'st  ship 
would  put  the  second  one  be- 
hind schedule.  "It  didn't  come 
as  any  sui-piise."  says  spokes- 
woman Amy  Fo- 
ley— though  it 
sure  may  have 
surprised  some 
customers.  Dis- 
ney had  to  re- 
book  an  undis- 
closed number  of 
passengers  on  the 
Magic,  giving  them 
S250  to  spend  on 
board.  Ti-avel  agents 
predict  that  Disney  will  do 
what  it  has  to  do  to  keep 
the  cmising  public  coming. 
Even  if  they  come  five 
months  later  than  they 
planned.  Dennis  Blank 


OVER  THERE 

A  NOT-TOO-SWIFT 
KICK  AT  KICKBACKS 

IX   THE    UNITED   STATE.-^.  IF 

youl-  business  offers  a  biibe 
to  win  a  foreign  contract, 
watch  out!  You've 
just  committed  a 
crime.  Do  the 
same  in  France, 
and  congi-atula- 
tionsl  You've 
won  a  t  a  .X 
deduction. 

But  this  gi-avy 
train  may  be 
ending  soon: 
On  Dec.  17  in 
Paris.  34  Indus 
trial  nations  — 
including  France — 
will  celebrate  the  fii-st 
anniversary  of  a  multination- 
al treaty  outlawing  con^orate 
bribery. 

Ti'ouble  is.  France  and  'Zi 
other  signatories  have  not  yet 
ratified  the  agreement.  'The 
U.  S.  has  done  so.  along  with 
other  major  players  such  as 


Gemiany  and  .Japan.  Yet  the 
U.S.  wants  stronger  enforce- 
ment. Secretary  of  State 
Madeleine  Albright,  for  in- 
stance, has  recently  criticized 
the  Japanese  for  theu-  insuffi- 
cient efforts  at  stemming 
coiTuption. 

Why  the  foot-di-agging? 
'It's  a  big  challenge 
to  comince  business 
that  they  will  not 
lose  their  compet- 
itive advantage." 
ays  Seth  Gold- 
sehlager.  dii-ec- 
tor  of  a  new. 
privately 
funded  Center 
for  Anti-Cor- 
raption  Compli- 
ance, in  Palis. 

He  says  the 
organization  has 
ch-awTi  up  "best  practices"  pi-o- 
gi-ams  that  can  help  compa- 
nies comply  with  the  anti- 
biibeiy  treaty.  Considering 
that  the  center  cannot  offer 
kickbacks,  however,  it  may 
have  a  hard  time  finding 
clients.      William  Echikson 


SOFTWARE  SAGAS 


TEACHING  OLD  TOOLS 
HIGH-TECH  TRICKS 

A  SLICK  SOFTWARE  MANUFAC- 

tui'er  in  Ann  Ai'bor.  Mich.,  is 
making  sexy  profits  fi-om  an 
important,  but  decidely  un- 
sexy.  part  of  the  economy: 
machine  tools. 

How  so?  Say  you  have  an 
aging  18-year-old  vertical 
turning  lathe — which  you 
would  if  you  were  a  company 
like  Detroit  Diesel — and 
wanted  to  keep  it  cutting 
steel  for  engine  parts.  The 
lathe's  failure  would  crimp 
production,  but  a  new  ma- 
chine would  cost  S250.000. 

So  Detroit  Diesel  hooked 
up  the  lathe  to  an  old  pei-son- 
al  computer  Special  softwai'e 
fi'om  Manufactuiing  Data  Sys- 
tems Inc.  then  allowed  it  to 
i-un  efficiently  again,  and  all 
for  onlv  S20.0()0. 


MDSi  introduced  the 
wai-e  that  made  it  poss 
Mai-ch.  1997.  Now  it  ha 
of  the  mai'ket  for  whi 
called  softwai'e  comput 
merical  controls.  The 
tiy  had  only  86.7  mil 
1998  revenues.  But  it 


LATHE  LIFT:  Detroit  D 


jected  to  gi'ow  at  an 
compounded  gi'owth  i 
lOS'^   over  the  nex 
years. 

WTiich  shows  how  so 
wizards  can  put  son 
back  into  smokestack . 
ca,  and  make  some  i 
too.  De'Ann  V 


THE  BIG  PICTURE 


THE  HIGH  COST  OF  VIHLES  in  a  survey  of  30 
markets,  the  price  of  an  a\  erage  restaurant  meal  ed^! 
to  $21.61  in  1998,  fi-om  -$21.14  in  1997.  On  average,  d, 
said  they  ate  out  at  the  same  rate — about  3.6  meals 


week — in  both  vears. 


AVERAGE  COST  OF  A  RESTAURANT  MEAl' 
AVERAGE  OF  20  MOST  EXPENSIVE  REST 


FOOTNOTES  Projected  Broadway  ticket  sales  for  the  1998-99  season:  $580  MILLION,  for  1997-98:  $558  MILLION 
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DATA:  THE  LEAGUE  OF  AMERICAN  THEATRES  AND  PRODU 


i|  •  V  Things  Every  Investor  Should  Know 


Q:  In  corrections  and 
bear  markets  since  1926, 
small-company  stocks  have 
Derformed  better  than 
arge-company  stocks. 


large-company  stocks 


1 


True 
False 


Al  False 


Small-company  stocks  have  outgained  large-company  stocks  over  the  last  70 
years.  But  in  market  declines,  large-capitalization  stocks  have  fared  much  better. 
The  reason?  Large  caps  represent  shares  of  well-established  companies  that 
investors  often  turn  to  in  times  of  volatility.  Also,  the  shares  of  such  seasoned 
companies  are  more  actively  traded  and  are  easier  to  buy  and  sell,  making  them 
more  attractive  in  weak  markets.  Long  term,  you  can  enjoy  extra  returns  from 
small  stocks,  but  large  caps  can  better  endure  sharp  declines  in  the  short  run. 

Source:  Ibbotson  Encorr,  Fidelity  Investments,  1998. 


When  you're  looking  for  opportunities  in 

large-company  stocks, 

look  to  Fidelity. 


3^  Fidelity  Blue  Chip  Growth  Fund  When  you  want  to  add  large-company  slocks 

5^  Fidelity  Large  Cap  Slock  Fund  to  your  portfolio,  consider  three  well-known 

>-  Fidelity  Fund  funds  Irom  Fidelity  -  Blue  Chip  Growth  Fund, 

  Large  Cap  Stock  Fund  and  Fidelity  Fund. 

All  benefit  from  the  money  management  acumen  of  Fidelity  and  extensive  fundamental 
research  by  our  dedicated  team  of  analysts.  One  more  reason  to  turn  to  Fidelity  to  expand 
your  opportunities. 


Fidelity 


investments' 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST. 


AL.L  1-800-FID 


L  I  T  Y 


3R    A    FUND    PROSPECTUS    OR    VISIT    US    AT  WWW.FIDELITY.COM 


:3lDii 


plete  information  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus  or  dowTiload  one  at  fidelity.com. 
carefully  before  you  invest  or  send  money 

E:  I-800-544-01I8  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

lUtors  Corporation  67220 


ADVERTISEMENT 


Infocommunications 
take  hold  In  Asia 


With  much  of  Asia  still  struggling  to  recover 
troiii  last  year's  economic  crisis,  the 
telecommunications  industry  is  now  seen  as 
having  a  key  role  to  play  in  the  industrial 
restructuring  that  is  needed  to  turn  around  the 
ongoing  crisis.  This  has  prompted  many  Asian 
countries  to  start  the  process  of  developing  and 
deregulating  their  telecom  markets. 

As  one  of  the  leading  players  in  the 
infocommunications  industry.  NTT  (Nippon 
Telegraph     and     Telephone  Corporation) 


continues  to  regard  the  region  as  a  vital 
component  of  its  global  operations,  and  is  now 
making  moves  to  strengthen  the  financial  and  risk 
management  activities  for  its  projects  throughout 
Asia. 

The  NTT  group  is  currently  stepping  up  its 
investments  in  Asia,  in  tandem  with  the  expansion 
of  its  global  services,  provided  under  its  Arcstar 
brand  name.  Working  within  the  framework  of 
each  country's  respective  regulations,  it  aims  to 
increase  its  participation  in  the  management  of 


AMF:  bringing  a  multimedia  project  to  fruition 


Nil  f/i  w,/,i»  lim-uliir,.  Mn;i:ii 
Ilie  Asiiin  Multimedta  Forum  (AMFI 


Set  up  in  June  1997,  the  AMF  was  created 
by   leading  companies  working   in  the 
intocommunicalions  arena  to  promote  the 
~'^Bfe-^  development  of  multimedia  applications  and 

^  r^^^^  a  lPfe"jt|B^'T7  services.  The  40  participating  companies,  as 
-at-BW^j..  ji^ii^g  1998.  include  carriers,  vendors  and 
trading  firms,  most  of  them  based  in  the 
Asia-Pacific  region  but  also  drawn  from  the 
United  States  and  Europe .  In  addition  to  the 
ATM  interconnection  tests,  the  AMF  is  conducting  various  other 
international  multimedia  projects ,  such  as  satellite  infrastructure  verification 
trials.  Since  its  inception, NTT  has  served  as  the  organization's  secretariat. 


A  global  presence  through  joint  ventures  and  partnerships 


NTT  recently  established  two  joint  ventures  in  China;  Beijing  Telecom 
NTT  Engineering  (BNTE).  together  with  the  Beijing  Telecommunications 
Administration;  and  Shanghai  NTT  Telecommunications  Engineering 
(SNTE).  with  the  Shanghai  Posts  and  Telecommunications  Administration. 
Arcstar  is  assisting  both  of  these  initiatives  in  the  provision  of  global 
system  integration  services. 

The  group's  management  participation  includes  Sri  Lanka  Telecom; 
Asia  Internet  Holding,  which  provides  Internet  connection  services  in  the 
Asia-Pacific  region  through  its  Internet  backbone;  and  Smart 
Communications  in  the  Philippines,  which  offers  operational  and 
technological  support  for  local  public  telephone  services. 

Service  licenses  were  recently  awarded  in  Singapore  to  the  StarHub 
consortium,  which  consists  of  NTT,  Singapore  Technologies  Telemedia. 
Singapore  Power  and  BT.  Plans  call  for  public  basic  telecommunication 
and  public  cellular  mobile  telephone  services,  which  are  scheduled  to  start 
from  April  :()()(). 

Furthermore,  NTT  has  signed  contracts  with  individual 
telecommunications  authorities  and  local  carriers  to  establish  several 
million  new  telephone  lines  around  Asia. 


r 


Management  participation 
In  Smart  Communications,  Inc. 


Participation  in  StarHub  Pte. 


Installation  df.  telephone  lines^ 


Asian  Multimedia  Forurh 
consisting  of  over  40  members 


Investment  in  Asia  Internet 
Holding  Co.,  Ltd. 


O  NTT  service  base 


Other  international  carriers,  while  expanding 
connectivity  —  through,  for  examp 
interconnection  arrangements  with  individt 
carriers  around  the  region. 

NTT  is  also  developing  new  multimet 
markets,    one    example    being    the  AT 
(asynchronous  transfer  mode)  internatior 
interconnection  tests  that  are  currently 
progress  between  Japan  and  Hong  Koi  ^  i 
Thailand,  Indonesia  and  Malaysia  under  I'lic, 
aegis  of  the  Asian  Multimedia  Forum  (AMF).  V)fi 

ri 


Linking  Asia,  America  and  Europe  via  submarine  cables 


China-US  and  Japan-US 
Undersea  Fiber-Optic 
Cable  Networl<  projects 


also  activd 
in  th^ 


NTT  service  base 


NTT 

participating 
intercontinental  cable  netwi,' 
projects.       The  China-i 
undersea    fiber-optic  cai 
network  is  scheduled  to 
into  operation  at  the  end 
1999,  to  meet  the  growi 
demand    for  internatio 
telecommunications  servi 
in   the   Pan-Pacific  regi' 
including  Japan,  the  United  States,  China,  Korea  and  Taiwan.  The  Japi 
US  submarine  cable  network,  which  is  due  to  start  operations  in  the  .seci.i 
quarter  of  20(J0,  will  connect  Japan  with  the  US  mainland  via  Hawaii,  Al 
to  meet  the  increasing  demand  for  multimedia  traffic  on  the  Japan-Eurc; 
and  Japan-US  routes,  the  planned  TAT- 1 4  Cable  Network  will  connect ; 
US  mainland  with  the  UK,  France,  the  Netherlands,  Germany  ;1J 
Denmark,  with  services  starling  m  the  fourth  quarter  of  2000.  ^ 
In  the  United  States,  NTT  has  made  inroads  in  a  number  of  area- 1 
the  communications  industry.  In  1994,  NTT  assumed  a  management 
in  NEXTEL,  a  move  that  supports  its  mobile  communication  buslne>^. 
September  1997,  NTT  acquired  I0-S7f  of  Teligent .  thereby  improving!: 
wireless  local  access  business, 
and  more  recently  invested  in 
Verio  at  a  level  that  allows 
management  participation  in 
the  provision  of  global  and 
domestic  US  IP  services.  NTT 
has   also   opened  numerous 
offices  in  Europe  and  Latin 
America,  to  support  a  variety 
of   businesses   operating  in 
these  regions. 


Arcstar:  creating  a  new  standard  for  global  infocommuhicatio 


Arcstar,  the   name  chosen   by   NTT  for   its  global  end-to-|i 
communications  services,  now  provides  cutting-edge  network  servii-" 
especially  in  Global  ATM.    NTT's  world-leading  ATM  technoljl— v 
allows  multimedia  communications  of  120Mbps.  f^Star 

In  the  United  States,  a  leading  vendor  has  chosen  an  Area 
global  ATM  service  to  support  the  creation  of  a  Pacific  Rim  Ap'ofes 
network.    Other  basic  network  services  include  a  24-hour  manif| 
bandwidth    with    I6kbps    to    45Mbps    capacity    that  comb 
communication  speed  with  the  availability  of  connecting  points  arci^'^^Jtil 
the  clock.  ik  I 

NTT's    managed    frame   relay   service   ensures  econoir|| 
performance  and  its  global  enhanced  business  network  (EBN)  sen 
provides  secured  fixed  networking  at  low  cost.    The  IP  backuP! 
service  supports  the  setting  up  of  compact,  economical  virtual  prvj 
networks  (VPN),  while  NTT's  fax  service  provides  high-quality  fa: 
fax ,  e-mail-to-fax  and  fax-to-e-mail  operations,  all  at  highly  afford 
rates.    Through  its  one-stop  global  network  and  system  Integra 
NTT  —  under  the  Arcstar  banner  —  is  providing  the  support  neede< 
the  development  of  the  infocommunications  industry  throughout  As 


/  "cstar   Advanced  global  communications  from  NTT. 

or  offers  you  a  uniquely  reliable  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
wt  Asia  and  the  Pacific.  In  Japan,  for  example,  NTT  has  been  providing  fully  dependable 
ci,  nunications  for  more  than  a  century.  As  one  of  the  world's  leading  telecom  providers,  NTT  can 
P|  de  you  and  your  global  offices  with  an  unsurpassed  level  of  service.  From  round-the-clock 
in'  i-language  assistance  and  business  support  to  emergency  backup.  Now,  connecting  with  Asia  is 
a  iple  matter  of  connecting  with  the  right  partner. 
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EDITOR'S  MEMO 

TIMELY  INSIGHTS  FOR  INVESTORS 


STOCKS 

trUders 


Just  a  few  months  ago,  it  seemed 
as  if  the  market  that  em-iched 
milhons  and  turned  savers  into 
investors  was  a  goner.  Since  then, 
stocks  have  made  up  the  lost  ground 
and  even  carved  out  a  new  high. 
BUSINESS  WEEK  has  gTiided  our  read- 
ers through  1998's  market  rollercoast- 
er  all  along  the  way.  On  Aug.  17,  we 
published  "How  worried  should  you 
be?"  at  the  start  of  the  market's  tum- 
ble. "Misfire"  (Sept.  21),  was  one  of 
the  fu-st  articles  to  describe  how  se- 
cretive hedge  fimds  were  roiling  the 
markets,  and  "Investing — What's 
your  next  move?"  (Nov.  9)  showed 
how  to  readjust  yom-  portfolio  to  the 
post-crisis  markets. 

We  don't  wait  for  crises  to  write 
about  investing,  though.  "The  new 
stock  traders"  (May  4)  explored  how 
savvy  individuals  use  online  trading 
and  cheap  commissions  to  beat  the 
pros.  "Who  can  you  tnast?"  (Oct.  5) 
probed  how  companies  massage  their 


THE  IMF:  DOCTOR.  SAVIOR- 

OR  WASTREL?  

Robert  J.  Barro  claims  that  the  In- 
ternational Monetary  Fund  is  the  cause 
of  financial  crises  and  should  "go  out  of 
business"  ("The  IMF  doesn't  put  out 
fires,  it  starts  them;  Economic  View- 
point, Dee.  7).  Using  his  i-easoning,  we 
ought  to  abolish  the  medical  profession. 


numbers  and  why  investors  should 
be  wary  of  Wall  Street  analyses. 

For  the  past  26  years,  we  have 
published  a  yearend  double  issue 
with  analyses  of  investment  strate- 
gies that  are  likely  to  work  best  in 
the  coming  year  This  year,  as  al- 
ways, we  assess  the  U.S.  and  globs 
economy,  scintinize  the  stock  mar- 
kets at  home  and  abroad,  and  ex- 
plore investment  vehicles — from 
bonds  and  mutual  funds  to  real  es- 
tate and  art.  We  also  offer  some  nt 
featui'es,  including  one  about  safe- 
haven  stocks,  for  those  nervous 
about  the  market,  and  a  piece  on 
undiscovered  stocks,  companies  litt 
known  on  Wall  Street  but  that  can 
yield  meaty  retiu-ns.  It  all  starts  or 
page  79.  Happy  New  Year. 
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Editor-in-Ch!; 


which  also  creates  moral  hazard. 


obvious  that  people  who  smoke,  di:  ..Su; 
too  much,  and  otherwise  fail  to  «  'id 
care  of  themselves  know  that  theyp 
fall  back  on  theu'  doctors.  If  there  l,,^ 
no  doctors  and  other  fonns  of  me  <  i'.S  , 
treatment,  such  self-abusive  misbeh|  ^j,,- 
woukl  diminish  or  even  stop. 

Robert  Solc»( 
Bethesda. 
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is  refreshing  that  someone  speaks 
uainst  one  the  woi'ld's  most  redun- 
;ind  counteipi'oductive  institutions, 
•iitly,  demanding  the  IMF's  dissolu- 
s  politically  incoirect  but  the  only 
ae  can  save  hunch'eds  of  billions  of 
lyers'  dollars.  How  can  anybody  in 
ight  mind  throw  $22  billion  at  an 
imic  basket  case  like  Russia,  as  the 
;id  last  July,  after  billions  had  dis- 
ired  in  that  black  hole  before? 
.d  how  could  things  ever  change,  if 
ly  checks  the  IMF  and  its  nonelect- 
ix-exempt  officials?  The  time  has 

to  tell  the  IMF  to  close  down  and 
iployees  to  stop  nabbing  shoulders 

the  high  and  mighty  and  go 
—and  for  free-market  forces  to 
charge  of  foi'eign  aid. 

Norbert  Bernhard 
Schleitheim,  Switzerland 


TO  joins  many  critics  of  the  IMF 
ire  long  on  rhetoric  and  short  on 
Tii'ee  points  desei-ve  paiticulai'  no- 
i^ii'st.  Professor  Barro  ai'gues  that 
iternational  support  package  for 
is  based  on  "hypothetical"  promis- 
improvement.  In  fact,  under  the 
•ship  of  President  Fernando  Car- 
Brazil  has  achieved  a  commend- 
conomic  record.  Inflation  has  been 
2d  from  over  2000%  in  1994  to 
lan  5%  this  year,  and  the  country 
tidertaken  substantial  structui-al 
IS,  especially  in  trade  liberaliza- 
iesiiBi  nd  privatization  of  state  enter- 
.  Preserving  these  accomplish- 
is  surely  a  worthy  goal, 
e,  fiscal  discipline  urgently  re- 
improvement.  This  is  the  central 
y  of  the  adjustment  progi-am  re- 
agi'eed  with  the  Fund,  which  is 
"      1  by  actions  that  were  taken  prior 
ipproval  by  the  IMF  Boai'd  and  by 
onality  that  firmly  links  contin- 
ternational  support  to  implemen- 
of  responsible  and  necessaiy  fiscal 
'es.  Success  is  never  assiu-ed,  but 
lined  efforts  to  contain  economic 
lity  merit  international  support, 
md.  Professor  Bari-o  argues  that 
''-U.  S.  support  package  for  Mex- 
1995  was  a  reward  for  cormpt 
ky  bank  lending  and  poor  macro- 
lic  policies  and  that  it  did  not 
t  a  sharp  economic  contraction 
gh  inflation — both  much  worse 
Argentina,  which  followed  sound 
!.  He  also  says  it  was  judged  by 
observers  to  be  a  success  only 
a  the  U.  S.  Treasury  got  repaid, 
ico  did  experience  a  severe  re- 
i  in  1995.  But  this  does  not 
titrate  failure.  No  country  can  es- 
illy  the  consequences  of  policy 
.  For  Mexico  in  1995,  however,  a 
on  sovereigTi  debt  was  avoided. 
'  this  benefited  holders  of  that 


rite 


debt,  it  also  avoided  a  deeper  and  more 
prolonged  recession  in  Mexico  and 
gi'eatei'  damage  to  other  Latin  Ameri- 
can economies  and  to  Mexico's  trading 
partners.  The  fact  that  Mexico  rapidly 
repaid  its  loans  fi-om  the  U.  S.  Ti'easmy 
is  only  one  measure  of  success. 

As  for  Argentina,  it  faced  the 
spillover  effects  of  the  Mexican  crisis 
and  also  suffered  a  painful  recession  in 
1995.  But  with  the  efforts  of  its  gov- 
enmient  and  with  support  from  the  IMF 
and  the  international  community,  the 


accomplishments  of  Argentina's  con- 
vertibility plan  were  preserved.  The 
role  of  the  Fund  in  this  success  is  ig- 
nored by  many  of  the  imf's  critics. 

Third,  vrith  respect  to  the  situation  in 
Russia,  BaiTo  argues  that  the  Russian 
government  will  never  formulate  a  sen- 
sible economic  plan,  but  that  the  IMF 
will  provide  Russia  with  the  funds  to 
continue  the  pretense  that  it  always  is 
repaid.  While  the  Fund  has  a  strong 
record  of  collecting  on  loans,  there  are, 
unfortunately,  a  few  cases  of  countries 
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Liberating,  huh? 


that  Williamsenergy 


www.willtales.com/energy 
1-800-WILLIAMS 
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with  prolonged  aiTears.  The  Fund  does 
not  claim  it  is  always  repaid  on  time. 
Moreover,  regardless  of  what  might 
have  been  the  expectations  of  some  of 
Russia's  creditors,  the  fact  is  that  Fund 
disbui'sements  to  Russia  have  been  sus- 
pended, along  with  the  collapse  of  Rus- 
sia's stabilization  efforts.  Discussions 
with  the  Russian  authorities  continue. 
Hopefully,  a  new  progi-am  to  deal  with 
Russia's  difficult  situation  will  be  agi'eed 
upon  that  will  merit  renewed  Fund  fi- 
nancial support. 

Michael  Mussa 
Director  of  Research 
International  Monetaiy  Fund 
Washington 

INDEPENDENT  CONTRACTORS 
ALSO  HAVE  IT  BAD  

"Wlien  is  a  temp  not  a  temp?"  (The 
Workplace.  Dec.  7)  covers  only  part  of 
the  problem.  Independent  contractors, 
such  as  sample  and  coupon  distributoi-s. 
work  at  times,  locations,  and  pay  as- 
signed by  what  are  really  specialized 
temporary  agencies,  yet  no  Social  Se- 
curity or  income  taxes  are  withheld. 
Neither  is  the  employer's  share  of  So- 
cial Security  paid.  As  a  result,  [they] 


have  to  pay  double  Social  Secmity  tax- 
es and  report  income  on  IRS  schedule  c 
or  c-EZ,  as  if  they  ran  theii'  ow^n  busi- 
nesses. The  IR.S  takes  complaints  only 
on  foiTn  ss-1,  which  one  can  submit  only 
if  one  fii'st  starts  working  for  such  a 
company.  I  was  told  I  wasn't  allowed  to 
send  a  letter. 

Furthermore,  independent  contrac- 
tors are  not  covered  by  workers'  com- 
pensation and  may  have  to  sign  a  fomi 
promising  not  to  sue  if  injui'ed  wiiile 
working.  There  are  also  auto  insurance 
consequences  for  a  veliicle  used  for  sup- 
posedly fi'eelance  work.  In  my  region.  I 
am  mostly  shut  out  of  work  I  enjoy  be- 
cause I  refuse  to  work  as  an  indepen- 
dent contractor 

Delphine  Johnston 
Winston-Salem,  N.  C. 

DUKAKIS'  PHILOSOPHY: 

AHEAD  OF  ITS  TIME?  

In  "The  governors  try  to  take 
chai'ge"  (Government,  Dec.  7).  you  quote 
one  of  Newt  Gingiich's  lieutenants  as 
follow^s:  "'What  replaces  [rhetoric  and 
gi-and  \ision]  is  competency — get  roads 
fixed,  cut  taxes,  get  government  more 
efficient.  What  we  need  is  a  national 


mayor  or  governor."  It's  funn\i 
much  that  sounds  like:  "This  elcrD 
about  competence,  not  ideoli^ij  ' 
coui'se.  when  Gov.  Michael  Dul;:i.^ 
that  in  1988,  Gingiich's  crowd  t 
liim  for  being  too  naiTOW  and  im;, 
of  thinking  as  anything  but  a  .t!" 
I  guess  he  was  just  ahead  of  lii  - 
Neil  H.  P.M, 
Fox  P-!i  - 

WHY  INDIA'S  TECH  ELITE 

IS  SO  VERSATILE  | 

Thank  you  for  "Wliiz  Kids"  iM; 
ment,  Dec.  7)  on  the  Indian  Ins'.itu 
TechnologA'.  The  article  accui  au ! 
veyed  the  rigors  and  competui'  ! 
but  left  out  a  key  element — tli- 
perience  was  a  lot  of  fun.  I  foun 
getting  into  the  !IT  was  the  hai  '  i 
once  in,  life  was  much  easier  1 1 1 
1985  gi-aduate  of  IIT-Madras).  \\ 
time  to  participate  in  sports 
tui'al  activities,  and  there  wei  ^- 
inter-  and  intra-mui'al  competiti-  1 1 
in  the  hostels  (dorms)  was  full  ■ 
maraderie,  and  people  were  >  l 
help  their  colleagues,  in  spitt- 
competitiveness. 

Wliile  there  were  manv  smait 


( 


^The  strength  of  any  element  is  not  in  its  might  b 
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und,  the  ones  most  admired  were 
36  with  a  wide  range  of  interests — 
those  who  spent  their  entire  hfe 
lying.  The  iit  tried  to  instill  in  us  a 
e  that  depth  and  breadth  of  knowl- 
■  were  important.  As  you  mentioned, 
ill  had  engineeiing  workshop,  where 
leai'ned  to  operate  tools  all  the  way 
1  handheld  files  to  computer-aided 
nines.  Most  colleges  these  days  are 
ig  to  reduce  the  student  load,  re- 
ng  in  a  narrowly  focused  gTaduate 
has  a  hard  time  moving  between 
gplines,  adapting  to  new  technolo- 
,  or  effecting  a  career  change. 

Milind  Gadre 
Fremont,  CaHf. 

:eve  Jobs,  Michael  Dell,  and  Bill 
IS  never  even  finished  school  but 
!  built  magnificent  businesses.  That 
icause  they  ai'e  whiz  kids  fi-om  biith 
perfected  tliis  skill  throughout  their 
(■without  any  formal  training.  Same 
ffor  your  whiz  kids  from  India.  You 
■position  the  role  of  IIT  in  making 
i  kids  so  whizzy  (successful), 
iside  from  the  skills  acquired  at  iit, 
i  graduates  are  so  successful  be- 
5  they  were  among  the  top  of  the 
in  India  in  their  abilities  (and  in 
'  cuTumstances).  And  among  close 
tbillion  people,  a  good  numbei-  of 
pli  |t  are  fluent  in  Enghsh,  this  "top  of 


the  heap"  is  several  million  people  for 
the  world  at  large.  We  should  not  dis- 
count the  fact  that  most  of  their-  success 
occurred  in  the  U.  S.,  not  in  India.  Their 
abihty  to  come  to  the  U.  S.,  operate  in 
its  business  environment,  and  pursue 
the  American  dream  has  a  lot  to  do 
with  all  these  stories. 

The  U.  S.  has  scores  of  such  Indians 
who  are  equally  successful  but  are  not 
IIT  gi'aduates.  They  deserve  credit  as 
well  in  building  the  image  of  hardwork- 
ing, successful  Indian  professionals  in 
this  country. 

Ajay  Tyagi 
Marketing  Manager,  Intel  Corp. 

Hillsboro,  Ore. 

RESPECTING  FOREIGN  MEDIA 
HELPS  THE  U.S.  

Jef&'ey  Garten  could  hardly  have  cho- 
sen a  less  appropriate  example  than 
Readers  Digest  to  illustrate  his  valid 
concerns  about  the  exportation  of  Amer- 
ican culture  ("  'Cultural  imperialism'  is 
no  joke,"  Economic  Viewq:)oint,  Nov.  80). 
Reader's  Digest  does  indeed  publish  in 
48  countries  and  19  languages  and 
reaches  100  million  readers,  but  we  ex- 
port a  business  strategy,  not  a  cultiu'e. 

We  undei-stand  that  people  the  world 
over  hunger  for  information  that  is  rel- 
evant to  their  lives,  in  their'. . .  language. 


and  ft'om  their  own  perspective.  And 
we  produce  magazines,  books,  and  other 
pr-oducts  that  meet  that  need.  For  all  in- 
tents and  pur'poses,  each  edition  of 
Reader's  Digest  is  a  local  product,  with 
as  much  as  30%  of  the  editorial  content 
researched  and  written  by  local  writ- 
ers and  edited  by  local  editors.  And 
Reader's  Digest  is  the  only  American 
magazine  with  interTiational  ecUtions  that 
I  am  aware  routinely  imports  overseas 
content  for  the  U.  S.  edition. 

This  approach  has  paid  off.  Our  mag- 
azines are  the  top  sellers  in  many  mar- 
kets. Oui'  Ger-man  and  Itahan  magazines 
r-ecently  celebrated  thefr  50th  anniver*- 
sary,  our  Czech  edition  its  fifth. 

I  agr-ee  that  American  companies 
must  be  guided  by  more  than  business 
objectives  when  entering  overseas  mar- 
kets. Reader's  Digest  has  proven  that 
r-espect  for  local  cultur-es  and  editorial 
authority  can  be  compatible  with  busi- 
ness goals  around  the  world. 

Thomas  0.  Ryder,  CEO 

The  Reader-s  Digest  Association  Inc. 

Pleasantville,  N.  Y. 

As  someone  who  has  been  involved 
for  several  year's  in  Canada's  fight  to 
maintain  a  viable  magazine  industry,  I 
was  hear-tened  by  Garten's  column.  De- 
spite domination  of  the  Canadian  market 
(80%  of  newsstand  space  is  taken  by 


;istency. 


At  Cincimuiti  Insurance,  Us  the  little  things,  done  over  and  over, 
that  add  up  to  hicj  value  jar  everyone.  Things  like  prompt,  Jair 
claim  service  confirmed  time  after  time  in  independent  surveys  of 
agents  and  customers.  And  person-to-person  service  from  a  trusted 
local  independent  agent.  Our  continued  focus  on  small  details 
has  also  produced  some  impressive  financial  results.  An  A+  + 
ratmg  from  A.M.  Best  for  financial  strength.  The  recent  addition 
of  our  parent  company,  Cincinnati  Financial  Corporation 
[Nasdacl:CINF),  to  the  S&P  500  Index.  And  increased  dividends 
for  3  7  consecutive  years.  A  record  that  consistent  is  worth  exploring 
Call  1-800-769-0548  to  find  out  more  about 
The  Cincinnati  Insurance  Companies.  EurI^ecom'^Tes 


Making    our   strength   your  future 


wwwcintin.com 
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors 


T.  Rowe  Price  Blue  Chip  Growth 
Fund  invests  in  today's  leadmg 
growth  companies  as  well  as  those  s 
with  the  ability  to  become  tomor-  □upp.'.^GniwIhfund.Avc.as. 
row's  industry  leaders.  These  blue 
chip  companies  offer  the  potential 
for  sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates,  the 
fund  has  outperformed  its  Lipper 

Category  Average  since  inception.  Of  course,  past  performance  cannot 
guarantee  future  results.  No  sales  charges. 


ASK 

ABOUT 

OUR 


ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-4768 

J  www.  tiowepnce.com 


Invest  With  Confidence'" 

TRoweR-ice 


6.39%i  19.61%,  and  20.61%  are  the  fiiiid's  average  annual  total  returns  for  the  1-year,  S-year,  and  since  inception 
(6/30/9,^)  periods  ended  0/,^(lA)8,  resiiectively  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Investment  reltirn  and  principal  value  will  va[7,  and  shares  may  he  wortli  more  or  less  at  redemption  than 
at  onginal  purchase.  (Source  for  l.]pper  data:  Lipper  Vnalytical  Services,  Inc.) 

Read  the  prospectus  carefullv  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  B(;(i04'i2.-(.-( 


If  you  didn't  need 
to  know  tkts  stuff, 

we  wouldn't  interrupt 
ypuryveekend. 


Somevwhere  right  now,  business  news 
is  breaking  thiat  will  have  an  impact  on 
your  lif^'  That's  why  there's  "This  Week 
in  Business"  on  PBS.  Join  host  Sheilah.- 
Kast  for  the  business  news  you 
absolutely  need  to  know. 
Weekends  on  PBS. 


'n  Business 


ProaiJiMtl.ByyyETftWa'ihIi-igton,  '      '  ,    ■  ' 

pCJrvaisiiociaiTijn  >\iih  Porpflr^lB  f'undilSg  provided  t 
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U.S.  magazines),  U.S.  policyrrikei 
won't  give  up  the  fight  to  take  eslnti; 
ad  dollars  fi-om  oui"  small  industy  b 
"split-runs":  Canadian  editions  oiU.i 
magazines  that  replace  U.  S.  adveta^  ' 
with  Canadian  advertising  but  a 
ken  Canadian  editorial  content,  tb-i 
gaining  huge  cost  advantages  ovei  > 
Canadian  competitors. 

In  normal  trade  terms,  this  wold  \ 
called  dumping.  Canadian  contc 
magazines  is  important  to  the  e\) 
sion  of  Canadian  thoughts,  idea; 
culttu-e  because,  yes,  despite  oui' 
association,  we  think  differently  ' 
some  things.  The  failure  to  rec(  i 
other  countries'  need  to  maintain  ; 
own  cultural  identity  will  not  ser 
U.  S.  well  in  the  long  inn. 

Michael  Rea,  Cha' 

Canadian  Magazine  Publishers 

Tcpji 

FINDING  US  ONLINE 


The  full  text  of  Busmess  Week,  the  Business  lek 
Daily  Briefing,  and  seven  years  of  BW  archive  re 
avahable  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Onhne  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-48 
and  mention  Business  Week. 


MaVen 

Shopping  for  computer  equipmenf  Visit  Maveij 
online  Computer  Buying  Guide,  for  continuot/ 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.cor 
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All  letters  must  include  an  address  and  daytime  A 

evening  phone  numbers.  We  reserve  the  right  to  e 

letters  for  clarity  and  space  and  to  use  them  in  a 

electronic  and  print  editions. 

Mail:  Busmess  Week,  1221  Avenue  of  the  America 

39th  floor,  New  York,  NY  10020 

Fax  (212)  512-6458 

Internet:  bwreader@businessweek  com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptir.. 

renewals,  changes  or  problems,  and  single  copies 

Phone:  (800)  635-1200  or  (509)  426-7500 

Fax  (509)  426-7623 

Internet  bwcustsv@businessweek.com 

Library  fee-based  services  (212)  512-5704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  cof 
(609)  425-5494 

For  all  other  permission  or  reprint  inquires, 
Phone  (212)  512-4801  i. 
Fax:  (212)  512-4938  U 
Internet:  www.busmessweek.com/reprints/  I) 


There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS®  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources— using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc  Copyright  ©  1998  by  SAS  Institute  Inc. 


sas.eom/erpsolutions 


E-mail:  bw@sas.com 


919.677.8200 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  LITTLE  BETTER, 
A  LITTLE  FASTER 


Next  year  will  see  flat- 
panel  displays  on 
desktops,  and  zippier 
Net  access  at  home 

As  users  of  personal 
computers  and  other 
high-tech  products 
look  ahead  to  1999,  they 
should  expect  more  evolution 
than  revolution.  But  beneath 
a  placid  surface,  there  are 
stirrings  of  some  exciting 
things  to  come. 

For  PCs  themselves,  the 
trend  will  be  to  less  of  the 
same.  There  are  no  dramatic 
hardware  developments  on 
the  horizon,  unless  you  can 
get  psyched  about  processor 
speeds  going  fi'om  450  MHz 
to  500  MHz.  Computers  will 
continue  to  get  cheaper, 
though  the  price  drop  will 
probably  slow  a  bit  as  de- 
mand absorbs  a  glut  of  com- 
ponents. Still,  the  sub-$500  PC 
should  be  commonplace  by 
midyear,  along  with  sub- 
$1,000  notebooks  for  indi- 
vidual consumers.  Laptop 
aimed  at  more  fi"ee-spending 
business  buyers  will  continue 
to  get  smaller,  lighter,  more 
poweiful — and  cheaper,  too. 
WIN  2000  DELAY.  The  biggest 
hardware  news  will  be  the 
appearance  of  flat-panel  dis- 
plays on  desktops,  both  in  the 
office  and  at  home.  Prices  of 
15-in.  liquid  crystal  displays 
have  fallen  to  just  over 
$1,000  and  will  soon  drop  into 
the  three  digits.  Because  of 
different  measurement  stan- 
dards, a  15-in.  LCD  offers 
nearly  as  much  viewing  area 
as  a  17-in.  CRT  monitor — and 
considerably  better  image 
quality. 

The  big  software  drama 
should  be  Windows  2000,  the 


operating  system  formerly 
known  as  nt  5.0.  Microsoft 
Corp.  is  billing  it  as  the  op- 
erating system  of  choice  for 
all  business  computers,  from 
laptops  to  monster  database 
sei^vers.  A  future  version  also 
vrill  replace  Windows  98  on 
home  macliines.  But  the  proj- 
ect is  way  behind  schedule. 
Microsoft  officials  concede 
that  Windows  2000  is  unlike- 
ly to  ship  before  the  end  of 
1999 — and  I  wouldn't  even 


After  a  couple  years  of  dis- 
appointment, 1999  will  finally 
see  high-speed  Internet  ac- 
cess in  homes  start  to  be- 
come a  reality.  Cable  carri- 
ers and  local  phone  compa- 
nies spy  a  real  business  op- 
portunity in  adding  Internet 
service  to  their  offerings. 
Chances  are  that  yom*  neigh- 
borhood will  initially  be  of- 
fered either  two-way  cable  or 
telephone-based  digital  sub- 
scriber line  (DSL)  service. 
Typically,  charges  loin  about 
$40  a  month  for  cable-based 
Internet  access  and  some- 
what higher  for  dsl,  but 
these  fees  are  likely  to  come 
down,  especially  in  communi- 
ties where  cable  and  phone 
companies  are  duking  it  out. 

Consumers  will  find  that 
lines  promising  speeds  of  a 
megabit  or  more  per  second 


bet  on  that.  The  other  major 
operating  system  in  the 
works,  Apple  Computer  Inc.'s 
Mac  OS  X,  also  is  headed  for 
yearend  release.  It  offers  bet- 
ter memory  protection  and 
improves  your  ability  to  do 
tasks  simultaneously. 


won't  boost  sluggish  Web  ac- 
cess all  that  much.  On  big  file 
downloads,  you'll  realize  the 
full  potential  of  a  high-speed 
circuit.  But  for  viewing  Web 
pages,  I  find  surprisingly  lit- 
tle difference  among  my  T-l 
connection  in  the  office,  my 


64-kilobit-per-second  is  ; 
at  home,  and  a  33.6-kb)y 
up  connection  on  the 

More  important  th: 
speed  is  the  full-time  Ii^i 
connection — no  mow  \ 
for  modems  to  conn( 
logging  in.  This  cuni]- 
changes  the  way  you 
about  your  computer, 
Net  becomes  a  pereni 
tension  of  your  deskto 
HOlViE  NETWORKS.  The 
taneous  gTowlh  of  mu 
puter  homes  and  high 
Internet  links  will  ere 
mand  for  home  networ  a 
allow  numerous  compu  irai 
share  a  Net  connectio^wl 
trick  to  a  successful 
network  is  simple  seti 
operation,  without  exf 
and    disruptive  re^ 
Pi-oducts  just  hitting  th  r 
ket  meet  those  requu'eie 
and  I'll  be  writing  feei 
them  in  an  upcoming  cBip 

Outside  the  home, 
wireless  communicatiiis 
all  sorts  will  take  off  i 
U.S.  as  network  coi; 
improves  and  comp  i 
among  ca'iiers  drives  i 
down.  All  sorts  of  new 
less  devices  also  will  e  r 
For  example,  3Com  C  ] 
developing  the  Pain 
with  a  built-in  wirele; 
dem,  while  a  number 
phones  that  include  oia 
ers  and  E-mail  will  h 
market.  ; 
No  discussion  ofil 
;?  would  be  complete  wl 
mention  of  the  Milkfl 
Bug.  My  prediction:  '/ 
the  year  2000  dawns  n 
things  will  go  on  wc,< 
For  all  the  due  predii' 
perils  known  about  v  l 
advance  don't  cause  disjs. 
because  most  people  ap^ 
idiots  and  take  prevent^;,  ^ 
tion.  Companies  are  wflf|j' 
all  out  to  deal  with  Y2I<()!jjj 
lems.  Some  small  busi^*-- 
are  ignoring  them  ar 
going  to  get  burned;  tl' 
of  us  are  apt  to  escap;\ 
relatively  minor  ghtchf. 
1998  draws  to  a  close,  |V 
everyone  happy  and  hU\T», 
computing  in  the  last  ja;\£ 
the  century.  '<  ^ 

 1 
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Besides  offering  all  the  advantages 
of  a  top  business  location,  Berlin  gives  you 
a  unique,  dynamic  and  varied  cultural  scen( 

to  explore.  No  matter  what  the  weather, 
there's  always  plenty  to  see  and  to  do  here 

Whether  your  taste  is  classical, 
avantgarde  or  highly  individual,  if  you  were 

to  visit  one  of  these  attractions  each 
rainy  day,  you'd  be  busy  well  into  the  next 
century.  So  come  and  take  full  advantage 

of  both  our  cultural  and  business 
opportunities.  For  more  information  about 
Berlin  as  your  next  business  location,  pleasi 
contact  us  at:  Berlin  Economic  Dev.  Corp. 
Fax: +  49  (30)  399  80-239, 
e-mail:  info@wf-berlin.de, 
internet:  http://www.berlin.de 
Your  Gateway  to  New  ,  M;  _      ,  . 

Opportunities.  ---^  jperlin 


:N  NEWHOUSE 

tof  a  Media  Merchant 

ol  Felsenthal 

Stories  •  512pp  •  $29.95 


E'S  SHY,  RUDE, 
VKWARD-AND  BRILLIANT 


[ost  media  moguls — Murdoch, 
Redstone,  Turner,  Eisner — are 
famously  idiosyncratic.  They 
ly  their  own  rules.  But  there's 
TOon  who  makes  the  rest  look 
informists:  Samuel  I.  "Si"  New- 
I  Jr.,  who,  along  'vith  his  younger 
I  r  Donald,  controls  Advance  Pub- 
is Inc. 

•ky  though  they  may  be,  most  of 
her  moguls  ran  public  corpora- 
knd  they're  in  business  to  make 
Not  Si.  His  $9  billion  empire  is 
etive  as  they  come.  As  for  profits, 
;  against  the  idea.  But  what  he 
is  more  intangible: 
prestige,  buzz — as 
jflected  in  his  high- 
ly Conde  Nast  mag- 
such  as  Vogue,  Van- 
r,  Gla7nour,  GQ,  and 
'  iw  Yorker.  Running 
I  eficit  year  after  yeai* 
New  Yorker  is  not  a 
1  n  for  Si,  who  is  not 
inodel  CEO.  He  is, 
other  things,  shy, 
I  insecure,  awkward,  f»  , 
ilate,  rude,  cruel —  ."^ 
his  way,  brilliant.  T 
so   reports   Carol  mi 
;hal  in  Citizen  Newhoiise:  Por- 
'  a  Media  Merclmnt,  an  unautho- 
•elentlessly  gossipy  if  less-than- 
iting  portrait  of  the  Newhouse 
I — with  emphasis  on  Si. 
Idition  to  the  glamour  factor,  the 
;ems  certain  to  snag  shelf  space 
i  of  a  fortunate  prepublication 
imps.  Felsenthal  originally  signed 
I  -act  with  Viking.  But  in  1996, 
1 1,  Viking's  parent,  acquired  G.  P. 

and  made  fomner  Putnam  Pres- 
-hyllis  Grann  head  of  the  mei'ged 
That  posed  a  predicament.  In 
elsenthal  had  stirred  up  a  pub- 
brouhaha  with  Power,  Privilege 
Post:  The  Katlmrine  Graham. 


Story,  also  unauthorized,  not  friendly, 
and  published  by  Putnam.  After  Grann 
read  the  800-page  Newhouse  manu- 
script, she  rejected  the  book — but  paid 
Felsenthal  the  ftill  agi*eed-on  advance. 
As  Felsenthal  tells  it,  Grarm  said  it  was 
"wondeiful . . .  but  luifortunately  a  friend 
of  hers  appeai'ed  on  nearly  eveiy  page." 
Many  other  publishers  passed  on  the 
book.  It  finally  found  a  home  at  Seven 
Stories  Press,  a  small  New  York  house. 

Mainline  publishers'  lack  of  interest 
certainly  didn't  stem  from  faults  in  the 
book,  for  there  is  a  rich  tale  to  tell. 
Start  with  the  two  protagonists:  Sam 
Newhouse  Sr.  and  his  son 
Si.  Other  than  a  common 
unprepossessing  demeanor, 
they  seem  to  have  come 
fi'om  different  planets.  Sam 
Sr.,  the  eldest  of  eight  chil- 
ch-en  of  Jewish  immigrants, 
was  humble  and  self-effac- 
ing, even  after  he  got  rich. 
He  started  as  an  office  boy 
at  a  New  Jersey  weekly, 
the  Bayonne  Times.  Sam 
had  little  interest  in  news- 
papers but  liked  making 
money.  Gradually,  he  ac- 
quired some  25  paper's, 
most  of  them  local  monopolies  such  as 
the  Cleveland  Plain  Dealer.  His  finan- 
cial strategy  could  be  summed  up  in 
the  woi"d  "frugality" — no  corporate 
headquarters,  no  secretaries,  no  files. 
Several  of  his  papers  were  rated  the 
worst  in  the  country. 

In  time,  Sam's  younger  son  Donald 
gravitated  to  management  of  the  news- 
papers, which  he  runs  today.  But  Si 
seemed  directionless  until  his  mid-30s. 
According  to  Citizen,  Si  had  "no  partic- 
ular cultural  or  intellectual  interests." 
He  "seemed  always  on  the  prowl  for 
the  thing  or  the  person  that  would  give 
him  some  center  to  his  life." 

That  became  Conde  Nast,  pubhsher 


O  F    V  ,M  K  I)  I  A- 
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Carol  FeW'iitht 


NEWHOUSE  PURSUES  GLITZ 
MORE  THAN  PROFITS 
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MIRABELLA  LEARNED  SHE  WAS  BEING  REPLACED 


AT  VOGUE  WHEN  HER  HUSBAND  HEARD  IT  ON  T 


of  Glamour',  House  &  Garden,  and 
Young  Brides,  which  Sam  had  given  to 
his  wife,  Mitzi,  for  a  35th-anniversary 
present.  Sam  wasn't  pleased  about  Si's 
involvement  with  mostly  low-margin 
magazines,  but  he  eventually  acquiesced. 

Si's  metamoiijhosis  into  perhaps  the 
i-eigning  ai'biter  of  liigh-end  glitz  is  not 
only  ciuious  but  mysterious- — even,  I  sus- 
pect, to  the  author.  One  key  element  has 
been  Russian-bom  Alexander  Libemian, 
an  influential  figui'e  at  Conde  Nast  and 
one  whose  esthetic  vision  has  shaped  the 
entire  company.  Just  as  important, 
Liberman  shaped  Si.  "Some  say  Alex  is 
supei-ficial,"  says  Felsenthal  in  Citizen, 
but  "Si  saw  him  as  stunningly  stylish." 
With  Liberman's  help.  Si  began  "assem- 
bhng  an  image  to  present  to  the  world." 

But  the  image  was  often  bliuTed.  Si's 
vision  is  still  a  work  in  progi'ess.  Even  in 
the  eai'ly  1970s,  says  Citizen,  Si  "showed 
signs  of  thing  quickly  of  ceilain  artists, 
whose  work  might  be  there  [on  his  wall] 
one  cocktail  party  and  gone  the  next." 
His  choice  of  female  companions,  after  di- 


vorce fi'om  his  fii'st  wife,  reflected  similai' 
capriciousness.  Newhouse  eventually  set- 
tled down  into  a  second  maniage  to  Vic- 
toria Benedict  de  Ramel,  an  editor  and 
wTiter  of  architectiu'e  books. 

Uncertainty  at  Conde  Nast  shows  no 
sign  of  abating.  When  Anna  Wintoiu'  be- 
came editor  of  House  &  Garden  in  1988, 
employees  loished  to  upgi'ade  wai'drobes 
"to  avoid  the  disapproval  of  the  cliic  and 
skeletal  Wintour."  One  woman  obsei-ved 
that  "riding  up  the  elevator  in  the  com- 
pany of  Anna  Wintoui'  can  consimie  a 
year's  worth  of  self-esteem." 

More  substantively.  Si  habitually 
fires  publishers,  writers,  and,  especial- 
ly, top  editoi's.  Casualties  include  Diana 
Vreeland,  William  Shawn,  Robert  Got- 
tlieb, Grace  Mirabella,  Paige  Reuse, 
Anthea  Disney,  Amy  Gross,  Lou 
Gropp — and,  last  August,  Ruth  Whit- 
ney from  Glamour. 

Newhouse's  style  of  dismissal  is  leg- 
endaiy.  Wlien  Gropp,  editor  of  House  & 
Garden,  was  vacationing  in  1987,  he 
telephoned  Si  to  check  in. 


"Lou,    have    you    been  rd^ 
Women's  Wear  Daily  while  you'vt! 
on  vacation?"  Si  asked.  Gropp  s; 
hadn't. 

"There  have  been  a  lot  of  stoi' 
WWD  [saying]  that  Anna  Wintour 
ing  to  become  the  editor  of  Ho 
Garden,"  Si  said. 

"Well,  is  that  tine?"  Gropp  ask|L 

"Yes,"  replied  Newhouse. 

In  1988,  Grace  Mu-abella  learni 
was  being  replaced  at  Vogue  by 
Wintoiu"  when  her  husband  he; 
news  on  TV. 

In  her  memoir  In  and  Out  at 
Mu'abella  said  the  1980  dismissal  ol 
Locke  from  Self  "is  still  se 
many ...  as  the  blow  that  ushered 
new  era  of  disloyalty,  insecurity 
cutthi-oat  competition  that  plagu( 
magazine  world  in  our  day."  Fels(t 
says  the  rapid  changes  at  Ra 
House  "have  spread  not  only  th 
the  vaiious  Random  House  imprin 
through  New  York  publishing 
whole.  Feeding  frenzies  in  search 
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3w  One  Georgian 
FuRNED  A  Flood 
Of  Knowledge 
ro,A  MindSpring. 


ndSpring  The  key 

to  cyberspace  and  a 
billion  dollars  fits  the 
door  to  an  apartment  ^ 
in  Atlanta.  That's 


where  Charles  Brewer  ' 
started,  an  Internet 
services  company  called 
MindSpring.  In  just  ) 
three  short  years,  Brewer  ; 
:  .and  some  of  Georgia's 

brightest  minds  turned  a         ■  ^. 
one-man  show  into  a  billion 
dollar  enterprise  that  serves 
more  than  400,000  subscribers. 
That's  the.  Charles  Brewer  story,  .[ 
and  he  wrote  it  in  Georgia. 
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next  sui'e  thing  have  become  the] 
of  the  day." 

Last  May,  Si's  empii-e  was 
the  spectacle  of  what  seemed  UkJ 
ricide:  Steven  T.  Florio,  preside/ 
CEO  of  Conde  Xast,  fu-ed  his  own 
er,  Tom  Florio,  president  oi  Tht  . 
Yorker.  It  seemed  almost  as  if  Si  n 
pire  was  consuming  itself. 

For  media  junkies.  Citizen  Neu 
is  a  feast.  The  Xewhouses  decli^  > 
cooperate,  but  Felsenthal  conduct/ 
inteniews.  and  the  book — a  vast] 
pendium  of  facts,  quotes,  and 
dotes — shows  it.  While  the  doiii 
Random  House,  TJie  Xeic  Yorker.  ^ 
and  other  properties  have  been  (t 
sively  reported  in  the  press,  she 
new  details — such  as  Andre  Schi » 


r 


Despite  the  wealt 
of  information  th(' 
author  has  marshal 
the  narrative 
seems  bloodless 


i  h 


baroque  dismissal  from  Panthe 
1990. 

Oddly,  however,  the  reader  ma 
less  than  satiated.  One  failing  is  F 
thals  sketchy  portrayal  of  the  eir 
finances.  The  book  notes  an  oft-q 
tinism  that  "Donald  makes  the  n 
and  Si  spends  it,"  but  it  doesn't  go 
further  than  than. 

Moreover,  despite  all  the  fact; 
the  author  has  mai-shaled,  the  r 
tive  seems  bloodless — mainly  an  a 
blage  of  often  unsifted  informatio 
quiring  the  reader  to  determine 
details  are  important  and  which 
One  yearns  for  more  connection 
nan-ative  to  put  the  di*ama  into 
clearer  perspective. 

Finally,  for  all  the  attention  gi\: 
Si,  he  remains  a  remarkably  o\ 
chai-acter.  He  is  capable  of  such  si' 
moves  as  the  recent  repositioni 
Details  from  a  quirkj',  aimJess,  ( 
town  magazine  into  a  stylish,  n 
growing  magazine  for  men  in  thei 
Si  has  a  keen  eye  for  talent,  su 
Tina  Brown.  But  he  is  also  capa 
the  most  destructive  personnel 
sions.  Even  at  the  end  of  the  boo. 
reader  may  wonder  what  to  ma 
this  cui-ious  man,  let  alone  his  leg 
BY  CHRIS  W! 

Senior  Editor  Welles  is  a  media  j 
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A  MORGAN  STANLEY  DEAN  WITTER 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


HOW  THE  U.S.  HANDCUFFED 
THE  CRIME  RATE 


BOOK  'EM: 

While  stronger 
families  and 
antipoverty 
efforts  help, 
increased 
safety  has 
come  from 
better  police 
work  and 
sternerjudges 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of 
the  Hoover  Institution 


The  most  important  improvement  in  the 
conditions  of  daily  living  in  the  U.  S. 
dm-ing  the  past  two  decades  is  due  not 
to  low  unemployment  or  continued  prosperity 
but  to  the  sizable  fall  in  crime.  This  decline 
dramatically  reduced  the  fear  of  becoming  a 
victim  on  the  street,  in  schools,  or  in  the  pri- 
vacy of  homes.  Many  factors  contributed  to 
the  lower  rates,  but  the  single  most  important 
one  has  been  the  gi'eater  apprehension  and 
punishment  of  criminals. 

The  Crime  Victimization  Sm-veys  of  house- 
holds provide  a  better  picture  of  the  total 
amount  of  crime  than  do  the  more  commonly 
cited  statistics  on  crimes  reported  to  the  po- 
lice. These  surveys  indicate  that  American 
property  crimes  per  household  fell  rapidly  in 
the  '80s  and  '90s  and  are  now  at  just  half 
the  rate  of  1980.  Crimes  of  violence  have  also 
fallen,  but  much  more  slowly. 

This  large  drop  in  crime  is  even  more  im- 
pressive because  it  followed  extremely  rapid 
gi'owth  in  robberies,  theft,  and  violent  ciimes 
during  the  previous  two  decades  not  only  in 
the  U.  S.  but  in  Europe,  Latin  America,  and 
Africa.  Moreover,  crime  has  continued  to  rise 
elsewhere,  so  that  per  capita  property  crimes 
are  now  higher  in  many  Em'opean  countries 
than  in  the  U.  S.  In  a  remarkable  turnabout, 
the  burglary  rate  in  England  went  ft-om  half 
the  Ameiican  rate  in  1980  to  double  that  rate 
in  1995. 

Many  international  organizations  avoid 
meeting  in  such  cities  as  Mexico  City  or  Rio 
de  Janeiro  because  they  cannot  guarantee 
the  safety  of  paiticipants.  Not  long  ago,  one  of 
my  colleagues  and  his  wife  were  kidnapped 
for  a  few  hours  after  hailing  a  cab  in  fi'ont  of 
a  Mexico  City  restaurant. 
FAR  FROM  HELPLESS.  Conservatives  blame 
the  gi'owth  in  crime  since  1960  on  the  break- 
down of  family  values  and  morality,  whereas 
liberals  attribute  it  to  unemployment  and 
alienation  from  society.  But  the  U.  S.  is  a 
good  counterexample  to  both  views,  since 
crime  grew  rapidly  during  the  1960s  and 
1970s,  when  American  unemployment  was 
low  and  families  were  stronger.  Crime  rates 
have  fallen  since  the  early  1980s  despite  a 
widening  of  income  inequality,  a  further 
breakdown  of  traditional  families,  and  no  ob- 
vious recovery  of  morality. 

Most  nations  act  as  if  they  are  helpless  in 
the  face  of  powerful  forces  to  arrest  what 
they  consider  a  crime  "epidemic."  But  Amer- 


ica's experience  indicates  that  crime  (d 
fought  while  preserving  political  and  i 
freedoms.  It  is  not  necessary  to 
thi'ough  a  long  wait  until  improvemi 
education  and  morality  bring  down 
rates.  They  can  be  quickly  cut  by  incr 
the  apprehension  of  criminals  and  b; 
fencing  those  convicted  of  serious  crii 
significant  prison  terms. 
NO  PARADOX.  Studies  by  the  economist 
Leavitt  of  the  University  of  Chicago  ar 
ers  show  that  the  increase  since  1980  i 
courts'  propensity  to  convict  and  im' 
criminals  made  a  major  contribution  i 
sizable  fall  in  U.  S.  crime.  Persons  1: 
bars  cannot  commit  crimes  against  the  1 
and  many  people  have  been  deteired  i 
life  of  crime  by  the  increased  prospec 
they  would  spend  a  considerable  time  ] 
up.  A  New  York  Times  headline  s(| 
months  ago  proclaimed  that  "Prison  P 
tion  Growing  Although  Crime  Rate  D 
but  this  "paradox"  disappears  once  it 
predated  that  the  growth  in  prisoners 
reduce  crime. 

The  U.  S.  prison  and  jail  populatio 
gi'own  to  more  than  1.7  million,  or  to 
1%  of  the  adult  population.  A  sad  commi 
on  modern  morality  is  that  so  many  ] 
must  be  jailed  to  bring  crim.e  down  to 
tolerable  levels.  It  is  also  highly  distv 
that  black  men  ai-e  eight  times  more  ]ik 
be  imprisoned  than  white  men,  which 
forces  the  need  for  better  education 
more  stable  family  life  among  blacks,  ijt 
same  time,  however,  poor  blacks  and 
city  residents  have  benefited  the  mosti 
the  gi'eater  imprisonment  of  persons  coj 
ting  serious  crimes,  since  they  are  most!: 
the  victims.  ^ 

Some  intellectuals  have  perpetrat 
enoiTnous  myth — and  delayed  effective  pi 
against  crime — by  claiming  that  crime 
deferrable,  that  it  is  related  in  an  unbe{ 
way  to  poverty,  and  that  it  can  be  re^ 
only  by  drastic  social  reforms.  In  fac 
U.  S.  has  shown  that  the  poor  and  othei 
be  deterred  from  crime  by  stacking  thf 
against  criminals. 

Countries  that  develop  an  effective  sj 
of  apprehension  and  punishment  of 
nals  won't  have  a  magic  weapon  agair 
crimes.  But  they  will  gi-eatly  improv 
daily  conditions  of  life  for  the  vast  ma, 
of  their  citizens. 
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Economic  Trends 
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BY  GENE  KORETZ 

DOWNSIZING'S 
ECONOMIC  SPIN... 

Job  creation  outruns  layoffs 

If  anyone  still  thinks  that  large-scale 
job-cutting  has  not  become  a  penna- 
nent  aspect  of  U.  S.  corporate  strategy, 
the  latest  tally  of  layoff  announcements 
by  major  corporations  should  remove 
any  doubts.  According  to  outplacement 
firm  Challenger,  Gray  &  Cluistmas  Inc., 
planned  job  cuts  tlii'ough  November  ai'e 
up  more  than  50%  over  1997  and  ap- 
pai'ently  headed  for  a  record. 

It's  no  secret,  of  coiu-se,  that  the  jjick- 
up  in  layoffs  is  mainly  a  response  to 
profit  pressiu-es  resulting  from  the  Asian 
cnsis  and  financial-market  turmoil.  But 

WHAT  LIES  IN  STORE 
FOR  DISPLACED  WORKERS? 

STATUS  OF  FUU-TIMERS  WHO  LOST 
PERMANENT  JOBS  IN  1995-1997* 

REEMPLOYED  FULL-TIME  AT  EQUAL  OR  HIGHER  PAY 


REEMPLOYED  FUU-TIME  AT  LOWER  PAY 


WORKING  PART-TIME  OR  SELF-EMPLOYED 
LEFT  THE  LABOR  FORCE 


UNEMPLOYED 
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the  real  question  is  what  it  bodes  for 
America's  71^-yeai"  expansion  and  for  af- 
fected woi'kei's. 

On  both  counts,  most  economists  ai'e 
sanguine — at  least  foi'  now.  L.  Douglas 
Lee  of  HSB('  Washington  Analysis  sees 
the  surge  in  layoffs  as  evidence  that 
U.  S.  companies  I'emain  determined  to 
keep  theii'  long-tenii  advantage  in  a  slug- 
gish and  increasingly  competitive  world 
economy.  Also,  to  the  extent  that  their 
quick  action  shores  up  jjrofits  in  the  short 
nin,  it  will  help  prevent  the  kind  of  se- 
vei'e  stock  market  coirection  that  could 
send  the  economy  into  a  tailspin. 

If  the  economy  should  really  start  to 
slumj),  of  coiu'se,  the  alacrity  with  which 
companies  begin  slashing  payi'olls  could 
tiu'n  into  a  liability.  In  a  woi'st-case  sce- 
nario, such  strategies  could  touch  ol'f  a 
vicious  circle — as  laid-off  workei-s  and 
those  fearful  of  getting  the  sack  rein  in 
their  spending  and  thus  undeix-ut  de- 
mand and  pi'ofits  even  more — inspiring 
new  rounds  of  layoffs. 


Fortunately,  the  chances  of  such  a 
development  in  the  year  ahead  seem 
slim.  Economist  Maury  N.  Harris  of 
PaineWebber  Inc.  obseiTes  that  job  cre- 
ation has  been  fai"  outpacing  layoffs.  Al- 
though an  estimated  3.3  million  workei-s 
wei'e  peiTnanently  displaced  fi'om  jobs  in 
1997,  for  example,  nonfai'm  pa>Tolls  still 
surged  by  an  iinpressive  3.4  miUion. 

Even  eai'lier  in  the  expansion,  many 
displaced  workers  had  little  trouble  find- 
ing new  jobs.  Of  some  4.6  million  work- 
ers laid  off  in  1995  and  1996,  notes  Har- 
ris, about  40%  were  reemployed  within 
five  weeks  and  more  than  60%-  witliin  14 
weeks.  And  by  early  tliis  year,  he  adds, 
around  84%  had  found  work,  while  a 
ftuther  11%',  many  of  them  55  and  older, 
had  left  the  labor  force. 

With  imemployment  now  at  its  lowest 
level  in  sevei'al  decades.  Hams  thinks 
the  upcoming  wave  of  laid-off  workers 
should  have  an  even  easier  time.  "No 
one  likes  to  be  laid  off,"  he  says,  "but 
the  fact  that  unemployment  has  fallen 
this  year  while  layoff  plans  have  been 
rising  is  reassming — both  for  workers  at 
risk  and  for  the  overall  economy." 


...AND  ITS  IMPACT 
ON  JOB-LOSERS 

Older  workers  still  take  a  big  hit 

What  do  laid-off  workers  have  to 
fear  in  today's  labor  mai'ket?  For 
those  only  a  yeai'  or  two  on  the  job — es- 
pecially younger  workers,  the  issue  may 
not  be  a  burning  one.  But  for  many  of 
those  severed  from  more  permanent 
jobs,  it's  compelling.  That's  why  the  La- 
bor Dept.'s  latest  survey  of  displaced 
long-teniu'ed  workers  conducted  in  ear- 
ly 1998  is  so  revealing. 

Looking  at  the  3.1  million  workers 
who  were  laid  off  from  full-time  per- 
manent jobs  (held  at  least  three  years) 
from  1995  through  1997,  the  survey 
found  that  in  many  I'espects  their  fates 
wei'e  comparable  to  those  found  in  the 
199(i  survey  foi'  workers  laid  off  in  1993 
and  1994.  Specifically,  in  each  case  about 
67%  of  workers  were  reemployed  at 
full-time  jobs,  14%-  to  16%  were  working 
part-time  or  at  home,  and  12%  to  14%< 
had  di-oj^ped  out  of  the  labor  force. 

The  main  difference  was  that  i-ecent 
earnings  declines  were  far  less  pro- 
nounced. Whei'eas  55%-  of  reemployed 
full-timers  in  the  earlier  survey  expeii- 
enced  pay  di'ops,  and  34%  of  them  suf- 
fered cuts  of  more  than  20%.,  the  figau'es 
in  the  1998  survey  were  38%  and  21%, 
respectively.  And  the  median  period  be- 


tween jobs  fell  from  8.3  to  5  wsl 
In  addition,  the  reemployed  ftjl  h 
contingent's  median  weekly  ean 
were  up  about  2%  in  the  1998  si, 
compared  with  a  14%>  decline  in  tli 
01-  survey.  However,  all  of  the  i 
increases  accrued  to  younger  vvm 
Those  fi'om  ages  45  to  64  wei'e  st 
with  pay  declines  averaging  10''( . 

In  short,  the  severe  earnings 
suffered  by  eai'liei-  gi-oups  of  dis] 
full-time  workers  have  diminishec  - 
nificantly  as  the  expansion  has  c-i : 
ued.  But  with  only  two-thirds  of  > 
laid  off  in  recent  years  back  at  fullii 
jobs  and  neai'ly  40%  of  full-timei-s  t: 
pay  cuts,  it's  clear  that  many  work 
particularly  those  over  45 — contin; 
suffer  considerable  economic  pain 


U.  S.  LONGEVITY 
IS  ON  A  ROLL 

Racial  and  gender  gaps  decline 

i_ 

After  several  years  in  whii 
marked  time,  U.S.  longevi 
back  on  a  growth  track.  Accoi'dii 
MetLife  demogi'apher  Stanley  Ki^ai:' 
life  expectancy  at  biith  set  a  recql 
1997  for  the  second  year  in  a  rowjl 
ting  76.4  years.  If  his  latest  estimie 
on  the  mark,  life  expectancy  for  b 
boms  has  ah-eady  climbed  by  a  fullr* 
during  the  1990s.  j 
Several  trends  are  apparent  iit 
latest  longevity  numbers.  One  is  ;ii 
rowing  in  the  gap  between  race 
the  life  expectancy  of  blacks  ha . 
cently  risen  faster  than  that  of  w 
Another  is  a  rapid  narrowing  iiti 
gender  gap,  as  male  mortality 
particulai'ly  foi-  those  65  and  older,  jar 
fallen  far  faster  than  female  rates.i 
Indeed,  while  concern  about  a  1j 
ing  Social  Security  i^i—i^ 
deficit  has  focused    LOOKING  FORVll 
on  the  coming  i-e-     TO  LIVING  LON^ 
tirement    of  the 
baby-boom  gener- 
ation, the  continu- 
ing advance  in  life 
expectancy  among 
seniors  promises  to 
place  a  far  greater 
bui'den  on  the  sys- 
tem's resources. 
For  Americans  as 
a  whole,  life  ex- 
pectancy at  65  has 
increased  by  a  full 
year  since  1980, 
and  it  is  currently  projected  to 
by  an  additional  two  years  by  20& 
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^  ompanies  do  not  compete.  Supply  chains  compete."  So 
says  third  party  logistics  provider  Skyway  Freight 
Systems  Inc.'s  President  and  CEO,  Charles  Loundsbury. 
Supply  chain  management  is  turning  the  world  of 
busniess  on  edge,  figuratively  and  literally.  Figuratively  because 
it  has  blurred  traditional  functional  and  corporate  boundaries, 
and  presented  challenges  not  imagined  during  the  quality  process 
trend  of  the  1980s.  Literally  because  the  supply  chain  concept 
cuts  horizontally  across  a  business  world  that  heretofore  has 
been  organized  vertically  by 
functional  "silos"  such  as  man- 
ufacturing, finance,  marketing 

and  logistics. 

Earlier  in  this  decade,  farsighted 
companies  made  substantial  commit- 
ments to  adopting  supply  chain  man- 
agement strategies,  resulting  in  culture 
shocks  that  are  still  reverberating 
through  their  ranks,  their  suppliers, 
and  even  their  customers.  Yet,  in  the 
rest  of  the  business  world,  the  shift  to 
supply  chains  has  just  started. 

Supply  chain  management  is  a  sim- 
ple concept.  Some  say,  in  fact,  that 
well-run  businesses  have  been  practic- 
ing it  since  the  apple  was  first  succe-.s- 
fully  marketed  and  delivered  to  Ev.. 
Here's  the  basic  definition  supplied  u 
this  year's  gathering  of  leading  ship- 
pers at  the  Council  of  Logistics  Man- 
agement (CLM)  annual  conference  in 


1 


Anaheim,  California  by  Douglas  N  i 
Lambert,  Ohio  State  University 
Raymond  E.  A4ason  Professor 
Transportation  and  Logistics: 

"Supply  chain  manageme 
(SCM)  is  the  integration  of  key  bus 
ness  processes  from  end  -user  throug 
original  suppliers,  that  providt  mv 
products,  services,  and  informatio 
that  add  value  for  customers  an 
other  stakeholders." 
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The  basic  definition  is  simple,  the  application  is  not.  technology-based  businesses.  The  advantages  includ 

Today's  demand  for  precise  delivery  of  just  the  right  prod-  "10  to  30  percent  higher  on-time  delivery  performanc 

uct  to  consumers  who  want  it  at  the  lowest  delivered  a  40  to  65  percent  (or  one-to-two  month)  advantage 

cost  creates  powerful  challenges  for  logistics  managers  cash-to-cash  cycle  time.  50  to  80  percent  less  standu 

crafting  their  SCM  process.  inventory.. .The  savings  potential  of  a  highly  effecti 

How  do  major  shippers  view  their  efforts  to  adopt  supply  chain  can  translate  into  three  to  six  percent  oi 


supply  chain  strategies  within 
their  organizations? 

"Bloody,"  says  Jon  D.  Calvin, 
director  logistics  and  product  sup- 
ply, Goodyear  Tire  &  Rubber  Co. 

"Painful,"  says  Steve  Lauder- 
baugh,  supply  chain  project  man- 
ager, 3M. 

But  worth  the  effort,  they  both 
agree. 

"We  see  the  potential  for  Si 8 
million  per  year  in  transportation 
savings,  of  which  we've  so  far 
achieved  S2  million,"  according  to 
Robert  E.  Stickman,  direaor.  West- 
em  Region,  Sharp  Electronics  Corp. 
"This  process  is  new  at  Sharp." 

Cost  savings  of  that  magnitude 
are  generally  available  to  companies 


"Those  with  best- 
in-class  supply 
chain  management 
practices  are 
outperforming 
their  average- 
performing 
competitors  in 
all  sort  of  ways." 


company  s  revenue. 

That's  right.  Theorists  and  pra 
titioners  agree  that  bottom  lii 
earnings  improvements  of  up  to  s 
million  dollars  are  achievable  f 
a  Si 00  million  company  whi( 
thoroughly  adopts  SCM. 


What  About  Reality? 

Almost  everybody's  talking  abo 
it,  but  fewer  are  actually  doii 
something  about  SCM,  particular  ifil 
when  it  comes  to  logistics.  Amoi 
logistics  professionals  who  we 
interviewed  for  this  special  advc 
tising  section,  there  was  gener 
agreement  that  the  business  wor 
has  yet  to  fully  realize  the  benefi 
large  and  not  so     of  supply  chain  management. 


-Bill  Helming,  PRTM 


large  —  that  make  the  commitment  to  SCM,  accord-  "I  wouldn't  call  them  strategies  exactly  yet,"  sa 

ing  to  the  experts.  Greg  Girard,  research  director,  supply  chain  executio 

"Those  with  best-in-class  supply  chain  management  AMR  Research.  "Some  companies  are  moving  towa 

practices  are  outperforming  their  average-performing  providing  coordinated  global  logistics  services  to  the 

competitors  in  all  sorts  of  ways,"  says  Bill  Helming,  key  customers.  In  most  instances,  suppliers  are  st 

director,  PRTM,  a  global  management  consultant  to  spending  the  majority  of  their  suppU  chain  continuei 


Supply  Chain  Management:  What  It  Is 


Making  what  consumers  want  NOW 
in  the  most  efficient  and  profitable 
way  possible  is  the  mother  of  the 
SCM  invention.  The  process  may 
involve  buying  raw  materials  more 
conservatively  or  assembling  parts 
closer  to  the  final  destination. 
Blue  computers  may  be  the  current 
rage,  but  if  the  next  hit  movie  fea- 
tures a  red  one  you'd  better  be  ready 
to  change  your  pigment  order  in  a 
flash.  A  well-constructed  supply 


chain  is  intrinsically  flexible. 

Michael  Aghajanian,  a  director  of 
PRTM,  provides  a  concise  explana- 
tion of  the  role  logistics  plays  in 
supply  chain  management. 

"For  far  too  long,  senior  man- 
agers thought  that  logistics  and 
transportation  were  supply-chain 
management.  Logistics  and  trans- 
portation need  to  be  solidly  linked 
to  all  of  the  process  elements  of  the 
supply  chain.  And  only  then  can 


managers  understand  the  entire 
chain  of  cause  and  effect  that  a. 
supply  chain  really  is."  I 
A  tool  for  reconfiguring  supply 
chains  has  been  developed  by  PRTM, 
AMR  and  the  Supply-Chain  Council.iS^Cil 
The  Supply-Chain  Operations  Refer 
ence-model  (SCOR)  has  been  used';'?^ 
by  more  than  400  leading  compa-  I'ljiOj 
nies,  and  information  is  available|^(()|if 
from    the    Supply-Chain    Councilil3|  ^j^, 
(www.supply-chain.com).  kiv, 
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effort  on  how  they  handle 
their  customers'  front-end 
needs  in  order  management. 

"Few  companies  now  have 
global  logistics  capabilities. 
We're  seeing  a  lot  of  com- 
panies focused  on  improving 
the  business  processes,  inform- 
ation systems,  communications 
networks,  and  core  carrier  pro- 
grams needed  to  deliver  supe- 
rior global  logistics  service." 

*-  Taking  the  First  Step 

The  buzz  at  another  industry 
gathering  this  fall  seemed  to 
confirm  this  observation.  "The 
4th  Annual  Best  Practices  in 
Supply  Chain  Management" 
conference,  where  some  50 
supply  chain  managers  paid 
up  to  $2,200  each  to  attend  a 
three  day  seminar  in  Scotts- 
dale,  AZ,  featured  a  keynote 
address  by  Arthur  D.  Wain- 
wright,  president  and  chairman  of  Wainwright 
Industries,  headquartered  in  St.  Peters,  MO. 

"One  thousand  raindrops  make  an  ocean," 
the  Baldridge  Award  winning  manufacturer  told 
the  group.  "Little  things  make  a  big  difference. 
W(^rk  It  in  one  step  at  a  time.  You  must  make  a 
cultural  diagnostic  of  your  organization  before 
you  make  change.  It  takes  a  long  time." 

Which  explains  why  many  companies  haven't 
taken  the  first  step.  They  are  probably  overwhelmed 
by  the  very  prospect  of  a  process  that  has,  for  exam- 
ple, had  management  attention  at  3M  for  the  last  six 
years.  3M  is  still  somewhere  in  the  midst  of  breaking  down 
functional  silos  and  implementing  the  company's  man- 
dated Supply  Chain  Excellence  process. 

Also,  a  certain  part  of  the  reluctance  to  engage  in  this 
new  process  can  be  summed  up  as  fear  of  commitment. 

"You  date  a  carrier,  but  you  marry  a  third-party  logis- 
tics provider,"  notes  a  white  paper  published  by  Price- 
Waterhouse  Coopers.  "You  may  think  this  is  an 
exaggeration,  but  the  decision  to  implement  and  inte- 


"Little  things  make  a  big  difference. 
Work  it  in  one  step  at  a  time. 
You  must  make  a  cultural  diagnostic 
of  your  organization  before  you 
make  change.  It  takes  a  long  time. 


mi 


-Arthur  D.  Wainwriqh 
Wainwright  Industrie 


grate  your  company  with  a  contract  provider  is  a  fa 
cry  from  carrier  relationships  or  traditional  silo-basd 
management  activity." 

For  the  transportation  and  logistics  community,  th 
gap  between  acknowledging  the  need  for  SCM,  an 
implementing  it  is  amplified  by  the  position  logistic 
occupies  in  the  overall  strategy. 

At  the  Best  Practices  In  SCM  meeting  (sponsored  b 
the  Institute  for  International  Research),  discussio 


uprciv 
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mong  major  U.S.  corporations  centered  on  such  high- 
id  issues  as  improving  customer  service  and  satisfac- 
on,  product  data  management,  vendor-managed 
ventory  and  so  on.  Subjects  specifically  relating  to 
.  gistics  and  transportation  were  not  frequently  on  the 
;enda,  nor  discussed  much  among  the  participants. 
One  might  conclude  that  logistics  —  and  particu- 
rly  transportation  —  simply  are  not  considered  one 
the  "sexy"  components  of  SCM.  A  more  useful  obser- 
tion,  however,  is  that  the  importance  of  logistics  is 
It  always  well  understood. 

Using  TMS 

r  those  who  have  focused  on  the  subject,  the  signifi- 
nce  of  logistics  disciplines  is  clear.  "Transportation 
J  vital  link  in  the  supply  chain,"  says  George  Gulli- 


bottom  line  performance  sometime  before  the  next  mil- 
lennuim  (just  one  year  away),  can  you  somehow  partic- 
ipate m  supply  chain  s  logistics  benefits  without  making 
massive  investments  in  total  supply  chain  development? 

Absolutely,  says  Larry  Ferrere,  vice  president,  marketing 
and  business  development,  Vastera.  As  a  provider  of  intern- 
ational trade  logistics  solutions,  Ferrere  has  observed  that 
mid-size  manufacturers  and  distributors  "are  probably  in 
the  toughest  position"  when  it  comes  to  adopting  SCM. 
"The  larger  companies  have  the  clout  [with  their  vendors] 
and  the  financial  resources  to  implement  SCM,  while  very 
small  companies  are  generally  niche  players  often  with 
unique  channels  and/or  products  that  somewhat  insulate 
them  or  create  competitive  barriers." 

The  good  news  is  that  the  lessons  learned  by  big  global  com- 
panies in  developing  SCM  are  now  available  —  at  reasonable 


d,  Jr.,  product  marketing  manager-logistics/supply    cost  and  in  digestible  pieces  —  for  mid-size  companies  tliat  are  seek- 


lin,  J.D.  Edwards.  The  company  develops  and  pro- 
les supply  chain  software  solutions,  including  Trans- 
rtation  Management  Systems  (TMS). 


ing  to  expand  their  reach  into  global  markets. 

In  the  area  of  international  trade  logistics,  accord- 
ing to  Ferrere,  businesses  now  have  software  solutions 


'Any  interruptions  or  delays  can  cause  a  significant    available  that  manage  risk,  provide  positive  return  on 


;line  in  service,"  notes  Gulliford.  "If  the  goal  is  to 
)vide  customers  with  rapid  service  at  an  affordable 
ce,  then  organizations  must  find  ways  to  decrease 
isit  time  while  keeping  shipping  costs  to  a  minimum." 
TMS  is  a  supply  chain  tool  that  can  "consistently  offer 
ings  in  the  range  of  five  to  1 5  percent  or 
re  of  total  transportation  expenditures 
iavings  which  every  logistics  executive 
>ws  go  straight  to  the  company's  bot- 
i  line,"  states  a  study  published  by  Ernst 
ifoung  and  the  University  of  Tennessee. 
'And  the  benefits  of  cost  savings  can 
;  against  the  greater  customer  satis- 

i  ion  benefits  available  through  TMS. 
'  R's  Greg  Girard  puts  it  in  perspec- 
t  :  "[Industry  leaders]  are  using  trans- 
p  ation  as  a  competitive  differentiation 
ti'  mprove  customer  satisfaction  for 

ii  eased  market  share  and  superior 
ti  ncial  performance." 

)kay,  so  maybe  you  agree  that  is  it  is 
ir  jrtant  to  become  a  player  in  today's 
e'l  ving  supply  chain  market.  If  your 
c(  pany  is  not  listed  in  the  Fortune  1000, 
iiisiaij  you  are  under  pressure  to  improve 


investment,  and  offer  better  analytical  capabilities  than 
have  previously  been  available. 

Vastera  provided  such  a  system  to  Gilbarco,  Inc.  a 
manufacturer  of  fuel  pumps  and  components.  Changes 
in  product  technology  and  regulations  gov-    continued »■ 


WHY  IS  SUPPLY  CHAIN  MANAGEMENT  SO  IMPORTANT? 
^  A  $1  billion  company  can  save  $30-60  million 

First-in-class  companies  have  an  advantage  in  total  supply-ctiain  managennent 
cost  of  thiree  to  six  percent. 


Total  Supply-Chain  Management  Cost 


Best-in-Class  97 
I  Average  '  97 


a>  10 


Computers     Industrial  Telecom 


Chemicals  Packaged 
Goods 


Overall 


Source;  1997  Integrated  SupplyCtiain  Benchmarking  Study,  Ttie  Performance  Measurement  Group, 
A  PRTM  Company 


Defmilion  Total  supply-chain  management  cost  is  the  sum  of  Order  Manaqemenl,  fvlalei 
Supplv  Chdin  rmance.  Planning,  and  MIS  Costs 


■entorv  Carrying,  jnd 


Sales  Order  Management 

Used  lo  ship  S.()(K)  pairs  oisIhils  d.w. 
Today,  with  J.D.Edwards  we  electronically  bool<  and  ship 
up  to  55,0(X1  pairs  of  shoes  every  eight  hours," 
Giirv  Diiiiliip,  Viu'  Pimli'iil  iff  GU\i\  lii|(iriiiiiliiiii  St'iTUis  iiiij  TvIimiiIi>j,\ 

Vans,  Inc. 


Sales  Configurator 

"j. D.Edwards  SCOREx  has  gi\ en  us  the  ability 
to  be  responsue  to  the  dynamic  changes  in  the 
global  wireless  communications  market," 
Villi  Piilrriiui,  Siiiinr  Vuv  Pimii'Mt  liiui  CFO 
Metawave  Communitalions,  Inc. 


"J,D,Edwards  has  htl|xd  as  lo  jcliievc 
our  coinpany's  highest  fill  rates  while 
also  reducing  our  inventory  level," 
Joliii  A,  Z\rh.  Viu  Pn-skbil  ■  CIO 
Ubbey,  Inc. 


Procurement 

"l-D  Edwards  SCOREx  saves  us  time  and  money. 
Al  Sii,\Mii.iii.  Viii  PhAiJi'iil  liijiiniiiiluTii  TvlimJit;)' 
Ro/lerfafode 


Customer  Service  Managemc 

"Customers  get  delivery  quotes  on-line  and  we  can  easily 
quote  the  status  of  any  order" 
Dm  Wiif',  V'lii  Pic'sijiiil  Onicilii'iis 
PeiUom  Semitonduclor  Corporation 


Copynglu  J.l).  Kcl\\ards  World  Source  Oimpan),  iggy.  J,D  fcd  wards  is  a  registered  trademark  of  J. D,  Edwards  &  Company. 
All  other  product  name.s  used  are  trademarks  or  registered  trademarks  of  their  respective  owners. 


Transportation  Management 

"  We  are  aole  to  effectively  track  the  transfer  of  inventory 
and  costs  of  configured  products  from  supply  plants  to 
distribution  plants  and  to  the  customer." 
Dim  Eriiiis,  Via  PiiAiiliil  Praliiilmlv  Svslniu 
Oveihead  Door  Corporation 


3D  Edwarck  SCOREx. 
Integrated  supply  chain  execution 
in  one  handy  package. 

With  J.D.Edwards  SCOREx  (Supply  Chain  Optimization  and  Realtime  Extended  Execution), 
you  get  the  most  versatile  set  of  supply  chain  functions  available — all  in  an  integrated,  componentized 
package  that  includes  sales  order  management,  sales  configurator,  warehouse  management,  transportation 
management,  customer  service  management,  procurement  and  planning.  With  J. D.  Edwards  SCOREx, 
the  entire  razor-sharp  system  responds  quickly  and  easily  to  changes  in  your  business,  ripping  right 
through  the  barriers  between  idea  and  action.  Which  gives  your  supply  chain  the  ultimate  in  visibility 
and  adaptability  regardless  of  the  platform  you're  using— Windows  NT,  UNIX,  OS/ 400  or  the 
Internet.  That's  how  enterprise  software  ought  to  be.  It  can  be  for  you,  too.  To  find  out  more, 
call  1-800-727-5333  or  visit  www.jdedwards.com. 

IDEdwards 

Enterprise    Suit  u  are 
 .  ^ 
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erning  the  movement  of  tech- 
nology across  borders  lead 
Gilbarco  to  investigate  auto- 
mating their  manual  processes 
for  international  trade.  In 
addition  to  assurance  of  legal 
and  regulatory  compliance, 
the  company  also  unproved 
shipping  times  and  customer 
satisfaction  through  auto- 
mated trade  practices. 

Another  improvement  was 
the  development  of  a  more 
informative  packing  label. 
Also,  captured  data  provided 
insightful  reports  in  areas 
including  freight-forwarding 
payments  and  harbor  main- 
tenance tax  coding. 

Rather  than  trying  to  fill 
an  ocean  of  opportunity  all  at 
once,  Gilbarco  has  successfully 
tasted  the  first  few  satisfying 
drops  as  it  became  a  more 
committed  SCM  player. 


The  next  frontier  in  SCM 

There  are  many  other  companies  that  have  yet  to 
focus  on  SCM.  Steve  Nieman,  a  partner  with  the 
logistics  consultancy  The  Tioga  Group,  cites  a 
current  engagement  with  a  highly  successful  pri- 
vately owned  manufacturer  approaching  two  bil- 
lion dollars  in  sales  and  acquiring  up  to  five  small 
companies  per  year  in  an  industry  "roll-up",  but 
hardly  aware  of  its  transportation  expenditures 
(much  less  using  SCM).  The  company  readily 
admits  that  they  do  not  know  how  many  private 
trucks  they  control,  nor  even  how  many  truck 
drivers  they  have  on  the  payroll.  They  estimate  trans- 
portation expenditures  at  "close  to"  $100  million  per 
year  for  outbound  freight. 

Centralized  management  of  the  logistics  function  is 
viewed  as  counter-cultural  while  plant  managers  are 
virtually  free  to  distribute  their  products  as  they  see  fit. 

"So,"  suggests  Nieman,  "as  we  approach  the  next 
frontier  in  SCM,  it  will  mclude  the  firm  that  is  just  start- 


"If  the  goal  is  to  provide  customers 
with  rapid  service  at  an 
affordable  price,  then  organizations 
must  find  ways  to  decrease 
transit  time  while  keeping 
shipping  costs  to  a  minimum." 


-George  Gulliford,  J 
J.D.  Edwarc 


ing  to  realize  it  might  be  an  area  that  merits  attentioi 
but  which  has  unique  management  practices." 

With  many  shippers  unsure  of  when,  how,  or  if  the 
will  adopt  SCM,  transportation  service  providers  ai 
getting  their  feet  wet  —  cautiously  and  deliberately  — 
they  listen  to  customers  and  determine  what  are  today 
requirements  for  participating  in  SCM. 

At  two  leading  freight  intermediary  com-  continued 
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To    SEE   WHAT   OUR   NAME    STANDS  FOR, 
LOOK   AT   WHO    STANDS    BEHIND  IT. 


Emery  Worldw 


Edward! 


■tk! 
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fi/ery  day,  the  companies  of  CNF  Transportation  move  almost  100  million  pounds 
of  the  world's  freight.  Individually,  each  ranks  among  the  most  respected  brands  in 
transportation.  Together,  they  represent  the  future  of  distribution  in  the  global  market, 
where  innovative  ideas  and  smart  technology  carry  as  much  weight  as  trucks,  ships 
and  planes.  That's  what  CNF  Transportation  stands  for  And  three  of  the  top  names 
I    in  transportation  and  logistics  stand  behind  it. 


cnF 

TRANSPORTATION 


Where  ideas  carry  weight 


;ry    Worldwide    .    Con-Way    Transportation    Services    ■    Menlo    Logistics  hiip://www.cn 
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panics,  a  traditional  menu  of  transporta- 
tion and  logistics  services  has  continued 
growing  for  customers  who  still  want  them, 
while  broader  logistics  programs  are  also 
developed  for  those  who  want  more. 

"If  the  requested  service  falls  outside  of 
our  core  capabilities,"  says  Larry  Henry, 
vice-president,  logistics,  Alliance  Shippers, 
"we  either  assess  the  investment  required  to 
provide  the  service  at  a  level  consistent  with 
our  customer's  expectations  or  we  will  align 
ourselves  with  another  provider  capable  of 
meeting  that  need  and  manage  the  trans- 
action on  behalf  of  our  client.  We  have  to 
date  taken  the  position  that  we  prefer  to 
partner  with  a  third  party  logistics  (3PL) 
firm  if  need  be  rather  than  become  a  3PL." 

Also,  Alliance's  Perfect  Shipment  Pro- 
gram" provides  a  data  collection  founda- 
tion that  permits  customers  to  receive 
measurements  of  logistics  performance  in 
line  with  their  specific  SCM  strategies.  "Our  enhanced 
reporting  allows  customers  to  both  measure  the  per- 
formance of  Alliance  Shippers  as  well  as  achieve  a  deeper 
understanding  of  their  own  SCM  process,"  says  Henry. 

Another  perspective  is  expressed  by  Bill  Ditoro,  vice- 
president  of  supply  chain  solutions.  Hub  Group,  Inc. 
"Providers  such  as  Hub  Group  can  and  do  provide  total 
transportation  management  packages  that  revolve  around 
the  core  competency  of  providing  total  transportation 
management  in  the  intermodal  arena. ..In  some  instances  a 


WHY  IS  SUPPLY  CHAIN  MANAGEMENT  SO  IMPORTANT 

Leading  companies  have  cash  available  two  to  three 
months  faster 

Leading  companies  have  a  40  to  50  percent  advantage  in  casti-to-casti  tim 
over  average  companies 


Cash-to-Cash  Cycle  Time 


e  Best-ln-Class  "9 
m  Average  "97 


Computers     Industrial  Telecom 


Chemicals  Packaged 
Goods 


Overall 


Source:  1997  Integrated  Supply-Chain  Benchmarking  Study,  The  Pertormance  Measurement  Group 
A  PRTM  Company 

Delinition  Cash-to-cash  cycle  lime  is  an  approximation  of  the  time  it  takes  for  casf"i  to  flow  Pack  inlc  trie  company  alter  it  is  paid  out 
for  production  materials,  Casn-to-cash  cycle  time  equals  total  inventory  days  of  supply  plus  days  sales/receivaples  outstanding  minu 
days  payables  outstanding. 


The  Nation's  CEOs 
Look  To  the  Future 

Among  business  trends  identified  by  CEOs,  "improving 
supply  chains  globally"  was  judged  "major"  by  78  per- 
cent of  2,500  CEOs  of  companies  with  revenue  larger  than 
$100  million  surveyed  by  Louis  Harris  &  Associates  earlier 
this  year.  SCM's  importance  to  them  was  exceeded  only  by 
three  other  issues:  (1)  cost  and  cycle  time  reduction,  (2) 
improving  knowledge  management  and  (3)  globalization. 

The  same  group  gave  generally  low  ratings  to  cor- 
porate America  for  being  fully  prepared  to  take  advan- 
tage of  those  trends. 


logistics  provider  will  go  a  bit  beyond  their  expected  aren 
as  we  have  done.  For  instance.  Hub  provides  site  locatio 
and  modal  modeling  expertise,  hi  essence,  global  logisti 
providers  stay  within  or  close  to  their  core  competencies 

A  transportation  company  that  has  fully  embrace 
SCM  is  3PL  Ryder  System,  through  its  Ryder  Integrate 
Logistics  unit.  Its  philosophy  is  that,  "All  compani 
are  engaged  in  supply  chain  management,  whether  or  nc 
they  have  consciously  assessed  their  supply  chain  as  a 
entity  or  are  focusing  on  various  elements,"  accordiui 
to  Ed  Straw,  president. 

Even  Ryder,  with  its  supply  chain  focus,  cannot  har 
die  the  entire  process  alone.  Straw  explains,  "No  on 
third  party  can  provide  best-in-class  solutions  withoi 
forging  business  alliances  with  other  third  parties.  Ec 
Ryder,  that  has  meant  alliances  with  Andersen  Consuli 
ing  and  IBM  Global  Services  to  supplement  and  con 
plement  their  skills  in  business  integration,  changi 
management  and  data  processing  operations.  Our  allianc 
with  i2  Technologies  offers  our  customers  the  best  suf' 
ply  chain  planning  and  optimization  software  integrate: 
with  Ryder  s  own  operating  systems." 

There  are  about  as  many  perspectives  on  SCM  as  thj 
number  of  players  you  talk  to.  Another  example  is  RP!' 
the  $1.7  billion  global  small-package  carrier  continued 
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bllow  Through. 

''Roadway  Scores  Big  on  the  Pro  Golf  Tour. " 


Sterling  Cut  Glass  is  recognized  on  the  [Pro  Golf  tourjfrom 
Pebble  Beach  to  Phoenix  to  Augusta  and  just  about  any 
other  stop  on  the  tour.  Whether  it  is  an  award  for  the 
wi 


nner  or  a  [specially  designed  commemorative 

piece,  the  pros  know  Sterling. 
And  when  Kevin  Schwartz,  Sterling's  transportation 
manager  in  Erianger,  Kentucky,  chooses  his 
caddie  to  get  it  there  ^^^^^^^mlm^Rg  he 
calls  Roadway. 

"Our  shipments  a  re  (fragile)  and  often 
[one  of  a  kindjOur  Roadway  sales 
rep,  Bob  Fredenburg,  and  the  local 
(Roadway  Team] have  a  real  touch  when  it 
^  comes  to  handling  our  shipments." 

Roadway  Express 


Reliable.  Responsive. 


blends  the 
most  efficient 
network  with  the  most  responsive 
work  force  in  the  industry  to 
deliver  exceptional  customer 
service  to  you. 


ROADWAY 

Jbxpress 

Call  your  local  service  center  today  or  Roadway  toll-free  at...  1-800-257-2837  www.roadway  com  rexmail@roadwQy.com 

xceptional  Service.  .  ,No  Exceptions'^ 


7  Roadway  Express,  Inc.  All  Rights  Reserved 


Printed  in  U.S.A. 
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that  has  mounted  a  vigorous 
challenge  to  the  domination  of 
the  market  by  UPS. 

"Small-package  business 
shippers  —  many  of  them  from 
the  retail  industry  —  had  few 
options  for  improving  infor- 
mation flow  and  cycle  times," 
says  Bramm  Johnson,  senior 
vice-president  of  marketing 
and  strategic  planning. 

"RPS  changed  that  by  cus- 
tomizmg  shipping  programs 
to  support  its  customers' 
SCM  strategies,"  he  says.  "For 
instance,  RPS  was  the  first  to 
offer  a  "collect"  shipping  pro- 
gram whereby  large  retail  con- 
signees can  control  the  freight  ...j 
costs  of  their  receivables.  Pre- 
viously, large  retail  stores 
would  typically  pay  hefty  ship- 
ping and  handling  charges  on 
their  large  volumes  on  inbound 
freight.  As  a  transportation 
provider  and  a  member  of  the  supply  chain,  RPS  is 
certainly  a  proponent  of  placing  a  stronger  empha- 
sis on  better  SCM  programs." 

Among  the  tools  available  for  more  profitable 
logistics  management  is  Value  Manager  On-Line, 
a  strategic  database  for  sales  analysis,  market  seg- 
mentation and  financial  competitive  analysis  avail- 
able from  Standard  &  Poor's  Compustat. 

Value  Manager  provides  an  important  link  to 
SCM  strategies  for  logistics  managers  seeking  a  sound 
financial  perspective  on  distribution  operations  when 
weighing  trade  offs  between  maintaining  in-house  dis- 
tribution systems,  or  outsourcing  to  a  third  party. 

North  American  freight  giant  Roadway  Express  (2.7 
billion  in  revenue  in  1997)  expects  to  remain  a  strong 
competitor  within  the  SCM  environment.  "We  are 
attempting  to  take  a  leadership  position,"  says  Ken  Olsen, 
vice-president  of  marketing.  He  cites  three  areas  where 
Roadway  can  occupy  the  high  ground. 

First,  Roadway  already  has  in  place  a  leading  edge 
network  for  the  physical  movement  of  freight.  "We  are 


"No  one  third  party  can  provide 
best-in-class  solutions 
without  forging  business  alliances 
with  other  third  parties. 


-Ed  Straw,  Ryder  System 
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in  virtually  every  town  in  North  America  almost  evei  Win 
day,"  Olsen  notes.  Second,  the  carrier  is  providing  ele( 
tronic  information  capabilities  that  will  enable  a  wid( 
range  of  customers  and  vendors  to  do  business  wit 
Roadway  on  the  Web.  "There  will  be  major  innov: 
tions  and  enhancements  in  the  whole  Web  area  shortly, 
Olsen  promises.  Finally,  he  says.  Roadway's  highly  qua 
ified  and  trained  work  force  will  continue  to  focus  on  tl 
consumer.  "Our  people  are  on  the  front  lines  whei 
they  can  quickly  respond  to  changing  customer  requir 
ments,  as  well  as  identify  new  opportunities." 

Despite  the  lack  of  a  standardized  approach  to  adop 
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;ng  SCM,  it's  important  to  note  that  the  benefits  are  avail- 
ible,  and  that  they  are  being  enjoyed  by  some  companies. 

At  3M  the  process  was  indeed  described  as  "bloody", 
5ut  the  results  are  worth  pursuing.  As  3M's  Steve  Laud- 
;rbaugh  told  his  CLM  audience,  one  particular  busi- 
less  unit  was  "burning  down"  in  1993,  and  had  about 
me  year  left  to  improve  results.  With  SCM  implemen- 
ation  and  related  business  changes,  that  unit  has  turned 
iround  to  produce  20  percent  annual  sales  growth,  with 
upply  chain  improvements  that  have  increased  on-time 
hipping  to  nearly  95  percent. 

Take  It  to  the  Top 

le  advises  any  company  planning  to  adopt  SCM  to  set 
:s  sights  high.  "Do  not  go  for  anything  less  than  a  50 
lercent  improvement.  Anything  less  and  your  organi- 
ation  can  probably  achieve  that  through  refining  its 
xisting  functional  structure." 

Such  goals  require  high  level  support,  he  notes.  "I  can- 
I  ot  emphasize  enough  the  importance  of  sponsorship 
I  nd  support  from  the  top." 

Support  from  top  management  can  be  achieved  if  the 
gnificant  benefits  of  SCM  can  be  clearly  described. 
This  was  easier  to  sell  to  the  president  of  our  division 
lan  anything  else,"  says  Edward  A.  Siecienski,  Logistics 
lanning  Director,  Lucent  Technology.  "It  took  just  two 


viewgraphs,"  to  make  the  point  in  a  presentation.  With 
full  authority  to  move  ahead,  Lucent  sought  to  develop 
a  true  3PL  partnership,  but  one  that  would  retain 
Lucent's  autonomy  to  change  partners  in  the  future. 
"This  project  is  basically  about  EDI,"  he  says. 

"Unless  you  want  to  turn  |  

For  more  information 
on  advertisers  in  the 
special  advertising 
section,  please  visit 
their  Web  sites: 


www.cnf.com 

www.jdedwards.com 

www.roadway.com 

www.usps.com 

www.yeilowfreight.com 


US  Logistics  Closing  on 
Trillion  Dollar  Mark 
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What  is  logistics?  The  Council  of  Logistics  Management  defines  it  as 
"the  process  of  planning,  implementing,  and  controlling  the  efficient, 
effective  flow  and  storage  of  goods,  services,  and  related  information 
from  point  of  origin  to  point  of  consumption  for  the  purpose  of  con- 
forming to  customer  reguirements." 

How  big  is  it?  By  one  estimate,  total  logistics  spending  in  the 
United  States  in  1997  was  $862  billion*  (10.7  percent  of  the  gross 
domestic  product)  including  transportation,  inventory  carrying  costs 
and  administration.  Worldwide,  logistics  costs  are  projected  be  in 
the  two  trillion  dollar  range  in  1999. 

In  the  fast-growing  third  party  logistics  (3PL)  sector,  1997  gross 
revenues  were  estimated  at  $34.2  billion**,  with  3PL  software 
accounting  for  $2.1  billion  of  those  revenues.  That  software  sector 
alone  is  expected  to  grow  to  some  $13.2  billion***  by  2002  (that's 
three  years  from  now). 

Sources:  'Cass  Logistics,  *»Armstronq  &  Associates,  ***AMR  Research 


over  your  company  to 
your  3PL,  you  must 
develop  an  EDI  strategy." 
EDI's  open  architecture 
permits  later  involvement 
of  other  3PLs,  should  that 
be  necessary. 

Lucent  ultimately 
selected  Skyway  on  the 
basis  of  its  ability  to  man- 
age information.  "Now  customers  and  3PLs  realize  it's 
not  just  about  physical  movement,  but  information 
movement,"  says  Skyway's  Charles  Loundsbury. 

To  meet  that  need.  Skyway  has  developed  Concerto,  a 
logistics  management  system  designed  to  provide  technol- 
ogy and  operations  capabilities  that  can  shorten  cycle  times, 
improve  cash  flow,  and  increase  customers  satisfaction. 

For  the  logistics  manager  facing  choices  about  how  to 
survive  and  prosper  into  the  21st  century,  there  are  strong 
reasons  to  become  a  supply  chain  management  partner. 

There  are  pressures  to  reduce  inventory, 
lower  costs,  speed  order  handling,  and  even 
to  justify  the  continued  need  for  in-house 
logistics  departments. 

"This  is  the  age  of  the  never  satisfied 
customer,"  is  how  SCM  software  provider 
Optum,  Inc.  President  and  CEO  David 
Simbari  puts  it. 

An  even  better  reason  to  invest  in  SCM, 
though,  IS  the  tremendous  potential  for 
improving  a  company's  overall  competi- 
tive position,  and  for  improving  the  logis- 
tics process.  ■ 


*  About  the  author:  Bill  Fahrenwald  has 
been  a  transportation  marketing  writer  and 
communications  consultant  for  over  20 
years.  He  is  vice-president  of  Lothair  Inc. 
which  specializes  in  providing  marketing  to 
the  logistics  industry,  (www.lothair.com) 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 
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qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana  will 
have  the  capacity  to  produce  1  50,000  vehicles 
per  year  The  2,300  new  jobs  created  here 
will  raise  Toyota's  direct  U.S.  employment 
to  more  than  25,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


One  Of  The  Few  Forms 
Of  Protection  Older  Than  Ours 
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American  Century  Capital  Preservation  Fund 


American  Centur}' 
Capital  Preservation  Fund 
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4.23% 


If  you're  looking  for  an  investment  that  offers  you 
a  high  degree  of  safety,  consider  the  American 
Century  Capital  Preservation  Fund.  This  fund  is 
managed  by  American  Century's  Benham  group, 


who  introduced  the  first  all-Treasury  money  fund 
more  than  25  years  ago.  The  fund  invests  solely  in 
U.S.  Treasury  Securities,  which  are  backed  by  the 
direct  "full  faith  and  credit  pledge"  of  the  U.S. 
government  —  the  higliest  credit  backing  available. 
As  an  added  benefit,  all  earnings  from  the  fund 
are  exempt  from  state  taxes.  Call  1-800-345-2021 
to  find  out  more  about  the  American  Century 
Capital  Preservation  Fund. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it 
carefidlxf  before  you  ini'est.  Naturalh/,  pu^t  performnnce  is  no  guarantee  of  future  results.  An  invcstiuent  in  a  nionci/  market  fund 
IS  neither  insured  or  guamntecd  by  the  FDIC  or  any  other  government  agency.  Yields  will  fluctuate,  and  although  the  fund  seeks  to 
preserve  the  value  of  your  investment  at  $'1  per  sliare,  it  is  possible  to  lose  money  by  uivestiiig  in  the  fund.  Funds  Distributor,  Inc. 
(g  1993  American  Century  Services  Corporation  135351-2 


www.americancentury.com 
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BE  JINGLE  OF  CASH  REGISTERS 
ilNGS  IN  THE  NEW  YEAR 

)e-spending  shoppers  will  keep  the  economy  buoyant  into  early  1999 


U.S.  ECONOMY 


To  the  surprise  of  many  ana- 
lysts, the  economy  is  ending 
much  the  same  way  as  it  began.  Consumers  are 
)n  a  spending  spree,  to  the  holiday  joy  of  retailers, 
ifacturers  are  still  struggling  with  weak  exports, 
jverall  job  markets  remain  strong.  And  despite 
)mic  growth  of  about  3.5%  for  the  third  straight 
inflation  is  still  a  no-show.  All  in  all,  the  story  of 
1998  economy  has  been  one  of  resihence  in  the 
Df  many  potential  pitfalls,  at  home  and  abroad, 
lile  economists  generally  believe  that  the  economy 
leed  all  the  stamina  it  can  muster  in  1999,  as  do- 
le demand  slows  (page  82),  the  outlook  in  the 
hs  immediately  ahead  still  looks  fairly  upbeat. 
I  ng  any  foreign  or  domestic  shocks  to  U.  S.  mar- 
i  the  1999  slowdown  should  develop  gradually. 
]  3  because  the  latest  data  show  that  consumer 
'  ling  has  plenty  of  momentum  (chart).  They  also 
!  that  housing  is  strong  and  that  job  growth  and 
i  iflation  are  stoking  households'  buying  power. 

Digging  into  the  data  on 
personal  income  reveals  what's 
happening.  Overall  household 
income  has  grown  a  solid  3% 
in  1998,  even  after  taking  out 
taxes  and  correcting  for  infla- 
tion. But  the  wages-and- 
salaries  component  of  that  in- 
come— about  three-fifths  of  the 
total — is  soaring  at  twice  that 
pace:  What's  more,  the  cur- 
rent 6%  gi'owth  rate  of  real 
leck"  income  is  double  what  it  was  tkree  years 
[istorically,  such  rapid  wage-and-salary  gi-owth  has 
•ed  only  in  the  early  stages  of  a  recovery, 
se  recent  robust  wage  advances  have  been  cam- 
ed  by  slow  growth — only  1.9%  a  year — in  the 
two-fifths  of  the  income  pie:  Lower  rates  have 
i  interest  income.  Strong  job  markets  have  held 
inemployment  benefits.  And  tighter  welfare  stan- 
have  cut  the  growth  in  transfer  payments. 


I  THE  EXCEPTIONAL  BUYING  POWER  of  work 

X  I  tychecks,  it  shouldn't  be  suiprising  that  spending 
mained  so  strong.  Retail  sales  in  November  rose 
\Uf  1; '  0-6%,  and  revised  data  for  October  show  that 
increased  1.2%,  a  bigger  rise  than  first  reported, 
ambers  suggest  that  real  consumer  spending  on 
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BUILDERS'  OPTIMISM 
IS  THROUGH  THE  ROOF 


goods  and  services  for  the  entire  fourth  quarter  will 
grow  at  an  annual  rate  of  around  5%.  If  so,  overall 
gi'owth  in  gross  domestic  product  could  end  up  quite 
strong. 

Because  of  the  energetic  pace  of  retail  spending, 
shopkeepers'  inventories  as  Christmas  approaches 
may  well  be  skimpier  than  they  would  like.  While 
the  overall  ratio  of  inventories  to  sales  for  all  busi- 
nesses— including  manufacturers,  wholesalers,  and  re- 
tailers— has  been  edging  up  during  the  past  two  years, 
the  ratio  for  nonauto  retailers  alone  continued  to  fall  in 
October,  hitting  its  lowest  level  in  17  years.  That 
trend  reveals  why  shoppers  have  had  such  a  difficult 
time  tracking  down  a  Furby.  It  also  means  that  stores' 
after-Christmas  markdowns  may  be  less  generous 
than  they  have  been  in  recent  years. 

Home-related  goods  contin- 
ue to  represent  a  big  chunk  of 
retail  sales,  and  that  demand 
is  coming  from  a  buoyant 
housing  market.  In  December, 
the  National  Association  of 
Home  Builders'  index,  a  com- 
posite of  builders'  assessments 
of  sales  and  buyer  traffic 
through  model  homes,  re- 
mained at  its  record  Novem- 
ber level  of  78%  (chart). 
Builders  were  optimistic  about  both  current  sales  and 
demand  during  the  coming  six  months. 

Indeed,  despite  an  overall  drop  in  housing  starts  in 
November,  reflecting  a  large  decline  in  the  volatile 
apartment  building  category,  builders  broke  ground  on 
single-family  homes  at  the  fastest  pace  in  nearly  15 
years.  Total  starts  fell  2.7%  to  an  annual  rate  of  1.65 
million,  but  single-family  homes  increased  5%,  to  1.35 
million.  Mild  November  weather  may  have  boosted 
building  activity. 

ANOTHER  REASON  WHY  CONSUMERS  may  be 

spending  more  at  the  mall:  They're  spending  less  at  the 
gas  station  and  the  grocery  store — especially  for  key 
budget  items.  Low  overall  inflation  is  boosting  buying 
power,  and  that  trend  should  continue  at  least  into 
early  1999. 

Consumer  prices  for  all  goods  and  services  in  No- 
vember rose  by  0.2%,  the  same  as  the  increase  re- 
ported for  October.  Energy  prices  fell  1.6%  and  now 
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stand  9.2%  less  than  their  levels  a  year  ago.  And 
prices  of  meat  and  vegetables  were  also  down  in  No- 
vember. For  the  year,  total  consumer  inflation  is  on 
track  to  rise  1.5%,  slower  than  its  1.7%  pace  in  1997, 
and  the  stodgiest  pace  for  any  year  since  the  oil-price 
collapse  in  1986. 

Exclude  food  and  energy,  however,  and  core  inflation 
is  showing  a  bit  more  of  a  pulse.  Core  prices  were  up 
0.2%  last  month  as  well,  but  they  will  likely  rise  2.4% 
this  year,  slightly  more  than  their  2.2%  climb  in  1997. 
And  producer  prices  for  core  finished  goods  are  also  ris- 
ing a  bit  quicker.  After  no  gain  in  1997,  they  were  up 
1.3%'  in  the  12  months  ended  in  November. 

AT  THE  START  OF  1999,  the  price  data  will  probably 
be  skewed  by  the  ah'eady-announced  price  hikes  for  to- 
bacco products.  But  in  general,  inflation  should  remain 
tame  for  a  while  longer.  A  shift  toward  larger  price 
markups  will  likely  become  noticeable  when  the  dollar's 
recent  slide  halts  the  decline  in  import  prices.  That's 
because  the  competition  from  cheaper  imported  goods 
has  prevented  many  U.  S.  manufacturers  from  raising 
their  own  prices. 

Relief  from  import  price  competition  will  come  slow- 
ly, but  the  trade-weighted  dollar's  10%  decline  since  Au- 
gust already  appears  to  have  halted  the  fall  in  prices 
for  foreign  goods.  After  declining  for  12  months  in  a 
row,  nonoil  import  prices  increased  0.1%  in  both  Octo- 
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WALLOPED  BY  CHEAP  OIL 


ber  and  November,  although  they  are  still  down  IV 
from  a  year  ago. 

Meanwhile,  manufacturers  continue  to  suffer  asl 
year  draws  to  a  close.  Industrial  production  fell  (i 
in  November,  mainly  reflecting  a  sharp  drop  in  uli 
production  due  to  the  mild  weather.  Manufactu 
output  was  flat  in  the  month,  and  factory  output 
barely  grown  since  August  (chart). 

Moreover,  factories  in  No- 
vember were  using  only  79.8% 
of  their  production  capacity, 
dovm  from  80.2%  in  October 
Except  for  the  period  this 
summer  during  the  strike  at 
General  Motors  Corp.,  that's 
the  lowest  rate  in  five  years. 
With  capacity  having  grown 
5.6%  duiing  the  past  year,  far 
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faster  than  output,  business 
es  have  little  reason  to  in 
crease  their  capital  spending  in  1999. 

That's  why,  barring  any  confidence-rattling  ever 
ther  at  home  or  abroad,  consumer  spending  is  the 
hope  for  continued,  if  slower,  growlh  in  the  econon 
1999.  That's  because  capital  spending,  housing,  and 
eign  trade  will  not  be  providing  much  support, 
heading  into  the  new  year,  households  show  all 
signs  that  they  are  up  to  the  challenge 


After  months  of  haggling,  Mex 
ico's  opposition-dominated 
Congi'ess  finally  approved  a  con- 
troversial $65  billion  progi-am  to 
rescue  the  country's  wobbly 
banks.  But  Mexico  is  not  out  of 
the  woods  yet:  The 
price  of  Mexican 
ci*ude,  which  accounts 
for  more  than  30%  of 
the  government's  tax 
revenues,  has  dropped 
50%  in  a  year  (chart). 
On  average,  the  export 
price  is  down  to  $7.10 
a  barrel. 

Finance  officials, 
who  had  calculated  the 
country's  1999  budget  of  $100  bil- 
lion using  oil  at  $11  a  barrel,  are 
drastically  cutting  their  spending 
plans.  The  budget  vrill  be  the 
most  austere  in  Mexico's  history. 
Congress,  M^hich  was  to  adjoura 
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on  Dec.  15,  scheduled  a  special 
session  to  approve  a  budget  by 
yearend  to  avoid  a  disraption  of 
government  services. 

Despite  the  drop  in  oil  prices, 
Mexican  real  gross  domestic  prod- 
uct probably  expand- 
ed by  an  impressive 
4.5%  in  1998,  boosted 
by  a  7%  rise  in  indus- 
trial activity.  Until  re- 
cently, officials  insist- 
ed the  economy  would 
gi'ow  3%  in  1999.  But 
now,  most  economists 
are  predicting  growth 
of  just  2%  to  2.5%. 
Some  of  the  slow- 
dovm  will  be  the  result  of  govern- 
ment poHcies.  Forced  to  find  new 
revenues  to  replace  oil  receipts, 
the  government  pushed  through 
15%  hikes  on  phone  service  and 
gasoline  and  increased  income 


taxes  on  high  earners.  That  is  (i 
pected  to  push  inflation  above 
target  of  13%  for  1999,  eroding 
recent  wage  gains.  Plus,  the  C(, 
tral  Bank  tightened  the  money  tl 
supply,  pushing  interest  rates  6 
28-day  Cetes  treasmy  bills  to 
35%,  putting  a  damper  on  man;: 
companies'  investment  plans. 

With  the  stock  market  down 
40%  in  dollar  terms  so  far  in  lit 
officials  are  aware  that  Mexico 
risks  a  fallout  from  concerns  o\i 
Brazil  and  Venezuela's  stability  J 
So  they're  set  on  keeping  the  :| 
1999  budget  deficit  at  just  und<J 
1.5%  of  GDP.  That  means  more  j<j 
austerity.  But  vrith  memories  o 
the  1994  devaluation  fresh  in  p;:^ 
pie's  minds,  officials  are  loath  t^  I 
show  signs  of  fiscal  irresponsibii 
ty  in  the  year  leading  up  to  prsj 
dential  elections  in  July,  2000.  i] 
By  Geri  Sryiitli  in  Mexico  ([j 
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Not  every 
airline  partnership 
does  as  much 
for  its  frequent  flyers. 

In  fact,  only  ours  does. 


Worldwide 
Reciprocal 
Mileage 
Earnings 


X^'orUlit'ide 
Reciprocal 
Rewards 


Reciprocal 
Elite  Status 
Earnings 


\\'ortdti'ide 
Reciprocal 
Elite  Status 
Benefits 


Reciprocal 
Club 
Access 


Continental  [ 
Airlines  I 


In  an  alliance  that  makes  so  much  sense,  we 
came  up  with  a  frequent  flyer  partnership  that 
follows  suit.  Starting  immediately,  you'll  begin 
earning  miles  on  both  Continental  and  Northwest 
airlines  flights,  including  Elite  bonuses  and 
earnings  toward  Elite  status.  Redeem  miles  by 
booking  February  1st,  1999  for  travel  beginning 
March  1st,  1999.  Rec'procal  Elite  benefits  begin 
March  1st,  1999.  And  effective  immediately, 
Continental  Airlines  Presidents  Club"  and 
Northwest  Airlines  WorldClubs^"  members  enjoy 
reciprocal  access  in  the  U.S.  50.  For  more 
information,  call  Continental  at  1-800-523-FARE  or 
Northwest  at  1-800-225-2525.  Or  visit  either  web- 
site at  www.flycontinental.com  or  www.nwa.com. 


NORTHWEST 


Continental 
Airlines 


\L  TERMS:  All  terms  and  conditions  of  the  OnePass®  and  WorldPerks*  frequent  flyet  programs  apply.  "Worldwide  Reciprocal  Mileage  Earnings"  means  any  OnePass  member  can  earn  OnePass  miles  on 
ited  by  Continental  or  Northwest:  and  any  WorldPerks  member  can  earn  WorldPerks  miles  on  flights  operated  by  Continental  or  Northwest,  ©  1998  Continental  Airlines.  Inc  ©  1998  Northwest  Airlines,  Inc 
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FILLING  THE  NEED 
FOR  SPEED 


The  scramble  is 
on  to  supply  fatter 
data  pipelines  to 
the  home 


w 


rhen  Ken  Kasner  moved  to 
Centerville,  Va.,  from  up- 
state New  York  last  year, 
the  biggest  saciifice  his  fam- 
ily had  to  make  was  leaving 
behind  the  thick  coaxial  cable  for  his 
computer.  A  high-speed  "broadband"  In- 
ternet connection  via  cable  modem — a 
sei-viee  called  Roachxmner — had  changed 
Kasner's  life.  Instead  of  watching  TV, 
the  systems  engineer  would  spend  hom-s 
nightly  playing  com- 
puter games  with  his 
five-year-old  daugh- 
ter, doing  research, 
and  clicking  through 
Web  sites  just  as 
quickly  as  TV  couch 
potatoes  channel-siuf. 
"We  always  kept  the 
Internet  on,  like  the 
radio,"  says  Kasner. 
He's  already  prereg- 
istered  with  Road- 
runner  T'omputer  Systems  Inc.  to  re- 
sume the  service  when  it  arrives  in 
Virginia  next  year. 

What's  good  i'^r  the  Kasners  is  good 
tor  the  nation — at  least  when  it  comes 
to  getting  the  most  nut  of  electronic 
commerce,  which  many  I'conomists  view 
as  a  linchpin  of  Americas  high-tech  fu- 
ture. "If  we  can  get  broadband  to  the 
home  faster,  E-commerce  will  grow 
faster,"  says  Federal  Communications 
Commission  Chairman  William  E.  Ken- 
nai'd.  "And  American  business  will  stay 
on  the  cutting  edge  of  this  trend  world- 


wide." Adds  Michael  Malaga,  ceo  of 
broadband  startup  NorthPoint  Commu- 
nications Inc.  in  San  Francisco:  "Be- 
tween now  and  the  millennium,  broad- 
band access  to  the  Intemet  will  become 
as  important  as  electricity  was  at  the 
tui'n  of  the  centiuy." 

For  that  prediction  to  come  tine,  a 
lot  has  to  happen  in  1999.  At  the  mo- 
ment, the  broadband  Internet  access 
that  the  Kasners  learned  to  love  is  not 
available  to  the  vast  majority  of  Amer- 
ican homes.  And,  as  millions  of  con- 
sumers tiy  to  shop  at  Amazon.com  and 
other  online  outposts  during  this  fii'st 
tnily  online  Chiistmas,  cybertraffic  over 
conventional  phone  Unes  has  slowed  to  a 
crawl — spawning  the  catchphi'ase  "shop 
till  you  get  dropped."  If  that  bottleneck 
persists,  the  development  of  E-com- 
merce could  be  crimped. 

But  there's  reason  to  believe  that  the 


TELEPHOHE 

VS. 

GABLE 

1              GTE'S  DSL  SERVICE 

PRICE 

SPEED 

$60/M0NTH 

256K  into  the  home 
64K  back 

ADVANTAGE 

Easy  to  install  and  each 
home  has  its  own  pipe 

DISADVANTAGE 

Home  must  be  within 
three  miles  of  central 
switching  office 

new  year  will  indeed  bring  a  huge  ad- 
vance in  the  availability  of  broadband. 
From  Silicon  Valley  to  Washington, 
technology  experts,  business  execs,  and 
policymakers  are  swanning  on  the  prob- 
lem. On  Jan.  28,  the  FCC  is  expected  to 
start  laying  down  rules  for  how  the  ca- 
ble operators  and  their  rivals,  the  phone 
companies,  will  deploy  these  new  ser- 
vices. And  not  a  minute  too  soon. 

The  industry,  meanwhile,  is  pounding 
on  the  FCC's  doors  with  urgent  demands. 
Cable  companies,  which  ai-e  spending  $;S 
biUion  to  gear  up  for  broadband. 
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don't  want  their  new  services  regulated. 
The  Bells  say  they  can't  unleash  fast  In- 
ternet services  without  getting  into  the 
long-distance  market.  They  also  want  ex- 
emption from  rules  in  the  1996  Telecom 
Act  that  could  tie  their  hands  in 
these  new  businesses.  Meanwhile, 
America  Online  Inc.  has  told  reg- 
ulators it  must  have  access  to 
the  cable  operators'  high-speed 
pipes  on  reasonable  terms. 
AT&T  and  its  pending  merger 
paitner,  cable  giant  Tele-Commu- 
nications Inc.  (TCI),  ai-en't  eager  to 
open  up  their  lines  to  aol;  they 
want  to  give  their  own  Internet 
service  first  dibs  on  thefr  fast  ca- 
ble network.  Behind  the  scenes, 
however,  aol  and  TCi  are  trying 
to    negotiate    an  amicable 
aiTangement. 
The  FCC  is  trying  hard  to 
create  policies  to  speed  up  the 
arrival  of  broadband  service — but 
without  giving  any  of  the  players  a 
particular  edge.  "We're  working 
desperately  to  create  a  competitive 
dynamic  so  the  cable,  wireless,  and 
phone  industries  work  up  a  sweat 
competing  to  deliver  broadband  ser- 
vices to  the  home,"  Kennard  says. 

Already,  cable  operators  and  local 
phone  companies  are  vying  in  the  mar- 
ket. The  telcos  are  revving  up,  but  in 
the  next  two  years,  cable  is  likely  to 
hold  the  lead.  Coaxial  cable  is  better  suit- 
ed to  caiTying  high-speed  traffic  than  or- 
dinary phone  wii-es,  and  the  services  are 
also  cheaper  (table).  Right  now,  of  the  25 


1     ©HOME'S  CABLE  MODEM  SERVICE  1 

PRICE 

SPEED 

$40/M0NTH 

1.5  to  3  Mb  into  the  home 

128K  back 

ADVANTAGE 

High  download  speeds  at  a 

low  price 

DISADVANTAGE   Services  slow  Lf  many  people 
in  a  neighborhood  log  on 


million  American  households  online,  less 
than  500,000  have  the  cable  modems 
that  ai"e  needed  to  get  data  traffic 
over  cable.  The  TCi-controlled 
@Home  network — the  largest 
cable  Internet  service — has 
only  210,000  customers.  But  it's 
gi'owing  40%  to  50%  a  quaiter 
Time  Warner  Inc.-controlled 
Roadnmner,  with  160,000  sub- 
scribers, adds  4,000  every  week. 
At  the  same  time,  phone  com- 
panies are  bringing  out  a  technolo- 
gy, digital  subscriber  line,  or  dsl,  that  can 


send  broadband  traffic  over  ordinary 
wires.  The  industry  will  soon  standaitlize 
a  low-cost  DSL  modem,  which  Compaq 
Computer  Corp.  and  othei-s  plan  to  bmld 
into  some  PCs.  As  a  result,  says  Data- 
quest,  the  ranks  of  dsl  subscribers  could 
zoom  fi-om  just  50,000  now  to  5  million 
worldvdde  by  2002,  putting  the  telcos 
and  cable  companies  in  a  dead  heat. 
HOBSON'S  CHOICE.  But  the  phone  com- 
panies say  upcoming  Fcx;  rules  could  stall 
their  plans.  Concerned  about  the  Bells' 
potential  clout  in  local  Internet  access, 
regulators  are  floating  a  choice:  Resell 
your  DSL  service  to  rivals  at  a  discount 
or  spin  it  off  to  subsidiaines.  The  Bells 
hate  this  idea  and  have  enlisted  powerful 
allies  in  the  computer  industiy  to  lobby 
Congress  against  it.  But  with  Internet 
traffic  eclipsing  voice  on  phone  networks 
this  year,  telcos  can't  afford  to  dawdle. 
Ameritech  Corp.,  for  one,  has  opted  to 
set  up  a  subsidiai-y.  If  a  phone  compaMy 
doesn't  get  into  data  now,  si■y^ 
Ameritech  ceo  Richard  C.  Notebaert, 
"you're  going  to  miss  the  wagon." 

Perhaps  the  biggest  indication  that 
broadband  is  coming  of  age  is  cybergiant 
America  Online's  entry  into  the  race. 
AOL,  which  offers  its  service  mostly  via 
slow  dial-up  modems  now,  needs  to  boost 
speed  for  14  million  subscribers  or  it 
could  lose  customers  to  the  fast  Internet 
service  offered  by  (3>Home  and  Road- 
runner.  AOL  has  been  engaged  in  dsl 
trials  since  April  with  cte,  Pacific  Bell, 
US  West,  Bell  Atlantic,  and  BellSouth. 

But  phone  pailners  aren't  enough  for 
the  online  titan.  It's  battling  to  get  a 
better  deal  with  the  cable  operators. 
Right  now,  TCi  sells  the  @>Home  ser- 
vice along  with  the  broadband  connec- 
tion for  $40  a  month.  Any  user  who 
wants  AOL  must  pay  an  extra  $9.95  a 
month  on  top  of  that,  aol  complains 
that  TCi's  bundling  of  Internet  access 
with  ©Home  puts  other  online  services 
at  a  disadvantage.  It  has  asked  the  FCC 
to  requir-e  AT&T-TCi  to  sell  its  high-speed 
service  at  wholesale  rates  to  aol  and  to 
other  Internet  companies.  "We're  per- 
fectly prepai'ed  to  compete  with  @Home 
on  the  meints,"  says  aol  General  Coun- 
sel George  Vradenburg  III. 

The  FCC  may  choose  not  to  decide 
the  issue  when  it  reviews  the  proposed 
$48  biUion  at&t-tci  merger  Instead,  it 
could  address  it  this  January,  when  it 
begins  exploring  rules  for  the  entire  ca- 
ble industry.  AT&T  and  TCI  say  the  aol 
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request  jeopardizes  their  deal  by  un- 
dercutting the  returns  on  the  $1.8  billion 
invested  to  upgTade  TCi's  cable  plants 
for  speedy  data  transport.  "No  one  will 
make  these  investments  if  they're  re- 
quired to  make  it  available  for  anyone 
else  that  comes  along,"  says  at&t  Senior 
Vice-President  James  W.  Cicconi. 

Telcos  also  face  big  investments  and 
big  risks.  And  dsl  technology  has  some 
snags,  says  Yankee  Group  analyst  Jim 
Wahl,  including  not  working  over  long 


distances.  But  Americans  don't  much 
cai'e  if  theu-  high-speed  pipe  is  a  TV  cable 
or  a  phone  wh'e.  Nor  do  the  digerati,  it 
seems.  At  Microsoft  Coi-p.,  which  has 
over  a  billion  dollars  invested  in  fast-ca- 
ble assets,  engineers  praise  (;te's  bud- 
ding DSL  sei-vice  which  they  use  to  log 
onto  the  office  network  from  home. 

In  the  same  way,  mainstream  Amer- 
icans will  welcome  competing  sei-vices  in 
an  expanding  market.  Satellite  and  dig- 
ital TV  broadcasters,  among  others,  are 


also  scrambling  to  provide  fast  N- 
cess.  Don't  think  of  the  broadband 
tie  as  a  boxing  match,  advises 
Holland,  ceo  of  Allegiance  Teleco 
says  it's  more  like  a  golf  game, 
everybody  is  trying  to  get  the 
score.  The  more  companies  enteil 
fray,  the  more  likely  that  consu: 
like  the  Kasners  wSl  emerge  the  vie 
By  Catherine  Yang  in  Washiyi 
with  Ronald  Grover  in  Los  Anxjeles 
Andy  Reinhardt  in  San  Mateo,  Ci 


NOW,  BEAM  UP  SOME  CUSTOMERS 


The  cable  indus- 
try may  be  fo- 
cused on  its 
competition  with 
phone  companies  to 
wire  homes  for  high- 
speed Internet  traf- 
fic. But  it  shouldn't 
take  its  eye  off  its 
core  business:  Dii-ect 
broadcast  satellite — 
long  an  unfulfilled 
threat^ — now  seems 
to  have  a  new  lease 
on  life. 

That's  largely  be- 
cause of  consolida- 
tion in  the  business 
that  leaves  two  top 
players — E  choStar 
Communications 

Corp.  and  Hughes  Electronics  Coip.'s 
Dii-ecTV — in  an  escalating  marketing- 
battle.  Over  the  past  year,  EchoStar 
has  roared  back  from  near-bankrupt- 
cy. It  has  refilled  its  coffers,  acquired 
satellite  capacity  from  Rupert  Miu"- 
doch's  News  Corp.,  and  turned  the 
market  on  its  head  by  offering  free 
hardware  to  consumers  who  sign  up 
for  one  year's  programming  at  $48.98 
a  month.  In  November,  EchoStar 
picked  up  101,000  new  subscribers; 
DirecTV  landed  110,000. 
ROUND  TWO.  With  EchoStar  breath- 
ing down  its  neck,  DirecTV  is  re- 
assessing its  strategy  for  staying 
on  top.  In  the  next  phase,  the  win- 
ner won't  be  determined  by  who 
could  deploy  the  most  ca]>ital  to 
build  up  a  satellite  infrastructure. 
Hughes,  a  unit  of  General  Motors 
Corp.,  probably  would  have  won 
that.  Now,  the  competition  is  shift- 
ing to  marketing — the  battle  for 
more  customers. 

On  Dec.  14,  DirecTV  took  up  the 


I 


EARTH  STATION:  From,  infrastructure,  the  focus  shifts  to  marketing 


challenge  by  acquiring  longtime  part- 
ner U.  S.  Satellite  Broadcasting  Co. 
for  $1.3  billion.  This  gave  DirecTV 
200,000  new  subscribers  and  a  better 
progi'amming  package  that  includes 
Home  Box  Office  and  Showtime. 
Consolidating  vrill  save  up  to  $180 
million  annually  once  the  deal  closes, 
probably  by  mid  1999. 

DirecTV  also  plans  a  Spanish-lan- 
guage sei"vice  vrith 
close  to  20  chan- 
nels targeted  at  6 
to  7  million  house- 
holds. "The  battle 
is  now  fought  at 
retail,  and  [win- 
ning] new  sub- 
scribers," says 
Stanley  E.  Hub- 
bard, president 
and  CEO  of  USSB. 

And  the  consoli- 
dation is  not  over. 
PrimeStar  Inc., 
which  is  owned  by 


cable  companies,  su 
fers  from  annual 
chum  of  about  30%| 
and  has  few 
prospects  for  gro 
But  its  2.3  million 
subscribers  are  the| 
last  big  pool  of  cus- 
tomers up  for  grabi 
After  its  deal  vrith 
News  Corp.  was 
blocked  by  the  Jus 
tice  Dept.  last  sum' 
mer,  PrimeStar 
shopped  itself  to 
both  EchoStar  and|COHm 
DirecTV,  industry 
sources  say.  But 
PrimeStar  and  its 
would-be  buyers  n 
main  several  hun- 
dred million  dollars  apart.  Still,  as 
Michael  T.  Smith,  ceo  of  Hughes, 
notes:  "Anybody  in  the  subscriber 
acquisition  business  would  say,  'Bo^- — 
we'd  love  to  get  them.'"  |ofii,f 

Meanwhile,  EchoStar — which  haj 
managed  to  get  its  dishes  into  Sean  t 


IF! 


Roebuck  and  Sam's  Club  stores — haiai 


toll 
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put  a  "bounty"  on  the  heads  of  Mpj; 
PrimeStar  subscribers,  offering  dealLj 
ers  more  than  $2C" 
doUai-s  to  convert 
them.  The  result,  S8  §( 
Vijay  Jayant,  manaj 
ing  dii'ector  of  Bear  fijj 
SteaiTis  &  Co.: 
EchoStai-  could  ove 
take  DirecTV  in  ney 
subscriber  acquisiti< 
beginning  in  the  ye; 
2000.  And  those  wii 
would  likely  be  loss 
for  cable  companies 
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By  Steven  V.  Br^^y 
in  Los  Angeles 
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IT'S  WIRELESS  PATH 
LOCAL  SERVICE 

ct  Angel"  will  back  up  Ma  Bell's  cable  forays 


of  the  first  moves  C.  Michael 
mstrong  made  on  annval  at  at&t 
iate  1997  was  to  shelve  an  ambi- 
an  to  use  a  wireless  teclinology, 
med  Project  Angel,  for  local  ser- 
i;o  Ai'mstrong,  a  hard-charging 
BM  and  Hughes  Electronics  Coip. 
lought  the  system,  which  would 
St  AT&T  $1,100  per  household  to 
was  a  money-loser.  Instead,  he 
lis  attention  to  cable  TV  as  a  way 
to  enter  the  local  phone  mai'ket. 
,  he  sti-uck  a  deal  to  buy  Tele- 
lications  Inc.  for  $48  bilUon. 
^roject  Angel  has  risen  again. 
:i  and  its  affiliates  only  cover 
■tlj  i  of  the  country,  Annstrong  is 
irl  or  ways  to  compete  against  Bell 
ai!  Cor-p.  and  the  other  Baby  Bells 
hi  -emaining  70  million  U.  S.  house- 
ot  that  he  is  abandoning  cable 
s:  ,  remains  at&t's  primaiy  path 
life  )cal  markets.  In  fact,  at&t  has 


been  negotiating — unsuccessfully  so  fai* — 
with  Time  Warner  Inc.  to  offer  phone 
service  over  Time  W^amer's  cable  net- 
work, which  dominates  New  York.  The 
economics,  at  $400  to  $500  per  home, 
are  more  attractive  than  wireless. 

But  Angel's  costs  have  plummeted — 
to  about  $700  per  household  for  two 
phone  lines  and  high-speed  Internet  ac- 
cess. So,  given  the  difficulty  of  landing 
cable  deals.  Angel  has  become  a  viable 
option — and  is  scheduled  to  roll  out  com- 
mercially in  at  least  one  city  by  the 
first  quarter  of  1999.  "It's  working  and 


AT&T  is  seriously 
considering  a  launch 
in  New  York 


passing  technical  tests,"  says  Daniel 
Hesse,  ceo  of  at&t  Wireless.  'When  we 
[deploy  it]  has  more  to  do  with  mar- 
keting issues  than  with  technical  issues." 

Where  will  Angel  land?  Think  Big 
Apple.  Although  Hesse  won't  discuss  it, 
AT&T  executives  are  senously  consider- 
ing launching  the  commercial  trial  in 
New  York,  according  to  one  insider  and 
two  sources  close  to  the  company.  The 
reason  is  strategic:  Bell  Atlantic  is  like- 
ly to  get  approval  in  1999  to  provide 
long-distance  seinice  to  New  York  resi- 
dents. What's  more,  New  York-based 
Bell  is  rolling  out  a  technology  for  high- 
speed Net  access  called  digital  sub- 
scriber line  (DSL)  (page  50).  at&t  wants 
to  be  able  to  offer  its  customers  the 
same  bimdle  of  sei-vices  as  Bell  Atlantic. 

Bell  Atlantic  says  it  isn't  worried. 
"[Angel]  is  not  what  customers  ai-e  look- 
ing for,"  says  Lawrence  Babbio,  Bell 
Atlantic's  president.  "I  can  get  to  a 
home  for  half  the  cost  with  DSL." 
PIZZA-BOX  SHAPE.  AT&T  may  still  launch 
Angel  elsewhere.  Other  cities  undei'  con- 
sideration are  Boston,  Dallas,  and  Seat- 
tle. Dallas  is  considered  the  most  likely: 
A  Texas  foray  could  sei"ve  as  a  savvy 
political  move  to  demonstrate  the  bene- 
fits of  local  competition  on  the  home 
turf  of  rival  SBC  Communications  Inc., 
considered  the  most  aggressive  Bell. 

Here's  how  the  Angel  technology 
works:  A  pizza-box-shaped  receiver  is 
placed  on  the  side  of  a  customei-'s  house, 
and  it  sends  radio  waves  canying  voice 
or  data  traffic  to  an  antenna  that  can  be 
located  on  a  building  or  utility  pole. 
From  the  antenna,  the  signals  are  sent 
to  an  AT&T  switching  center  that  routes 
calls  into  the  local  network  or  at&t's  na- 
tional system.  The  technology  can  also 
deliver  data  ti-ansmission  speeds  of  up  to 
1  megabit  per  second— almost  20  times 
as  fast  as  today's  56-kilobit-per-second 
modems.  "There  really  isn't  another 
technology  that  lets  you  compete  as 
quickly  and  easily,"  says  Matthew  Desch, 
wireless  chief  at  Northern  Telecom. 

WTiile  AT&T  owns  the  Angel  technology 
and  is  manufacturing  the  equipment  in 
Redmond,  Wash.,  it  probably  won't  hold 
on  to  it.  AT&T  got  out  of  the  business  of 
making  telecom  gear  when  it  spun  off 
Lucent  Technologies  Inc.  in  1996 — and 
soiu'ces  close  to  the  company  say  it  is 
likely  to  sell  or  license  the  technology  to 
a  telecom  maker,  such  as  Ericsson,  Lu- 
cent, or  even  Germany's  Robert  Bosch. 

Without  doubt,  at&t  vdll  try  to  form 
further  partnerships  with  cable  compa- 
nies such  as  Time  Warner.  Eventually, 
Armstrong  says  he  wants  to  own  or 
use  cable  networks  to  cover  60%  of 
U.  S.  households.  For  other  parts  of  the 
country,  wireless  technology  will  be 
Ai-mstrong's  guardian  angel. 

By  Peter  Elstroyn  in  New  York 
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COMIVIENTARY 

Bv  Owen  Ullmann 


FORGET  SAVING,  AMERICA.  YOUR  JOB  IS  TO  SPEND 


■ have  a  confession:  I'm  not  much  of 
a  saver  amnnore.  Sure,  I  put 
enough  into  my  401(k)  to  get  the 
maximum  match  fi'om  my  employer. 
But  I  used  to  sock  away  another  10^ 
of  my  paycheck  for  my  kids'  college, 
emergencies,  and  big-ticket  purchas- 
es. I  don't  anjTTiore: 
The  stock  market  does 
my  saving  for  me. 

'Multiply  that 
mindset  by  tens  of 
millions  of  con- 
sumers, and  you 
gi*asp  why  the  na- 
tion's already  low 
pei*sonal  saxings 


should  hit  S1.2  trillion  in  1998,  up 
59%  from  1990.  And  the  strong  econ- 
omy has  left  most  states  with  sizable 
sui-pluses  and  helped  Uncle  Sam 
climb  out  of  the  red  for  the  &-st  time 
in  30  yeai-s.  Indeed,  when  all  domes- 
tic soui'ces  of  sa\Tngs  are  added  up, 
the  national  sa\ings  rate  for  1998 
mav  hit  11. 49c.  up  from  14.4%  in 
1993. 


Pass 


Book 


;  :e  has  plummeted 

this  year  to  0.6%  of  disposable  in- 
come. Dm-ing  September  and  Octo- 
ber, the  goveiTunent  reports,  the  rate 
actually  dipped  below  zero — tmheai-d 
of  since  the  Great  Depression. 

That  statistic  might  unnen-e  you. 
But  don't  wony:  The  U.  S.  is  awash 
in  sa\-ings  from  other  soui-ces,  mainly 
business.  ^Vhat's  more,  the  meteoric 
rise  in  stock  values  has  given  con- 
sumers a  huge  pot  of  money  to  tap 
■without  ha\"ing  to  put  more  aside. 
"U.  S.  households  ai-e  the  richest 
ever,"  proclaims  Daxid  A.  Wyss, 
chief  economist  at  Standard  &  Poor's 
DRI.  "They  figiu-e,  '"We're  so  rich,  we 
don't  have  to  save.' " 

At  the  same  time,  savings  by  busi- 
ness and  government  have  more 
than  made  up  the  slack  in  personal 
savings.  Thanks  to  record  profit 
gains,  retained  earnings  by  business 


Money  is  also  flooding  in  fi'om 
ovei^seas — a  record  net  investment  of 
S250  billion,  much  of  it  fi'om  Asia, 
where  savei"s  ai'e  looking  for  safe 
haven.  The  bottom  line  for  the  U.  S.: 
"There's  no  shortage  of  investment 
capital,"  says  Allen  L.  Sinai,  ceo  of 
Piimai'k  Decision  Economics  Inc. 
"The  U.  S.  is  cash-rich." 

On  top  of  all  this, 
the  personal  saxings 
stats  don't  really  show 
where  indi\iduals 
stand  financially.  Al- 
though contributions  to 
regulai'  sa\-ings  and  re- 
tii-ement  accounts — 
plus  employer  match- 
es— count  as  pereonal 
sa\-ings,  the  rise  in  val- 
ue of  those  contribu- 


NOT  BAD-ALL  IN  ALL 


tions  does  not.  The  nonretirement 
sa\Tngs  I've  invested  have  doubled 
over  foui-  yeai's  without  my  adding 
cent.  Yet  the  increase  isn't  capture< 
in  the  sa\ings  rate.  And  when  I 
spend  some  of  my  gains,  I'll  push 
the  sa^ings  rate  doviTi. 

That's  precisely  what's  happening 
as  nulUons  of  investoi-s  cash  in.  Wal 
Street's  nmup  has  pushed  househol 
net  worth  to  a  record  six  times  in- 
come. No  wonder  flush  consumers 
want  to  spend  som.e  of  that  green. 
"It's  perfectly  rational  behaxior," 
says  DRi's  Wyss.  If  all  the  realized 
gains  were  counted  as  saxings,  the 
personal  saxings  rate  this  year  wou 
approach  6%.  Its  still  well  below  th 
compai-able  rate  of  10%  that  held  ti 
for  20  yeai-s  before  1985,  but  a  lot 
better  than  the  official  figure. 
BIG  SPENDERS.  So  should  American 
keep  spending  and  let  the  market 
save  for  them?  Over  the  long  term, 
no.  Wall  Street  won't  post  big  gains; 
forever,  business  and  government 
won't  always  be  so  liquid,  and  for- 
eign money  may  find  other  homes 

But  for  now,  the  U.  S.  is — and  th 
world  needs — a  nation  of  big 
spenders.  "You  have  a  weak  global 
economy  kept  afloat  by  Americans 
who  ai'e  spending  like  mad."  says 
Edwai'd  E.  Yai-deni.  chief  economis' 
at  Deutsche  Bank  Seciuities  Inc.  "1 
those  spending  \aippies  become  fru- 
gal \"uppies.  look  out."  ilichael  R. 
Paslawsk\-j,  chief  economist  at  err 
Group  Inc.  of  Li\ingston,  N.  J., 
warns  that  a  dowTitum  in  stocks 
cotild  abruptly  turn  Americans  into 
savers,  pushing  the  U.  S.  into  a  re- 
cession. His  ad\ice:  Don't  save  too 
much  right  away.  "Do  it  gi-adually.'' 
Fine  by  me.  After  healing  econc| 
mists  scold  us  Amer ' 
cans  for  being  profli 
gate  materialists,  it'; 
nice  to  be  told  to  kei 
spending.  I'm  off  to , 
the  mall  to  do  m\ 
part  for  the  world 
economv. 


■98 


90  '92 
A  PERCENT 
•PD?SONAL  BUSINESS,  AND  GOVERWCNT 
SAVINGS  AS  PERCENT  Of  GHP 
DATA:  COMMERCE  DEPT. 


Senior  Writer 
mann  recently  b(mg\ 
a  new  ca  r  and  dint 
room  furnishings 
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Only  one  company  on  earth 

has  this  many  ways  to 
help  you  manage  your  risks. 

All  forms  of  property/casualty  insurance 
Life,  accident  &  health  insurance  worldwide 
Claims  management  and  cost  contamment  services 
Global  employee  benefits  and  pension  management 
Loss  control  and  engineering 
Premium  financing 
Political  risk  coverage 
Trade  credit  insurance 

Emergency  evacuation  and  security  services 
Economic  and  political  assessment 
Local  currency  financing 
Consumer  finance  in  many  countries 
Direct  equity  investment  funds  in  many  countries 
Third-party  asset  management 
Infrastructure  finance  in  emerging  markets 

Market  making  in  all  forms  of  interest  rates,  currency  and  equity 
risk  management  products 

Trading  and  market  making  in  foreign  exchange,  base  and 
precious  metals 
Aircraft  leasing  for  airlines 

Personal  auto  insurance  through  various  distribution  systems 

1th  80  years  of  international  experience,  only  Triple-A- rated  AIG  has  the  worldwide  insurance  and  financial 
■s  capabilities  to  help  you  manage  all  your  balance  sheet  and  other  risks.  And  our  list  of  ways  to  help  you 
e  business  risks  continues  to  grow.  For  more  information  about  insurance  and  services  provided  by  our 
\  ;r  companies,  write  to  American  International  Group,  Inc.  or  visit  our  website  at  www.aig.com 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group,  Inc.,  70  Pine  Street,  Dept.  A,  New  York,  NY  10270 
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DETROIT 


THE  BIG  THREE 

ARE  IN  THE  CATCH-UP  LANE 

Detroit  lags  way  behind  rivals  in  the  small-SUV  market 


When  the  auto  industry  converges 
on  the  Cobo  Center  for  the  De- 
troit Auto  Show  on  Jan.  3,  the 
big  news  is  expected  to  be  offerings  by 
Chrysler,  Ford,  and  General  Motors  in 
the  latest  hybrid-vehicle  market.  The 
new  sensation:  sport-utility  vehicles  built 
on  car  platfonns — not  fi'om  pickups. 

These  smaller  suvs  may  indeed  be 
showstoppers.  But  outside  the  hall, 
they're  just  plain  late.  Foreign  com- 
petitors, notably  the  Japanese,  got  to 
this  market  fu"st.  Even  now,  tlu'ee  yeai*s 
after  Toyota's  RAV4  got  the  trend 
rolling,  all  Detroit  has  to  offer  is  a  slew 
of  thinly  disguised  "concept"  models 
that  won't  be  ready  for  the  showToom 
until  2000.  Says  Michael  Robinet,  man- 
aging director  of  consultants  CSM  Fore- 
casting: "The  Big  Three  are  certainly 
last  to  the  party." 

LONG  LINEUP.  The  race  isn't  over,  but 
there's  no  doubt  Ford,  General  Motors, 
and  Chiysler — now  mergefl  with  Daim- 
ler Benz — will  have  to  scramble  to  de- 
fend their  turf  in  an  suv  market  that 
they  invented.  To  do  that,  they  must 
generate  some  excitement  with  these 
models. 

The  companies  aren't  talking,  but  an- 
alysts and  insiders  says  there's  a  long 
lineup.  First,  DaimlerChrysler  is  ex- 
pected to  unveil  a  Neon-based  sport- 
utility  wagon,  as  well  as  a  fancier  suv 
based  on  the  Chrysler  :300M  luxuiy  car. 
■'M,  analysts  say,  will  show  off  three 
lew  crossovers:  the  Chevrolet  Nomad, 

sed  on  the  Camaro;  the  Pontiac  Aztec; 
and  the  Oldsmobile  Recon.  Ford  Motor 


Co.  is  also  expected  to  preview  its  2001 
crossover,  based  on  Mazda  Motor  Corp.'s 
626  sedan,  either  at  the  Detroit  show  or 
one  of  the  other  auto  shows  this  winter. 

All  these  models  capitalize  on  the 
bluning  between  cai"s  and  tmcks  start- 
ed with  the  original  suvs.  The  new 
crossovers  defy  simple  definitions,  com- 
bining the  roominess  and  loigged  image 
of  suvs  with  the  smooth  ride,  better 
handling,  and  fuel  efficiency  of  sedans. 
But  whatever  you  do,  don't  call  them 
station  wagons.  These  ai'e  for  consimiers 
wiio  still  want  to  be  part  of  the  boys 
club  of  suv  users — if  only  in  the  junior 
league. 

Will  they  catch  on?  cm  North  Ameri- 

HALF  CAR,  HALF  SUV 


ON  THE  ROAD  NOW 


•  TOYOTA  RAV4       •  _MERCEDES  ML320 

•  HONDA  CR-y       •  LEXUS  RX300 

•  SUBARU  FORESTER  AND  OUTBACK 


COMING  SOON 


•  BMW  X5 


DAIMLERCHRYSLER  (based  on  the 

Ji^'^Ji  ?!PA^[   

/A^P-^-^-^??^  S'Sl  it'?  626 )_  _ 

SATURN  (based  on  the  next  Chevro- 
let Cavalier/Pontiac  Sunfire) 


CHEVROLET  (based  on  the 
C^amaroJ  

MITSUBISHI  (based  on  jhe  Galjant) 

DATA  BUSI^ESS  WEEK 


CONTENDERS:  1:M\\".      ,/,/  X5 

(left)  and  Ford's  Mazda-based 
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ca  President  Ronald  L.  Zan'ella  is  |h 
dieting  "explosive  gi-owth."  Sales  ti 
swell  fi'om  just  60,000  units  in  19f 
some  564,000  in  2003,  predicts 
Power  &  Associates  Inc.  Most  o: 
growth  in  suvs  going  forw^ard, 
DaimlerChiysler  Co-Chairman  R 
J.  Eaton,  "will  be  in  the  car-basedi 
market." 

The  new  trend  has  the  added  b' 
of  helping  Detroit  could  solve  a  tic 
problem:  suvs  ai-e  gas  guzzlers  an 
luters.  Their  relatively  efficient 
based  brethi-en  are  a  gesture  by 
makers  to  help  satisfy  fedei-al  stani 
for  trticks  on  fuel  economy. 
SUBARU,  TOO.  The  Japanese  got  a 
on  the  car-based  suv  market  be^ 
they  had  to:  Lacking  hea\'y-duty 
platforms  fi'om  wiiich  to  build  the 
that  Americans  were  clamoiing  for, 
reconfigiu-ed  populai-  cai-s  to  make 
more  tnicklike.  The  RAV4  was  folli 
by  Honda  Motor's  CR-v,  Sub; 
Forester  and  Outback,  and  in  1991 
high-end  Lexus  RX300.  European 
makers  got  into  the  act,  too,  witl 
Mercedes  ML320  in  1997.  bmw  will 
in  with  the  X5,  a  beefier,  four-w! 
drive  version  of  its  5-series  w: 
which  also  will  be  unveiled  at  th 
troit  show. 

Domestic  auto  makers  insist 
haven't  been  asleep  at  the  wheel, 
raking  in  profits  from  theii*  big  ti 
based  suvs,  they're  just  now  ge 
around  to  developing  smaller,  men 
like  versions.  Ford  will  likely  be 
in  2000  with  the  Mazda-based  SW, 
named  U204. 

GM  has  the  most  catching  up  t 
analysts  say,  although  the  auto 
has  a  half-dozen  crossover  suvs 
pipeline,  including  a  smaU-cai-basi 
for  Saturn.  For  its  top-end  Cai 
brand,  it  will  offer  a  model  basi 
the  next-generation  Catera  sedan. 

With  all  these  new  models  o: 
hoiizon,  can  a  traffic  jam  be  far  oj 
2005,  analysts  bet  as  many  as  30 
ent  car-based  suvs  will  glut  the 
Now^  if  only  the  industiy  can  flgurj 
what  to  call  them. 

By  Joann  Muller  in 
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hat  a  laptop  can  do 


What  you  really  do 


Get  e-maii.  2.  Send  e-mail. 
^  Search  the  Net.  4.  Prepare  memos. 
I  Check  appointments  and  contacts. 
.  Set  up  a  new  derivative  pricing 
lodel.  7.  Put  together  a  3D  animated 
hort  film.  8.  Lay  out  the  company 
Bwsletter.  9.  Analyze  data  from  radio 
>lescopes.  10.  Edit  digital  video. 
1.  Design  a  new  kitchen.  12.  Develop 
Bw  software.  13.  Develop  new  CD- 
CMs.  14.  Retouch  swimsuit  photos. 
5.  Play  photo-realistic  3D  video  games. 
3.  Assist  with  scientific  visualization. 
7.  Play  back  audio  CD.  18.  Expedite 
jmerical  analysis.  19.  Do  mail  merges 
r  the  high  school  reunion  (unless  you 
ent  to  a  really  small  high  school). 
3.  Aid  in  digital  signal  processor 
jsign.  21.  Do  database  programming. 
(I.  Use  lots  of  floppy  disks.  23.  File 
come  tax  returns.  24.  Composite 
:gital  video.  25.  Author  virtual  reality. 
>.  Store  a  large  number  of  files. 

Connect  to  a  large  number  of 
lernal  storage  devices.  28.  Play 
lucational  CD-ROMs.  29.  Conduct 
lual  reality  demonstrations. 
I.  Balance  the  checkbook  for  a 


nada 


icing  the  Jornada  820  Handheld  PC.  - 
?.6  pounds. 

ivenient-size  screen  and  keypad. 

than  10  hours  of  battery  life. 

a  56K  modem  and  Pocket  Office 

are  built  in.  And  less-vital  stuff  left  out. 

Available  at  CompUSA,  Fry's, 
Center,  J&R  Computer  World,  and 
Office  Depot  and  Staples  locations. 


street  price  subject  to  change.  Microsoft,  Windows 
'indows  CE  logo  are  either  registered  trademarks  or 
Its  of  Microsoft  Corporation  in  the  United  States 

er  countries.  ©1998  Hewlett-Packard  Company. 
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AIRLINES 


DOES  TWA 

NEED  A  NEW  CAPTAIN? 

After  strategy  misfires,  labor  wants  management  replaced 

It  has  been  the  best 
year  for  U.  S.  au-- 
lines  since  deregu- 
lation anived  in  1978. 
With  a  booming  econ- 
omy driving  demanil 
and  low  oil  prices  cut- 
ting costs,  aii'line  af- 
ter aii'line  will  report 
record  eaiTiings.  But 
not  TWA. 

Ti-ans  World  Air- 
lines Inc.  will  actually 
lose  money  in  1998. 
And  the  International 
Association  of  Ma- 
chinists &  Aerospace 
Workers  (iam),  which 
represents   75%  of 
TWA  employees,  who 
also  own  14%  of  the 
company,  is  fed  up. 
The  IAM  is  caUing  for 
the   resignation  of 
both  Chief  Executive 
Gerald   Gitner  and 
President  William  F.  Compton,  noting 
that  two  years  after  they  took  office, 
the  airline  remains  unprofitable.  The 
IAM  has  also  asked  federal  mediators  to 
declai'e  a  stalemate  in  18-month-old  con- 
tract talks  and  start  the  clock  toward  a 
strike  deadline.  Gitner  dismisses  the 
threats:  "We're  in  a  stage  of  rhetoric 
now."  he  says. 

UNFILLED  PLANES,  twa's  projected  1998 
loss  scuttles  the  hopes  of  analysts  and 
the  airline  that  this  yeai"  would  break  a 
string  of  10  losing  years.  All  eyes  ai'e 
now  on  twa's  fouith-quaiter  results,  due 
to  be  announced  shortly  after  the  New 
Yeai".  Analysts  are  predicting  a  loss  of 
ai'ound  $iO  million.  Coming  in  below  that 
could  boost  the  iam's  calls  for  a  coup. 
Meanwhile,  twa  shai-es  have  ah-eady  fall- 
en 50%,  to  less  than  $6,  since  July. 

TWA  is  reeling  from  a  bad  bet  on 
yield  management — the  art  of  finding 
the  mix  of  fares  that  most  profitably 
fills  planes.  Last  summer,  TWA  focused 
too  heavily  on  high-paying  corporate 
road  warriors  and  didn't  sell  enough 

liscounted  .seats  to  vacationers.  The  re- 

iilt:  empty  seats  and  a  $5  million  loss  in 

■     third  quarter,  the  most  profitable 

'   lirline  histoiT. 


Such  gaffes  convinced  one  prominent 
TWA  investor  to  bail  out.  The  Burr 
Group,  a  Ridgefield  (Conn.)  investment 
fiiTn  that  includes  Don  Buit,  who  found- 
ed PeopleExpress  with  Gitner  in  the 
'80s,  sold  its  1.5%  stake  in  twa  earlier 
this  yeai'.  "They've  had  two  yeai's  to  fix 
the  place,  yet  they  still  don't  seem  to  be 
able  to  use  their  yield 
management  system  ef- 
fectively," says  Cameron 
Burr,  Don's  son  and  a 
partner  at  The  Bun- 
Group. 

Gitner  says  he's  "dis- 
appointed" over  the 
thii-d-quaiter  problems — 
but  insists  that  twa  is 
on  the  comeback  trail. 
"We're  going  thi'ough  a 


TWA: 

Following  The  Fleet 


1998  projected  net 
income  of  U.S.  carriers, 
ranked  by  miles  flown 

$  IN  BILLIONS 


he  says.  "It's  a  classic 
case  of  two  steps  for- 
ward, one  step  back." 

A  key  sign:  On  Dec.  9, 
TWA  announced  an  order 
for  125  Ail-bus  Industrie 
and  Boeing  Co.  planes  for 
its  aging  fleet.  By  the  end 
of  '99,  42%  of  the  carrier's 


UNITED* 

0.76 

AMERICAN* 

1.4 

DELTA* 

1.1 

NORTHWEST 

-0.12 

CONTINENTAL* 

0.47 

US  AIRWAYS 

0.55 

SOUTHWEST* 

0.43 

TWA 

-0.09 

fleet  will  be  less  than  foui-  yeai-s  olcai 
lowing  the  company  to  operate  more 
ficiently.  The  strategy-  is  to  use  be- 
sei-vice  to  overcome  a  small  fleet  a; 
schedule  that  is  less  convenient  tha ; 
vals'.  Already,  twa  has  expanded  its  , 
class  sections  and  shored  up  a  lial 
sheet  that  foi-mer  owner  Carl  Icahn 
in  a  shambles.  And  twa  has  led  tli'; 
dusti-y  in  on-time  perfoi-mance  for  t 
months. 

But  the  carri« 
still  losing  more 
it  vvins.  Take  thi 
bor  situation.  T 
top  flight  attend 
earn  a  quarter 
than  the  industrj 
erage  and  war 
huge  boost.  1 
with  managemeni 
cessed  on  DecJ 
and  will  resum^f 
eai-ly  1999.  Both  !■] 
are  awaiting  a  fe(S 
appeals  com-t  nl 
on  W' hether  t^a^a 
pay  $24  millioi^ 
back  wages. 

On  Dec.  8,  ou' 
a  board  meetin 
St.  Louis,  flighli 
tendants,  passern 
senice  workers,i 
mechanics  held  £i 
ly  to  demand ; 
ouster  of  Gitner  and  Compton.  "Se) 
they're  deeply  disappointed  doesn'i 
it  anymore,"  says  Sherry  Coope:; 
IAM  leader  who  sits  on  twa's  boarc 
Other  directoi-s  ai-e  encouraged  b;t 
progi-ess.  "These  guys  have  done  i 
velous  work,"  says  board  member 
tired  General  Menill  A.  McPeak,  cS 
the  on-time  rankings^ 
improved  cash  flow.3 
McPeak  says  it's  vit^i 
the  carrier  to  earn  m 
in  1999:  "I'm  LmpatiW 
he  says.  That  vriU  3 
challenge,  since  the  e 
is  ah-eady  shaping  upu 
tougher  one  for  th  i 
dustry.  "If  twa  isn 
eai-ning  money  now,"a 
Tom  Bai-kin,  co-lead' 


"Denotes  record  profit 

DATA:  PAINEWEBBER  INC 


practice,  "you've  g: 
wonder  what  the  f\i 
mental  eai-ning  pow 
its  network  is."  Yoti 
have  to  wonder  howb 
investoi-s  wiU  wait  t<fi 
out.  |. 
By  David  Leonf 
in  CM 
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WHAT  SAVIN  IS 
DOING  TO 
MAKE  XEROX  YOUR 

X-DOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  ^/^jjj^, 
document  solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile, 
connectable  digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print, 
sort,  duplex  and  staple— right  from  your  desktop.  And  full-color  digital  imaging  systems  that 
turn  electronic  documents  into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easy  to  work  with  name  in  the  business.  With  smart,  energetic, 

# highly-trained  Savin  professionals  willing  to  do  whatever  it 
takes  to  give  you  the  satisfaction  and  service  you  deserve. 
^  To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact 

(  i     us  at  1-800-234-1900  or  www.savin.com. 


c 
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savm 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER" 

SAVIN  CORPORATION.  333  LUDLOW  SI.  STAMFORD.  CT  06904 


in  Corporation 


Xerox®  is  a  lrademarl<  of  XEROX  CORPORATION. 


COMMENTARY 


By  Stan  Crock 


HIGH-TECH  EXPORTS:  SIMPLE  STEPS 
WILL  PROTECT  THE  U.S. 


To  hear  Republicans  tell  it,  the 
Clinton  Administration  has  virtu- 
ally committed  treason  by  open- 
ing the  floodgates  to  high-tech  ex- 
ports. And  their  rhetoric  has  only 
hardened  as  allegations  pile  up  about 
how  China  set  out  to  influence  sales 
of  high-tech  gear  through  illegal 
campaign  contributions  and  obtained 
rocket-laimch  knowhow  via  adiminis- 
tration-sanctioned  satellite  sales. 

As  alvi^ays,  the  truth  is  more  com- 
plicated. But  before  the  truth 
emerges,  U.  S.  export  policy  will  likely 
be  set  on  a  new,  restrictive  course. 
Under  congressional  pressure,  the 
State  Dept.  must  tell  lawmakers  by 


Jan.  1  how  it  will  tighten  rales  for 
commercial  satellite  exports.  And  re- 
gardless of  what  is  said,  industry 
som'ces  predict  that  soon  after,  a 
House  panel  probing  technology 
transfers  to  China  will  call  for  even 
stricter  rules — both  on  satellites  and 
computers — to  ensure  that  technology 
with  military  potential  doesn't  fall  into 
the  wrong  hands.  "We've  become  a 
whipping  boy,"  fumes  Edward  J. 
Black,  president  of  the  Computer  & 
Communications  Industry  Assn. 
LITTLE  BENEFIT.  The  danger  is  that 
the  pendulum  may  be  swinging  too 
far,  jeopardizing  much  more  than  the 
current  $30  billion  a  year  in  sales 
that  are  categoiized  as  munitions  or 
dual-use  equipment.  Overly  restric- 
tive export  policy  could  hobble 
America's  most  dynamic  indui;tries, 
with  little  benefit  to  national  defense. 

Instead  of  the  sea  change  in  policy 
hat  Congress  wants,  a  few  simple  fiy.- 
"s  could  add  up  to  a  sensible  export 


regime.  First,  government  rules  must 
be  technologically  current.  At  the 
Commerce  Dept.,  which  handles  li- 
censing for  exports  of  computer  hard- 
ware and  machine  tools,  licenses  are 
still  required  for  sales  of  computers 
that  perform  as  few  as  2,000  mtop.s 
(millions  of  theoretical  operations  per 
second).  That  covers  such  basic  gear 
as  servers  used  for  E-mail  systems. 
QUICKER  ACTION.  Next,  export  appli- 
cations should  be  handled  more  quick- 
ly. Since  it  is  likely  that  Congress  will 
expand  the  State  Dept.'s  oversight. 
State  must  operate  vrith  deadlines 
similar  to,  though  probably  slightly 
longer  than.  Commerce's  90-day  limit. 

At  State,  which  Con- 
gress recently  gave 
authority  over  satel- 
lite sales,  reviews 
can  take  more 
than  a  year. 
That  lets  for- 
eign competi- 
tors wrest 
business  from 
U.  S.  companies. 
"They  can  build  satel- 
faster  than  we  can 
get  licenses,"  gripes  John 
W.  Douglas,  president  of  Aerospace 
Industries  Assn.  State  also  should  is- 
sue blanket  approvals  for  sales  of  cer- 
tain goods  to  specified  countries  when 
justified.  Why,  for  instance,  should  di- 
rect broadcast  satellites  destined  for 
Germany  get  stuck  in  the  bottleneck? 

Finally,  China-phobia  must  not  dic- 
tate policy.  Congress  should  mull 
separate  rales  for  China.  This  would 
insulate  the  broader  discussion  over 
export  controls  from  the  charged  de- 
bate over  China. 

Partisanship  makes  finding  a  bal- 
ance between  national  security  and 
commercial  needs  difficult.  Export 
controls  have  become  another 
weapon  in  congressional  attacks  on 
the  President.  But  to  let  such  snip- 
ing hamper  creation  of  rational  ex- 
port controls  threatens  corporate 
prosperity  and  the  nation's  security. 

Crock  covers  the  defense  industry 
for  BUSINESS  WEEK  in  Washington. 


THE  SOFTEST  P 
SIDE  OF  SEARS 

Discounters  and  high-fashiii 
rivals  have  it  in  a  squeeze  i 

 y  Tradi 

Sears,  Roebuck  &  Co.'s  CEO  Ai|  fl( 
C.  Martinez  may  be  shorl't 
Christmas  cheer  this  year.  A  i 
vals  report  robust  sales  growth,  Sdi 
numbers  have  dipped  for  four  mo  J 
On  Dec.  2,  Sears  warned  that  1998  a 
its  would  be  below  forecasts,  the  seM  1 
such  warning  in  three  months.lI 
shares  have  tumbled  from  a  Febri:  . 
high  of  nearly  64  to  around  41 — a  ■•( 
of  35%.  Is  Sears'  turnaround  stalle*/  t 
Not  according  to  Martinez.  The'f  ; 
mer  Saks  Fifth  Avenue  executive, ifi  j 
took  over  in  1995,  has  transfoijii 
Sears  from  a  relic  into  a  retailing  )'i 
erhouse.  He  closed  outlets,  bagge(ti 
Seai-s  catalog,  and,  with  the  "Softer  li 
of  Sears"  campaign,  made  Sears  b 
like  other  department  stores:  fewer  m 
and  more  apparel.  The  results 
months  of  double-digit  sales  growt 
LOSING  STEAM.  But  Martinez  Ip 
speed  bump  in  1997,  when  bad  cm 
accounts  ballooned,  raising  ques^ 
about  the  link  between  strong  sales* 
easy  credit.  When  Sears  tightened  ^ 
it,  sales  slowed. 

Now,  the  problem  seems  to  be 
Softer  Side  strategy,  which  is  liS: 
steam  in  the  face  of  competition  pP  i??;, 
both  discounters  and  more  fashioilV  -clfss 
stores.  Sears  "is  back  in  that  sqije 
between  the  traditional  departsCjw^ 
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Changing  Jobs? 

Pnidential  Can  Help 
You  Make  The  AAost  Of 
Your  40l(k)  Rollover 

You've  managed  to  save  quite  a  bit  of  money  in  your  former  company's  401(k)  plan.  Now,  Prudential  gives  you  a 
unique  chance  lo  really  put  it  to  work.  We'll  help  you  rollover  your  401  (k)  distribution  into  an  IRA  with  access  to 
some  of  America's  most  popular  mutual  funds.  And,  you'll  be  working  with  a  personal  Financial  Advisor  every  step 
of  the  way  to  ensure  you  understand  all  your  options  and  to  make  the  best  decisions  for  you.  It's  all  part  of  a 
mutual  fund  program  we  call  PruChoicef  * 

PruChoice®:  3  steps  to  a  smart  401{k]  rollovelT^ 


Traditional/ 
Roth  IRA 


Ivrntuali  Stocks/ 
>^nds  \  Bonds 


The  Quarterly  Account  Monitor  shows 
you  how  your  funds  ore  performing. 


t Create  an  effective 
investment  strategy. 
You  and  your  Financial  Advisor 
will  look  at  how  your  rollover  fits 
within  your  overall  portfolio.  That 
way,  you'll  make  sure  that  all  your  long- 
term  investments  are  working  together  as 
effectively  as  they  can. 

2 Choose  investments 
from  over  50  of 
America's  most  popular 
mutual  fund  families. 
Using  your  customized  asset 
allocation  as  a  guide,  your  advisor  will 
help  you  build  a  portfolio  from  over  250 
carefully  selected  funds.  And  there  are  no 
sales  charges — just  an  annual  effective 
program  fee  of  1.25%  of  assets"  for  the 
ongoing  help  of  your  advisor 

3 Get  the  guidance  you 
need  to  keep  your 
portfolio  on  track. 
When  you're  planning 
something  as  important  as 
your  retirement,  professional  guidance 
is  indispensable.  Your  Financial  Advisor 
will  be  there  to  help  you  fine-tune  your 
investments  as  often  as  your  needs 
change,  so  your  portfolio  stays  focused 
on  your  long-term  goals. 


Call  today  for  your  FREE 
brochure.  Investing  your  401(k)  rollover 
could  be  one  of  the  biggest  financial 
decisions  of  your  life.  That's  why  you  may 
want  to  tackle  it  with  the  guidance  of  a 
professional.  A  Prudential  Securities 
Financial  Advisor  can  help  you  make 
important  decisions,  such  as  whether  a 
traditional  or  Roth  IRA  better  suits  your 
needs.  Call  to  set  up  an  appointment  with  a 
Financial  Advisor  and 
ask  for  free 
copies 
of  our 
brochures 
on  the 
PruChoice 
program  and 
Make,  the 
Most  of  Yo  u  r 
Retirement 
Assets.  \ 

Call  today! 

1-800-THE-ROCK 

extension  2777 
www.prudential.com 


Prudential 


f  loice  is  offered  by  Prudenliol  Securities.  For  more  complete  information  about  any  fund  avoilable  through  PruChoice,  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  obove  for  the  Piudentiol 
cities  bronch  nearest  you,  Pleose  read  the  hrnd's  prospectus  carefully  before  you  invest  or  send  money.  "12b-l  fees  may  apply  Withdrawals  from  o  tax-deferred  mvestment  may  be  subiectto  ordinary  income  toxand  may 
IkAject  to  a  1 0%  penalty  if  withdrawn  before  age  59  '/i.  Prudential  and  its  affiliates  are  not  tax  advisors  Please  consult  with  your  own  tax  advisor  for  your  particular  situotion.  Prudential  Securities  Incorporated,  o  subsidiory 
*idential,  www.prusec.com,  1 99  Water  Street,  New  York,  NY  1 0292.  Member  SIPC 


News:  Analysis  &  Commentary 


store  and  the  discounter  that  oflers  bet- 
ter value,"  says  Richard  L.  Church,  a 
retail  analyst  at  Salomon  Smith  Bar- 
ney. "It's  a  hard  place  to  be." 

Martinez  says  the  way  out  is  to  tilt 
toward  discounters.  "Kohls,  Target,  and 
Wal-Mart  have  done  a  better  job  of  im- 
pr-oving  product  and  are  more  credible 
on  pricing,"  he  says.  The  softer-side  fo- 
cus on  apparel  "restored  the  credibility 
of  Seal's"  for  female  customers,  he  says. 
Over  five  years,  revenue  from  apparel 
rose  from  $4  billion  to  $9  billion.  But 
now.  Sears  must  "send  a  stronger  value 
message  to  oiu-  customer,"  he  adds. 

That  message,  Martinez  predicts,  will 
produce  double-digit  earnings  growth 
by  the  end  of  1999.  But  analysts  are 
wary.  Steven  Kemki-aut  of  Bear  Steams 
Cos.  warns:  "They  are  going  to  have  to 
strike  the  right  balance."  Other  stores 
have  found  that  difficult.  Montgomery 
Ward  &  Co.,  now  trying  to  work  its 
way  out  of  bankinptcy,  learned  it  could- 
n't beat  discounters  at  their  own  game. 
So,  too,  did  Venture  Stores  Inc.,  which 
went  into  banknaptcy  in  1998.  "Sears 
can't  be  eveiything  to  eveiybody,"  says 
Maxwell  Sroge,  a  retail  consultant  who 
works  with  Sears. 

EXODUS.  Sears  isn't  giving  up  its  fashion 
ambitions.  On  Oct.  5,  it  announced  a 
plan  to  sell  merchandise  fi'om  Benetton 
Group,  which  has  only  sold  tlu"ough  its 
own  stores  in  the  past. 

Complicating  Martinez'  plans  is  the 
loss  of  top  talent  from  his  turnaround 
team.  On  Dec.  4,  John  H.  Costello,  cre- 
ator of  the  Softer  Side  ads,  left  for  Re- 
public Industries  Inc.'s  AutoNation 
USA — the  sixth  key  executive  to  depait 
this  year.  After  two  years  of  lackluster 
peifonnance.  Sears'  raises  and  bonuses 
are  down.  Concedes  Martinez,  who  got 
no  1997  bonus:  "They  all  left  for  sigTiifi- 
cantly  better  situations  than  I  could  of- 
fer in  the  short  term." 

When  will  the  situation  improve? 
There  are  some  good  signs:  Old  standbys 
such  as  Craftsman  tools  and  Kenmore 
appliances  are  climbing.  And  Martinez 
is  coimting  on  services  such  as  pest  con- 
trol, appliance  repau;  and  carpet  cleaning 
to  improve  Sears'  outlook.  These  new 
businesses,  however,  don't  yet  contribute 
much  to  earnings,  which  are  now  ex- 
pected to  come  in  at  $1.27  billion.  "They 
have  been  talking  about  home  seivices 
for  the  last  thi'ee  years,"  say  Keiiikraut. 
"It  would  be  gi-eat  if  it  works,  but  they 
haven't  been  able  to  do  it  yet." 

Ever  the  optimist,  Martinez  is  looking 
forward  to  1999  and  the  payoff  from 
ills  new  value  strategy.  Investors  can 
':r.!y  hope  it  works. 

By  De'Ann  Weimer  in  Chicago 


MANAGING 


A  TELECOM  VET 
TAKES  ON  EDS 

Can  dealmaker  Brown  repeat 
his  Cable  &  Wireless  success? 

He  doesn't  officially  stait  his  new  job 
until  Jan.  15 — ^but  Richai'd  H.  "Dick" 
Brown  is  ah-eady  hai'd  at  work  for 
Electronic  Data  Systems  Corp.  On  Dec. 
11,  the  day  after  being  named  ceo,  he 
started  with  a  teleconference  for  a  cheer- 
ing crowd  of  EDS  employees  at  the  Piano 
(Tex.)  headquarters.  That  afternoon, 


than  10%  since  the  announce 

Brovra  refashioned  Cable  &  Wir| 
through  21  deals  over  29  months 
ciTisade  to  shake  up  a  hidebound 
nization.  At  c&w,  he  replaced  65  o 
top  100  execs  and  instituted  a  re 
system  that  ranked  employees  fi'om 
to  worst.  "Leaders  get  the  beh 
they  tolerate,"  says  Brown,  51. 

At  EDS,  Brown  will  likely  • 
through  some  45  "strategic  bus 
units"  and  thousands  of  contracts 
ing  or  restructuring  the  losers.  Anc 
almost  certainly  make  acquisitio] 
beef  up  EDS'  capabilities  in  Net  syi 
and  electronic  commerce.  He's  als 
pected  to  overhaul  eds'  managei 
Performance  has  been  soi'ely  la( 
since  eds'  spin-off  from  General  M 


EDS'  NEW  CHIEF 

HARD  H.  BROWN 

g.BORN  June  3,  1947,  New  Brunswick,  N.J 

p  EDUCATION  B.S.,  communications, 
f:  Ohio  University 

'  EXPERIENCE  1969-1981,  Ohio  Bell; 
1981-1990,  United  Telecommunications 
(later  Sprint); 
1990-1995,  Ameritech; 

1995-  1996,  H&R  Block; 

1996-  1998,  Cable  &  Wireless 

MANAGEMENT  PHILOSOPHY 

"Leaders  get  the  results  they  tolerate." 
Major  dealmaker;  did  21  in  29 
months  at  Cable  &  Wireless 


iUl: 


FAMILY  Married, 
two  children 


Brown,  still  CEo  of  Cable  &  Wireless 
PLC,  made  a  sales  call  for  EDS  in  London. 

Bi'own,  who  eamed  a  reputation  as  a 
rapid-fire  dealmaker  at  c&w,  may  also 
be  planning  deals  for  EDS.  On  Dec.  15, 
alliance  talks  between  eds  and  MCi 
WorldCom  surfaced.  They  are  said  to 
be  woi'king  out  plans  to  sell  an  array  of 
sei-vices  together.  As  part  of  the  deal, 
EDS  might  absorb  MC\  Systemhouse,  the 
phone  giant's  computer-services  unit, 
which  has  9,400  employees.  Sources 
close  to  the  talks  say  EDS  is  not  the 
only  potential  partner  for  MCi  and  that 
no  deal  is  imminent.  The  companies  de- 
cline to  comment.  But  Brown's  25-year 
telecom  expertise  and  knowledge  of 
mn — he  bought  its  Internet  backbone 
for  c;&w — could  give  eds  an  edge. 

Deal  or  no,  investors  are  cheering 
Brown's  appointment  after  a  four- 
month  search  to  replace  CEO  Lester  M. 
Alberthal  Jr.  The  stock  is  up  more 


Corp.  in  1996.  Net  earnings,  excllDet 
one-time  items,  this  yeai'  vrill  dropfMea 
to  $832  million,  on  a  13%  sales  gai 
timates  Leliman  Brothers  Inc.  ail 
Patrick  M.  Builon.  That  follows  i 
profit  decline  in  1997  and  anemic  i 
gi'owth  of  5.5%  as  EDS  lost  mai'ket 

While  the  company  has  rec 
signed  up  lots  of  new  business 
timated  $13  billion  in  contracts] 
year — Brown  faces  a  big  drag  o: 
growth:  GM.  Analysts  figure  marj 
GM  business,  which  accounts  for 
revenues,  have  fallen  from  12%  or 
to  single  digits  as  gm  has  demi 
lower  prices  and  different  ser 
Stephen  T.  McClellan  of  Merrill 
&  Co.  thinks  Brovni  should  "have 
ous  discussions  with  (;m  to  renegji 
the  contract."  Brown  is  arriving 
moment  too  soon. 

By  Wendy  Zellner  m  Dallas 
bureau  reports 
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RL  ICAHN'S 
XIC  TAKEOVER 

istrial-waste  giant  Philip  gives  the  raider  a  heap  of  trouble 


rl  Icahn  has  squared  off 
gainst  some  of  the 
iggest  names  in  business 
the  years — from  Texaco 
^astern  Union  to  rjr 
CO.  Usually,  the  62-year- 
rporate  raider  has  walked 
richer  after  finding  an  un- 
lued  property — such  as 
World  Airlines  Inc.  (page 
;nd  pushing  through  ma- 
structuring  and  refinanc- 
'ograms.  But  his  latest 
,  Canada's  Philip  Services 
is  testing  Icahn's  met- 
even  months  after  he 
i  buying  into  the  $2  bil- 
dustrial-waste  giant,  the 
ny  is  teetering.  "I  think 
5  going  to  be  a  lot  of 
says  Icahn.  "But  there's 
ce  to  save  the  company 
;rm." 

survives  the  near  teiTn, 
.  Unless  Icahn,  manage- 
and  bank  creditors  can 
on  a  restructuiing  plan, 
is  threatening  to  throw  the 
•employee  company  into  bank- 
court  and  potential  liquidation, 
las  persuaded  management  to  go 
prepackaged  bankruptcy,  but 
1  banks — who  met  with  the  com- 
n  Dec.  15 — so  far  have  shown  no 
going  along.  Philip  'ViU  either  be 
'  restructured,  or  it  will  not  exist 
concludes  James  Sbrolla,  a  for- 
hihp  vice-president  and  now  a 
D  investment  adviser, 
lilip  failui'e  would  be  a  blow  to  Ic- 
!  could  lose  some  $50  million  of  his 
m-plus  fortune.  Moreover,  having 
ast  spring  to  take  over  Mai-vel 


ICAHN:  ''There's  going  to  he  a  lot  of  pain" 


Entertainment  Group  Inc.,  his  reputa- 
tion as  a  savvy  investor  is  on  the  line. 

As  recently  as  1997,  Philip  was 
marching  across  the  U.  S.  and  Britain 
buying  up  smaller  waste  handlers.  In- 
vestors pushed  its  stock  from  less  than 
$8  in  June,  1996,  to  nearly  $20  a  share 
in  September,  1997.  A  $380  million 
stock  offering  that  November  sold  out 
easily.  But  in  January,  1998,  Philip  be- 
gan a  series  of  write-offs  that  topped 
$360  million,  leading  to  a  $126  million 
loss  on  $1.75  billion  in  sales  for  1997. 
The  company  blamed  unauthoiTzed  cop- 
per trading  and  restructuinng  costs.  In 
March,  Philip  restated  earnings  for  the 


prior  two  years.  And  by  May,  founding 
Chief  Executive  Allen  Fracassi  had 
stepped  down. 

In  July,  the  company  sued  its  foi-mer 
metals-division  president,  Robert  Wax- 
man,  and  two  colleagues,  demanding 
$240  million  in  damages  for  allegedly 
masteiTninding  the  copper  trading.  Wax- 
man  denies  wrongdoing  and  says  he 
was  cast  as  the  fall  guy.  Philip's  stock  is 
now  below  $1  a  share. 
DEEP  PROBLEMS.  Drawn  by  Philip's  dis- 
tress, Icahn  began  buying  stock  in  May, 
building  up  a  14%  stake.  He  and 
Foothill  Partners  III  LP,  a  Los  Angeles 
investment  gi'oup,  also  now  control  $200 
million  of  its  $1  billion  of  debt.  Icahn  be- 
lieved Philip  was  undei-valued  since  it 
was  still  producing  lots  of  cash. 

But  Philip's  problems  iTin  deeper  than 
Icahn  could  have  known.  Court  papers 
allege  that  Philip  faces  potential  envi- 
ronmental liabilities  of  $100  million  or 
more.  And  low  commodity  prices  mean 
Philip  is  getting  less  for  scrap  metal. 
Philip  lost  $719  million  in  the  fii'st  nine 
months  of  1998,  on  sales  of  $1.9  billion. 

Management  is  also  in  turmoil.  Fra- 
cassi recently  was  reinstated  as  "inteiim 
CEO,"  shouldeiing  aside  John  G.  McGre- 
gor, a  partner  at  Southfield  (Mich.)  tum- 
ai'ound  firm  Jay  Alix  &  Associates.  Mc- 
Gregor, brought  in  in  October,  continues 
as  "cliief  restinicturing  officer."  He  says 
he  didn't  object  to  Fracassi's  return. 

Now,  lenders  are  considering  three 
restmctuiing  plans.  Icahn  wants  Philip's 
banks  to  convert  .$800  million  in  debt  to 
stock.  A  Detroit  landfill  company,  Soave 
Enterprises  LLC,  is  working  with  Citi- 
gi'oup  on  a  proposal  to  chip  in  between 
$100  million  and  $200  milhon  in  new  eq- 
uity, which  would  leave  lenders  with 
less  stock.  And  Philip's  management  is 
pushing  for  a  blend  of  the  two  propos- 
als. "There  will  be  a  lot  of  negotiation," 
says  McGregor 

Keeping  Philip  out  of  the  Dumpster 
may  prove  daunting  even  for  Icahn.  "It 
usually  gets  darker  before  dawn,"  he 
says.  For  Philip,  however,  dawn  seems 
far  off. 

By  Joseph  Weber  in  Hamilton,  Ont. 


NOV.  1997  Philip  sells  $380 
million  worth  of 
stock  after  a  major  expansion 
in  the  U.  S.  and  Britain. 


MAY  1998  Company  demotes 
founding  CEO  Allen  Fracassi 
and  replaces  chairman.  Carl 
Icahn  begins  buying  stock. 


JAN.  1998  Philip  begins 
disclosing  earnings  charges 
that  eventually  top  $360 
million  for  1997.  Blames 
restructuring  and  other 
costs. 


JULY  1998  Company  sues  its 
former  metals-group  chief, 
Robert  Waxman,  and  two  col- 
leagues, charging  fraud.  Wax- 
man  says  he's  cast  as  the  fall 
guy. 


SEPT.  1998  Icahn,  with  14% 
of  stock,  buys  debt.  He's 
believed  to  control  $200  million. 

OCT.  1998  Philip  hires 
turnaround  expert  John  G. 
McGregor  as  "interim  CEO." 

NOV.  1998  Philip  recasts 
McGregor  as  "chief  restructur- 
ing officer,"  restores  Fracassi, 
and  haggles  with  Icahn. 
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Cross  the  Potomac,  and  you'll  find  yourself  in  an  investor's  paradise.  A  community  of  1600  information 
technology  companies  served  by  three  major  airports,  fueled  by  university  research  and  bolstered  by  the  largest 
single  consumer  of  information  technology,  the  federal  government.  A  climate  that  created  the  Internet  and 
forged  the  likes  of  PSINet,  UUNet,  Cyb  ercash,  Globalink  and  other  financial  successes.  If  you're  looking  for 
opportunity,  you've  come  to  the  right  place:  Fairfax  County,  Virginia.  Call  703-790-0600  or  visit  our  web  site. 


FAIRFAX  COUNTY,  VIRGINIA.  h1)ME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOG 


www.fairfaxcountyeda.org 


Business  This  Week 


ED  BY  KELLEY  HOLLAND 


IDAY  CHEER 
I  MICROSOFT 

RE    RECESSING  THE 

soft  antitrust  trial  for 
oiidays,  U.  S.  District 
Thomas  Penfleld  Jack- 
ive  the  software  giant  a 
)n  Dec.  16,  noting  that 
ica  Online  Inc.'s 
>fer  of  Netscape  Com- 
ations  Corp.  could  mean 
■y  significant  change  in 
aying  field,"  he  told  the 

1 2  Dept.  to  share  any  of 
ocuments  it  receives 
I  the  government's 
r  review.  Since  the  an- 

I  ement  of  the  aol- 
ape  deal  and  a  joint 
re  with  a  third  Mi- 
rival,  Sun  Microsys- 
[nc,  Microsoft  has  ar- 
hat  the  merger  proves 
jcrosoft  could  easily  be 

MOVIE  HIT 

)ice  that  greets  callers 
MovieFone  automated 
■buying  service  will 
rk  even  more  filmgoers. 
c.  15,  MovieFone  said  it 
ded  links  with  three  big 
r  chains.  It  also  said 
of  its  777-FILIVI  phone 
i  and  Movielink.com 
ie  grew  30%  in  the 
sar.  MovieFone  shares 
6%,  to  $13.75.  One 
I  for  the  rise,  says 
Cibello  of  Robotti  & 
"Internet  fever."  Net 
nake  up  some  25%  of 
one's  business — and 
are  spared  that  voice. 

MOVIEFONE 
STOCK  PRICE 


BLOOMBEfit^NCiAL  MARKET 


toppled  from  its  market- 
leader  position.  Jackson  re- 
fused Microsoft's  request  to 
stait  fuU  discoveiy  on  this  is- 
sue, but  noted  that  the  com- 
pany can  renew  its  request 
if  it  isn't  satisfied.  Justice  had 
no  objections. 

THE  FED  GETS  TOUGH 
ON  HEDGE  FUNDS 

BOTH  BEFORE  AND  AFTER  THE 

Federal  Reserve  Board  engi- 
neered a  Wall  Street  bailout 
of  Long-Term  Capital  Man- 
agement last  September, 
Chairman  Alan  Greenspan 
told  Congress  that  lenders 
are  better  able  to  rein  in 
hedge  funds  than  regulators 
would  be.  But  now,  the  Fed 
may  be  revising  that  view. 
"Private  market  discipline 
seems  to  have  lai'gely  broken 
down"  in  ltcm's  case,  Fed 
staffer  Patrick  Pai'kinson  told 
a  Senate  committee  on  Dec. 
16.  Now,  the  Fed  may  limit 
lending  to  hedge  funds,  tight- 
en collateral  rales,  and  bol- 
ster "stress-testing"  ahead  of 
extreme  market  shifts. 


DEUTSCHE  BANK  S 
NEW  ROLE  

IS  DEUTSCHE  BANK  READY  TO 

play  in  the  world  of  global 
investment  banking?  Just 
weeks  after  the  German 
banking  giant  announced  its 
$9  billion  acquisition  of 
Bankers  Trust,  it  unveiled  a 
plan  to  spin  off  more  than 
$24  billion  in  industrial  hold- 
ings— in  companies  ranging 
from  Metallgesellschaft  to 
DaimlerChrysler.  These  in- 
terests will  be  placed  in  sep- 
arate limited  partnerships, 
all  controlled  by  a  new  unit 
called  DB  Investor.  "This  will 
optimize  value  creation  for 
oui'  shareholders,"  says  chief 
executive  Rolf-Ernst  Breuer. 
And  getting  rid  of  corporate 
shareholdings  solves  conflict- 
of-interest  problems  for 
Deutsche's  budding  m&a 
business. 


HEADLINER:  JILL  BARAD 


BARBIE  DOLLDRUMS 


At  an  investment  confer- 
ence on  Nov.  5,  Mattel  ceo 
Jill  Barad  danced  along  to 
Barbie  ads  and  assured 
analysts  that  fore- 
casts of  9%  to 
11%  earnings 
growth  were  on 
target.  But  now 
she's  singing 
the  blues.  On 
Dec.  14,  Mattel 
said  1998  earnings 
may  come  in  35%  be- 
low expectations  and  rev- 
enue would  be  short  $500 
million.  "It  was  a  shocking 
shortfall,"  says  Sean  Mc- 
Gowan  of  Gerard  Klauer 
Mattison. 

How  could  a  $4.8  billion 
company  get  blindsided 
like  this?  Inventoiy  cut- 
backs at  retailer  Toys  'R' 
Us  are  a  big  factor.  But 


Mattel  may  have  been  too 
optimistic  as  well.  Barad 
built  Barbie  into  a  $1.9  bil- 
lion business,  but  failed 
to  see  that  sales 
were  slowing  be- 
cause of  chang- 
ing tastes.  Mat- 
tel also  may 
have  shipped 
too  much  prod- 
uct in  1997,  leav- 
ing stores  stuffed 
with  toys.  It  thought 
— wrongly — that  orders 
would  pick  up  in  late  1998. 

Mattel  hoped  to  soften 
the  blow  with  news  of  its 
$3.8  billion  purchase  of  ed- 
ucational software  maker 
Learning  Company.  But  for 
now,  Mattel  has  to  show 
skeptical  investors  it  has  a 
gi"ip  on  its  core  business. 

By  Kathleen  Morris 


THE  cm  NEVER 

STOPS  cuniNG 

WHEN   CITICORP   AND  THE 

Travelers  Group  merged  to 
create  Citigi-oup,  boostere  pi'o- 
claimed  a  new  era  in  finance, 
with  cross-selling,  not  cost-cut- 
ting, the  road  to  success.  Now, 
the  new  era  seems  a  ways  ofi'. 
On  Dec.  15,  Citigroup  said  it 
would  slash  10,400  jobs  and 
take  a  $900  million  charge  to 
reduce  expenses.  That  could 
take  a  wliile:  Cost  cuts  don't 
come  easy  to  the  company.  In 
1997,  Citicorp  said  it  would 
pai-e  7,500  jobs  in  the  next  18 
months.  But  as  of  Sept.  30,  it 
had  only  cut  3,116,  a 
spokesman  says. 

CLOSING  THE  BOOK 
ON  ASBESTOS 

ASBESTOS  IS  COSTLY  TO  GET 

rid  of.  Just  ask  Owens  Corn- 
ing. Ever  since  the  Toledo 
company  stopped  making  the 
cancer-causing  insulating 


material  in  1972,  it  has  been 
hard  put  to  dispose  of  the  lia- 
bilities the  business  created. 
On  Dec.  15,  Owens  Corning 
announced  a  $1.2  billion  set- 
tlement to  resolve  176,000 
asbestos  cases,  about  90%'  of 
its  total  pending.  The  compa- 
ny will  pay  plaintiffs,  mostly 
in  1999  and  2000.  It  will  also 
borrow  some  $1.4  billion,  and 
take  a  $900  million  aftertax 
charge.  "The  good  news  is 
that  it  settles  most  of  the  cas- 
es," says  Merrill  Lynch  ana- 
lyst Jonathan  Goldfarb. 

ET  CETERA . . . 

■  American  Airlines'  gate 
and  reservation  agents  voted 
not  to  unionize. 

■  3M  said  fourth-quarter 
profits  will  drop  10%  on  slow- 
er production  and  sales. 

■  Amazon. corn's  stock  rose 
over  46  points  on  a  still  more 
bullish  Wall  Street  forecast. 

■  New  York  City's  ban  on 
tobacco  ads  was  struck  down 
by  a  federal  judge. 
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y  does  the  moon 
stay  in  the  sky? 

What  makes 
the  stars  twinkle? 

How  do( 
the  Internet 


Actually,  it  works  very  well.  Maybe  beca 
so  much  of  it  runs  on  Compaq.  Four  out  (K 
the  five  most  popular  Web  sites  are  powe 
by  Compaq.  Hundreds  of  millions  of  h 
J  are  handled  by  Compaq  platforms  evefi 
day.  Three-quaiLcrs  of  the  top  ISPs  have  standardized  on  Com 


3i  OVf 


jtiii 


for  their  Windows  NT  "  based  Web  hosting.  And  if  you've  ever 
received  e-mail,  chances  are,  we  helped  get  it  to  you.  To  find  ou 
how  the  Internet  can  help  grow  your  business,  feel  free  to  ask  th 
source  at  1-800 -AT- COMPAQ.  Or  visit  www.compaq.com/mot 


COMPAa  Better 


answers. 


©1998  Compaq  Ccmpuier  Cotporalion  All  iighis  reserved  Compaq  is  fcgisiered  in  the  U.S.  Palenl 
OHice  Beitet  answers  is  a  service  mark  of  Compaq  Computer  Corporation  Windows  N"^  is  a  regisi' 
of  Microsoft  Coiporaiion  All  other  names  are  trademarks  or  registered  trademarks  oi  their  respect 
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ashington  Outlook 


ED  BY  LEE  WALCZAK 


ICIAL  SECURITY:  BEHIND  CLINTON'S 
IDDEN  TILT  TO  THE  RIGHT  

not  say  if  he  would  back  individual  accounts  or  stock  pur- 
chases tlii'ough  the  Social  Seciunty  Ti-ust  Fund.  But  he  raised 
the  hopes  of  lawmakers  like  Senator  Daniel  P.  Moynihan  (D- 
N.Y.)  and  Representative  Jim  Kolbe  (R-Aiiz.)  who  want  to  let 
workers  invest  at  least  a  portion  of  their  nest  eggs. 

That  leaves  old-line  Democrats  playing  defense,  afl-cio 
President  John  Sweeney  vows  "the  most  aggi"essive  gi'ass- 
roots  campaign  in  the  histoiy  of  the  afl-cio"  to  kill  privati- 
zation. Groups  such  as  the  naacp,  led  by  ex-Representative 
Kweisi  Mfiime  (D-Md.),  and  the  National 
Organization  for  Women  are  joining  la- 
bor to  stage  hundreds  of  community  ral- 
hes  to  gin  up  opposition.  Also  under  dis- 
cussion: a  big-bucks  advertising  campaign. 
STICKING  POINT.  But  with  Clinton  leaning 
toward  the  privatizers,  many  liberals — 
including  union  brass — realize  that  they 
may  eventually  have  to  back  some  sort  of 
investment  plan  to  boost  the  tmst  fund's 
anemic  return.  Senate  Minority  Leader 
Thomas  A.  Daschle  (D-S.D.)  may  support 
investing  a  portion  in  marketable  securi- 
ties, though  he  opposes  private  accounts. 
House   Minority   Leader   Richard  A. 
Gephardt  (D-Mo.)  might  back  voluntaiy 
investment  accounts  that  augment  basic  benefits.  But  both  in- 
sist that  Social  Security  remain  an  insui'ance  progi'am,  not  an 
investment  plan.  So  any  losses  must  be  spread  throughout  the 
system,  not  bome  by  individuals. 

How  will  Clinton  reconcile  the  conflicting  views?  If  history 
is  any  guide,  he'll  tilt  right,  hoping  that  a  deal  gives  him  the 
positive  legacy  he  craves.  "Investing  Social  Secm-ity  resei'ves 
in  the  stock  market  has  emerged  as  the  political  path  of 
least  resistance  for  both  parties,"  says  Michael  Calabrese  of 
the  Center  for  National  Policy,  a  Democratic  think  tank.  All 
that  remains  is  for  the  President  to  convince  his  liberal  allies. 

By  Howard  Gleckman 


le  frenzy  of  Bill  Clinton's  battle  to  escape  impeachment, 
p"oup  has  been  more  steadfast  in  his  defense  than  lib- 
s.  Feminists,  civil  rights  workers,  and  union  activists 
jammed  congressional  switchboards  with  appeals  to 
is  hide.  But  even  as  they've  gone  to  the  barricades  for 
berals  have  done  so  with  an  existential  sigh.  Why? 
lason  is  that  on  an  issue  they  care  deeply  about — Social 
ty — Clinton  is  about  to  deal  them  out. 
t  in  the  furor  over  Presidential  crime  and  jumishment 
fact  that  on  Dec.  8,  Clinton  startled 
)y  White  House  conference  on  So- 
curity  by  making  a  major  conces- 
le  signaled  his  openness  to  some 
f  market  investment, 
to  that  point,  Clinton  was  stalling. 
Republicans  would  offer  their*  own 
1  plan.  So  why  speed  up  the 
ole?  Aides  say  he  wanted  to  show 
in  the  face  of  the  gop  ethics  as- 
l^d  he  needed  to  outflank  liberal 
rats,  who  have  gained  momentum 
'  drive  to  fight  individual  accounts, 
ft  vring  opposes  plans  that  would 
individuals  to  invest  a  small  por- 
their  payi'oll  taxes — say,  two  per- 
3  points — in  private  accounts  because  it  fears  under- 
one  of  the  last  big  social  insui*ance  progi'ams. 
TRENCHES.  By  reprising  his  "triangulation"  strategy, 
edged  closer  to  Republicans  and  moderate  Dems  and 
5  isolate  the  liberals.  He  did  the  same  thing  in  1995 
imid  howls  on  the  left,  he  heeded  GO?  calls  to  overhaul 
.  "People  are  concerned  about  where  the  President  is 
I,"  frets  Roger  Hickey  of  the  Institute  for  America's 
,  a  liberal  think  tank. 

on's  overture  was  praised  by  GO?  leaders,  making  it 
kely  that  any  accord — if  one  can  be  reached  amid  the 
a  rancor — vvill  include  market  investments.  He  did 


MFUME:  Helping  lead  the  backlash 


ITALWRAPUP 


IGSTON  ZIGS-AND  ZAGS 


)ming  House  Speaker  Bob  Liv- 
m  is  confounding  pundits  with 
rly  moves.  He  once  favored  a 
in  censuring  President  Clinton 
alternative  to  impeachment.  But 
;onsulting  with  GO?  Whip  and 
Clinton  bete  noir  Tom  DeLay 
X.),  he  became  a  born-again 
chment  backer.  Minutes  after 
idiciary  panel  sent  articles  of 
chment  to  the  full  House,  Liv- 
n  enraged  Democrats  by  slam- 
:he  door  on  any  censure  option. 


Democrats  aren't  the  only  ones  fum- 
ing. The  Louisiana  Republican  has  also 
bucked  his  own  party  by  refusing  to 
endorse  a  call  for  up  to  $25  billion  in 
new  defense  spending  next  year.  The 
move,  championed  by  Senate  Majority 
Leader  Ti'ent  Lott  (R-Miss.),  is  the 
centei-piece  of  a  GOP  attack  on  Bill 
Clinton's  "hollow  mihtary."  As  Appro- 
priations chairman,  Livingston  often 
favored  more  defense  projects,  espe- 
cially for  his  district.  Now  he  worries 
that  Lott's  effort  would  violate  the 
balanced-budget  law  and  require  huge 
offsetting  cuts  in  domestic  programs. 


BIG  BROAND  YOUR  CHECKBOOK 

►  A  proposed  rule  by  federal  bank 
regulators  to  stem  money-laundering 
may  be  headed  for  trouble.  A  coalition 
of  privacy  and  civil  rights  groups  says 
the  proposal,  scheduled  to  take  effect 
next  April,  would  intrude  on  the  pri- 
vacy of  bank  customers.  The  feds 
want  banks  to  know  the  origin  of  all 
customer  funds  and  to  report  any 
unusual  transactions  to  law  enforce- 
ment agencies.  Foes  plan  an  Internet 
campaign  (www.  privacy.org)  to  fan 
opposition. 
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International  Business 


INDONESIA 


WHAT  DID  MOBU 


There  are  days  when  Teungku 
Bintara  wonders  how  he  ever 
sm"vived.  For  six  months  in  1990 
and  1991  he  languished  in  a  mil- 
itary prison  camp  in  Indonesia's 
Aceh  province.  One  day,  Bintara,  then 
the  headman  of  a  nearby  village,  was 
put  inside  a  room  whose  walls  were 
splattered  with  human  blood  and  hair. 
During  an  interrogation  that  left  him 
blind  in  the  right  eye,  Bintara  claims 
an  Indonesian  anny  officer  whipped  his 
scalp  with  a  fi-ayed  cable,  burned  his 
pubic  hair  with  a  match,  and  held  live 
electric  wires  to  his  genitals  and  tem- 
ples. Another  time,  the  officer  threat- 
ened to  execute  Bintara  if  he  did  not 
disclose  the  name  of  a  Muslim  sepa- 
ratist gaierrilla  leader,  despite  Bintara's 
insistence  he  didn't  know  him. 

Bintara's  gruesome  experience  un- 
folded only  a  few  hundred  yards  from 
the  chemical  plants  and  white  storage 
tanks  of  P.  T.  Arun,  a  liquefied  natural- 
gas  (lng)  producer  in  which  Indonesia's 
state-owned  oil  monopoly,  Pertamina, 
holds  a  controlling  55%  stake  and  Mobil 
Corp.  owns  35%.  At  the  time  of  Bin- 
tara's detention,  the  plant  employed 
1,800  workers  and  was  frequented  by 
several  Mobil  advisers.  Human  rights 
gi'oups  have  documented  Rancong  as  a 
known  torture  site.  But  Mobil  says  it 
was  not  aware  of  any  such  activity.  Bin- 
tara claims  he  saw  fellow  inmates  in 
the  Rancong  camp  being  tortured  and 
then  tossed  "like  dogs"  onto  trucks. 
TERRIBLE  TALES.  Today,  all  that  remains 
of  Rancong  is  a  cnmibling  cluster  of  row 
houses.  But  what  happened  at  Rancong 
and  throughout  Aceh  eight  years  ago  is 
very  much  a  live  issue  in  Indonesia. 
Since  the  fall  of  strongman  President 
Suharto  in  May,  a  stream  of  witnesses 
such  as  Bintara  have  come  foi-ward  with 
tales  of  atrocities  committed  by  Indone- 
sia's militaiy  The  events  occurred  during 
a  three-decade  campaign  to  suppress  a 
guerrilla  movement  that  sought  inde- 
pendence for  Indonesia's  westernmost 
province.  The  siu-vivors'  tales  raise  ques- 
tions about  what  Mobil  knew  and  when. 
On  Oct.  10,  a  coahtion  of  17  Indonesian 
human  rights  organizations  issued  a 


In  late  August,  the  National  Commission  on  Human  . 
disinterred  human  remains  in  Aceh  prqvince  as  it  probed  alleged  milita 
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NOW? 


Mass  graves  suggest  a  brutal  war 
on  local  Indonesian  guerrillas- 
in  the  oil  giant's  backyard 


iment  asserting  that  Mo- 
uld P.  T.  Arun  are  "re- 
isible  for  human  rights 
es"  during  the  military 
ation  in  Aceh. 
16  groups  allege  Mobil 
ndonesia,  Mobil's  wholly 
3d  subsidiary,  provided 
al  logistic  suppoit  to  the 
',  including  earth-moving 
3ment  that  was  used  to 
■nass  graves.  One  such 
e  excavated  in  the  vil- 
of  Bukit  Sentang  con- 
d  at  least  a  dozen  bod- 
inother  allegation  is  that 
ity  forces  seized  a  local 
1  employee  on  company 
srty  without  a  warrant, 
employee  has  not  been 
since. 

M  and  Pertamina  flatly 
allegations  that  they 

'  of  any  human  rights 

is  in  the  Aceh  area  in 

early   1990s.   "I  can 

]y  say  that  we  have  no 

'ledge  of  that  happen- 

says  Neil  Duffin,  exec- 
vice-president  for  pro- 

on  and  exploration  of 

1  Oil  Indonesia  (moi). 

imina  Public  Relations 

ral  Manager  A.  Sidick 

usuma  says  that  "inci- 

;  connected  to  human 

s  violations  were  be- 
Pertamina  and  MOi's 

)rity  and  knowledge." 

ndonesian  army,  which 

elping   excavate  the 

•s,  officially  says  it  re- 
any  suffering.  But  it 

ot  said  the  bodies  un- 

ed  were  its  victims. 

ws  of  these  incidents  is  breaking 

he  wider  world.  U.  S.  Ambassador 

lonesia  Stapleton  Roy  discussed  the 

itions  on  Nov.  3  in  Jakarta  vdth 

ig  Mobil  ChaiiTnan  Lucio  A.  Noto, 

lenied  knowledge  of  any  misuse  of 
equipment  or  facilities.  A  State 
official  told  BUSINESS  week  that 

I.  S.  government  has  "expressed 


J  j'iJ[;;j  m-^^ay^Zi  Mobil  has  a  35%  stake  in  an 
LNG  venture  with  state-owned  Pertamina 
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concern"  about  the  allegations  and  is  call- 
ing for  Indonesian  authorities  to  conduct 
a  "full  investigation."  "The  U.  S.  contin- 
ues to  monitor  the  situation,"  the  official 
said.  "Allegations  of  abuses  should  be 
investigated  by  the  coimtiy  concerned." 

The  controversy  is  likely  to  grow  as 
more  graves  are  opened  and  bodies 
found.  Indonesian  human  rights  organi- 
zations and  government  officials,  who 
now  are  receiving  some  help  ft-om  the 
military,  say  they  so  far  have  identified 
12  mass  graves.  One  gi-ave  is  on  Perta- 
mina-owned  land  that  is  less  than  three 
miles  from  a  Mobil  gas-drilling  site. 
Whether  this  site  contains  human  re- 
mains vrill  be  known  when  the  govern- 
ment exhumes  it  next  year.  So  far,  offi- 
cials have  unearthed  remains  in  6  of 
the  12  sites.  Other  suspected  graves  in 
close  proximity  to  MobD  operations,  such 
as  at  Rancong,  have  not  been  investi- 
gated. Indonesian  human  rights  com- 
mission member  B.  N.  Marbun  estimates 
that  at  least  2,000  Acehnese  torture  vic- 
tims— most  of  them  civilians — are  buried 
around  the  Aceh  area. 
TURMOIL.  The  discoveries  typify  the  eth- 
ical issues  that  a  growing  number  of 
multinationals  must  confi-ont  after  years 
of  doing  business  in  Third  World  dicta- 
torships. While  there  is  no  legal  prece- 
dent for  holding  companies  legally  ac- 
countable in  troubled  circumstances, 
there  is  debate  on  what  moral  responsi- 
bilities multinationals  have  overseas. 

To  find  out  what  happened,  business 
WEEK  conducted  a  five-week-investiga- 
tion of  the  allegations  against  MobO.  The 
pi'obe  included  thi-ee  trips  to  the  Aceh 
area  and  dozens  of  intei-views  with  tor- 
ture victims,  government  officials,  resi- 
dents of  villages  near  the  mass  gi-aves, 
and  local  and  foreign  contractors  who 
worked  for  Mobil  and  P.  T.  Ai-un. 
business  week  also  spoke  with  several 
Indonesians  who  worked  on  Mobil  facili- 
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■  TORTURr  VICTIM:  Bintara  claims  an  officer 
whipped  and  burned  him  and  threatened  death 


STRONG  DENIAL  4  4  I  can  frankly  say  that  we  have  no 
knowledge  of  [human  rights  abuses  in  the  early 
1990s]  happening  n 


ties  in  Aceh.  Mobil  answered  wi-itten 
questions  and  allowed  a  torn"  of  the  Aceh 
facilities.  Mobil  representatives  accom- 
panied a  BUSINESS  WEEK  reporter  to  al- 
leged gi'ave  sites.  Finally,  Mobil's  head- 
quaitei-s  in  Faiifax,  Va.  provided  detailed 
responses  to  questions  from  business 
week's  reporters  and  editors. 

This  probe  uncovered  more  than  a 
dozen  sources  who  either  witnessed 
atrocities  or  came  upon  their-  aftennath. 
Two  contractors  say  they  told  local  Mo- 
bil managei-s  that  they  had  found  himian 
body  parts  close  to  Mobil  sites, 
for  example.  And  a  fomier  Mobil 
employee  says  rumors  of  mas-  \ 
sacres  and  of  reports  that  Mobil 
equipment  was  being  used  to  dig 
gi'aves  were  fi'equently  discussed 
at  workplaces  and  in  a  company 
cafeteria.  Yet  there  is  no  clear 
evidence  that  Mobil's  top  man- 
agement had  direct  knowledge  of 
such  reports. 
PEACEFUL  PURPOSES.  Mobil  does 
say  that  it  loaned  the  anny  excava- 
tors and  supplied  troops  with  food  , 
and  fuel  on  occasion  for  thi-ee  decades. 
But  it  insists  Mobil  managers  had  no 
record  that  the  army  was  using  this 
help  for  anything  but  peaceful  pmposes. 
Mobil  also  says  it  has  no  record  of  the 
army  using  its  maintenance  facilities  or 
other  buildings,  as  himian  rights  gi'oups 
allege.  Instead,  Duffin  says,  Mobil  was 
told  that  any  equipment  used  was  "for 
projects  beneficial  to  the  community," 
such  as  building  i-oads.  If  facilities  and 
Htjuipment  were  used  for  other  reasons, 
li?  adds,  "I  don't  believe  we  can  be  held 
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responsible."  On  Nov.  5,  Noto  said  at  a 
press  conference  in  Jakaita:  "If  anything 
happened  because  somebody  used  the 
equipment  in  a  wrong  way,  I'm  sorry 
about  that."  Noto  added  that  Mobil  had 
"no  control  over  that." 

In  a  letter  to  business  week,  the 
company  describes  the  ambiguities  of  its 
situation.  "Did  we  know  we  wei'e  oper- 
ating in  the  middle  of  a  conflict?  Of 
course  we  did,  and  so  did  the  world. 
. . .  [But]  based  on  our  inquiries  and 


search  of  records,  n; 
ports  from  Mobil's  nai 
employees  on  the  al 
mass  gi'aves  and  othe  : 
itary  human  rights  aji 
in  the  area  were  bra| 
forward  to  Mobil's  ma« 
ment  in  Indonesia."  c 
says  if  it  had  knov 
abuses  associated  wit 
operations,  it  would  ji 
protested  aggi'essiveli 
Mobil  also  points  on ; 
it  does  not  own  any  ( 
facilities  in  its  own  oir 
gas  operations  in  Ace 
real  estate  and  buih. 
where  Mobil  and  P.  T.  i 
operate  are  owned  by  e 
amina.  Also,  most  oit 
equipment  used  by  Mcil 
Indonesia  is  either  hs 
from  outside  contracted 
owned  by  Pertamina. .: 
$3  billion   lng  veri: 
meanwhile,  Aiam's  Pea. 
ina-appointed  management  had  cvtt 
of  the  property. 

Those  inteiviewed  in  Aceh  argu 
the  militaiy  operation  was  too  bi 
talk  of  killings  too  widespread  f 
company  not  to  know.  "There  w 
single  person  in  Aceh  who  didn't 
that  massacres  were  taking  place, 
H.  Sayed  Mudhahar,  a  former  to 
emment  official  in  Aceh.  "From  c 
to  the  elderly  to  the  mentally  ill, 
body  was  afraid."  In  the  early  198 
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fore  the  killings,  Sayed  had 
been  a  public  relations  man- 
ager for  P.  T.  Ainn.  Faisal  Ri- 
tra,  an  attorney  in  Lhokseu- 
mawe  who  intends  to  file  a 
suit  against  Mobil  on  behalf 
of  victims,  agrees:  "The 
crimes  occurred  over  a  long 
period  of  time.  MobO  Oil  can- 
not utter  the  words,  'We 
didn't  know.' " 

Yet  many  ambiguities  re- 
main. Several  Acehnese  vic- 
tims and  witnesses  identified 
by  human  rights  activists  as 
Mobil  employees  later  turned 
out  to  be  contractors.  Almost 
everyone  intei-viewed  in  Aceh 
declined  to  speak  on  the 
record.  Theii'  explanation  was 
that,  because  Mobil  and  P.  T. 
Aioin  so  doiTiinate  the  econo- 
my in  Aceh,  they  feai'ed  they 
would  not  be  able  to  find  good 
jobs  or  win  more  contracts  if 
their  nanres  were  used.  Oth- 
ers feai'ed  military  reprisals. 

Whatever  actually  oc- 
curred, the  Indonesian  gov- 
er-nment's  campaign  to  quell 
separ-atist  unrest  dragged 
Mobil  into  a  morass.  The 
separ'atist  rebellion  tr-aces  its 
origins  to  four  centur-ies  of 
frei'ce  Acehnese  r-esistance 
against  Dutch  colonial  rule. 
After'  Indonesia  declared  in- 
dependence in  1945,  Aceh's 
fight  for  autonomy  was 
crushed  by  then-Pr-esident 
Sukar-no.  Aceh  plunged  into 
wrenching  poverty. 
COMBAT  TROOPS.  Then  came  Mobil  Oil's 
accidental  discovery  in  1971  of  one  of 
the  world's  richest  onshor-e  reser-ves  of 
natur-al  gas,  estimated  at  14  trillion  cubic 
feet.  The  oil-and-gas  industry  cjuicldy  be- 
came the  most  important  sour'ce  of  rev- 
enue for  the  central  gover*nment  in 
Jakarta,  much  to  the  resentment  of 
Acehnese.  Most  of  the  top  jobs  and  con- 
tr'acts  went  to  ethnic  Javanese.  Despite 
dire  local  poverty,  less  than  10%  of 
Aceh's  wealth  is  invested  back  into  the 
pr'ovince,  says  Adinan  Hashim,  head  of 
Aceh's  Economic  Plairning  Agency. 

Following  the  opening  of  Mobil's  P.  T. 
Aram  LNG  joint  venture  in  1976,  a  guer- 
rilla movement  deciar*ed  independence. 
Suharto  sent  troops  into  Aceh  when  vil- 
lagers rioted  and  clashed  with  hundr*eds 
of  settler's  from  Indonesia's  main  island  of 
■lava  and  started  to  block  roads. 

As  violent  clashes  incr'eased,  ti'oops 
started  pouring  in  ft'om  Jakarta  in  May, 
1990.  Over  the  next  few  months,  the 


r  3iiF;r'?7?  r-\-'-\--'7r-  >  'O^'Z-.  Activists  allege  Mobil's  equipment 
was  used  by  the  army  to  dig  graves.  Mobil  actively  denies  it 


for'ce  had  r*eached  thousands  of  soldiers 
and  included  the  fear-ed  Army  Special 
For-ces  with  their-  signatur-e  r-ed  berets. 
"All  of  these  new  people  coming  in  need- 
ed logistical  support,  so  they  went  to  all 
of  the  companies  and  began  comman- 
deering facilities,"  says  former  Aceh  of- 
ficial Sayed.  One  such  facility  was  Ran- 
cong,  a  vacated  housing  development  for 
construction  wor-kers  and  Mobil  employ- 
ees at  P.  T.  Arrm. 

The  forces  set  up  a  base  camp  at  an 
ar'my  facility  known  as  Post  A- 13  in 
Landing,  the  site  of  Mobil's  Arnn  gas 
field  and  a  few  minutes'  drive  from  a 
Mobil  air'strip  and  a  housing  compound 
known  as  Bachelor  Camp. 

Soon  afterward,  witnesses  say,  evi- 
dence of  the  military's  grnesome  handi- 
work was  strewn  everywher-e.  While 
tr-aveling  in  late  1990  along  a  road  lead- 
ing to  a  Mobil  oil  well  known  as  D2 — 19 
miles  southeast  of  Landing,  a  damage- 
claims  inspector  employed  by  a  Mobil 


contractor  came  upon 
cant  sugar  plantation 
were  feeding  on  sometl 
what  appeared  to  be 
dozed  pit  with  dirt  pi 
over  it.  "They  were  ob' 
human  bones,"  says  t. 
spector,  who  spoke  on 
tion  his  name  not  be 
"The  pigs  were  rooting 
there  on  a  hip  bone, 
the  white  knobbly  p; 
vanese  settlers  in  thi 
told  him  the  army  had 
ed  up  and  executed  Ao 
villagers  in  retaliation 
attack  on  the  settlemenj 
inspector  says  he  info: 
Mobil  manager,  who 
make  a  r-ecord  of  the  in( 
"The  army  is  not  som| 
you  ar-gue  with,"  expl; 
inspector.  Mobil  says 
no  knowledge  of  the  in( 
DUMP    TRUCK.  Alon: 
same  road  a  few  mont] 
er,  another  Mobil  cont: 
was  part  of  a  team  t( 
soil  samples  outside  of 
Cer"mai,  a  village  of  60i 
pie  living  in  wood 
with  diit  floor's,  and  ab( 
miles  ft'om  D2.  As  an 
\  ator  shoveled  a  mou 
l  aith  into  a  dump  tn 
lie  transported  to  a  n 
Mobil  constr'uction  sit 
ti'uck  dr'iver  noticed 
lying  on  the  grounc 
jumped   out   of  the 
picked  up  the  shoe,  an 
lapsed  in  shock.  It  wi 
tached  to  a  severed  human  leg.  T 
spector'  r'eported  the  incident  to  a 
heavy-equipment  super'visor'  at  th- 
str'uction  office.  "He  had  no  rea( 
says  the  contractor.  "At  that  tii 
was  nor'mal  not  to  say  anythingl 
keep  quiet."  Mobil  says  it  has  no  ri| 
or  knowledge  of  such  a  r'eport.  | 
Tlris  discovery  was  made  near  aiSj 
that  was  notable  for  its  deep,  M 
crevices  created  by  seismic  activiti 
locals  have  since  named  it  "Sloilll 
The  r'eason,  they  say,  was  hard  tol^ 
The  stench  of  r'otting  human  flei! 
Skull  Hill  could  be  smelled  half  k 
away.  When  Bil  Maruf,  headmi 
Dusrm  Cer-mai,  went  bir'd-hunting  ! 
area  one  day,  he  found  three  ccp 
next  to  bulldozer  tracks.  Skull  Hil  9 
a  lar'ge  expanse  of  land  that  Pertfi! 
had  acquir'ed  for  Mobil  to  devel(,i 
though  Mobil  was  not  using  the  prif^ 
at  the  time,  says  Jon  W.  Loader,  Ppj 
Asia  public-relations  manager.  Still,;} 
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mer  Mobil  employee  and  two  cuirent 
Mobil  contractors  say  that  company  em- 
ployees traveled  that  road  eveiy  day  in 
1990  and  1991. 

Around  the  same  time,  iiimoi-s  spi-ead 
of  massaci-es  in  Bukit  Sentang,  a  village 
about  15  miles  away  from  Skull  Hill.  In 
1991,  Mobil  used  heavy  equipment  to 
widen  a  road  that  passed  through  the 
village,  according  to  a  foniier  employee 
of  MobO's  planning  depaitment  who  used 
the  road  to  reach  a  Mobil-operated  gas 
field  farther  south.  "Every  time  I  drove 
out  there,  the  subcontractors  stopped 
my  car,"  says  the  source.  "They  said, 
'No,  don't  go  out  there.  Don't  you  know 
the  aiTTiy  is  killing  people  and  burying 
them  in  mass  gi-aves  wdth  MobO  equii> 
ment?' "  Tliis  became  a  topic  of  lunchtime 
conversation  at  Mobil's  Bachelor  Camp 
mess  hall,  but  it  never  went  into  an  ofB- 
cial  report,  he  says.  Mobil  says  it  does 
not  know  of  its  equipment  being  used 
in  that  ai-ea. 

Yusuf  Kasim,  a  local  fanner,  knew  the 
gi'ounds  well.  He  says  the  army  paid 
him  $4  a  night  to  stand  guard  over  a 
borrowed  excavator  to  prevent  anyone 
from  siphoning  fuel  fr'om  its  tank.  He 
says  he  watched  soldier-s  execute  60  to 
70  blindfolded  Acehnese  men  at  a  time 


I  I  l.AYl  I;  I  01;  'I  i;i  hi  Ai);  SOice  the  fall  of  Sriharto,  scdres  of  witnesses  ha 
told  of  military  atrocities  against  the  Ac^h  independence  movement 


with  M-16  rifles,  shooting  them  in  the 
back  so  they  tumbled  face-first  into  a 
mass  gi'ave  across  the  rice  field  fr-om  Ms 
house.  He  claims  he  r-ecognized  one  vic- 
tim, Sulaiman,  as  a  Mobil  contractor.  Su- 
laiman  had  been  held  at  the  army  bar- 
r-acks  at  Post  A-13,  which  is  across  the 


street  ft-om  a  Mobil  well.  "The  bujjfj 
didn't  kill  Sulaiman,  so  the  soldiers  lad 
dered  the  backlroe  oper-ator  to  cut  hi 
half  with  the  shovel,"  Kasim  recalls, 
bil  says  it  has  no  knowledge  of  the 
or  the  incident.  In  late  August,  the  sn 
tional  Commission  on  Human  Rights  y 
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31 J  Ted  human  remains  at  Bukit  Sen- 
in  a  somber  ceremony.  An  Aceh- 
1  d  human  rights  group  photogi'aphed 
ij  ;ers  removing  an  intact  pair  of  blue 
A  i  from  a  skeleton. 
M  SHED.  Sulaiman  was  hardly  the  only 
^  inese  who  disappeared.  On  July  10, 
,  an  army  officer  walked  into  the 
I  of  Mobil's  production  department 
walked  out  with  T.  Abdullah  Ba- 
Idin,  a  nine-year  Mobil 
ayee.  A  colleagiae  later 
lis  widow,  Hasnidar,  then 
ng  their  one-month-old 
,hat  the  officer  had  first 
1  permission  from  Ba- 
Idin's  superiors  but  had 
•rest  warrant.  So  she 
lained  to  Baharuddin's 
and  to  a  Mobil  public- 
)ns  manager.  More  than  a  year  lat- 
Aug.  21,  1991,  Hasnidar  finally  re- 
a  letter  fi:"om  Mobil  a  yeai-  later.  It 
I  iiat  Bahamddin'fc  employment  had 
I  terminated  and  that  he  was  to  re- 
I  $3,500  in  severance  pay  "in  line 
xisting  company  policy."  Detainees 
ed  from  Rancong  later  told  her 
lad  seen  Bahaniddin  there.  Ex- 
Loaden  "Mobil  did  inquire  thi-ough 
)riate  government  channels  of  Ba- 
iin's  status  and  learned  that  he 
en  detained  by  the  authorities  for 
y  reasons."  And  Mobil  points  out 
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that  no  company  can  stop  lawful  airests 
on  its  premises. 

P.  T.  Arun  also  says  it  had  little  control 
over  Rancong  once  the  military  com- 
mandeered the  facility  in  1990.  "They 
said  they  need  to  use  our  facihties  for 
'security  purposes.'  We  could  say  noth- 
ing," recalls  a  Pertamina  official  famil- 
iar with  the  plant.  "They  were  the 
aiTny."  The  army  even  asked  P.  T.  Arun 


WIDESPREAD  FEAR  U  There  wasn't 
a  single  person  in  Aceh  who  didn't 
know  [about  the]  massacres  - 
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to  donate  sarongs — local  garments — so 
that  prisoners  could  wear  them  while 
praying  at  a  company  mosque.  On  Fri- 
days, P.  T.  Anon  employees  prayed  along- 
side pale,  gaunt  prisoners,  he  adds. 

Given  how  tense  the  situation  was,  it 
is  fair  to  ask  what  a  company  in  Mobil's 
predicament  should  have  done.  If  Mobil 
had  witnessed  human  rights  abuses  in 
Aceh,  the  company  says  it  would  have 
protested  such  abuse  to  Peilamina  and 
to  Jakarta.  It  also  says  it  would  have 
referred  issues  involving  potential  ciimi- 
nal  conduct  to  appropriate  authorities. 


This  is  in  Une  with  what  ethics  experts 
suggest.  "Any  time  a  corporation  is  in 
the  middle  of  human  rights  violations,  it 
needs  to  say  something,"  says  Human 
Rights  Watch  Executive  Director  for 
Asia  Sidney  Jones.  "They  don't  have  to 
be  public  about  it." 

But  say  the  worst  is  true — that  MobO 
knew  of  the  kilUngs  and  did  nothing.  In 
teiTns  of  a  company's  legal  responsibility, 
U.  S.  law  is  miu'ky  because 
there  is  no  precedent.  The 
Alien  Tort  Claims  Act  allows 
U.  S.  companies  to  be  sued 
for  wrongful  actions  commit- 
ted overseas.  In  the  last  few 
yeai's,  human  rights  organi- 
zations and  foreign  victims 
have  filed  suits  in  U.  S.  courts 
seeking  damages  for  activi- 
ties by  Royal  Dutch  Shell  in  Nigeria, 
Unocal  in  Burma,  and  Texaco  in  Ecuador 
The  cases  remain  in  the  couits. 

Meanwhile,  MobO's  operations  ai-e  go- 
ing strong  in  the  Aceh  ai'ea,  and  its  busi- 
ness there  remains  a  lifeline  for  the 
struggling  Indonesian  economy.  And  as 
the  counti-y  painfully  examines  its  past, 
all  those  in  Aceh — villagei-s,  soldiers,  and 
coi-porations — must  come  to  giips  with  a 
temble  legacy. 

By  Miclmel  Shari  in  Lhokseumawe, 
Indomsia,  with  Pete  Engardio  and  Sheri 
Prasso  in  New  York 
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ED  BY  JOHN  TEMPLEMAN 


)W  BOMBING  IRAQ  MAY  DEEPEN 
IE  DIVIDE  IN  WASHINGTON 


Ihenever  Bill  Clinton  really  needs  Saddam  Hussein, 
[  he  always  comes  through.  It  happened  again  on  Dec. 

16,  when  the  President  launched  Operation  Desert 
ordering  air  strikes  on  Iraq  on  the  eve  of  a  momentous 
e  vote  to  seek  his  removal  from  office.  Short  term, 
im  has  likely  reinforced  Americans'  support  for  their 
lander-in-chief.  But  eventually,  the  showdo->vn  could  en- 
ibstantial  costs  for  Clinton  both  at  home  and  abroad, 
itary  action  will  boost  Clinton's  high  approval  ratings, 
leans  rally  behind  the  President  at  times 
sis.  And  bold  action  reinforces  the  feeling 
g  most  voters  that  the  scandal  dogging 
m  doesn't  justify  impeachment.  Even  be- 
,he  latest  Iraq  blowup,  a  CBS  News/New 
Times  poll  found  that  68%  of  Americans 
'6  Clinton  is  a  strong  leader,  while  66% 
ve  his  handling  of  foreign  policy, 
lat's  different  this  time  is  that  many  Re- 
;ans  aren't  buying  it.  Normally,  a  Presi- 
i  opponents  close  ranks  behind  him  in 
ifet,  some  senior  Republicans  are  furious 
nton's  decision  to  strike  a  day  before  the 
ichment  debate  was  set  to  begin.  "Both 
ming  and  the  poHcy  are  subject  to  ques- 

said  Senate  Majority  Leader  IVent  Lott 
ss.),  who  in  the  past  has  advocated  hai-sh 
ores  against  Saddam.  He  pointedly  re- 

to  back  Clinton.  And  House  Majority 
3r  Richard  K.  Ai-mey  (R-Tex.)  said  doubt  about  the 
I  "is  itself  a  poweiful  argument  for  impeachment." 
NIING  MISTRUST.  That  breach  could  be  telling  in  the  fu- 
Since  World  War  II,  politicians  have  agi'eed  that  parti- 
ip  should  stop  at  the  water's  edge.  The  impeachment 
ss  had  already  scotched  all  hope  of  consensus  on  do- 
c  policy  next  year  Now,  partisan  lifts  may  destroy  50 

of  bipartisanship  in  foreign  affairs.  "He's  doing  it  to 

impeachment,"  fumes  Representative  Ron  Paul  (R- 


CLINTON:  Motives  doubted 


Tex.).  "Once  again,  President  Clinton  is  using  American 
troops  to  deflect  attention  from  his  record  of  lies,  distor- 
tions, obstiTiction  of  justice,  and  abuse  of  power" 

The  mistiiist  vrill  haunt  Clinton,  if,  as  expected,  he  survives 
impeacliment.  From  trade  liberalization  to  Social  Secuiity,  the 
GOP  will  question  his  motives.  And  the  cynicism  won't  be 
confined  to  Washington.  Already,  Chnton  is  struggling  to 
hold  together  the  fi-agUe  U.  N.  coalition  on  sanctions.  The  joint 
decision  by  Clinton  and  British  Prime  Minister  Tony  Blair  to 
attack  Iraq  without  the  clear  provocation  Sad- 
dam gave  in  October  intensifies  opposition  to 
the  U.S.  hard  line.  "This  increases  the  pohti- 
cization  of  the  issue"  when  the  Security  Coun- 
cil discusses  the  sanctions,  says  Patrick  Claw- 
son,  research  director  at  the  Washington 
Institute  for  Near  East  Policy. 

France  and  Russia  immediately  blasted  U.  N. 
cliief-weapons  inspector  Richard  Butler's  latest 
report — cited  by  Clinton  as  justification  for  the 

J attack — as  distorted  and  exaggerated.  And 
some  nations  are  whispering  that  U.  S.  influ- 
ence weighed  heavily  on  Butler's  report  on 
Iraq's  lack  of  cooperation. 
While  some  diplomats  may  be  outraged,  they 
can  no  longer  dismiss  U.  S.  threats  as  pure 
blustei'.  And  U.  S.  voters  will  be  turned  off  by 
the  GOP's  vitriolic  behavior  when  U.  S.  troops 
are  in  harm's  way.  "Most  Americans  will  sup- 
poit  the  decisions  of  oui"  defense  leaders ....  Saddam  must  go," 
warns  Sen.  Jesse  Helms  (R-N.  C.) 

In  a  sense,  there  is  a  new  casualty  in  the  nation's  im- 
peachment nightmare:  Partisan  cynicism  with  Clinton  now 
rans  so  high  that  even  when  they  get  the  hard-edged  anti- 
Saddam  policy  they  have  been  clamoring  for,  his  gop  foes 
doubt  his  timing,  resolve,  and  motives. 

By  Richard  S.  Dunham  and  Stan  Crock,  with  Amy  Bor- 
ms,  in  Washington 


GLOBAL  WRAPUP 


Hfll  SELL-OFF  FLOPS 

ow  much  are  bombed-out  Thai 
is  really  worth?  About  37^  on  the 
ar  tops — the  average  price  paid  at 
;ion  for  $10  billion  of  baht  loans  on 
.  16.  The  loans  were  offered  by 
Hand's  Financial  Restructuring 
hority  and  are  part  of  $25  billion 
ebt  owed  by  50  finance  companies 
ed  by  the  government  last  year, 
ut  the  auction,  bifled  as  the 
Id's  biggest  one-day  asset  sale, 
a  flop.  Although  affiliates  of 
ly  top-drawer  U.  S.  companies, 


fi'om  Goldman,  Sachs  &  Co.  to  Gener- 
al Electric  Capital  Services  Inc.,  made 
offers,  the  agency  accepted  just  nine 
bids  amounting  to  8%  of  the  face  val- 
ue of  13,000  loans  bundled  in  45  lots. 
Now,  it  will  try  to  negotiate  higher 
prices. 

ISRAELI  ELECTIONS  LOOM 

►  Israel  is  careening  toward  early 
elections.  In  the  latest  blow  to  Prime 
Minister  Benjamin  Netanyahu's  fragile 
government.  Finance  Minister  Yaakov 
Neeman  resigned  on  Dec.  16.  Neeman 
charged  that  the  coalition  had  ceased 


to  function,  putting  enactment  of  the 
1999  budget  in  doubt.  He  said  its 
attention  had  strayed  "from  the  real 
issues  and  challenges  facing  Israel." 

Netanyahu,  say  analysts,  favors  a 
quick  election  to  give  rivals  less  time 
to  organize.  His  biggest  threat, 
though,  comes  not  ft'om  Labor  Party 
leader  Ehud  Barak,  but  rather  from 
former  Chief  of  Staff  Amnon  Lipkin 
Shahak,  who  is  being  courted  by  La- 
bor and  a  new  centrist  party.  The  pop- 
ular Lipkin  Shahak  hasn't  announced 
his  candidacy,  but  polls  show  he  could 
beat  Netanyahu  handily. 
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Introduction 


Buckled  up?  With  profits  under  pressure,  1999  looks  to 
be  as  bumpy  as  '98.  That  means  investors  will  have  to 
pick  their  spots — carefully 


80 


The  Framework 


Reading  the  U.  S.  economy's  tea  leaves,  taking  global 
policymakers'  pulses,  and  fine-tuning  the  all-important 
asset  allocation  strategy 


82 


Strategies  for  Stocks 


How  to  size  up  the  sectors,  from  white-hot  high-tech 
to  uneven  emerging  markets.  Plus,  the  best  and  worst 
calls  of  the  year,  forecasts,  and  the  pros'  picks  94 

The  Investment  Spectrum 

Go  ahead,  master  a  market:  Whether  it's  mutual  funds 
or  fine  art,  real  estate  or  cyberspace,  there's  a  place 
foi-  eveiyone  to  play  154 

The  Investment  Scoreboard 

Information  is  power,  and  BUSINESS  week's  statistical 
roundup  is  poweiful  stuff  indeed.  Here's  the  place  to 
troll  for  data  on  900  companies  176 


STRATIONS  BY  TERRY  ALLEN 
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WHERE  TO  INVEST 


INTRODUCTION 


SHIFTING  TO 
A  LOWER  GEAR 

Investors  may  not  be  able  to  count  on  a  sharply  rising  stock  marll 


Anxious?  That's  imderstandable.  After  all,  1998  was  a  tu- 
multuous year,  marked  by  huge  swings  in  mood — and 
prices — on  global  markets.  Economies  from  Russia  to 
Brazil  were  at  the  brink  of  collapse  while  world  lead- 
ers from  Helmut  Kohl  to  Bill  Clinton  lost  their  jobs  or  saw 
their  power  ciutailed.  True,  the  U.  S.  economy  hummed  along 
smartly  in  1998.  But  the  guessing  is  that  things  will  cool 
down  in  1999.  Increasingly,  the  experts  believe  that  corporate 
profits  will  continue  to  be  under  pressure  and  that,  in  turn, 
incomes  and  gi"owth  will  weaken.  The  experts  aren't  always 

right,  of  course — after  all,  most  econo- 
mists and  investment  pros  have  been 
badly  underestimating  the  strength  of 
the  economy  and  the  resilience  of  the 
stock  market. 

The  range  of  estimates  for  corpo- 
rate profitability  in  1999  is  wide.  Econ- 
omists polled  by  businp:ss  week  figure 
that  profits  will  tend  to  be  flat  (page 
82)  because  of  slowing  sales,  weak  piic- 
ing  power,  and  rising  labor  costs.  But 
earnings  per  share  for  the  Standard  & 
Poor's  500-stock  index,  when  calculated 
by  aggregating  individual  company  es- 
timates put  out  by  stock  analysts,  may 
rise  17%  (page  94),  with  estimates  foi- 
technology  companies  coming  in  at  30% 
over  1998  results.  These  estimates  ty]3- 
ically  stall  the  year  high  and  get  pai-ed 
back. 

U.  S.  strategists  looking  at  the  ovei'- 
all  mai'ket  are  figiuing  on  profit  gi'owth 
of  ;>.5%  or  so  in  1999.  Finally,  there 
are  reasons  to  believe  profits  could 
grow  by  a  more  respectable  7%  to  9%. 
That's  because  1999  comparisons  should 
look  good  coming  after  the  negative 
effects  on  1998  earnings  of  huge  wiite- 
offs  in  the  fuiancial  sector  and  the  beat- 
ing that  energy  companies  took  from 
falling  oil  prices. 

Profits  matter,  but  these  days  it's 
not  clear  just  how  much.  In  1998, 
thanks  to  some  well-timed  easing  by 


the  Federal  Reserve  Board,  stock 
prices  seemed  to  transcend  weakening 
profits.  In  fact,  when  the  final  tally  is 
in,  profits  could  turn  out  to  have  been 
off  by  1%  in  1998.  For  the  market  to 
have  reached  new  heights  at  a  time 
when  profits  were  weakening  is  nothing 
short  of  remarkable.  A  slight  rebound 
in  profits  in  1999  could  buoy  stocks. 
But  if  profits  disappoint,  there's  no 
guarantee  that  interest  rates  will  de- 
cline and  soften  the  blow. 

So  investors  shouldn't  count  on  being 
caiiied  aloft  by  a  shaiply  rising  mai"ket. 
Instead,  they'll  have  to  be  highly  se- 
lective to  make  money. 
First,  they  should  sur- 
vey the  landscape — 
check  out  what  econo- 
mists are  forecasting, 
what  the  pros  are  do- 
ing, who's  shorting 
what,  and  the  latest 
from  BUSINESS  week's 
fearless  forecasters. 

Then,  investors 
should  pick  their  spots. 
Admittedly,  this  isn't 
easy.  Just  ask  the  mu- 
tual-fund managers 
who  failed  once  again 
to  beat  the  overall 
market  avei-ages  (page 
154).   But  if  they're 


PICKY,  PICKY 


1999  will  be  anything 
but  predictable,  so  to 
make  money  this  year, 
you'll  have  to  be 
highly  selective.  Start 
by  thoroughly 
reviewing  what  the 
economists  and 
investment  pros  are 
forecasting,  then  tailor 
a  strategy 


game,  investors  can  try  out  somcii 
cially  tailored  approaches — huntin 
undiscovered  gems  (page  120),  f 
stance,  or  scanning  the  market  for 
haven  stocks  (page  114). 
GO  EAST?  Overseas,  some  analysts 
saying,  it  might  be  time  to  r-eente: 
Japanese  stock  market,  on  the 
sumption  that  policymakers  are  ft 
serious  about  turning  the  ecoii 
around  (page  132).  Emerging  mail 
meanwhile,  are  still  strewn  with 
holes  and  will  likely  appeal  only  t 
most  intrepid  (page  130).  Witli 
launch  of  the  euro  on  Jan.  1,  invei 
increasingly  will  need  to  do  pan-B 
pean  sector  analysis,  rather  than  i 
try  analysis,  and  new  or  overlooks 
vestment  opportunities  may  bej 
apparent.  Still,  profits  are  slowii 
Europe,  and  that  will  put  a  damp] 
prices  (page  124). 

Some  special  circumstances,  th( 
peits  believe,  will  continue  to  pi 
stock  prices.  Several  huge  me: 
were  announced  in  the  last  few  m^ 
of  1998,  and  the  trend  should  co 
(page  151).  Technology  stocks  had 
runup  again  in  1998,  and  despiti 
widely  perceived 
iness  of  this  s 
many  experts  b 
there's  still  room  t 
for  those  stocks 
110).  Financial-se 
stocks  could  still  g| 
by  some  bad  ne 
they  were  in  199J 
even  in  this  s! 
there  ai-e  opporti 
(page  108).  Wit: 
right  care  and 
tion,  investors  ou: 
be  able  to  fash: 
winning  portfolii 
1999. 

By  Karen  Pi 
in  New\ 
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THE  FRAMEWORK 


BUSINESS  OUTLOOK 


THE  NEW  YEAR'S 
BUNDLE  OF  JIHERS 


Profits  will  flatten  out  but  growth  should  continue,  albeit  at  a  slower  rate 


The  U.  S.  economy  hit  some  heavy 
turbulence  in  1998 — and  made  it 
through  unscathed.  Despite  the 
Asian  crisis,  crumbling  exports, 
sagging  manufactuiing,  falling  profits, 
the  Russian  debt  default,  and  a  Long- 
Tenn  Capital  Management  debacle  that 
threatened  the  U.  S.  financial  system, 
the  economy  didn't  miss  a  beat.  When 
all  the  data  are  in,  the  U.  S.  is  expect- 
ed to  have  gi'own  at  a  stellai'  pace  of  at 
least  3.5%  for  the  thii'd  yeai'  in  a  row — 
with  low  inflation.  And  after  Wall 
Street's  nosedive  this  summer,  the 
markets  have  rebounded. 

For  1999,  however,  the  headwinds 
are  picking  up.  That's  the  word  ii-om 
the  55  economists  in  KUSiNP:ss  wekk's 
Annual  Outlook  survey.  In  uncommon 
unity,  forecasters  from  all  around  the 
country  expect  growth  to  slow,  per- 
haps substantially.  And  while  only  a 
handful  pretlict  a  recession,  the  "R" 
word  is  on  almost  everyone's  mind. 
Economists  believe  that  all  of  the  risks 
to  their  forecasts  are  on  the  side  of 
weaker,  not  stronger,  gi'owth.  They  ai'e 
anxious  over  homegrown  problems, 
such  as  sagging  pi'ofits  and  a  possible 
stock-market  bubble,  as  well  as  global 
risks  stretching  from  Briizil  to  Japan  to 
Europe. 

GROVmi  AT  1.7  PERCENT.  Still,  the  bet 
ting  is  that  modest  growth  will  pre- 
vail, bolstered  by  steady,  if  slower,  con- 
sumer spending  gi'owth  and  by  recent 
interest-rate  cuts  in  the  U.  S.  and  Eu- 
rope. Also,  most  economists  expect  fur- 
ther Federal  Fiesei-ve  easing,  especially 
if  the  lide  gets  bumpy. 

BUSINESS  week's  Business  Outlook 
editors  expect  the  economy  to  gTow  at 
a  subdued  1.7%  pace  in  1999,  measiu'ed 
by  growth  in  real  gross  domestic  prod- 
uct. That  rate  is  a  shade  below  the 
1.9%  siirvey  average  (table),  reflecting 
their  belief  that  domestic  demand,  the 
linchpin  of  1998  gi'owth,  will  face  for- 
midable constraints  in  1999.  Also,  they 


ESTBET 


★  MORE  EASING?  If  domestic  demand  stumbles  at  all  in  1999,  expect  the  Federal  Reserve  to  step  in 
quickly  with  a  further  cut  in  interest  rates. 
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do  not  rule  out  the  possibility  of  a  re- 
cession in  the  event  of  another  global  fi- 
nancial shock,  given  that  domestic  de- 
mand will  be  far  less  capable  of 
offsetting  any  damage. 

On  the  inflation  front,  the  Business 
Outlook  editors  look  for  the  consumer 
price  index  to  rise  a  modest  1.9%,  up 
fi'om  an  expected  1.4%  in  1998.  Cheap- 
er oil  will  help  keep  the  rate  low,  but 
the  broader  impact  of  the  trade-weight- 
ed dollar's  10%  drop  since  August  will 
halt  the  decline  in  import  prices.  And 
they  expect  the  unemjjloyment  rate  to 
rise  to  5.2%  by  yearend,  from  an  ex- 
pected 4.5%-  at  the  end  of  1998,  as  gdp 
gi'owth  slows  to  a  rate  below  the  econ- 
omy's long-term  trend  of  about  2Vi%. 
EARNINGS  GLOOM.  Maureen  Allyn  at 
Scudder  Kemper  Investments  Inc. 
sums  up  the  feeling  of  most  economic 
analysts:  "First  of  all,  the  economy's 
recent  rate  of  growth  is  simply  not 
sustainable.  And  second,  companies  are 
having  more  and  more  trouble  maldng 
theii'  profit  numbers."  Allyn  and  others 
note  that  shoppers  are  spending  far 
more  than  they  earn.  Builders  are 
putting  up  more  houses  than  demo- 
gi'aphics  justify.  And  businesses  are 
adding  production  capacity  faster  than 
they  need  it. 

Profits  are  a  major  concern.  Among 
those  who  project  corporate  earnings, 
the  consensus  is  that  reported  earn- 
ings per  share  will  be  virtually  flat  in 
1999  (chart) — a  far  more  pessimistic 
view  than  that  of  Wall  Street  analysts, 
who  expect  a  17%-  gain  (page  94). 

The  profit  story,  most  economists  be- 
lieve, will  be  a  continuation  of  the  one 
in  1998.  Labor  costs  will  not  be  offset 
by  jDroductivity,  and  pricing  will  remain 
weak  because  of  excess  capacity  in  the 


ECONOMISTS  SEE  A 
GLOOMY  PROFITS  OUTLOOK. 
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DATA:  BUSINESS  WEEK  SURVEY,  OECD  ECONOMIC  OUTLOOK 

U.  S.  antl  abroad.  "It  will  be  difficult  to 
expect  any  mateiial  increase  in  corpo- 
rate profits  until  the  differential  be- 
tween wages  and  prices  narrows  ap- 
preciably, or  until  global  demand  picks 
up,"  says  Anthony  Chan  at  Banc  One 
Investment  Advisors  in  Columbus, 
Ohio. 

Sagging  profits  will  hurt  in  several 
ways.  They  will  dampen  capital  spend- 
ing and  job  gTowth  as  companies  are 
forced  to  cut  costs.  "Reversals  in  prof- 
it growth,  the  likes  of  which  we  have 
seen  diuing  the  past  yeai;  have  always 


been  followed  by  a  major  econ(T; 
slowdown,"  warns  James  W.  Coor  ( 
Columbus-based  Huntington  Natii, 
Bank. 

The  hope  is  that  profits  mak 
comeback  later  in  the  year.  Rosic; 
M.  Cahn  at  Credit  Suisse  Fh'st  Bo  c 
notes  that  1998  eaiTiings  shortfalls  i;; 
mainly  in  industries  with  weak  i)riii 
power,  such  as  oil  and  other  comnc; 
ties.  "Stabilization  of  prices  in  t  w 
markets  in  1999  should  stabilize  pn- 
in  those  industries  and  let  strei.t 
elsewhere  show  through,"  she  say 

By  the  end  of  1999,  though,  the'cii 
age  to  capital  spending  from  we.;- 
profits  will  already  be  done.  Ad  : 
slower  gi-owth  in  the  U.S.  and  abiai 
tighter  credit  conditions,  and  fallinp. 
pacity  utilization,  and  it's  easy  to  ;' 
why  capital  spending  is  the  most  u. 
nerable  sector  of  domestic  demu 
Business  constmction  ah-eady  is  fa 
And  when  you  exclude  the  still  raj,! 
gi-ovring  high-tech  component  of  edi 
nient  spending,  you  have  a  much  \v> 
picture  for  "plain-vanilla"  equipnr. 
says  Kenneth  Mayland  at  KeyCjoiu^ ,  . 
Cleveland.  His  advice  to  the  Midvp,.,]  ■ 
"Brace  yourselves." 
THE  GLOBAL  EFFECT.  Moreover,  U 
companies  won't  get  much  help  1| 
foreign  demand.  "The  soft  global  e 
omy  is — and  will  remain — the  mos 
rious  constraint  on  the  U.  S.  econBu, 


thi-ough  1999,"  says  Mai'k  Zandi  at 
gional  Financial  Associates  in  \ 
Chester,  Pa.  Shaky  global  financial 
kets  already  have  proved  that  they 
biing  down  U.  S.  markets,  and  thi 
fects  will  linger.  Global  events  in 
caused  a  broad  reassessment  of 
among  investors  and  lenders  in 
credit  markets,  and  that  resulte 
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FORECASTING 


And  the  Winner  is . . . 


Economists  have  all 
kinds  of  computer 
models  and  logarithms. 
But  sometimes  a  forecast  de- 
pends on  personal  observa- 
tions. Such  was  the  case  for 
Joseph  R.  Liro,  the  most  ac- 
cui'ate  forecaster  for  1998. 
Liro,  who  was  chief  econo- 
mist for  ciBc  Oppenheimer 
Corp.  until  he  joined  the 
Princeton  (N.J.)-based  eco- 
nomic consulting  firm  of 


Stone  &  McCarthy  Research 
Associates  in  March,  turned 
in  the  most  correct  forecast: 
He  predicted  strong  econom- 
ic gi'owth  in  the  U.  S.  would 
be  paired  this  year  with  no 
rise  in  interest  rates. 

Liro  was  confident  about 
domestic  demand,  especially 
in  services,  so  he  felt  the 
overall  U.  S.  economy  would 
stay  strong.  The  driving 
force  for  his  1998  interest- 


rate  and  inflation  outlook,  he 
says,  was  a  trip  to  Asia  in 
October,  1997.  "People  in  the 
States  were  too  sanguine 
about  the  impact  of  Asia  on 
the  U.  S.,"  Liro  says.  "Dur- 
ing the  trip,  I  saw  how  bad 
things  were."  The  global  cri- 
sis, he  reasoned,  would  hold 
down  goods  prices,  even 
while  domestic  demand  gi-ew 
strongly.  And  mild  inflation 
meant  that  interest  rates 
would  stay  low. 

Looking  at  1999.  Liro,  50, 
sees  some  stonn  clouds 
ahead.  Real  gi'oss  domestic 
product  Vvill  grow  by  2.1%, 


he  predicts,  with  mj 
slowdown  early  in  t 
"We'i"e  going  to  see 
in  the  first  half  whe 
sumers  will  retrencl 
says.  At  the  same  t 
projects  business  in 
and  housing  will  slo 
foreigTi  trade  will  re 
drag  on  gi'owth.  As 
kind  of  profits  grow 
1999,  Liro's  answer 
blunt:  "No  way  in  h 
As  for  the  much 
Y2K  problem,  Liro  i 
ried — but  not  specif 
about  computers.  H 
that  financial  institu 
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i-available  and  costlier  credit  for 
ly  U.  S.  businesses,  especially  for 
36  with  less-than-sterling  ratings, 
(•eover,  banks  are  tightening  their 
ling  standards  for  most  businesses, 
'oreign  weakness  also  adds  to  Cor- 
ite  America's  earnings  woes.  Defla- 
ary  winds  from  abroad  are  sapping 
!.  pricing  power,  while  falling  ex- 
s  push  manufactui-ing  evei-  closer  to 
jutright  recession.  Factoiy  output 
all  but  stopped  gi'owing,  and  man- 
tui'ers  have  shed  more  than  a  quar- 
million  jobs  since  April, 
'or  1999,  the  news  for  manufactur- 
only  gets  worse.  Economists  ex- 
;  a  further  widening  in  the  already 
U.  S.  trade  deficit — although  not  as 
dly  as  in  1998.  The  problem,  says 
ert  A.  Brasca  of  Nikko  Securities 
is  that  imports  gi'ow  about  2.5% 
every  1%  of  domestic  growth.  So 
ign  gi'owth  must  be  much  stronger 
1  growth  in  the  U.  S.,  just  to  keep 
deficit  from  widening.  But  world 
growth  will  be  no  better  than  that 
le  U.  S.  (chart).  The  result:  "We  do 
see  a  bottoming  in  the  trade  deficit 
1  the  next  recession,"  says  Biiisca. 
^ith  foreign  trade  and  capital 
iding  under  heavy  pressure,  econ- 
its  look  to  consumers  to  save  the 
—and  they  just  might.  In  1998, 
umer  spending  surged  5%,  though 
mes  rose  just  3%.  "The  difference 
)99  will  be  that  spending  will  grow 
ne  with  income,  not  in  excess  of 

says  Daniel  E. 
fenberg  of  American 
ress  Financial  Advi- 
,  But  v«th  job  mar- 
set  to  loosen  only 
:ually,  and  with  low 
tion  boosting  buying 
er,  consumers  are 
cely  to  stop  spend- 
And  even  if  outlays 
7  at  only  half  their 


1998  pace,  that  rate  will 
be  enough  to  keep  the 
economy  moving. 

But  even  the  con- 
sumer sector  is  not  risk- 
free.  Because  of  the 
soaring  stock  market 
and  the  resulting  addi- 
tions to  wealth,  con- 
sumers are  spending  all 
of  their  income.  The 
household  savings  rate 
actually  fell  below  zero 
in  1998  for  the  fli'st  time 
since  the  Depression. 
That  dearth  of  tradition- 
al savings  leaves  house- 
holds vulnerable  to  a  fall 
in  stock  prices.  While 
the  Fed's  rate  cuts  have  calmed  the 
markets,  they  also  have  boosted  stock 
values.  William  C.  Dudley  of  Goldman, 
Sachs  &  Co.  points  out:  "Fed  easing 
might  sustain  consumer  spending  in 
1999,  but  only  at  the  expense  of  an 
even  greater  savings  imbalance."  That 
could  be  setting  up  a  tougher  adjust- 
ment later  If  consumers  pack  it  in,  a 
recession  is  all  but  certain. 
BRAZILIAN  TREMORS.  That's  a  big  risk, 
but  it's  not  the  only  one.  "Collapsing 
confidence  in  Japan,  further  commodi- 
ty-pi-ice  pressures  on  Latin  America,  a 
possible  rise  in  protectionism,  and  a 
Brazilian  devaluation  are  all  possible 
catalysts  for  a  recession,"  cautions 
Richard  C.  Berner  at  Mellon  Bank 


WORST  CASE 


A  recession  remains 
possible,  and  a 
number  of  scenarios 
could  trigger  it: 
A  devaluation 
by  Brazil,  a  collapse 
in  confidence 
in  Japan,  or  more 
commodity-price 
pressure  in 
Latin  America 


back  from  lending 
)9  because  they  will 
how  borrowers 
ler  millennial  com- 
2hes.  In  his  mind, 
es  will  only  want  to 
people  they  are 
<f  sure  are  compli- 
:k]."  As  a  result,  he 
,  "mini-credit 


professional  back- 
all  economics.  The 
sy  native  started 
eseai'ch  assistant  at 
,«5f  al  Resei-ve  in 
>n.  And  after  eam- 
orate  in  economics 


Corp.  Brazil  is  the  top 
worry.  "In  the  next  six 
months,  Brazil  must  roll 
over  some  $90  billion  in 
debt,"  says  former  Fed 
Governor  Lawrence  B. 
Lindsey.  The  recent  In- 
ternational Monetary 
Fund  package  will  guar- 
antee only  about  half 
that  much,  and  the 
country  already  is 
backpedaling  on  needed 
fiscal  reform. 

Japan  is  another  bas- 
ket case.  It  is  at  least 
making  policy  moves  to 
lift  itself  out  of  a  severe 
recession  and  to  address 
its  debt-ridden  banks.  But  a  recent  sur- 
vey shows  Japanese  businesses  are  the 
most  downbeat  in  A'A  years.  And  even 
in  Europe,  growth  is  expected  to  slow. 
High  unemployment  will  keep  a  lid  on 
domestic  demand  and,  amid  sagging 
world  growth,  an  export-led  recoveiy  is 
not  an  option.  Elsewhere,  the  global 
collapse  in  commodity  prices  has  left 
commodity-producing  nations  with  little 
hope  for  growth.  Weak  oil  prices  are 
putting  Mexico  at  particular  risk. 

Despite  the  caveats,  most  forecasters 
believe  that  the  economy  will  muddle 
through  1999.  After  all,  monetary  poli- 
cy is  supportive,  and  the  federal  budget 
smplus  leaves  room  for  a  tax  cut,  need- 
ed or  not.  With  a  little  luck,  this  ex- 
pansion, which  began  in 
March,  1991,  will  fly 
right  along  into  the  next 
millennium,  becoming 
the  longest  business  up- 
turn in  the  postwar  era. 
But  keep  that  seat  belt 
buckled. 

Bij  James  C.  Cooper 
und  Kathleen  Madigan 
ill  New  York 


STORM  CLOUDS  AHEAD:  Lifo  .set's  sloxving  business  investment 


at  Syracuse  University,  Liro 
worked  at  the  New  York 
State  Financial  Control 
Board,  and  S.  G.  Warburg  & 


Co.  He  fives  in  Summit, 
N.  J.,  with  his  wife,  Joanne 
Hill,  a  derivatives  analyst  for 
Goldman,  Sachs  &  Co. 


Liro  joined  Stone 
&  McCarthy  at  the 
invitation  of  his  long- 
time fiiend  and  com- 
pany founder,  Ray- 
mond W.  Stone.  The 
firm  specializes  in 
economic  and  invest- 
ment forecasting.  If 
Liro's  economic  fore- 
casting remains  as 
savvy  as  it  was  this 
year.  Stone  &  Mc- 
Carthy's  best  call  in 
1998  may  well  have  been  of- 
fering him  a  job. 

By  Kathleen  Madigayi  in 
Neiv  York 
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ME  PSYCHED  AiOUT  THE  EUT'UIE 


YOU'RE  FULL  OF  NEW  IDEAS.. 


iOU'lE  iOOMMC;  TO  STAET  A  BUSINESS. 


you^re  /£e  y^/y  on  i£e  lej-i. 


SGy  retirement  means  the  end  of  your  working  years. 

SGy  plan  well  —  so  you  can  redefine  retirement  any  time  and  any  way  you  want.  For  many, 
it  will  be  a  bridge  to  a  second  career.  A  new  business.  Or  a  true  labor  of  love.  At  PaineWebber,  we 
know  that  different  ways  of  thinking  about  retirement  also  mean  different  ways  of  helping  you 
plan  for  it.  A  PaineWebber  Investment  Executive  can  help  you  find  your  own  path  through  the 
Tiultitude  of  investment  choices  that  are  out  there  today.  With  advice  tailored  to  your  individual 
7oals  and  needs,  as  well  as  your  own  personal  timeline.  When  vou  know  that  retirement  could  lead 
/ou  to  the  best  job  description  of  all  —  doing  v/hat  you've  always  wanted  to  do  — 


you'll 


sat 


'9 


Thank  you  PaineV^febber 


1  a  relationship  with  a  PaineWebber  Investment  Executive,  call  l-888-P\\7"2001,  ExL  30,  or  visit  our  web  site  at  www.painewebber.com 


THE  FRAMEWORK 


GLOBAL  POLICY  OUTLOOK 


STEERING  WITH  BOTH  HANDS 
ON  THE  WHEEL 

Policymakers  know  that  one  false  move  could  upset  a  fragile  world  economy 


For  politicians  and  policy- 
makers around  the  world, 
1999  is  shaping  up  as  a  yeai' 
of  high  ambitions — and  high 
anxiety.  Washington  hopes  to 
spend  the  year  overhauling  Social 
Security's  creaky  finances  and 
stiTJcture.  European  leaders,  after 
uniting  their  major  cui-rencies  into 
one  on  Jan.  1,  will  move  to  cut 
unemployment  while  knitting  the 
Continent  into  one  vast  economy. 
Tokyo  at  last  is  hearing — and  may 
even  start  heeding — calls  for  bold 
action  to  rescue  Japan's  failing 
banks  and  pull  its  businesses  out 
of  a  seven-year  slump.  And  for 
the  other  crisis  countries  of  Asia, 
1999  is  the  year  they  can  hope 
then'  economies  will  stop  sliiinking 
and  they  can  start  repairing  their 
banking  systems  and  industries. 

Leaders  know,  however,  that 
those  great  expectations  could  be 
shattered.  With  the  World  Bank  pre- 
dicting that  developing  countries  will 
post  only  0.4%  per  capita  gTOwth — and 
that  output  will  shrink  in  Brazil,  Rus- 
sia, and  34  other  countries — industrial 
nations  like  the  U.  S.  are  shadowed  by 
the  risk  of  recession.  After  the  Asian 
crisis  of  1997  and  the  Russian  default  of 
1998,  financial  markets  and  businesses 
remain  wary  that  another  misstep  in 
Seoul,  Brasilia,  Moscow,  or  New  York 
could  tip  a  fragOe  world  economy.  Little 
wonder  that,  even  as  they  stress  their 
positive  outlook  for  the  U.  S.,  top  Fed- 
eral Reserve  officials  caution  that 
they're  "watchfully  waiting"  for  dan- 
ger signs  at  home  and  abroad. 

Central  banks  are  alreafly  acting  to 


CARDOSO 


Brazil's  president 
has  been  unable  to 
push  through  key 
budget  measure 


DUISENBERG 


His  European 
Central  Bank 
makes  its  debut 
on  Jan.  1 


For  the  U.S.,  these  nif 
ought  to  ensure  that  the  ecow 
suffers  nothing  woi'se  than  aai 
slowdown  in  1999.  The  consee 
forecast  of  economists  survy^ 

by    BUSINESS    WEEK — 1.9%  k 

gi'owth,  down  from  about  3.$ 
1998,  wdth  consumer  inflation  il 
to  2.1%.  from  1998's  1.6% 
82) — squares  with  several  s: 
Fed  officials'  expectations 
less  something  else  goes  rftl 
wrong  in  the  world  econoni 
looks  to  us  like  the  U.  S.  vnllp 
ply  be  slowing  gently,"  say^' 
Vice-Chan-  Alice  M.  Rivlin.'  ii 
To  hit  those  number's — ancjki 
off  the  tliii-d  "soft  landing"  offc 
Greenspan's  11-year  Fed  cjic 
manship — the  Fed  will  prol) 


inoculate  their  economies.  The  Fed's 
tliree  rate  cuts  in  seven  autumn  weeks 
eased  investors'  feai's  and  reduced — but 
didn't  eliminate — the  rate  premiums 
lenders  demanded  fi'om  every  borrower 
except  Uncle  Sam.  Eleven  central  banks 
in  Europe  followed  on  Dec.  3,  cutting 
rates  to  3%  (3.5%'  in  Italy)  in  what  could 
be  their  last  independent  act  before 
Wim  Duisenberg  and  Ms  new  Eiu'opean 
Central  Bank  take  charge  on  Jan.  1. 
Ti'easuiy  Secretary  Robert  E.  Rubin 
and  Ms  deputy  (and  likely  successor), 
Lawi-ence  H.  Summers,  hope  that  the 
$41.5  billion  international  defense  pack- 
age they've  cobbled  together'  for-  Br-azil's 
economy  vrill  halt  the  tuiTnoil  in  emerg- 
ing mar'kets. 


have  to  cut  its  key  federal 
r-ate,  now  4.75%,  by  an  addi 
half-point  in  1999.  But  no  m( 
likely  at  the  central  bank's 
22  meeting. 

MIDDLE  GROUND.  WasMngton  polit 
ai'e  counting  on  that  benign  outlo 
give  them  time  to  pursue  thei: 
projects,  Social  Security  r-eforn 
tax  cuts.  The  two  are  linked  by  a 
pot  of  money — the  budget  sm-plus 
jected  to  total  $80  billion  in  fiscal 
and  $1.5  trillion  over-  the  next  d 
President  Clinton's  election-year  s 
"Save  Social  Secur-ity  Fu'st"  effec 
bar-red  Republicans  from  parcelin 
the  surplus  in  tax  cuts,  blocking !»,^|^ 
the  $80  billion  package  that  the  t^'t^ 
passed  in  September-.  But  now,  Clj^i^jj  j, 
has  to  deliver  on  Social  Security,  i  k ,  j^,^^ 
The  outlines  of  a  refor-m  plait, -jj  ^ 
clear  On  Dec.  9,  Clinton  told  corn  ■„' ' 


"fC( 


S 


MONETARY  POLICY  The  Fed 

frets  about  lingering  tight 
'v  v3y^  credit  in  the  wake  of  last 

^ — summer's  market  melt- 
downs.  Look  for  up  to  two  more  cuts  in 
the  federal  funds  rate.  Another  over- 
seas crisis  would  push  the  Fed  into 
firefighting  mode  to  pump  out  liquidity. 


SOCIAL  SECURITY  Plenty  of 
little  opportunity  for  action, 
is  willing  to  invest  surpluse;|ii 
stock  market,  but  liberal  De^i' 
are  balking  atil 
001  00  001  \-\  demands  that; 

workers  run  thji 
investments. 


SOOl  00  001 


4 


WHAT  TO  EXPECT 
FROM  WASHINGTON 
ONKEYISSUig 
IN' 1999  \. 
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nal  leaders  he  would  back  the  idea  of 
esting  part  of  Social  Security's  sur- 
ises  in  stocks  and  corporate  bonds. 

contentious  question  is  who'll  own 
58  investments:  Liberal  Democrats 

the  government  should  buy  the 
ires,  while  Republicans  and  some 
derate  Democrats  insist  that  any  in- 
tments  should  be  held  by  workers  in 
(k)-style  private  accounts.  But  a 
J  that  combined  government  in- 
ting  vdth  small  private  accounts 
lid  satisfy  both  sides.  "There's 
irly  a  potential  middle  gi'ound," 

John  C.  Rother,  chief  lobbyist 

the  American  Association  of 
ired  Persons. 

?ut  the  White  House  and 
igress  may  never  find  an  ac- 
table route  to  that  compro- 
The  partisan  distrust  that 
mally  surrounds  Social  Security 
only  be  deepened  by  Washington's 
eachment  struggle.  'The  same  toxic 
will  probably  kill  the  gop's  plans 
big  tax  cuts,  such  as  estate  tax  re- 
If  the  Social  Security  overhaul 
,  CHnton  wiW  dig  in  against  any 
e  than  token  tax  relief.  "We're 
ling  each  other  hostage,"  sighs  a 
ise  GOP  aide. 

RISKS.  That  poses  a  problem  for 
lublicans  who  fi-et  that  1998's  do- 
e  Congress  cost  the  party  five 
ise  seats  last  November.  "The  lead- 
dp  understands  they  must  produce" 
isk  losing  control  in  2000,  says  Sen- 
■  Charles  T.  "Chuck"  Hagel  (R- 
.).  But  producing  may  mean  legis- 
ig  largely  on  Democratic  turf, 
se  Speaker-elect  Bob  Livingston 
ja.)  will  spurn  the  hard  Right's  di- 
'8  social  issues  and  press  for  con- 
ative  versions  of  education  reform 
patient  protections  in  health  plans, 
ill  Democrats,  with  visions  of  re- 
tiring Congress  in  2000,  aren't  Uke- 
)  meet  Livingston  anywhere  near 
vay.  That  could  be  bad  news  for 
riess,  which  is  hoping  to  help  the 
;on  Administration  win  "fast  track" 
tiating  authority  to  cut  trade  deals 
iarm  products,  telecommunications, 
foreign  investment.  To  win  over 
lOcrats,  business  lobbies  are  begin- 
to  reach  out  to  labor  and  envi- 
lental  groups  to  agree  on  safe- 
ds  in  any  new  trade  pacts.  "We 


GREENSPAN 


To  achieve  yet  another  "soft 
landing"  for  the  U.S.,  the 
Federal  Reserve  vrtll  probably 
have  to  cut  rates  again  in  1999 

need  to  be  prepared  to  talk,"  says  Na- 
tional Association  of  Manufacturers 
President  Jerry  J.  Jasinowski. 

Hanging  over  any  trade  votes  will 
be  a  massive  and  growing  trade 
deficit:  The  cuirent-account  deficit  is 
projected  to  hit  $220  billion  for  1998 
and  could  top  $300  billion  next  yeai-. 
"The  likely  outlook  for  the  U.  S.  is 
positive,"  says  Janet  L.  Yellen,  chair 
of  the  White  House  Council  of  Eco- 
nomic Advisers,  "but  the  risks 
fi'om  overseas  ai'e  unusually  high." 
CRUNCH  TIIVIE.  What  risks?  Bi-azil- 
ian  President  Fernando  Hen- 
rique  Cardoso's   setbacks  in 
winning  budget  and  tax  hikes — 
needed  to  keep  support  flowing 
from  the  International  Mone- 
tary   Fund — have  spooked 
global  investors  and  halted  the 
recent  drop  in  risk  premiums. 
A  run  on  Brazil  could  send  rates 
soaring  around  the  world. 
Japan's  credit  crunch,  which  is 
driving  corpoi-ate  bankruptcies  to 
record  highs,  could  turn  into  a  panic 
if  officials  can't  persuade — or  strong- 
arm — reluctant  bankers  to  accept 
bailouts.  Banks  elsewhere  in  Asia  need 
a  lot  of  work,  too:  "How  quickly 
economies  will  rebound  will  depend  on 
the  speed  vAth  which  they  fix  up  their 
banking  systems,"  says  Sun  Bae  Kim, 
regional  economist  for  Goldman,  Sachs 
&  Co.  in  Hong  Kong. 

In  Europe,  gTowth  is  slowing  as  ex- 
ports to  Asia  fall.  Businesses  in  Ger- 
many and  the  other  10  nations  that 
will  share  the  euro  fear  that  a  U.  S. 
slowdown  will  hurt  their  prospects. 

Potential  hot  spots  abound  world- 
wide. If  it's  any  cornfort,  central  bankers 
are  on  the  alert.  But  if  things  go  wi-ong, 
we'll  be  counting  on  Greenspan  &  Co. 
just  to  get  through  another  year. 

By  Mike  McNamee  in  Washington, 
with  Ian  Katz  in  Sao  Paulo,  Thane 
Peterson  in  Frankfurt,  and  Brian 
Bremner  in  Tokyo 


TAXES  The  GOP  is  hot  to 

cut,  cut,  cut — the  tax-rehef 
tally  runs  to  $600  billion 
or  more  over  the  next 
3ut  Clinton's  "Save  Social 
First"  mantra  will  pack 
3ven  if  pension  system 
les  down. 


REGULATION  Bankmg  reform  will 
be  back,  with  new  Senate  Bankmg 
Committee  Chair  Phil  Gramm 
pushing  a  hands-off  approach  to 
mergmg  financial  ser- 
vices. The  SEC  will  tar- 
get inflated  corporate- 
earnings  accounting. 


BUDGET  The  surplus 
j       pr  is  too  tempting  to  be 
BUDG         left  alone.  After 
ct>     sneaking  around 
spending  caps  with  "emergency" 
spending  this  fall.  Congress  may 
screw  up  the  courage  to  drop  or 
soften  the  budget  limits. 
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Put  Windows  in  the  palm 
of  your  hand— a  feat  that, 
until  recently ,  could  only  be 
accomplished  by  people 

with  enormous  palms. 


-iting  system  you're  already  familiar  with— one 
ze  PC  manufacturers  use  Windows  CE:  Casio. 


now  Windows  CE, 


www.microsoft.com/windowsCE/ppc  Microsoft 

,.ant  to  go  todaj 
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THE  FRAMEWORK 


ASSET  ALLOCATION 


THE  OLD  RULES 
STILL  APPLY 


Consider  your  personal 
time  frame  and  appetite  for 
risk.  Then  hedge  accordingly 

As  you  decide  how  to  allo- 
cate your  assets  in  1999, 
don't   dwell   on   the  false 
lessons  of  1998.  If  you  do,  you 
could  end  up  with  a  portfolio  that's 
sorely  out  of  balance. 

Letting  1998  be  yom-  only  guide,  you 
might  conclude  that  the  s&p  .500  is  the 
only  game  in  town — and  that  small-cap 
stocks,  emerging-market  stocks,  and 
high-yield  bonds  ai'e  financial  sinkholes. 
You  might  think  that  diversification 
doesn't  reduce  risk,  because  in  this  past 
year,  investments  that  were  supposed- 
ly independent  of  each  other  fell  in 
sync.  And  you  might  also  decide  that 
bear  markets  are  nothing  to  worry 
about  because  when  prices  phmged  this 
fall,  they  snapped  back  within  weeks. 

Wrong,  wi'ong,  wrong.  Experts  on 
asset  allocation  say  that  investors 
should  resist  the  temptation  to  base 
their  decisions  on  one  crazy  year  or  to 
chase  after  the  latest  hot  ticket.  In- 
stead of  speculating  on  what's  going  to 
do  well  in  1999,  rely  on  some  time- 
tested  principles  of  investing.  First,  di- 
vide your  money  among  a  variety  of 
assets,  including  ones  that  have  bombed 
lately  but  might  snap  back,  like  small- 
cap  stocks.  Second,  unless  your  out- 
look is  resolutely  long-temi,  put  some 
money  in  safer  holdings  like  govern- 
ment bonds — contrary  to  recent  expe- 
rience, bear  markets  can  last  an  ago- 
nizingly long  time. 

COMFORT  ZONE.  Putting  every  penny 
of  your  401(k)  money  into  large-cap 
stocks  tempts  a  lot  of  people.  The  com- 
pany names  are  reassuringly  familiar, 
and  the  returns  have  been  excellent  in 
recent  years.  "Eveiy  adviser  I  talk  to 
has  trouble  getting  people  into  things 
like  small-cap  and  foreign,"  says  -Jef- 
frey B.  Schwartz,  senior  consultant  for 
Chicago-based  Ibbotson  Associates, 
which  provides  investment  software 
nnd  consulting.  No  wonder:  For  the  12 
)rionths  ended  Nov.  30,  the  total  return 


SMALL  CAPS?  TREASURIES? 
HERE'S  THE  HISTORY 


Annualized  returns  through  November,  1998 

UST  LAST  UST 

lYEAR  5  YEARS  10  YEARS 


U.S.  SMALL-CAP  STOCKS 
STANDARD  &  POOR'S  500 


-11.1 
23.7 


13.0 
23.0 


13,4 
18.7 


15.0 
17.5 
13.8 


DEVELOPED-NATiON  STOCKS*  16.8  10.2  5.5 

EMERGING-NATION  STOCKS**         -19.7  -7.0  N/A 


LONG-TERM  U.S. 
CORPORATE  BONDS*** 


12.4 


8.9 


10.9 


INTERMEDIATE-TERM  U.S. 
GOVERNMENT  BONDS 


11.0 


6.2 


30-DAY  U.S. 
TREASURY  BILLS 


5.0 


4.9 


5.3 


'Morgan  Stanley  Capital  International  EAFE  Index 
•'International  Finance  Corp.  Emerging  Composite  Index 
***Salomon  Brothers  Long-Term  High-Grade  Corporate  Bond  Index 

3ATA:  IBBOTSON  ASSOCIATES 
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FOR  THE  RECORD 


Myra  R.  Drucker  is  chief  investment  officer  for  Xerox,  whicti  pools  employees' 
401  (k)s  with  pension  funds  to  get  volume  discounts  on  money  managers'  fees 


ON  WHETHER  EMPLOYEES  ALLOCATE  ASSETS 
SENSIBLY:  "Most  of  them  do  a  rational  job. 
The  marginal  movements,  however,  are 
always  made  in  the  wrong  direction.  What 
you  see  is  performance-chasing, 
though  it's  not  with  huge 
amounts  of  money." 

ON  HOW  ALLOCATIONS  SET 
SKEWED:  "I  m  worried  that 
people  let  their  equity 
allocations  creep  upwards  in 
the  great  bull  market  without 
really  understanding  the 
amount  of  risk  they're 
taking." 


ON  BAUOING  ONE'S  TOLERANCE  FOR  RISK: 

**l  would  encourage  people  to  do  an  exercise 
in  imagination.  People  should  think  about 
their  reaction  to  [the  third-quarter  market 
drop].  For  many  investors,  that 
.as  the  first  time  they  had  ever 
experienced  more  than  a  few 
days'  decline  in  the  equity 
market." 

ON  KEEPING  EMPLOYEES  FROM 
MAKING  BAD  CHOICES:  We 

educate.  We  don't  give  advice. 
You  cross  the  line  when  you  give 
explicit  direction  on  an 
individual's  account." 


'Tm  worried  that  people  let  their 
equity  allocations  creep  upwards'' 


he  Standard  &  Poor's  500-stock  in- 
was  23.7%,  vs.  16.8%  for  a  Morgan 
iley  Dean  Witter  index  of  devel- 
[-economy  stocks,  -11.1%  for  an  Ib- 
on  index  of  small  stocks,  and  a 
1/  -19.7%  on  an  International  Fi- 
:e  Corp.  emerging-markets  com- 
;e  index  (table). 

it  20-yeai'  return  differences  aren't 
S  ly  so  stark.  And  by  going  whole- 
into  large  caps,  says  Mark  W. 
18,  vice-president  in  charge  of 
•les  Schwab  &  Co.'s  Center  for  In- 
nent  Research,  "in  essence,  you're 
lasting  that  the  recent  past  will 
;nue  into  the  future."  As  Riepe 
5,  "large-cap  stocks  have  not  al- 
;  ruled  the  universe.  In  the  late 
small  caps  were  the  place  to  be. 
ughout  much  of  the  '80s,  intema- 
1  stocks  were  the  place  to  be." 
I  HT  TEST.  Diversification  hedges 
bets.  When  one  asset  class  does 
y,  another  usually  will  be  doing 
At  first  glance,  the  planetwide 
[own  in  1998's  thii'd  quarter  seems 
sprove  that  principle.  Investors 
as  Long-Term  Capital  Manage- 
,  the  Greenwich  (Conn.)  hedge 
spread  then-  bets  among  various 
ries  and  asset  classes,  only  to  have 
them  lose  value  at  once.  Most  of 
me,  though,  the  major  asset  class- 
n't  move  in  lockstep  like  that  for 
Even  during  this  past  year's  tur- 
the  most  typical  diversification 
5gy  was  still  a  big  winner:  In- 
rs  who  put  some  of  their  money  in 
Treasury  bonds  did  very  well  on 
,  offsetting  losses  elsewhere, 
you  think  about  allocating  assets 
le  new  year,  consider  your  toler- 
for  risk.  Think  back  to  when  the 
Jones  industrial  average  was 
d  7,500.  If  you  sold  stock  during 
owndraft  or  even  thought  hard 
it,  it's  evidence  that  the  ratio  of 
^  in  your  portfolio  is  too  high  for 
rt,  says  Scott  Lummer,  chief  in- 
lent  officer  of  San  Francisco's 
I  Forum  Inc.,  which  advises  re- 
jnt-plan  participants, 
ny  people  were  saved  from  selling 
98  only  by  the  brevity  of  the 
-urn.  The  next  time  could  be  dif- 
.  Says  Ibbotson's  Schwaitz:  "Peo- 
ve  made  so  much  in  the  past  five 
that  chances  are,  as  soon  as  we 
a  prolonged  bear  market,  we're 
to  see  a  massive  outflow.  They'll 
've  made  so  much.  I'm  not  pre- 
to  lose  it.' " 

ether  you  bail  out  or  not  has  a 
do  with  the  second  key  factor  in 
allocation:  how  soon  you'll  need 


I 


the  money.  It's  easy  for  a  30-yeai-old  to 
be  brave  when  her  retirement  account 
is  down  because  there's  plenty  of  time 
for  it  to  recover.  Not  so  for  a  60-year- 
old.  Investment  advisers  say  that  if 
you  will  need  your  money  in  less  than 
five  years,  you  probably  shouldn't  have 
more  than  60%  of  it  in  stocks. 

Here  again,  though,  the  experience 
of  1998  could  lead  some  investors  in 
the  wrong  direction.  The  i-apid  rebound 
of  this  past  fall  may  persuade  people 
that  diversifying  away  from  stocks 
would  be  foolish — akin  to  passing  up 
free  money.  The  people  most  at  risk 
of  making  such  a  mistake  and  over- 
committing  to  stocks  are  those  who 
feel  they  can't  achieve  theii"  investment 
goals  without  getting  the  very  highest 
returns.  Says  401(k)  Forum's  Lummer: 
"You  deny  the  fact  that  there's  actually 
risk  in  the  market.  When  that  risk  re- 
veals itself,  fear  takes  over  You  sell, 
and  lock  in  youi'  losses." 

Another  reason  to  diversify  into 
bonds  is  that  their  returns  are  actually 
quite  respectable.  Over  the  past  20 
years,  long-term  U.S.  coi-porates  and 
intermediate  Treasuries  have  both  pro- 
vided roughly  10%  annual  returns 
(table).  If  you  do  decide  to  move  more 
of  your  money  into  fixed  income,  re- 
member that  not  all  debt  is  created 
equal.  Junk  bonds,  for  instance,  may 


have  attractive  yields,  but  they  are  at 
least  as  volatile  as  stocks.  If  safety  is 
the  goal,  think  of  short-term  bonds  or 
even  money-market  funds,  which  in- 
vest in  safe,  low-yield  securities  like 
Treasury  bills. 

FOREIGN  ADVENTURE?  There  are  a  few 
points  on  wliich  asset-allocation  experts 
disagree.  One  is  whether  emerging 
markets  belong  in  a  balanced  portfo- 
lio. Skeptics  say  that  it's  not  clear 
whether  they  add  meaningfully  to  a 
portfolio's  diversity.  However,  Lou 
Rowan,  national  sales  director  for  Taco- 
ma  (Wash.)-based  adviser  Frank  Rus- 
sell Co.,  says:  "The  emerging  markets 
are  roughly  analogous  to  late  19th  cen- 
tury America.  That  would  have  been  a 
very  good  investment,  wouldn't  it'?" 

Whatever  their  disagi*eements  head- 
ing into  1999,  asset-allocation  experts 
share  a  view  that  the  worst  thing  in- 
vestors can  do  is  pour  all  their  money 
into  the  latest  investing  fad.  Yet  many 
do  exactly  that.  Says  Rowan:  "The  in- 
dividual investor  is  missing  out  on  what 
pension-fund  managers  learned  painful- 
ly in  the  late  '60s  and  eai'ly  '70s:  setting 
long-teiTn  goals  and  implementing  them 
in  a  well-diversified  fashion."  That's  not 
a  brand  new  idea,  perhaps.  But  with 
1998's  roller-coaster  ride  still  fresh  in 
our  minds,  it's  as  timely  now  as  ever. 

By  Peter  Coy  in  New  York 


ST  BET 


★  SPREAD  THE  WEALTH  Instead  of  putting  all  your  chips  on  large-cap  U.S.  stocks,  hedge  your  bets  by 
spreading  your  money  among  a  variety  of  assets,  including  fixed-income  securities  and  foreign  stocks. 
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STRATEGIES  FOR  STOCKS 


STOCKS 


A  SLOWER  GAIN 
IS  BEHER  THAN  NONE 

Don't  look  for  miracles,  but  a  surprise  profit  revival  could  give  the  market  a  nice  lift  |i»iim 

Despite  the  stock  market's  re- 
bound  from   the  summer 
lows,  there's  an  imsettling 
element  about  it.  Tine,       ■  ■ .  :.- 
the  global  financial  crisis 
that  precipitated  the  al- 
most 20%  plunge  in  the 
blue-chip  averages  seems 
to  have  receded.  But 
even  before  the  plunge, 
the  gi'owth  rate  of  U.  S.  ■' 
coiporate  profits,  one  of  • 
the  principal  engines  of 
the  long  bull  market, 
was,  slowing  to  a  crawl 
and  making  the  liigh  val- 
uations suspect.  "When 
you  look  at  the  funda- 
mentals today  vs.  June 
or  July,  they're  worse," 
says  Richard  Bernstein, 
chief  of  quantitative  reseai'ch 
at    Merrill    Lynch    &  Co. 
"Earnings  growth  is  negative. 
We're  in  a  profits  recession." 

Does  that  mean  the  stock  market 
is  heading  south?  Not  at  all.  The  big 
sui-prise  of  the  new  yeai"  Pi'ottts  will  be 
better  than  Bemstein  and  many  others 
think  and  certainly  a  lot  better  than 
1998,  which  is  unlikely  to  show  any 
gi'owth  over  1997. 

That  will  translate  into  higher  stock 
prices.  Don't  look  for  a  reprise  of  the 
30%-plus  gains  of  1995  and  1997,  or 
even  this  year's  19.8%  on  the  Standai'd 
&  Poor's  500-stock  index  (thi'ough  Dec. 
15).  True,  the  Dow  Jones  industrial  av- 
erage's 550-point  pullback  over  the  last 
few  weeks — a  product  of  i)rofit  wor- 
ries and  the  impeachment  showdown 
in  Washington — makes  Dow  10,000  a 
little  more  distant.  Still,  a  modest  10% 
gain  in  the  Dow  next  yeai'  would  get  it 
above  9700. 

MAJOR  BLOWUPS.  The  case  for  higher 
earnings  starts  with  a  close  examina- 
tion of  1998  profits.  For  instance,  the 
three  largest  sectors  of  the  s&p — fi- 
nance, technology,  and  energy — each 
had  a  major  blovrap.  Eai'ly  in  the  year, 
technology  earnings  got  slammed  as 
companies  worked  down  inventories 


and  retooled  for  new  products.  The  fi- 
nancial companies,  mainly  banks  and 
brokerage  fii-ms,  hemorrhaged  in  the 
thu'd  quarter  That  was  largely  related 
to  wi'ite-offs  of  Russian  debt  and  bad 
hedge-fund  loans.  And  profits  in  the 
energy  industry  evaporated  as  oil 
prices  sank  to  the  lowest  level  in  11 


LARGE  CAPS  LEAD, 
WHILE  OTHERS  LAG 


130 


I S&P 500 

IS&PIVIIDCAP400  - 
■  S&PSMALLCAP  600 

70  ]i  mm  I  mi  1 1 11 1 1 1 1 1 II 1 1 1 1 1 1 1 1 1 II 1 1 1 1 II 1 1 1 1 1 1 1 1 1 1 1 1 
DEC.  31, '97  DEC.  15, '98 

AINDEX:  DEC.  31, '97  =  100 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


years.  That's  not  all.  The  General  %sp( 
tors  Corp.  strike  shaved  about  l.i 
from  earnings,  and  the  strong  dofcej  e: 
that  reigned  fi-om  Januaiy  thi-ough  itrp. 
gust  put  a  crimp  in  the  big  multiii 
tionals  that  dominate  the  s&P  5« 
Edward  M.  Kerschner,  investmlfct  in 
strategist  at  PaineWebber  Inc.,  eit 
mates  that  40%-  to  45%.  of  s&P  ea|j 
ings  come  fi'om  outside  the  U.  S. 

Now,  consider  1999.  Earnings  arei 
the  upswing"  in  technology — one  aiB 
where  analysts  are  marking  up  fok 
casts.  "You  can  get  25%  earniiR 
gi'owth  in  the  tech  sector  alone,"  s%stn 
strategist  Peter  J.  Canelo  of  Mor^fcufj; 
Stanley  Dean  Witter,  who  says  sLj,;-; 
earnings  could  log  a  9%'  to  10%  gk  [\^f, 
next  year.  Financial  companies  arekiip]- 
ways  at  the  mercy  of  the  markets,  nHiff,^ 
one  thing  they  won't  have  to  do  nifejuj^ 
year  is  winte  off  this  year's  mess,  ^^'^evfll 
the  stock  market  recoveiy,  the  renev|c--L. 
mergers-and-acquisitions  boom,  and  I* 
pickup  in  initial  public  offerings,  thi 
earnings  should  improve  considerah^;; 
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nergy?  No  bright  outlook  there, 
Kerschner  estimates  that  if  the 
of  dedine  in  energy  prices  is  only 
as  severe  as  in  1998,  it  could  add 

1.9  percentage  points  to  s&P  eam- 

If  that  doesn't  happen,  there  is  an 
t:  Falling  energy  prices  mean  high- 
•ofits  for  airlines  and  tinickers  and 
'  discretionary  spending  for  Con- 
ors. And  if  the  dollar  remains  at 
3nt  levels,  it  could  add  another  2 
sntage  points  to  s&P  earnings  over 
's,  says  Kerschner.  If  the  dollar 

lower,  earnings  get  a  bigger  boost. 
:K  hole?  That's  a  lot  of  ifs,  and 

if  they  all  work  out, 
e  are  always  some 
lems  that  could  take 
markets  by  surprise, 
lomic  woes  in  Brazil 
Russia  have  the  poten- 
to  roil  markets  again, 
the  Year  2000  computer 
;  will  come  into  ever- 
per  focus  as  the  count- 
n  to  the  millennium 

from  months  to  days, 
•ue,  Y2K  expenditures 
costing  companies  bil- 
.  But  it's  not  a  black 

as  most  investors  be- 
,  says  Thomas  Galvin, 
stment  strategist  at 
ildson,  Lufkin  &  Jen- 
i  Inc.  "About  70%  of 
;  have  replaced  systems 
er  than  fix  them,"  he 

"The  key  to  increasing 
it  margins  is  better 
agement  of  your  supply 
1,  and  if  you've  upgrad- 
)r  Y2K,  you've  done  that 
/ell."  Significant  tech- 
gy  spending,  he  adds, 
,lly  leads  to  a  produc- 
y-led  expansion  in  prof- 
argins.  Galvin  forecasts 
iady  13%  gain  in  s&P 
its. 


Nor  are  the  portfolio  managers  at 
large  institutions  that  control  billions 
of  dollars  in  equity  funds  optimistic 
about  earnings.  Galvin  says  one  poll 
shows  a  majority  of  the  firm's  institu- 
tional investor  clients  expect  earnings 
in  the  -5%  to  5%-  range.  "Seventy  per- 
cent of  my  clients  think  we're  in  a  beai" 
market,"  says  veteran  investment 
strategist  Elaine  M.  Garzarelli  of 
Garzarelli  Capital  Inc.  "That's  because 
they're  looking  at  what  earnings  are 
now,  and  that's  not  important."  She 
says  the  market  has  long  since  dis- 
counted the  cuiTent  earnings  weakness 


FOR  THE  RECORD 


Elaine  M.  Garzarelli,  who  made  her  name  while  forecasting  for 
big  Wall  Street  firms,  now  runs  Garzarelli  Capital  Inc. 


ON  THE  STOCK  MARKET:  «We  re 

looking  for  1400  on  the  S&P  500,  or 
1 1,000  on  the  Dow,  over  the  next  12 
to  18  months.  Any  correction  will  be 
Nmited,  an  opportunity  to  buy." 

THE  REASON  FOR  THE  BULLISH 
FORECAST:  ''Earnings  will  be 
stronger  in  the  second 
half  of  1999  as  the 
Fed's  easing  works  its 
way  through  the  econ- 
omy. Meanwhile,  com- 
panies are  laying  off 
workers  and  reducing 
costs.  When  the  upturn 
comes,  you  get  a  big 
boost  in  productivity 
and  profits.  We  also 
expect  interest  rates  to 
continue  coming  down, 


with  the  10-year  U.S.  Treasury  bond 
going  to  4%." 

THE  BEST  SECTORS:  "Newspa 

pers,  hotels,  homebuilders,  banks, 
and  electronics  should  all  do  well 
— about  50%  better  than  whatever 
gains  the  broad  market  makes." 


WHAT  COULD  MAKE 
HER  BEARISH:  « High 
er  inflation,  higher 
interest  rates,  Fed 
tightening.  Maybe  that 
would  happen  if  Asia 
started  booming.  Slim 
chance  of  that.  We'd 
also  worry  if  the  mar- 
ket moved  up  very  fast 
without  rates  dropping 
concurrently." 


ELAINE  GARZARELLI 

Garzarelli 
Capital  Inc. 


"Any  correction  will  he  limited, 
an  opportnnity  to  huf 


past  three  decades  and  the  highest  lev- 
el of  volatility  since  1987.  What  that 
means,  he  says,  is  that  a  60-point  move 
on  any  day  and  a  150-point  move  once 
a  week  is  just  business  as  usual. 

Even  if  you  can  stand  the  volatility 
and  you  agi'ee  that  profits  will  improve, 
large-cap  stocks  are  not  undervalued. 
Investors  with  a  little  more  appetite 
for  risk  will  find  better  bargains  among 
the  midcap  and  small-cap  stocks.  These 
companies,  which  historically  traded  at 
price-earnings  ratios  above  those  of  the 
large-cap  stocks,  are  cuirently  boasting 
p-e's  that  are  below  the  s&p's.  That's 
because  their  stock  prices 
have  lagged  badly.  Tlu'ough 
Dec.    15,    the    s&P  500 
climbed  19.8%,  but  the  s&P 
MidCap  400  index  managed 
a  gain  of  just  4.2%  and  the 
s&P  SmallCap  600  dropped 
10.8%.  The  30-stock  Dow, 
which  doesn't  have  dynam- 
ic growth  stocks  such  as 
Microsoft,  Intel,  and  Cisco 
Systems,  is  up  just  11.6%. 
OVERSHADOWED.  Midcap 
stocks,  often  overshadowed 
by  both  larger  and  smaller 
companies,  offer  some  of 
the  best  earnings  growth 
around.  "Midcaps  give  you 
much  of  the  same  growth 
as  small  caps,  but  more  liq- 
uidity," says  Claudia  E. 
Mott,  director  of  small-cap 
research  at  Pindential  Se- 
curities Inc.  Indeed,  the 
midcaps'  10.2%  earnings 
gain  in  1998  has  been  lai-ge- 
ly  ignored,  and  the  bot- 
toms-up  profit  forecast  for 
1999  is  neariy  19%.  Expec- 
tations for  small  caps  are 
even  higher,  yet  the  stocks 
continue  to  lag. 

What  might  finally  push 
small-cap  companies  ahead 


ost  investors  are  far    of  the  large  caps  in  1999  is 
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optimistic  than  Galvin  about  next 
•"s  earnings.  Wall  Street  strategists 
id  by  BUSINESS  week  are,  on  aver- 
forecasting  a  tepid  3.4%  gain  in 
I  for  the  companies  in  the  s&P  500 
•e  98).  Economists  take  an  even 
;  jaundiced  view:  They  predict  only 
icroscopic  gain  of  0.1%  (page  82). 
dng  at  the  s&P  "bottoms  up"  fore- 
3 — by  analysts  for  companies  that 
in  the  index — the  numbers  are 
,  up  17%.  But  that's  ty]3ical  for  an- 
t  forecasts  at  the  start  of  the  year, 
se  numbers  are  inevitably  shaved 
tie  year  goes  on. 


and  is  rising  in  expectations  of  the  prof- 
it recovery  she  thinks  will  be  evident 
by  the  second  half  of  1999.  Garzarelli, 
who  turned  bullish  right  before  the 
mai-ket  took  off  in  October,  is  aiming 
for  1400  on  the  s&P  in  the  next  12  to  18 
:nonths  fi'om  today's  1163.  That's  equiv- 
alent to  about  11,000  on  the  Dow. 

Dow  11,000?  After  the  last  few 
weeks,  that  sure  seems  like  a  stretch. 
And  even  if  it  gets  there,  the  trip  will 
be  jarring.  Paine  Webber's  Kerschner 
says  the  Dow's  average  daily  price 
change  in  1998  is  0.92%  up  or  down, 
33%  greater  than  the  average  for  the 


the  Federal  Reserve's  monetaiy  policy. 
When  the  Fed  took  short  rates  down 
by  nearly  thi'ee  percentage  points  in 
1991,  small  caps  zoomed  45%.  And 
smaller  companies  continued  to  beat 
large  companies  for  two  more  years. 

There's  no  telling  how  far  the  Fed 
will  go  in  the  new  year,  but  the  direc- 
tion is  dov^m.  And  there's  no  question 
that  lower  rates  are  bullish  for  stocks. 
Add  in  a  little  better  than  expected 
earnings,  and  the  market  has  fuel  to 
keep  climbing. 

By  Jeffrey  M.  Laderman 
in  New  York 


EST  BET 


★  THE  MIDCAP  OPTION  Midcap  stocks,  often  overshadowed  by  both  larger  and  smaller  companies,  may 
offer  some  of  the  best  bargains  around.  They  provide  much  of  the  same  growth  as  small  caps  but  more  liquidity. 
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ONCE  MORE 

INTO  THE  BREACH . . . 

The  pros  see  modest  stock  gains-again.  Slowing  profts  may  finally  vindicate  them 
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Once  again,  the  bull  outran  Wall 
Street's  expectations.  For  the 
second  straight  year,  the  major 
stock  indexes  closed  far  above 
the  consensus  forecast  of  45  market 
strategists  business  week  surveyed 
last  December.  Even  the  Dow  Jones 
industnal  average — wliich  at  8823.3  on 
Dec.  15  was  up  less  than  half 
as  much  as  the  technology-heavy 
NASDAQ — managed  to  lise  4.5  per- 
centage points  more  than  the  pros 
believed  it  would.  But  far  from 
being  emboldened  by  their  his- 
tory of  excessive  restraint,  on 
average  Wall  Street's  invest- 
ment gurus  are  forecasting 
modest  gains  for  1999,  with 
the  Dow  expected  to  reach 
9567  (up  8.4%),  the  Standard 
&  Poor's  500-stock  index  1230 
(up  5.8%),  the  NASDAQ  2081 
(up  3.4%),  and  the  Russell 
2000  index  432  (up  10.9%). 

Like  last  year,  analysts  see 
plenty  of  reasons  to  be  less 
than  exuberant.  One  of  the 
main  supports  for  stocks,  cor- 
porate profits,  is  caught  in  a  vise 
ci-eated  by  tight  U.  S.  labor  mar- 
kets and  global  overcapacity. 
Squeezed  by  rising  wages  and  falling 
prices,  earnings  will  rise  a  lackluster 
3.5%.  in  1999,  the  consensus  says.  At 
the  market's  current  lofty  level,  even 
bull  Peter  J.  Canelo  of  Morgan  Stanley 
Dean  Witter  calls  it  slightly  ovei-val- 
ued.  But  with  energy  prices  at  a  12- 
year  low,  Canelo  thinks  inflation  can 
fall  below  1%.  That  would  make  stocks 
cheap  at  today's  prices,  he  says. 
PINK  SLIPS.  Others  say  stocks  will  be 
rescued  by  the  American  worker,  at 
whose  expense  companies  have  carried 
out  past  campaigns  to  cut  costs  and 
boost  profits.  "We  will  see  layoffs  that 
could  make  1999  the  single  biggest 
year"  for  pink  slips  in  the  '90s,  says 
BankBoston's  Ned  Riley.  Riley  sees  the 
4.4%  jobless  rate  exceeding  5%.  by  next 
fall.  Such  cost-cutting  could  help  cor- 
l^orate  profits  and  stocks,  but  only  if 
the  engine  of  global  growth,  the  Amer- 
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A  CLAWING  AHEAD? 


Many  tech  stocks  are  high. 
"There  is  a  bubble  of  sorts 
-no  question  about  it,"  says 
BankBoston's  Ned  Riley  The 
evidence:  rich  p-e  ratios  for 
Dell,  Microsoft,  and  Cisco 


ican  consumer,  doesn't  get  too  spooked. 

The  outlook  for  interest  rates,  the 
other  key  detenninant  of  stock  prices, 
is  brighter.  With  inflation  tame  and  the 
Federal  Reserve  more  likely  to  relax 
than  tighten  monetary  policy,  rates  will 


im 
'Sim 

enough  to  olL 
some  underpinning 
the  market,"  says  Jerry  Dombcik 
McDonald  Investments.  By  yeare 
analysts  see  little  change  in  the  curri|||| 
30-yeai-  Treasuiy  yield  of  5%. 

Of  coui'se,  a  shock  could  de: 
eveiytliing.  Although  most  analysts 
pect  volatility  to  ease  as  Asian  eco 
mies  mend,  some  think  worse  than 
pected  Y2K  compliance  could  caJj 
another  bear  market  scare.  And  wjl 
stocks  expensive  by  most  standai 
any  bad  news  increases  "the  likelib 
of  a  sell -off,"  says  Barry  Hyman 
Ehrenki-antz  King  Nussbaum  Inc.  riKllA 
deed,  pessimists  look  for  stocks  to  d||5jj 
by  as  much  as  35%. 

But  for  now,  most  pros  have  fir'Wi 
in  the  Fed's  ability  to  calm  global  |! 


II 
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ters:  "We  may  have  the  second  soft 
landing  in  five  years,"  marvels  Hugh 
Johnson  of  First  Albany. 

Market  giiras  also  have  faith  in  an- 
other powerful  player — the  individual 
investor,  whose  retirement  needs  are 
driving  money  into  stocks  and  turning 
bad  news  into  buying  opportunities. 
Rao  Chalasani  of  everen  Securities 
Inc.  expects  the  flow  of  money  into 
U.  S.  stocks  to  reach  new  highs,  as 
falling  interest  rates  and  import  prices 
give  American  consumers  the  equiva- 
lent of  a  tax  cut  and  relaxed  Japanese 
regulations  allow  investors  to  buy  for- 
eign mutual  funds.  The  strong  appetite 
for  stocks  is  behind  Deutsche  Bank 
strategist  Laszlo  Biiinyi  Jr.'s  forecast  of 
a  36%  rise  in  the  Dow  next  year,  mak- 
ing him  the  survey's  biggest  bull  for 
the  second  straight  year. 
NET  HIGHFLIERS.  The  investment  giuii 
perhaps  most  associated  with  the  bull 
market,  Goldman,  Sachs  &  Co.'s  Abby 
Joseph  Cohen,  expects  the  Dow  to  rise 
11.6%  to  9850  as  foreign  economies  sta- 
bilize and  corporate  profits  rise  7%. 
"The  key  to  oiir  bullish  view  on  stocks 
has  long  been  our  bullish  view  on  the 
U.  S.  economy,"  says  Cohen,  who  sees 


no  end  to  "the  best  economic  and  cor- 
porate performance  in  a  generation." 

Riley  of  BankBoston  expects  the 
Dow  to  finish  1999  at  10,025.  Nonethe- 
less, he  is  concerned  about  valuations. 
"There  is  a  bubble  of  sorts — no  ques- 
tion about  it,"  he  says.  The  evidence: 
the  rich  price-earnings  ratios  of  top 
performers,  including  Dell,  Microsoft, 
and  Cisco  Systems.  More  worrisome, 
though,  are  the  prices  paid  for  profitless 
Internet  stocks — a  sector  many  think 
will  crash  in  1999. 

Such  concerns  didn't  stop  analysts 
fi'om  anointing  teclinology  theu"  favorite 
sector  for  1999,  however.  As  with  sec- 
ond-choice health  care,  the  rationale  is 
that  steady  demand  will  boost  earnings 
even  as  overall  profit  growth  slows. 
Last  year's  top  pick,  financials,  still  has 
a  following,  thanks  to  continuing  con- 
solidation and  a  benign  interest  rate 
outlook.  Contraiians  ai-e  betting  on  bat- 
tered energy  stocks.  "I  don't  see  much 
downside  risk,"  says  Rob  Brown  of  Fer- 
ris, Baker  Watts  Inc.  He  says  Amerada 
Hess  trades  at  a  34%  discount  to  the 
$75  per  share  value  of  its  reserves. 

How  well  did  strategists  do  last 
year?  As  of  Dec.  15,  the  cutoff  date 


for  picking  the  winner,  Allan  Rom 
of  JW  Genesis  was  the  big  star,  pfft 
ging  the  s&P  within  3  percentage  poii  ^ 
and  the  Dow  and  nasdaq  almost 
the  button.  Robert  Dickey  of  D 
Bosworth  Inc.  trailed  the  pack,  falli| 
31%'  short  of  the  Dow's  finish.  Die 
won  the  BW  forecasting  ring  in  19' 
For  next  year,  Roness  remains  bulli  I 
and  Dickey  bearish  (see  list,  page  9!  it 

As  for  picking  individual  stool  J: 
Buinyi  and  Chalasani  came  out  on  t  ► 
with  America  Online,  up  309%  throu  f- 
mid-December  Other  winners  inclu 
Lehman  Brothers'  Jeffrey  M.  App' 
gate,  who  chose  Microsoft,  up  104 
and  Riley,  who  picked  Ascend  Conur 
nications,  up  133%-.  The  worst:  Browj. 
whose  Patina  Oil  &  Gas  fell  68%; 
ciBC  Oppenheimer's  former  stratei 
E.  Michael  Metz,  whose  choice, 
laroid,  fell  59%. 

If  the  pros  get  it  right,  their 
umph  will  probably  reflect  astute  cas 
on  interest  rates  and  profits.  But  in  i 
likelihood,  their  cautious  outlook  wlj 
prevail  only  if  the  individual  invest| 
agi'ees  that  the  time  has  come  to  i| 
strain  the  exuberant  bull. 

By  A)in€  Tergesen  in  New  Yo 
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TOP  GURU 


The  Clearest  Crystal  Ball  of  All 


Several  market  strategists 
came  close  to  pegging  the 
Dow  Jones  industrial  aver- 
age's 1998  rise.  A  few  were  in 
the  ballpark  on  the  Standard  & 
Poor's  500-stock  index.  But  only 
one  guru,  Allan  Roness  of  .JW 
Genesis  Securities,  a  brokerage 
in  Boca  Raton,  Fla.,  correctly  di- 
vined where  all  three  major 
stock  indexes  would  finish. 

When  BUSINESS  WEEK  stopped 
the  clock  on  its  market  forecast 
survey  for  1998  on  Dec.  15, 
Roness  had  overshot  the  Dow  by 
only  0.9%  and  the  nasdaq  by  a 
tiny  0.13%..  He  missed  the  s&p  by 
3  percentage  points.  Roness'  clos- 
est rival,  Eugenia  Simpson  of 
Kii-kpatrick  Pettis,  was  even 
more  prescient  on  the  Dow  but 
traOed  badly  on  the  s&p. 

RAGING  BULL.  The  key  to  his  crystal  ball?  Technology. 
"The  technology  industiy  keeps  the  U.  S.  on  the  leading 
edge,"  he  says.  Tliat  bullishness  helped  Roness  come 
within  a  hair  of  the  Nasdaq's  27%  rise — a  gain  that 
caught  all  but  Simpson  by  surprise.  As  for  the  Dow, 


"LEADING  EDGE":  Roness  favors  high  tech 


Roness  reasoned  that  progress 
would  be  restrained  by  slowing 
improvements  in  coi-porate  prof- 
its and  liigh  valuations. 

For  1999,  Roness  is  even 
more  ebullient,  forecasting  30%- 
plus  increases  for  all  but  the 
Dow,  wliich  he  expects  to  rise 
19%..  The  NASDAQ  will  still  be 
powered  by  fast-gi"owing  earn- 
ings— a  pi'ecious  commodity  as 
ovei'all  profit  gains  slow,  he  says, 
But  the  leadership  mantle  will 
pass  to  the  S&P  500,  whose  less 
lofty  values  will  attract  bargain 
himters.  Cheapness  wiU  also  help 
beleaguered  small-company  : 
stocks,  he  says.  Roness  expects  '\ 
the  Dow  to  contmue  to  under-  j 
perform,  ending  1999  at  10,500.  ' 
"The  Dow  Jones  is  way  ahead  of 
the  fundamentals,"  he  acknowl- 
edges. Still,  with  interest  rates  low  and  foreign  economies 
in  disarray,  money  will  also  be  flowing  into  Dow  stocks. 
Wlmt's  Roness'  favorite  sector  for  1999?  Technology — 


of  course. 


By  Anne  Tergesen  in  New  Ym 
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I  Need  Consistent 
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But  It  Has  To  Be 

Reliable 


And  I  Need  It 

Quick 


The  SAS^  Data  Warehousing  Solution 
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Is  it  any  wonder  you  find  it  difficult  to  get 
your  hands  on  just  the  right  facts  to  fuel 
effective  decisions? 

The  SAS  Data  Warehousing  Solution — from 
the  leading  decision  support  provider — 
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mation  right  when  you  need  it.  Infonnation 
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on.  Infomiation  you  can  explore  from  every 
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Fmd  out  why  more  tlian  3.5  million  decision 
makei^  in  every  corner  of  the  world  rely  on 
a  single  software  for  infomiation  delivery 
and  discovery  Visit  us  at  www.sas.com/dwb 
for  more  details  and  to  request  a  free  SAS 
Data  Warehousing  mouse  pad. 
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STRATEGIES  FOR  STOCKS 


WORST  BLOOPERS  &  BEST  CALLS 


so  MUCH  FOR  THE  EXPERTS... 

Lots  of  high-priced  seers  were  glaringly  wrong  in  '98-so  extra  kudos  go  to  the  presci( 


Who  knew  that   1998  would 
bring  what  it  (Hd?  That  the 
Dow  Jones  Industrial  Aver- 
age would  take  a  stomach- 
chuniing  ride  from  9338  down  to  7539, 
then  back  up  to  97:34,  between  July  and 
November?  That  the  economies  of 
Asia,  Russia,  and  Brazil  would  all 
crater?  That  Japan  would  sink  deep- 
er into  the  abyss  and  Malaysia 
would  slam  the  door  on  foreign  in- 
vestors? That  Bill  Clinton's  lying 
about  sex  would  threaten  the 
Presidency?  It  was  easy  to  make 
a  bad  investment  call  and  helHsh- 
ly  difficult  to  make  the  right  one. 
And  some  folks  were  right  for  the 
wrong  reasons — like  those  who 
pretlicted  low  interest  rates  but 
figured  the  economy  would  be  on 
a  stretcher.  Herewith,  BUSINESS 
wep:k's  picks  for  the  worst  bloop- 
ers and  best  calls  of  1998: 


HALL 

OF  SHAME 

BEHING  ON  CONVERGENCE.  A  year 
ago,  Long-Term  Capital  Manage- 
ment, the  elite  investment  fii'm 
based  in  Greenwich,  Conn.,  was 
turning  away  investors  eager  for 
mouth-watering  returns.  In  Sep- 
tember, on  the  verge  of  ruin,  the 
company  had  to  be  salvaged  by  a 
gToup  of  Wall 


BusinessWeek 


Street  firms. 

Former  Sa- 
lomon Brothers 
Inc.  executive 
John  W.  Meri- 
wether and  the 
other  finance 
whizzes  who 
owned  and  ran 
i/rcM  had  fig- 
ured that  over 
time,  global  in- 
terest rates  had 
to  converge — 
that  is,  the  dif- 
ferences between  them  had  to  nar- 
row— and  they  had  leveraged  the  film's 
assets  to  the  hilt  betting  on  conver- 
gence. What  these  I'efugees  from  Wall 
Street  and  academe  didn't  anticipate:  a 


YIKES!  The  ivhizze.s 
af  Long-Term 
Cupifal  fizzled 


marked  and  prolonged  flight  to  quality 
among  investors  as  Asian,  Russian,  and 
Latin  markets  tanked,  which  widened 
spreads  and  kept  them  wide.  How  to 
unwind  such  positions?  Very  carefully. 

BEHING  ON  RUSSIA.  Boris  Yeltsin's  gov- 
ernment liberalized  the  economy  but 
never  really  had  regulatory  or  super- 
visoi-y  control.  The  refoiiners  appointed 
by  Yeltsin  were  no  match  for  the  oli- 
garchs and  the  gangs,  and  by  last  sum- 
mer, the  fissures  in  the  economy  were 
deepening  as  taxes  went  unpaid  and 
capital  kept  fleeing. 

Some  pretty  smart  money  thought 


the  picture  could  improve,  the 
Goldman,  Sachs  &  Co.,  in  a  prosper 
for  a  $6.4  billion  Russian  Euro 
deal  it  was  lead-managing,  ave: 
that  "significant  progress" 
been  made  in  Russia's  econo: 
reform    program.  FinanI 
George  Soros,  who  in  1997 
sunk  new  money  into  Ru| 
through  his  eight  invest: 
funds,  last  summer  ar 
that  a  modest  devaluation 
fresh  international  assist; 
could  help  the  shaky  ec( 
my.  And  in  July,  the  I 
national    Monetary  F' 
approved    yet  anot 
multibilHon-dollar  baOout 
lent  the  Russians  the 
$4.8     billion  installmi 
Everybody  should 
known  better.  In  August, 
Russian  government  sail 
was  suspending  debt  re; 
ments,  and  the  economy  \^|!:; 
into  free  fall. 

BETTING  ON  ASIAN  MARM 

There's  no  question  that 
Asian     economies  looi 
wretched  enough  a  year 
and  a  number  of  observers! 
ured  they  were  ripe  for  a  tij 
around.  In  December,  1997, 
ton    M.    Biggs,    the  gl(j 
strategist  for  Morgan  Star 
Dean  Witter,  boldly  predicted 
BUSINESS    WEEK  survev 
"Tokyo  and  Hong  Kong  could  h| 
substantial  ral- 
lies in  1998"  be- 
cause  most  of 
the   bad  news 
had    been  dis- 
counted. 

No  dice.  The 
bad  news  just 
kept  coming  as 
Japanese  banks 
staggered  under 
delinquent  debts. 
Hong  Kong  bat- 
tled speculators, 
and  the  markets 
got  hammered. 
Instead  of  climb- 
ing to  18,000,  as 


CHILL  WIND  Lre 

Moscow  inuven 
Soros  stumbled 


■lis 


4t, 
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KLM  Cargo's  dedicated  Business  Unit  Airmail  Services 
els  in  meeting  the  needs  of  postal  services  worldwide.  Down  to 
ry  last  letter  addressed  to  Father  Christmas  from  children  all 
r  the  world. 

With  more  than  350  destinations  worldwide  and  partners  on 
road  and  in  the  air,  KLM  Airmail  Services  connects  postal 
anisations  to  virtually  any  airmail  destination  on  the  globe, 
■cialist  staff  and  facilities  guarantee  integrated  and  customised 
i  tal  solutions.  UTiether  it's  five  million  letters  to  Finland's 
ther  Christmas  village",  Korvatunturi,  in  the  Arctic  Circle  or 


to  the  Johannesburg  Mail  Terminal,  KLM  Cargo  guarantees 
prompt  and  reliable  delivery.  Our  service  is  backed  up  by  imme- 
diate feedback  from  sophisticated  information  systems. 

Plus  a  complete  door-to-door  service,  collection,  storage  and 
distribution.  Even  hilling,  insurance  and  administration,  if  you 
wish.  Together  with  your  agent,  KLM  Cargo  provides  you  with  a 
complete  range  of  services,  while  all  the  time  taking 
as  much  care  of  your  shipment  as  you  would  yourself 

Taking  Things  Further  Ki 

CAR(K) 


3M 


STRATEGIES  FOR  STOCKS 


WORST  BLOOPERS  &  BEST  CALLS 


Biggs  figured,  the  Nikkei  225  got  as 
high  as  17,264  in  March,  then  phinged 
to  a  low  of  12,879  in  October.  As  of 
mid-December,  it  had  recovered  to 
14,000.  Meanwhile,  the  Hong  Kong  in- 
dex hit  a  low  of  6660  in  August  and  as 
of  mid-December  traded  around 
10,000— well  shy  of  the  14,000  mark 
Biggs  had  predicted. 


BETTING  AGAINST  THE  YEN.  Julian 
Robertson  .Jr.  had  been  having  a  great 
year — his  $20  billion  hedge-fund  group, 
Tiger  Management  Coip.,  was  up  17%, 
after  fees,  through  Sept.  30.  Then  a 
big  bet  on  the  dollar  and  against  the 
yen  pummeled  his  funds.  According  to 
publicly  available  figures  for  the  off- 
shore -Jaguar  Fund,  which  mirrors  the 


performance  of  Tiger's  other  funds,  t 
yen  trade  helped  push  the  fund's  val  , 
down  18%  in  October  and  an  additioi  v"' 
3%  in  November  Earlier  in  the  ye  (jji 
this  bet  might  have  made  sense.  B 
lower  rates  weakened  the  dollar  agaii  dv 
other  major  cun-encies  in  October.  .  ||^ 
of  Dec.  10,  Robertson's  funds  were 
7.5%  for  the  year. 


STROKES 
OF  GENIUS 


TIMING  MONETARY  EASE.  Credit 
Federal  Resei've  Boai'd  Chair- 
man Alan  Greenspan  with 
getting  it  just  right  in  the 
autumn  when  he  cut  short- 
term  interest  rates  for  a 
second  time  on  Oct.  15  to 
calm  markets.  Coming  as 
it  did  between  meetings 
of  the  Fed's  rate-setting 
body,  the  Federal  Open 
Market  Committee,  the 
quarter-point  move  was 
a  big  sur]3rise  to  the  mar- 
kets— and  a  welcome  one. 

Some  people  groused 
that  the  first  rate  cut 
should  have  been  a  half- 
percentage  point  rather 
than  a  quarter-percentage 
l^oint,  and  that  the  Fed  could 
have  sent  the  markets  a  mes- 
sage in  one  fell  swoop.  But 
splitting  the  action  into  two 
steps  proved  savvy.  The  ability  to 


confoimd  expectations  should  be  part 
of  every  central  banker's  tool  kit,  and 
Greenspan  has  honed  that  skill  to  a 
fine  art.  The  Fed's  one-two  punch,  fol- 
lowed by  a  third  cut  on  Nov.  17, 
demonstrated  a  strong  commitment  to 
ease  and  helped  pave  the  way  foi-  oth- 
er central  banks  to  lower  rates. 

BEHING  ON  STOCKS.  Abby  Jo.seph  ' 
hen  got  a  well-deserved  ele- 
vation to  partner  at  Gold- 
man,  Sachs   &   Co.  in 
October,  but  her  real  rt- 
ward  was  being  vindicat 
ed  by  the  stock  marketV 
recent  rebound.  Through- 
out the  late  summer  and 
early  fall  debacle  in  the  mar- 
ket, she  stuck  to  her  guns 
insisting  that  the  Dov 
Jones  industrial  av- 
erage would  reacli 
'JoOO  by  yearend 
and  increasing 


her  recommended  stock  allocation  to 
72%  from  65%  when  the  mai'ket  was  at 
its  nadir  in  September. 

Cohen  likens  the  U.  S.  economy  to  a 
large,  steady  ship  that  has  remained 
stable  in  rough  seas  and  whose 
long-term  economic  prospects 
are   very  good.   Taking  the 
longer  view,  she  says,  "allows 
us  to  ignore  some  of  the  shorter- 
term  noise  in  the  marketplace." 
A  stickler  for  thoroughgoing  and 
reasoned  analysis,  she  has  shown 
herself  to  be  the  best  of 
the  bulls. 
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ON  THE  MONEY 

Ahbij  Joseph 
Cohen 


BEHING  ON  CHEAPER  OIL  Truth  be  toE^ 
almost  nobody  figured  oil  could  go 
low  as  $11  a  barrel.  A  year  ago, 
less  knowledgeable  a  person  th; 
Sheikh  Ahmed  Zaki  Yamani,  form] 
Saudi  oil  minister  and  chauTnan  of  tl 
London-based  Center  for  Global 
ergy  Studies,  predicted  $18  as 
benchmark  price  for  1998,  with  $: 
$16  as  an  extreme  low.  But  consi 
ing  group  Cambridge  Energy 
search  Associates  started  the  y( 
saying  that  at  the  extreme, 
could  crash  to  as  little  as  $8  a  b£ 
rel  in  1998.  And  Ann-Louise  H  1— 
tie,  director  for  world  oil  studi 
at  CERA,  predicted  last  Februa 
that  oil  prices  could  sink  to  $12. '  ^ji 
a  batrel  if  the  world  financial  cri  iSeis 
worsened.  Jersif 

iWe: 

DOING  NOTHING.  Sometimes,  in^ 
tia   really   is   the   best  poli(j|^ 


Consider 
you,  like 


this:  The  odds  are 
millions  of  other  AmeQLl* 
cans,  were  worried  by  the  summe 
bad  economic 
news.  But  not 
worried  enough 
—  or  nimble 
enough — to  do 
an;ything  about  it. 
So  that  401(k) 
money  kept  sit- 
ting in  the  index 
fund,  and  when 
you  looked  at 
those  poor  third- 
quarter  results, 
you  thought: 
"Gee,  maybe  I 
ought  to  do 
something  about 

this."  But  inertia  SMOKE  SIGNALS 

got  the  better  of  Consultant  CER^^^^i^ 
you.  Well,  with  foresaw  the  plung\^ 
hindsight,  go 

ahead  and  call  it  wisdom.  Because  t ; 
day,  with  the  market  back  up,  doll! 
nothing  turns  out  to  have  been  one 
the  best  calls  of  all. 

By  Karen  Pennar  in  New  York,  wi  'jett 
Patricia   Kranz   in   Moscow,  Jol\\ 
Rossant  in  Rome,  and  Anne  Tergesi 
and  Gary  Weiss  in  New  York 
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BUSINESS  WEEK/HARRIS  POLL 


Unflappable  to  the  Core 


What  will  it  take  to  get  U.S. 
investors  really  rattled?  Some- 
thing more,  it  seems,  than  what 
they  saw  in  1998.  Even  after  weathering 
an  abrupt  stock  market  correction  in  the 
late  summer  and  some  nasty  bumps 
since  then,  Americans  find  stocks  com- 
pelling— and  more  of  them  than  ever 


before  are  joining  the  party.  Investors 
thmk  that  the  market  in  general  is  over- 
valued (Internet  stocks,  mtriguingly,  less 
so),  and  they  expect  greater  volatility  to 
come.  Yet  most  are  comfortable  taking 
on  risk  to  get  a  shot  at  the  rewards: 
Two-thirds  look  for  long-term  returns  of 
10%  a  year  or  higher. 


TO  MARKET,  TO  MARKET 

If  you  had  to  choose  the  one  investment  that  you  think  would 
be  the  best  to  make  right  now,  which  would  it  be? 


1998 

1997 

1996 

1989 

Real  estate  

30% . 

.33%. 

.25%. 

.40% 

Mutual  funds  

18%  . 

.21%. 

.  24%  . 

. . .  8% 

Common  stock  

13%  . 

.11%. 

.  10%  . 

. . .  5% 

Bank  or  saving  &  loan  deposits. 

.  11%  . 

.  10%  . 

. . .  8%  . 

...8% 

Money-market  funds  

7%  . 

. . .  5%  . 

...6%. 

.  11% 

Government  bonds  

5%  . 

. . .  5%  . 

...9%. 

.  15% 

Gold  or  other  precious  metals  .. 

. .  4%  . 

. . .  4%  . 

. . .  7%  . 

...8% 

Corporate  bonds  

3%  . 

. . .  4%  . 

. . .  2%  . 

. . .  3% 

1  don't  save  or  invest  at  all  

3%  . 

. . .  2%  . 

. . .  3%  . 

...NA 

Not  sure  

6%  . 

. . .  5%  . 

. . .  6%  . 

. . .  2% 

STEADY  AS  SHE  GOES 

Over  the  next  year,  do  you  think  stocks  will... 

1998  1997  1996  1989 

Go  u p  37%  38%  39%  ....  36% 

Stay  about  the  same  34%  39%  36%  ....  38% 

Go  down  21%  16%  19%  ... .  18% 

Don't  know/Not  sure  8%  7%  6%  8% 


BRACE  YOURSELF? 

Over  the  next  12  months,  how  would  you  rate  the  chance  of 
another  big  crash  in  the  stock  market? 

1998  1997  1996 

Very  likely  14%  13%  12%  . 

Somewhat  likely  41%  43%  35%  . 

Not  very  likely  29%  31%  35%  . 

Not  likely  at  all  11%  9%  15%  . 


1989 
12% 
28% 
40% 
17% 

Don't  know/Not  sure  5%  4%  3%  3% 

STOCKING  UP 

Have  you  bought  common  stocks  or  shares  in  a  stock  mutual 
fund  within  the  past  year,  or  not? 

1998  1997  1996  1989 

Have  bought  28%  24%  ....  21%  15% 

Have  not  bought  70%  75%  ....  78%  84% 

Not  sure  2%  1%  1%  1% 

REMAINING  QUESTIONS  ASKED  ONLY  OF  STOCK  INVESTORS 

CONOfEMG  FEAR 

Which  statement  best  describes  your  attitude  on  investing? 

I'm  not  willing  to  risk  my  retirement  savings  in  the  stock 
market.  I  invest  mainly  in  highly  predictable,  risk-free 
assets  such  as  Treasury  bonds  and  money  market 

funds  18% 

I'm  willing  to  accept  a  certain  amount  of  risk  and  give  up 


some  predictability  in  order  to  achieve  the  higher  returns 

that  the  stock  market  historically  has  produced  57% 

I  view  the  stock  market  over  the  long  term  as  reasonably 
predictable  and  not  very  risky,  and  so  have  invested  most  of 

my  retirement  assets  there  24% 

I  don't  invest  or  save  at  all  1% 

DON'T  BUDGE 

How  did  you  respond  when  stocks  plunged  this  past  summer? 


Not  sure  2% 


1998 

1997* 

11% 

6% 

.  i%  . . . . 

0% 

.  3%  . . . . 

2% 

.  3%  . . . . 

 lyJ 

80%,  ,, 

 90% 

.  2%  . . . . 

 1% 

FOREIGN  PERILS 

How  would  you  describe  the  valuation  of  international  stocks?  1 

Very  overvalued  10%  Somewhat  undervalued. .  19?i 

Somewhat  overvalued. . .  27%  Very  undervalued  4'/< 

Fairly  valued  20%  Don't  know  20°/ 


THE  LOFTY  NET 

How  would  you  describe  the  valuation  of  Internet  stocks? 

Very  overvalued  24%  Somewhat  undervalued. .  .7*/< 

Somewhat  overvalued. .  .24%  Very  undervalued  3*/< 

Fairly  valued  26%  Don't  know  16°/. 


FUTURE  IMPERFECT 

Compared  with  this  past  year,  do  you  believe  that  next  year  the 
stock  market  will  be... 

Less  volatile  16%  More  volatile  26"/, 

About  as  volatile  as    Don't  know  2°/, 

this  year  56% 


MAKE  THE  CALL 

In  general,  how  do  you  buy  and  sell  stocks?  (multiple 
responses  allowed) 

By  phone  51%  Through  my  employer  137. 

On  the  Internet  11%  Other  77 

In  person  267o  Don't  know  17 


EDITED  BY  KEITH  H.  HAMMONDS 


This  survey  of  1,005  adults,  including  343  stock  investors,  wa: 
conducted  Dec.  9-13,  1998,  for  business  week  by  Louis  Harri; 
&  Associates  Inc.  For  complete  results  of  this  poll,  go  to 
www.businessweek.com  or  America  Online,  Keyword:  BW 


*The  1997  question  referred  specifically  to  events  in  Asia. 


I 


106  BUSINESS  WEEK  /  DECEMBER  28,  1998 


j've  taken  precautions.  Your  data  s 
)tected.  Absolutely.  You  sure? 


i 


(I 


J. 


;j  toij  armatioii  Risk  Management  can  identify  possible  risk  to  your  company's  most 
'tiabie  asset:  information.  After  all,  hackers  don't  appear  on  security  cameras. 

g_by  KPMG  Peat  Marwick  llp,  the  U.S  member  firm  of  K.PMG  international. 


It  s  time  for  clarity.  | 


STRATEGIES  FOR  STOCKS 


BANKING  AND  FINANCE 


BORING  IS  IN' 

When  investing  in  financial  services,  it's  best  to  play  it  safe 


Forget  about  global  financial  su- 
permarkets. Don't  bother  with 
rocket-scientist  dealers  in  deiiv- 
atives.  Avoid  Master-of-the-Uni- 
verse  traders.  In  the  topsy-turvy 
world  of  financial  sei^vices,  the  mle  of 
thumb  for  investor's  is  to  play  it  safe. 
"Boring  is  in,"  says  Michael  L. 
Mayo,  a  bank  analyst  at  Credit 
Suisse  First  Boston.  "You  are  not 
looking  to  hit  a  home  nan  in  this 
environment." 

Caution  is  the  watchword — be- 
cause so  much  could  go  wrong, 
(jlobal  banks  and  brokerages  are 
still  grappling  with  tuiTnoil  in  the 
markets — as  demonstrated  by  J.  P. 
Morgan  &  Co.'s  announcement  that 
it  would  not  meet  fourth-quarter 
earnings  expectations.  Domestic 
banks  could  see  profits  sciueezed  by 
lower  interest  rates.  And  difficul- 
ties in  adapting  computers  to  over- 
come the  Year  2000  bug  could  erode 
earnings  and  disiupt  merger  plans. 
LAGGING  BEHIND.  Some  analysts  sim- 
ply suggest  investing  in  some- 
thing else.  Bank  stocks,  after 
all,  trailed  the  ovei'all  market 


PICKING  YOUR  SPOTS 


PRICE     P-E  COMMENTS 


Salomon  Smith  Barney  analyst  Thoi 
O'Donnell  says  falling  interest  ra 
ai'e  boosting  volumes  at  the  gses,  w 
upheaval  in  the  market  for  mortga 
backed  securities  lets  Fannie  i 
Freddie  buy  new  mortgages  at  L 
er  prices. 

RUNNING  FOR  COVER.  James 
Schmidt,  John  Hancock  Finanj 
Industries  Fund  manager,  si 
opportunity  in  the  wave  of  ins| 
ance  companies  going  pui 
through  demutualizations. 
Mkes  Reinsurance  Group  of 
ica  Inc.,  reckoning  that  as 
life  insurers  sell  shares,  they 
reduce  then-  risks  by  buying  n 
surance.  Brown  Brothers  H 
man  &  Co.  analyst  Raphael  So: 
suggests  simply  following  the 
ey  by  investing  in  U.  S.  Trust  Co 
a  pinvate  bank  that  manages  fu 
for  wealthy  Americans. 
Given  the  international  uncerts 
ties,  there  is  less  enthusiasm  for  ba; 
and  brokerages  with  global  reach.  ] 
some  analysts  say  the 
banks  are  worth  a  look  ba 
on  their-  price-earnings 


in  1998  and  could  do  so  again.    tios — wliich  are  low  compa 


"I  think  they  are  going  to  be 
huge  under-perfoi'mers,"  says 
Charles  W.  Peabody,  a  liank 
analyst  at  Mitchell  Securities 


AMERICAN  EXPRESS 

(AXP) 


911^     17     A  safer  card  company  that 
rakes  in  fees 


FANNIE  MAE 


67^/     18.5  Market  turmoil  is  boosting 


Still,  some  investors  see  safe-     ™  l'"'^.'!'! _  _  12 


with  the  mai'ket,  if  not 
historical  standards.  Ch. 
Manhattan  Cor'p.,  for  exf 
pie,  has  been  tr-ading  at  ab 


trmes  ear-nmgs. 


haven  opportunities — usually 
in  fee-earning  businesses  that 
benefit  fr'om  the  still  relative- 
ly r'obust  U.  S.  economy. 

The  trick  is  picking  your 
spots:  finding  situations  rather- 
than  sectors.  At  Davis  Finan- 
cial Fund,  for  example,  the 
top  pick  is  American  Expr-ess 


FIRST  UNION 

(FTU) 


60 


14 


Investor's  who  avoid  f 
eigTi  entanglements  by  b 
ing  domestic  banks  could  i 
,   „    .  ,      into  another  pr-oblem:  lo\ 
i^sjC)  '^313ges  ™niy_for_ttierich_     -^^^^^.^^^  ^.^^^^  ^he  difficu 

REINSURANCE  GROUP      67M     20     Demutualization  could  tielp 
OF  AMERICA  (RGA)  this  life  reinsurer 


U.S.  TRUST 


High-tech,  all-American, 
and  ready  to  grow 

M'A     19     A  play  on  affluence — it 


CHASE 


11.5  Foreign  exposure  is  a  worry, 


for-  banks  is  that  then-  dep- 
r*ates  ar-e  so  low  that  tl 
may  not  be  able  to  push  th 
down  much  more.  The  res 


Co.,  says  Kenneth  Charles     "A^ " AnAN_ '  but  some  smell  a  bargain ^^^^  ^^^j^^^^  f^^^.  ^ 


Feinberg,  co-manager  of  the 
fund's  portfolio.  Feinberg  says  the  ap- 
peal of  AmEx  is  that  it  benefits  from 
the  U.  S.  pr-opensity  to  pay  with  plastic. 
But  it  makes  money  fr-om  membership 
fees  and  transaction  char-ges  rather 
than  ft-om  risky  lending  on  cards.  "The 
key  point  is  American  Express  has  a 


DATA  BUSINESSWEEK 

consistent  ear-nings  str-eam,"  Feinber-g 
says. 

Shelter  li-om  the  stor-m  also  under-lies 
the  allure  of  Fannie  Mae  and  Fr-eddie 
Mac,  the  giant  govemment-sponsor-ed 
enterprises  (gses)  that  buy  mortgages 
and  package  some  of  them  as  securities. 


banks'  cost  of  funds  could 
main  steady  while  their  retur-ns 
loans  fall.  Nonetheless,  Mayo  recc 
mends  First  Union  Corp.  as  a  way 
preserve  your  capital,  at  least.  I" 
ver-y  exciting — but  that's  the  point: 
could  be  that  kind  of  year. 

By  Gary  Silverman  in  New  Y( 


★  STEADY  STREAM  American  Express  benefits  from  the  U.S.  propensity  to  pay  with  plastic.  However, 
it  makes  money  from  membership  fees  and  transaction  charges  rather  than  risky  lending. 


108  BUSINESS  WEEK  /  DECEMBER  28,  1998 


At  DataWorks,  we  design  ERP  systems  that  fit  the  way  you  see  the  world.  We've  made 
understanding  the  real-life  business  processes  of  mid-range  manufacturing  our  life's  work.  And 
that  commitment  shows  in  products  that  are  powerful,  yet  flexible  and  easy  to  use.  Without 
compromise,  we  help  you  control  everything  that's  vital  to  your  enterprise  materials, 
information,  money.  Microsoft  technology  ensures  low  cost  of  ownership,       'e  guaranteed 
low  implementation  fees  speed  your  return  on  investment.  Look  to  the  lead;    in  mid-range 


ERP  solutions.  Call  DataWorks  at  1-800-413-2797. 


I  n  f  0  r  m  a  t  : 


3  t    its  best 


©1998  DataWorks  Corporation.  TSG6322 


www.datawf 


com 


STRATEGIES  FOR  STOCKS 


TECHNOLOGY 


TECH  STOCKS:  WILD,  WOOLII 
-AND  PROFITABLE  IN  '99? 

While  volatile,  they're  likely  to  outrun  the  herd  once  again 


Technology  stocks  should  have  an- 
other good  year  in  1999,  but 
more  than  ever,  it  will  pay  to  be 
choosy.  Following  the  sector's  re- 
markable bounceback,  there  are  few 
ti"ue  bargains  left.  After  swooning  in 
late  summei-  and  early  fall,  the  Pacific 
Stock  Exchange  Tech  Index  climbed 
44%  from  its  Oct.  8  low  through  Dec. 
14.  For  the  yeai'  to  date,  it  was  up 
38%,  more  than  double  the  18%  gain  in 
the  Standard  &  Poor's  500-stock  index. 

For  long-temi  players  in  particular, 
tech  stocks  are  good  to  own  because 


the  sector,  although  volatile,  tends  to 
outpace  the  rest  of  the  economy.  And 
the  last  few  years  have  made  tech 
seem  like  a  no-brainer.  Since  tech 
stocks  bottomed  in  June,  1994,  the  pse 
Tech  Index  is  up  270%.  vs.  158%  for 
the  s&p  rm. 

The  good  news  should  continue  in 
1999.  Fii-st  Call  Coip.'s  consensus  ana- 
lyst estimate  for  gi-owth  in  1999  tech 
profits  is  30%'.  Stock  analysts'  earnings 
estimates  ai'e  notoriously  optimistic  and 
may  well  be  too  high,  considering  that 
the  U.  S.  economy's  growth  is  expected 


to  slow  down  in  the  coming  yeai 
the  analysts  are  probably  riglu 
tech  companies  will  do  better  tharj 
ers.  "Tech  stocks  have  the  stro: 
outlook  of  any  industiy  next  year,'' 
one  such  bull,  John  W.  Ballen,  chil 
vestment  officer  at  MFS  Invest' 
Management  in  Boston. 

Key  parts  of  techland  are 
all  cylinders.  An  explosion  of  electi 
commerce  is  driving  a  powerful  h 
net  and  telecommunications  boom, 
gets  such  as  digital  cameras  and 
Coi-p.'s  Palm  computers  are  flyii 
the  shelves.  And  with  the  inve: 
glut  of  pereonal  computere  now  pa 
prices  are  stabilizing.  That  is  boc  "^j 
profits  of  PC  makers  along  with  a 
swath  of  companies  that  rely  on 
companies'  success,  such  as  disk- 
makers. 

TWILIGHT  ZONE.  Tliat's  not  to  say, 
ever,  that  all  is  w^ell.  Prices  of 
popular  tech  stocks,  including  IBI 
Intel  Coi"p.,  are  at  sky-high  lev( 
slowdown  m  the  growth  of  a 
spending  could  hurt  the  tech  s 
Many  experts  expect  a  shakeo 
pure  Net  plays  such  as  eBay,  Ys 
and  Amazon.com  because  their  \ 
tions  are  in  the  twilight  zone.  ¥ 
Lynch  &  Co.  analyst  Thomas  P.  K 
says  semiconductor  stocks  are 
heated  and  warns  investors  to 
all  but  a  handful  of  niche  chip  s 
going  into  1999. 

While  the  Yeai-  2000  bug  shoulc 
duce  strong  consulting  revenues, 
it  Suisse  First  Boston  software 
lyst  Esther  R.  Schreiber  thinks  i 
depress  softwai-e  sales.  "Tlie  pani( 
ton  will  go  off'  in  the  second  h 
1999  when  companies  stop  buying 
ware  and  focus  on  making  sure 
existing  softw^are  woi-ks  througl 
new  millennium,  she  believes.  As 
suit,  Schreiber  recommends  onb 
stock — Microsoft  Corp. — because 
thinks  it  will  sidestep  the  Y2K  lul 


rii 


BEST  BET 


★  LEADERSHIP  THEME  Focus  on  companies  that  are  likely  to  do  well  in  a  slowing  economy  or  are  th 
top  players  in  their  industry.  These  characteristics  may  be  more  important  than  a  company's  current  earning; 
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Making  the  right 
lices  is  critical,  be- 
ise  a  rising  tide 
;s  not  lift  all  ships 
the  vast  high-tech 

Through  Nov.  30, 
i  top  tech  mutual 
d  was  up  70.5%, 
ile  investors  lost 
ney  in  the  worst 
former,  vrith  a  neg- 
re  17.4%  return,  ac- 
ding  to  Momingstar 
.  One  reason:  This 
;t  year,  investors 
jstepped  many  fast- 
iwing  tech  compa- 
3  just  because  they 
"e  small.  But  Ballen 
iks  that  small-cap 
h  stocks  may  gain 
le  groimd  on  large- 
is  in  1999,  given 
t  the  divergence  in 

valuations  of  lai'ge 

small  stocks  is 
Dng  the  largest  in 
;ory. 

Phe  pros  are  focus- 
on  companies  that 

likely  to  do  well  in   

owing  economy  or  have  a  leadersMp 
i  in  a  particular  market.  "The  trick 
f  is  to  find  companies  that  vrill  suc- 
d  m  their  niche  and  that  trade  at 
sonable  valuations,"  says  Paul 
erstone,  technology  analyst  at  State 
eet  Research  Investment  Sei-vices 
.  in  Boston.  His  top  choice  is  Ca- 
ce  Design  Systems  Inc.,  which  helps 
iistrial  companies  adapt  chip  tech- 
)gy  to  their  products.  Saperstone 
s  Cadence's  profits  will  gi-ow  about 
'i  annually  over  the  next  few  years, 
a  recent  price-earnings  multiple  of 
ut  18  times  estimated  1999  earn- 
3,  it's  a  steal,  he  says. 
ZYING  P-E.  Higher 
lations  aren't  scar- 
away  all  investors. 


y  is  perceived  as  a 
•ket  leader  One  ex- 
isive  stock  many 
s  like  is  America 
ine  Inc.  At  a  mid- 
:ember  price  of  $89 
lare,  aol  was  sell- 


FOR  THE  RECORD 


Paul  T.  Cook  is  co-manager  of  Munder  NetNet  fund,  which  invests  in 
Internet  stocks.  Through  Dec.  1 1,  his  fund  was  up  74%.  His  views: 


ON  HOW  TO  niL  WHETHER  A  TECH 
STOCK  IS  A  GOOD  VALUE:  There  s  no  rule 
of  thumb,  but  one  place  to  look  is  intra- 
industry  comparisons  of  price-to-earn- 
ings  or  price-to-sales  ratios. 
Look  for  companies  that  sell 
at  a  discount  to  their  peers 
and  have  strong  balance 
sheets. 

ON  HIS  FAVORITE  SECTOR:  I 

like  the  telecommunications 
industry  and  competitive 
local  exchange  carriers.  The 
pace  of  the  Internet  buildout 
will  quicken  next  year,  and 
they'll  benefit.  Cable  modem 


manufacturers  are  a  good  place  to  look.  I 
like  software  security  companies  and 
online  fmancial  services  companies, 
mcluding  E*Trade,  Schwab,  and  Intuit. 


ON  WHAT  TO  AVOID:  We  like 
Internet  companies  such  as 
Amazon.com  and  Yahoo!,  but 
not  as  an  investment  right 
now.  They're  too  expensive. 

ON  THE  LIKELIHOOD  OF  A 
CORRECTION:  This  mdustry  is 
not  for  the  squeamish.  I  ex- 
pect a  shakeout  in  some  Inter- 
net stocks  next  year,  specifi- 
cally the  portal  companies. 


"I  expect  a  shakeout  in  some 
Internet  stocks  next  rear'' 


stock  unless  they  beKeved  in  the  story." 
And  he  does  beheve  it.  "They  have  a 
real  opportunity  to  become  a  staple  of 
the  Internet,  if  they  aren't  already," 
he  says. 

A  similar  leadership  theme  is  used 
to  justify  investments  in  two  expen- 
sive big-cap  names  by  the  co-managers 
of  Dreyfus'  Technology  Growth  fund. 
Mai-k  Herskovitz  and  Richard  D.  Wall- 
man  like  Cisco  Systems  Inc.  and  Lu- 
cent Technologies  Inc.  because  they're 
the  top  players  in  their  industries.  Cis- 
co is  so  dominant  in  networking  that 
"it's  one  of  thi-ee  or  four  tech  stocks  to 
buy  and  hold  for  a  long  time  and  ig- 


at  a  dizzying  159 
es  expected  earn- 
i  for  the  year  end- 
in  June,  1999.  Paul 
Cook,  co-manager 
the  Birmingham 
ch.)-based  Munder 
,Net  fund,  says  the 
:e  is  so  high  that 
j^jtllf'  body  in  their  right 
id  would  buy  this 


TOP  TECH  PICKS 

COMPANY 

PRICE 

P/E* 

COMMENT 

AOL  (AOL) 

89 

159 

Internet  leader  will  grow 
stronger  with  Netscape 

MICROSOFT  (iviSFT) 

127% 

55 

The  strong  will  get  stronger, 
barring  a  federal  breakup 

LUCENT 

TECHNOLOGIES  (lu) 

m 

45 

Major  beneficiary  of  Internet 
bandwidth  buildout  should 
weather  economic  slowdown 

ADVANCED  MICRO 
DEVICES  (AMD) 

30 

Growth  of  low-cost  PC  market 
will  accelerate  earnings 

CISCO  SYSTEMS 

(CSCO) 

m> 

55 

Networking  leader  will  continue 
to  pummel  competition 

MCl-WORLDCOM 

(WCOIVI) 

62M6 

32 

Ability  to  deliver  voice  and  data 
over  the  internet  makes  it  a 
powerful  competitor 

*  1999  earnings 

DATA  ZACKS  INVESTMENT  RESEARCH 

nore  its  valuation," 
says  Wallman.  Her- 
skovitz says  Lucent, 
benefiting  from  its 
role  in  building  the 
Internet  infrastruc- 
ture, will  prosper 
even  if  the  economy 
slows,  making  the 
stock  well  worth  its 
multiple  of  45  times 
earnings  for  the  year 
ending  September, 
1999. 

Kurlak  favors  an- 
other beneficiary  of 
the  PC  industry  re- 
bound: Advanced  Mi- 
cro Devices  Inc. 
Kurlak  expects  strong 
demand  for  AMD's 
Pentium-busting  K6-2 
chip  to  boost  profits 
to  $1.55  a  share  in 
1999,  from  a  loss  this 
year.  That  would  give 
the  company  a  1999  p- 
e  multiple  of  19.  Other 
analysts  expect  earn- 
ings of  only  about  95<2 
share  next  year, 
making  for  a  p-e  multiple  of  about 
30. 

TAKEOVER  CANDIDATE.  Ballen's  fa- 
vorites include  top  names  in  software 
and  networking.  He  hkes  Oracle,  Com- 
puter Associates  International,  Cisco, 
and  Ascend  Communications — long-ru- 
mored to  be  a  candidate  for  takeover 
by  Lucent.  "The  world  is  going  toward 
standardization,  and  these  companies 
are  all  leaders"  worth  buying  even  at 
current  valuations,  he  says. 

All  these  tech  companies  trade  at 
high  p-e  multiples  compared  with  the 
broader  market.  But  if  you're  looking 
for  an  easy  way  to  tell  if  a  tech  stock  is 
overvalued,  good  luck. 
Ti'aditional  measures 
such  as  price-to-eam- 


ratios  are  sometimes 
taking  a  back  seat  to 
other  concerns,  such  as 
a  company's  overall  in- 
dustry status.  That 
means  high  prices  and 
huge  price  swings  will 
continue  to  be  the 
noi-m.  Still,  if  you  want 
a  good  shot  at  outper- 
forming the  broader 
market — and  are 
blessed  with  an  iron 
stomach — high  tech  re- 
mains the  place  to  be 
in  1999. 

By  Geoffrey  Smith 
in  Boston 
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HELPS  PREVENT  WHJikLASH  IN  HERE, 


,ts  revolutionary  Whiplash  Protectior,  System  offers  a  new  standard  of  neck  and  baclc  ^afe^r  in  rear- 
Sore  necks,  however,  may  be  caused  by  the  beauty  of  its  passing  form.  So  please,  stare  safely. 

t19W  voT«ok.i  o.  Hcrth  Am«ric..  Inc.  Always  remember  to  wear  your  seit  be.t.  www.volVOCars.com  or  1-800-550.5658 


STRATEGIES  FOR  STOCKS 


SAFE  HAVENS 


THE  BEST  OFFENSE . . . 

Some  stocks  don't  depend  on  a  strong  economy-and  may  even  gain  in  a  downturn 


I 


"t's  mid-1999,  and  the  market  tanks. 
Are  you  ready?  If  you're  seek- 
ing stocks  to  weather  any 
.storm,  don't  be  surprised 
if  youi"  choices  are  painfully 
limited.  Equities  at  bargain 
prices  are  about  as  easy 
to  find  as  liquidity  in 
Russia. 

It  wasn't  long  ago 
that  utilities  were  ob- 
vious choices:  They 
were  cheap  and  pro- 
vided a  steady  flow 
of  cash  dividends. 
But  deregTilation  has 
taken  those  boring 
utilities   and  given 
them    sex  appeal. 
They  are  no  longer 
cheap. 

So  where  should  one 
look?  The  answer  is  in 
stocks  that  make  the 
best  of  a  bad  situation. 
These  ai-e  what  the  pros 
call  safe  haven  or  defen- 
sive   stocks — companies 
whose  success  is  not  depen- 
dent on  underlying  economic 
conditions.  Sean  N.  McDaniel  and 
Cappy  R.  McGarr,  partners  at  McGhit 
Capital     Management,  a 
hedge  fund  based  in  Dallas, 
look  for  stocks  that  will  out- 
perform the  market  even  in 
a  market  downturn.  Typical 
defensive   candidates  are 
products  such  as  food,  ra- 
zors, or  soft  drinks  with 
strong  brand  names.  "You 
want  to  find  things  people 
will  need  if  the  world  falls 
apart  tomorrov/,"  McGarr 
says. 

KILLER  WEED  KILLER.  TwO  of 

the  firm's  toj)  defensive  chon  tis  are 
Monsanto  Co.  and  Playtex  Pruducts 
Inc.  Feminine  care  products,  which 
make  up  30%  of  Playtex'  overall  rev- 
enues, are  in  demand  no  matter  what 
the  state  of  the  economy.  The  compa- 
ny's other  divisions,  infant  care  and 


SAFE  HAVENS  FOR  THE  SAVVY 


PRICE 

HIGH 

LOW 

P/E 

MONSANTO  (MTC) 

33X 

44 

PLAYTEX  (PYX) 

m 

m 

9K 

27 

GENENTECH  (GNE) 

70'X 

58 

54 

PLAINS  ALL  AMERICAN  (PAA) 

20^6 

19% 

12 

IMAX  (IMAXF) 

281^ 

29X6 

17 

32 

INTERNATIONAL  SPEEDWAY  (ISCA) 

m 

37% 

23 

36X 

DATA  BUSINESSWEEK 

suncare,  are  also  stable  gi'owers.  And 
vdth  Playtex  in  a  buying  mood, 
McDaniel  expects  earnings  to  increase 
25%  for  1999. 

As  for  Monsanto,  its  two  biggest 
businesses  are  drugs  and  agiicultural 
products.  "In  a  recession,  I  don't  know 


if  people  will  want  to  buy  Pentu 
chips,  but  I  figure  people  will  s 
need  medicine  and  need  to  ejfci^ 
says  McDaniel. 

Monsanto's  agricultu 
products  include  strains 
seeds   to    improve  ci 
yields,  as  well  as 
world's    leading  W' 
killer,  RoundUp.  Produ 
like  that  are  a  necess 
for  more  efficient  fart- 
ing, which  becomes  i- 
pecially  important  d' 
ing    times  of 
commodity  prices 
McGaiT.  On  the  ph; 
ceutical  side,  Monsam 
newest  drug  is  cal 
Celebrex,  which  just 
ceived  Fedei*al  Drug 
ministration  approval 
treating  arthritic  p 
"The  phaiTnaceutical  s 
of  Monsanto  has  the 
cash  flow  and  earnii 
growth  potential  of  any  di 
company,"  says  McGarr,  v 
expects  the  stock  to  reach 
next  year. 
SAVING  GRACE.  Drug  stocks, 
fact,  are  traditional  defensive  pla 
Bear,  Stearns  &  Co.  Ser 
Managing  Director  Rob 
S.  Reitzes,  a  co-managei 
the  company's  hedge  fu 
New  Castle  Partners, 
his  best  defensive  pick 
Genentech  Inc.,  a  biot 
company  with  a  novel  t 
The  $2  billion  market 
company  offers  excell 
drugs,  according  to  Reit; 
including  Herceptin,  a  Ij 
stage  breast  cancer  d 
that  prolongs  a  patient's 
The  drug  just  recently  received  1 
approval. 

But  the  main  reason  Reitzes  lo 
this  stock  as  a  defensive  play  is  t 
Roche  Holding,  which  currently  c 
over  half  of  Genentech's  shares, 
the  right  to  buy  the  remainder  of 


*  HOT  STUFF  Food  stocks  are  likely  to  beat  the  market  during  a  slowdown — and  Mexican  food  chains  an 
especially  good  bets.  Says  one  analyst:  "Salsa  and  hot  sauce  are  replacing  ketchup  as  the  condiment  of  choicei 
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It  takes  The  BEST  of  AMERICA',  from  Nationwide 
Financial  Services.  We'll  help  you  augment  your  401(l<) 
plan  with  a  wide  variety  of  tax-deferred  variable 
annuity  and  life  insurance  products,  with  investment 
options  managed  by  some  of  the  most  trusted  fund 
managers  in  the  industry.  Whichever  product  you  choose, 
The  BEST  of  AMERICA  can  help  you  stay  on  track  toward 
a  more  secure  financial  future.  For  more  information 
on  The  BEST  of  AMERICA  retirement  products,  call 
1-800-BEST-481,  contact  your  investment  professional 
or  visit  our  web   site  at  www.bestofamerica.com 


American  Centur/  Investments 
Dreyfus 

Federated  Investors 
Fidelity  Investments" 
J.  P.  Morgan 

Morgan  Stanley  Asset  Management  Inc. 
Nationwide  Advisory  Services,  Inc. 
Neuberger&Berman  iVIanagement  inc. 
OppenheimerFunds,  Inc. 
Salomon  Brothers  Asset  Management 
Strong  Funds 

United  Asset  Management  ' 
Van  Eck  Global 
Warburg  Pincus 
^  ★  4 

*  BEST 

*  AMERICA 
*  *  ♦ 

FROM  NATIONWIDE  FINANCIW.  SERVICES.  INC, 


The  BESTof  AMERICA  variable  annuity  and  life  insurance  products  are  underwritten  by  Nationwide  Life  Insurance 
Company  or  Nationwide  Life  and  Annuity  Insurance  Company.  For  more  information,  including  charges  and  expenses,  you  may 

obtain  a  prospectus  from  a  registered  representative  or  write  Nationwide  Life  Insurance  Company,  P.O.Box  16609,  Columbus,  OH 
43216.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Withdrawals  made  prior  to  age  59  1/2  may  be  subject  tea 
10%  federal  tax  penalty.  The  general  distributor  for  The  BESTof  AM  ERICA  products  is  Nationwide  Advisory  Services,  inc.  (NAS), 
Member  NASD,  Columbus,  OH,  a  subsidiary  of  Nationwide  Life  Insurance  Company.  Nationwide  Life  is  a  subsidiary  of  Nationwide 
Financial  Services,  Inc.  Nationwide  and  Nationwide  Insurance  Enterprise  are  federally  registered  service  marks  of  Nationwide  Mutual 
Insurance  Company. The  BEST  of  AMERICA  is  a  federally  registered  service  mark  of  Nationwide  Life  Insurance  Company, The  underlying 
fund  options  described  above  are  only  available  as  investment  options  in  variable  life  insurance  policies  or  variable  annuity  contracts  by 
life  insurance  companies.  They  are  NOT  offered,  or  made  available,  to  the  general  public  directly.  ©1998.  G-9249A  (8/98) 


shares  on  June  30,  1999.  at  82'/.  The 
stock  cuirently  trades  at  $70  a  shai'e.  If 
Roche  decHnes  to  go  through  with  the 
purchase,  there's  a  saving  gi-ace  to  the 
investor:  Should  Genentech  fall  to  60, 
Roche  is  obligated  to  buy  the  remain- 
der of  the  outstanding  shares,  giving 
modest  dovraside  risk  to  the  owners  of 
this  stock,  says  Reitzes. 

Bait  Blout,  a  portfolio  manager  with 
Sawtooth  Cajjital  man- 
agement, a  Santa 
Monica  (Calif.)  hedge 
fund,  says  he's  always 
on  the  lookout  for  de- 
fensive stocks  because 
as  a  small-cap  money 
manager  who  takes 
big  positions,  "Once  I 
get  in  a  room  with 
fire,  there's  no  exits." 

Wliile  McGaiT  Capi- 
tal looks  at  food  ft-om 
a  wholesale  level, 
Blout  likes  the  retail 
level.  Blout  is  a  big 
fan  of  the  fast-food 
chain  Taco  Cabana. 
The  average  check  is 
only  $5.60.  Cash  flow 
from  operations  for 
1999  should  produce 
about  $1.70  per  share 
in  a  $7  stock.  "A  com- 
pany that  can  gener- 
ate its  own  internal 
cash  is  the  definition 
of  a  defensive  compa- 
ny," says  Blout.  And 
the  chain  has  the  high- 
est unit  volume  of  any 
quick-service  restau- 
rant in  the  U.  S.,  including  McDonald's. 
Taco  Cabana  is  preparing  to  roll  out 
its  franchise  nationwide. 
PEZ  POTENTIAL  Biout  also  beUeves  that 
Mexican  cuisine  will  become  increas- 
ingly popular  "Salsa  and  hot  sauce  are 
replacing  ketchup  as  the  condiment  of 
choice,"  says  Blout.  "As  the  cultures 
of  the  world  come  together,  modern 
quick  service  and  spicy  food  will  be 
the  choice  of  preference.  I  see  McDon- 
ald's' burgers  as  old-fashioned  food." 

Another  safe  harbor  pick  is  The 
Topps  Company  Inc.,  an  old-linn  base- 
ball-trading-card company  with  a  mar- 
ket cap  of  $200  million.  Says  IJlout: 
"This  is  an  industry  that  went  to  hell  in 
a  handbasket.  There's  too  many  en- 
trants, too  much  duplication."  But  with 
new  strategies,  the  company  has  repo- 
sitioned into  the  candy  business,  with 
"tons  of  new  products,"  Blout  says. 

Bazooka  bubblegum  is  one  of  the 
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SAFE  HAVENS 


products  the  company  is  known  for. 
But  it  is  now  launching  lots  of  new 
candy  as  well.  Blout  says  the  company 
can  generate  cash  in  the  neighborhood 
of  10%  to  12%  of  sales.  A  couple  of 
new  candy  products  can  generate  a  lot 
of  money,"  he  says. 

Blout  is  a  big  fan  of  V  j  company's 
candy  diamond  ring.  Likt  ihe  real  rock, 
it  doesn't  cost  much  to  produce,  but  it 


FOR  TH#RECORD 


commands  fat  iirices.  "If  they  keep 
bringing  novelty  [ji-oducts  that  captui-e 
kids'  imagination,  you  get  the  candy 
comi)any  for  a  good  price  and  the  trad- 
ing-card company  for  fi-ee,"  he  says. 

Mark  Strome,  president  of  Strome 
Susskind  &  Co.,  another  Santa  Monica 
hedge  fund,  has  a  defensive  stock  that 
even  his  gTandmother  owns:  Plains  All 
American  Pipeline  LP,  a  $391  million 
mar'ket-cap  oil-transportation  company. 
Part  of  its  appeal  is  its  structiu'e:  It  is 
a  master  limited  partnership  that  acts 
like  a  real  estate  investment  trust, 
which  means  it  pays  out  95%  of  its  in- 
come in  tax-deferrable  dividends.  Its 
cuiTent  yield  is  9y<% — more  like  12%-, 
since  the  majority  of  the  dividend  is 
tax-defeired. 

Plains  All  American,  which  trans- 
ports oil  from  California  to  Oklahoma, 
has  no  competition  on  its  routes  and  is 
not  sensitive  to  the  price  of  crude  oil. 


■■HBi^HHHIl 
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"Plus,  there's  big  upside  potential  « 
the  stock,  because  the  company  <j 
buy  assets  that  will  be  sold  off  in  .| 
oil  mergers,  like  with  Exxon  Coo 
and  Mobil  Corp.,"  says  Strome.  Thu. 
purchases  can  instantly  accrete  • 
Plains  All  American  because  uf 
nontaxpaying  stnictui'e.  The  yield 
tributions  are  expected  to  grow 
about  10%  a  year.  "Plus,  this  is 
best-managed  com 
ny  on  the  face  of 
earth,"  says  Strom 
CARS  AND  FLICKS. 
Scovin,  an  entert; 
ment  analyst 
Ladenberg,  Thalm 
&  Co.  in  New  Yorl 
a  big  believer  in  st( 
car  racing  as  a  de: 
sive  play,  because 
sport's  fans  are  Ic 
regardless  of  econo 
conditions.  NAS( 
sports  racing  has 
come  one  of  the  n 
popular  televi 
sports.  Throw  in  1 
barriers   to  entr 
meaning  it's  diffi 
to  build  new  trs 
near  major  metroj 
tan    areas — and 
mai'gins,  and  you  I 
a  compelling  story, 
ternational  Speed' 
Corp.  and  Speed' 
Motorsports  Inc. 
two  companies  wl 
Scovin  expects  15^ 
20%'  growth  in  : 
enues  and  earn 
over  the  next  few  years. 

If  all  else  fails,  there's  always 
movies:  3-D  movies,  to  be  specific.  I 
Corp.,  a  Canadian  company,  is  the  r 
er  of  movie  screens  and  projectors 
IMAX  films.  Imax,  which  developed 
concept  of  3-D  movies  on  large  scr 
more  than  two  decades  ago,  h 
movie  houses  constmct  specialized 
atere.  Fueling  the  gi-owth  is  a  new 
eration  of  imax  movies  that  are  r 
character-  and  plot-driven. 

"As  more  imax  movies  are  d( 
oped  with  more  popular  content, 
will  create  more  of  a  buzz  in  the 
tertainment  world,"  says  Scovin. 

IMAX  has  another  plus:  If  the  m£ 
really  does  tank  next  year,  plent 
people  may  go  to  the  movies  to  fc 
their  battered  portfolios.  If  that  do 
appease  their  soitows,  at  least  tl 
be  crying  in  the  dark. 

By  Debra  Sparks  in  New 


Sean  N.  McDaniel  &  Cappy     McGarr  are  partners  at  McGarr  Capital 
Management,  a  Dallas  hedge  fund.  The  $200  million  fund  specializes  in 
taking  large  positions  in  mid-  to  large-cap  equity  securities. 


ON  LOOKING  FOR  SAFE  HAVEN  STOCKS 

"You've  got  to  examine  a  company's 
valuation  relative  to  its  growth 
prospects  more  closely  in  a  volatile 
market  environment.  Even 
more  important  is  man- 
agements' track  record  of 
delivering  on  its  promises, 
because  that's  all  you  can 
count  on  when  markets 
start  to  turn  downward." 

ON  WHY  GASH  FLOW  IS 
IMPORTANT:  "Cash  flow  is 
extremely  important  in  bad 
times.  If  a  company  can 
generate  enough  cash  to 


finance  its  own  growth  internally,  it  will 
have  a  big  advantage  over  competitors 
in  any  credit  crunch." 


ON  VALUATIONS:  "Some 

defensive  stocks,  like 
drugs,  typically  sell  at  pre- 
miums to  the  market,  due 
to  their  reliable  earnings 
growth.  You  still  can  find 
cheap  defensive  stocks. 
But  because  defensive 
stocks  typically  outperform 
in  volatile  makets,  it  is 
important  to  get  in  early. 
Still,  there  are  bargains  out 
there  if  you  look  hard." 


Cash  flow  is  extremely 
important  in  had  times'' 


\  16  BUSINESS  WEEK  /  DECEMBER  28.  1998 


moving  performance. 


/ Muskets  fire.  Students  battle  for  their  lives  at  the 
barricades.  And  the  world  spins  as  the  stage  turns  to  reveal 
new  perspectives  on  the  action.  '^^^  Scenic  Technologies  helps 
Broadway  hits  like  Les  Miserables  enthrall  theatergoers 
with  spectacle  as  well  as  sound.  1^^^^  And  from  hovering 
helicopters  in  Miss  Saigon  to  crashing  chandeliers  in 
The   Phantom  of   the  Opera,   it's  Rockwell  automation  that 

V 

moves  the    scenery   as    well   as    the    audience.  Just  as 

Rockwell     solutions     help     many     other     businesses  get 

top    billing    in    their    industries.  Whether    it's  the 

f 

automation  systems  that  control  every  aspect  of  a  car 
factory.  The  call  center  technology  that  lets  an  order 
department  handle  hundreds  of  thousands  of  requests  a 
day.  Or    the    avior/ics    that    help    nearly    every  major 

airline   navigate  and  communicate.    '^^^^^  Dramatic  answers 


for  companies  in  motion.  Z.^\  Because  whatever  your  business, 
the  bottom  line   is   this.  ^ou  succeed.     We  succeed.'" 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 
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First  Union  Banics  on 
Success  with  SAS® 
Customer  Relationship 
i\/ianagement  Solution 

First  Union  Corporation  faced  a  serious  challenge.  Nowhere 
in  the  corporate  structure  of  the  North  Carolina-based 
hnancial  services  provider  was  there  a  total  view  of  the 
customer.  So  there  was  no  way  company  officials  could 
tell— at  a  glance— what  accounts  customers  held,  what  their 
transactions  history  was,  what  urgent  and  long-term  needs 
they  might  have. 

For  First  Union,  a  bank  holding  company  with  more  than 
16  million  retail  and  corporate  customers  and  assets  of 
$1S7  billion,  this  situation  was  a  matter  of  intense  and 
immediate  concern. 

In  the  increasingly  competitive  financial  services  industry,  a 
loyal  and  growing  customer  base  is  the  gold  reserve  upon 
which  an  institution's  entire  financial  future  depends. 
"We  knew  that  companies  that  could  not  find  ways  to  speak 
more  directly  to  their  customers'  individual  needs  would  be 
left  behind,"  notes  Geoff  Abies,  vice  president  of  Targeted 
Marketing  at  First  Union.  "We  didn't  want  First  LJnion  to 
be  one  of  them." 

From  Product-Centric  to 
Customer-Centric 

To  address  this  challenge.  First  Union  took  some  bold  steps 
into  the  technolrjgy-enabled  'next  generation'  of  customer 
service— Customer  Relationsliip  Management  (CRM ). 

Historically,  banks  have  been  product-centric  organizations, 
focused  on  pushing  a  'product  of  the  day'  to  all  customers- 
regardless  of  their  individual  needs— because  some 
centralized  management  system  declared  the  product  most 
beneficial  to  the  corporation.  With  a  CRM  orientation, 
banks  become  customer-centric  institutions  that  deliver 
personalized  financial  products  and  services  of  most  benefit 
to  individual  customers 

Lest  one  think  (^RM  is  just  the  latest  management  fad  with  no 
lasting  bottom-line  payoff,  think  again  Abies  notes  that  the 
u.sc  of  (^RM  technicjues  increa.sed  First  Union's  profitability 
by  .$10  million— in  a  single  month.  .Another  CRM  implemen- 
tation, centered  on  the  company's  bank  branches,  boosted 
customer  response  to  a  recent  product  offering  !  )y  60  percent. 

Results  like  these  make  it  cleur  that  CRM  has  trciiiendous 
potential  to  increase  financial  .service  j:)roviders'  net  earnings 
while  enhancing  customer  satisfaction.  Indeed,  insi.sts  Abies, 
"Customer  Relationship  Manat^ement  may  be  the  most 
important  contributor  to  maintaining  loyal  customer  relation- 
ships—and a  growing  customer  base— over  the  long  term." 


A  Customer  Service  Solution 

To  implement  its  CRIvI-based  strategy,  launched  in  1996  t 
the  company's  "Future  Bank  Initiative, "  First  Union  turne 
the  customer  relationship  management  products  offeree 
SAS  Institute.  A  longtime  global  leader  in  developing  indust 
strength  decision  support  tools,  SAS  Institute  was  also  o 
the  first  companies  to  deliver  customizable,  off-the-s| 
solutions  for  CRM,  data  warehousing,  and  data  mining 


"Fi  it  Union  had  been  using  SAS  software  for  many  y 
a  ■'  id  had  long  been  impressed  witli  the  products'  function; 
and  dependability,  particularly  with  their  ability  to  pro 
the  precise  information  needed  to  shape  intelligent  decisic 
says  Abies.  When  it  came  time  to  choose  a  CRM  solutior 
explains,  SAS  software  "just  made  sense." 

So  far,  First  Union  has  deployed  SAS  CRM  tools  in  mult  i 
contexts— with  uniformly  positive  results.  The  CRM  prod 
have  allowed  the  company  to  do  everything  from  senc  i 
highly  targeted  direct  mail— based  on  customers'  indivic ; 
survey  responses— to  providing  bank  branches 
comprehensive  profiles  on  their  customers.  These  prof 
drawn  from  centralized  company  data  warehouses,  re 
the  most  promising  areas  for  satisfying  each  customer's  indi 
ual  needs— and,  concomitantly,  increasing  branch  revem 

"First  Union  has  invested  millions  of  dollars  in  buildini 
esteemed  financial  services  brand, "  says  Abies.  "By  u  i 
CRM  tools  that  allow  us  to  speak  to  our  customers  in  d 
and  relevant  ways,  we  can  fulfill  the  brand  promts 
delivering  the  very  best  customer  service— and  custo| 
solutions— possible." 


Geoff  Abies,  Vice  President  of  Targeted  Marketing,  First  Union  Corpo 
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at's  why  you  need  the  SAS'  Solution 

ire  your  most  profitable  customers. .  and  vvliv?  How  man\  customers  are  you 
..  and  why?  What  value  do  your  customers  see  in  your  proi  ucts  and  services. .  .or 
3f  your  competitors?  Instead  of  just  storing  your  custc.ner  data,  explore  all  the 
iUties  with  the  SAS  Solution  for  Customer  Relationsiiip  Management. 

only  software  that  integrates  the  full  scope  of  managing  customer  relationships. 

information  at  all  customer  contact  points. .  .tl  icn  analyze  data  to  better  understand 
ler  needs.  Refine  business  strategies  around  your  most  profitable  customers, 
line  hfetime  customer  value.  All  by  just  pomting  and  clicking. 

out  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
r  Solution,  visit  us  at  www.sas.coni/crm 


SAS  Institute  Inc. 

The  Busine-  s  of  Better  Decision  Making 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.  Copyright  ©  1998  by  SAS  Institute  Inc 
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UNDISCOVERED  GEMS 


DIGGING  INDER  THE  SURFACE 

There's  plenty  of  potential  in  companies  too  small  tor  big  investors  to  bother  with 


A 66-year-old  name  in  home  far- 
nishings,  Ethan  Allen  Interiors 
Inc.  bai'ely  rang  a  bell  on  Wall 
Street  a  few  years  back.  The 
retailer  had  a  strong  balance  sheet, 
good  earnings,  and  a  sensible  expan- 
sion plan,  but  its  shai-e  price  was  stuck 
around  SIO.  Few  analysts  covered  the 
stock,  and  none  spied  much  opportu- 
nity. Tlien.  last  yeai-.  eventliing  started 
to  click. 

Earnings  soai'ed.  and  by  last  Mai'ch 
the  stock  topped  66  before  reti'eating  to 
around  40  recently.  So  why 
did  Ethan  Allen  go  unno- 
ticed for  so  long?  In- 
vestors   routinely  get 
blinded     by  glamour 
stocks.  "Today,  it's  the  ro- 
mance of  the  Internet." 
says  CEO  M.  Farooq  Kath 
waii.  Less  exciting  companie; 
meanwMle.  may  be  well  iim 
and  have  close  relationships 
with  customers,  "but  they 
don't  get  recognized." 
PROSPECTS.  A 
sevenfold  gain  in 
any  stock  doesn't 
happen  routine- 
ly.    But  for 
many  investors, 
searching  out 
the  next  Ethan 
Allen  is  what 
makes  stock- 
picking  intrigu- 
ing. It's  a  way 
to    beat  the 
pros  on  a  field 
tilted  in  their 
favor.  Most 
megabuck  port- 
folios ignore 
smaller-company 
stocks,  since  they 
can't  buy  enough 
of  them  to  make  a 
real  peifoiTnance  dif- 
ference. The  upshot: 
less  competition  for  the 
best  small-company  stocks 
at  the  right  prices. 


The  risk  is  always  t'  c  a  stock  ig- 
nored by  Wall  Street  oday  will  still 
be  ignored  tomor-  w.  Ultimately, 
though,  strong  ea'  mgs  are  hard  to 
hide.  With  that  '  mind,  we  searched 
MoiTiingstar  I''  .  s  Principia  Pi'o  data- 
base for  U.  ? .  companies  with  good  re- 
turns on  equity  and  strong  balance 
sheets  yet  Uttle  or  no  WaU  Street  cov- 
erage. We  looked  only  at  companies 
trading  at  .>5  or  more  a  shai-e  and  with 
mai'ket  values  of  S50  million  to  S500 
million  and  returns  on  equity  of  at  least 
lo'7(  in  each  of  the  past  five  yeai*s.  To 
capture  possible  takeovers,  one  way 
small-stock  investoi-s  ai'e  rewai'ded,  we 
nixed  any  company  with  half  or  more 
of  its  shai'es  closely  held. 

We  came  out  with  13  companies, 
fi'om  which  we  settled  on  sLx  with 
the  best  long-temi  gi'owth  prospects 
plus  one  high-di\idend  payer  (table. 


page  122).  Some,  such  as  Electro  Ren 
Corp..  which  rents  PCs  and  testin 
equipment,  may  be  unden-alued.  0th 
ers,  including  "Techne  Coip..  a  medica] 
products  supplier,  may  i-ai-ely  go  cheaj 
AH,  however,  ai'e  well-estabHshed  busi 
nesses  with  solid  prospects. 
HOT  NICHES.  Comaix-o  Inc.,  for  exampl< 
has  at  least  tliree  sources  of  futur 
gi'owth.  unusual  in  a  company  with 
million  in  sales.  Based  in  Yorba  Lii 
da,  Calif.,  Comarco  has  branched  oi 
into  wireless  telecommunications  froi 
its  roots  as  a  pro\ider  of  teclinical  sta 
to  the  government  and  defense  coi 
tractors.  It  has  contracts  in  sever 
states  to  install 
upgrade  roadsic 
.{  emergency  a 

-V  _  boxes, 

^        niche  it  don 
inates.  Tl 
%  company  r 

cently  b 
gan  to  sell 
patented  ui 
versal  pow< 
supply  for  la] 
top  compute: 
and  cell  phone 
Perhaps 
hottest  niche 
selling  measur 
ment  tools  to  tl 
cellulai-  industi 


best 
m 

m 


It 


They  help  tl 
likes  of  BeU  k 
lantic  Cor 
monitor  aud 
quality  ai 
billing  accura( 
"We    see  ne 
yeai-  being  mu 
better  than  tl 
year,"  says  Chi 
Executive  Don 
Bailey,  whose  goal 
25*7^  compou 
growth  in  sales  a 
eaiTiings.  One  early  ( 
marco  investor 
Wanger  Asset  Managemej 
has  a   IB'^f  stake 


Vie  r 

syiie 
^ere. 
rateo 
hie 
P2ris{ 
rMo 
receiv 
^'fe, 


*■  NL  GGETS  OF  GOLD  The  pros  shy  away  from  small-company  stocks  because  they  can't  buy  enough 
shares  .n  them  to  make  a  real  performance  difference-making  for  bargains  among  the  small  fry 
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10  0%  NO 


A  strong  lineup  of  U.S.  stock  funds 
known  for  performance,  quality, 
and  consistency. 


Morningstar  risk-adjusted  performance  ratings 
for  tlie  periods  ended  10/31/98* 


Fund 


Overall      3  yr 


5  yr      10  yr 


Balancedi"  **♦★  ★***  ***  ***♦ 

Blue  Chip  Growth  *****  *****  *****  — 

Capital  Appreciation  ****  ***  ****  **** 

Dividend  Growth  *****  *****  *****  — 

Equity  Income  ****  ***♦  *****  **** 

Equity  Index  500  *****  *****  *****  — 

Growth  &  Income  ****  ****  *♦**  *** 

Growth  Stock  ****  ****  *****  **♦♦ 

Mid-Cap  Growth  ****  ***  ****  — 

New  America  Growth  ****  ***  *♦*  **** 

Personal  Strategy  Growth      ****  ****  —  — 

Value  *****  *****  —  — 


In  more  than  60  years  of  managing 
investments,  we've  tried  to  do  winat's 
best  for  our  clients.  To  us  that  means 
recognizing  the  importance  not  only  of 
returns  but  also  of  risk. 

We're  pleased  that  our  efforts  have  re- 
sulted in  the  Morningstar  ratings  shown 
here.  Currently,  more  than  half  of  the 
rated  funds  in  our  domestic  equity  lineup 
have  earned  four  or  five  stars.  By  com- 
parison, fewer  than  one-third  of  the  funds 
in  Morningstar's  domestic  equity  universe 
received  the  same  ratings.  In  large  mea- 
sure, our  risk-adjusted  performance 


reflects  the  thorough,  fundamental  stock 
analysis  that  backs  every  equity  fund  at 
T.  Rowe  Price,  through  every  market 
environment,  regardless  of  the  fund's 
objectives  or  management  style. 

To  learn  more,  call  today  for  a  free 
investment  kit  on  any  of  our  domestic 
stock  funds.  The  funds,  except  where 
noted,  were  rated  among  2,719;  1,622; 
and  728  domestic  equity  funds  for  the 
3-,  5-,  and  10-year  periods  ended 
10/31/98,  respectively.  Past  perfor- 
mance cannot  guarantee  future  results. 
No  sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-4833 

www.troweprice.com 


Invest  With  Confidence 

TRoweftice 


star  proprietaiT  ratings  rcllect  historical  risk-adiusted  performance  as  of  10/31/98.  These  ratings  may  change  monthly  and  are  calculated  from  the  funds'  3-,  5-,  and  10-year 
inual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  The 
IC  f  the  funds  in  an  investment  category  receive  5  stars,  the  next  22.5%  receive  4,  and  the  next  35%  receive  3.  fPerformance  prior  to  9/1/92  reflects  investment  managers  other 
'1  we  Price. 

nil  irospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  DEyo4525s 


STRATEGIES  FOR  STOCKS 


UNDISCOVERED  GEMS 


plans  to  stick  with  it,  says  portfolio 
manager  Mark  H.  Yost. 

Electro  Rent  hasn't  fared  as  well 
lately.  As  PC  prices  have  plummeted, 
the  Van  Nuys  (Calif.)  company  has  suf- 
fered lower  rental  rates  and  swifter 
depreciation  on  its  inventory,  which 
have  snapped  a  long  string  of  higher 
profits.  In  the  fiscal  year  ended  last 
May,  Electro  Rent  earned  $1.33  a 
share,  ceo  Daniel  Greenberg  says  he'll 
be  happy  this  year  to  net  even  the  90<^ 
a  share  estimated  by  T.  Rowe  Price 
portfolio  manager  Preston  G.  Athey,  a 
longtime  Electro  Rent  holder.  The 
bright  side  is  that  the  PC  price  plunge 
seems  to  be  stabilizing,  and  the  com- 
pany is  making  progress  folding  in  the 
acquisition  it  made  a  year  ago  of  its 
chief  rival,  a  unit  of  ge  Capital  Corp. 
Even  with  lower  earnings.  Electro 
Rent  proved  its  ability  to  spin  out  cash 
by  generating  enough  to  pay  off  $80 
million  of  its  $252  milhon  in  bank  debt 
after  the  merger  That  cut  interest  ex- 
penses to  an  annual  rate  of  $9.6  million 
ft-om  $16.8  million.  Those  savings  will 
go  straight  to  the  bottom  line. 

In  Mankato,  Minn.,  little  Hickory 
Tech  Corp.  celebrated  its  centennial 
this  year  But  emboldened  by  telecom 
deregulation,  this  phone  company  is 
leaving  its  past  behind.  It  has  made 
some  acquisitions  and  is  expanding  into 
cell  phones  and  providing  billing  for 
other  phone  companies.  It's  also  ex- 
tending into  adjacent  communities, 
where  it  believes  it  can  compete  well 
against  larger  rivals  such  as  U  S  West 
Inc.  Over  the  past  five  years,  Hickoiy 
Tech's  revenues  and  profits  have 
surged.  Chief  f^inancial  Officer  David 
A.  Christensen  says  Hickoiy  aims  to 
double  its  $88  million  in  sales  over  the 
next  five  years.  Hickory's  strategy  has 
some  risks — new  investments  may  slow 
growth  in  profits  and 
its  44(2  dividend.  But, 
Christensen  maintains. 


a  growth  stock,  and 
not  just  a  dividend- 
])aying  entity." 
NEW  BAG.  Liqui-Box 
Corp.  makes  plastic 


sports  drinks.  The  bag  is  stuixly  enough 
to  stand  upright,  says  President  C. 
William  McBee,  and  can  be  formed, 
filled,  and  sealed  aseptically  by  one  ma- 
chine. McBee  says  one  risk  for  the  com- 
pany, with  annual  sales  of  just  $157 
million,  is  being  a  small  iiiayer  amid 
huge  rivals  and  customei'p  such  as  Per- 
nother  is  thin 


rier  Group  of  America 
trading  in  the  shai'es— 
a  concern  with  any  Hi- 
tie-known  stock.  We 
checked  the  market 
one  day  and  found  a 
gaping  $1.50  spread 
between  what  you 
would  have  paid  for 
the  stock  one  minute 
and  how  much  you 
would  have  gotten  for 
it  the  next. 

Techne,  by  contrast, 
had  a  25(Z  trading  gap, 
the  narrowest  of  this 
group.  It  thrives  in 
two  biomedical  niches: 
sales  of  controls  and 
calibrators  that  help 
hematology  labs  perform  blood  tests 
and,  more  profitably,  cytokines,  which 
are  protein  molecules  in  growing  de- 
mand by  biotechnology  researchers.  In 
July,  Techne  moved  to  dominate  the 
cytokine  market  by  taking  over  its 
chief  competitor,  a  unit  of  Genzyme 
Coi-p.  With  amortization  charges  fi"om 
the  deal,  ceo  Thomas  E.  Oland  initially 
figured  this  year's  earnings  would  sink 
by  up  to  12(2  a  share.  But  orders  are 
strong  enough  that  he  now  sees  net 
income  in  fiscal  1999,  ending  June  30, 
i"unning  flat.  Beyond  that,  he  expects 
strong  gi'owth. 

A  slower  but  steadier  grower  is 
Tompkins  County  Ti-ustco  Inc.,  which 
runs  a  162-year-old  bank  in  Ithaca, 


ROOM  TO  RUN 


Why  do  some  stocks  go 
unnoticed  for  so  long? 
"It's  the  romance  of  the 
Internet,"  says  Ethan 
Allen  CEO  M.  Farooq 
Kathwari.  Well-run 
companies  like  his- 
and  the  seven  high- 
lighted here-aren't  as 
sexy  as  Yahoo!,  but  they 
have  lots  of  potential 


spring  water.  Now, 
with  a  new  line  known 
as  a  "form-fill-seal" 
bag,  the  Worthington 
(Ohio)  company  hopes 
to  gi'ab  market  share 
from  can  and  bottle 
makers  for  soup, 
sauces,   juices,  and 


SMALL  WOMtERS? 

COMPANY  (SYMBOL) 

PRICE* 

52-WEEK  RANGE 

EPS" 

AVG  ROE"* 

COMARCO  (CMRQ) 

22 

2yA-WA 

0.92 

17.28 

ELECTRO  RENT  (ELRC) 

lOKe 

28-9^ 

1.16 

17.16 

HICKORY  TECH  (HTCO) 

12 

15X-10K 

0,99 

19.88 

LIQUI-BOX  (LIQB) 

60-35K 

3.41 

18.38 

TECHNE  (TECH) 

m 

20)^-12 

0,77 

22.70 

TOMPKINS  COUNTY 
TRUSTCO  (TMP) 

m-27% 

2,18 

16.94 

UNITED  MOBILE 
HliMES  (UMH) 

9'K6 

m-9'A 

0.63 

23.26 

N.  Y.  The  steady  payi'oll  at  the  area 
largest  employer,  Cornell  Universit; 
has  long  kept  the  local  economy,  an 
the  bank,  on  an  even  keel.  For  its  ft 
ture,  the  company  is  counting  on  a  k 
distinction  that  has  helped  it  expar 
its  share  of  the  area's  deposits  to  moi 
than  40%  fi-om  about  25%  seven  yeai 
ago:  "We  are  the  only  independei 
commercial  bank  in  tl 
area — and  that's  ui 
likely  to  change,"  saj 
Chief  Financial  Offic( 
Richai'd  D.  Farr.  Loai 
through  Septemb( 
grew  7%;  earnings  a 
vanced  nearly  12%-.  Tl 
bank  is  well  capitalize 
with  more  than  twi 
what's  required,  and 
steadily  boosts  its  di 
dend  by  about  10% 
year,  a  custom  Fa 
doesn't  see  dying. 
"VERY  SAFE."  A  ni 
dividend  is  even  mo 
important  to  investo 
in  United  Mobi 
Homes  Inc.,  an  Eatontown  (N.J.)  i 
estate  investment  trust.  It  recent 
yielded  a  relatively  high  7.5%.  Its 
mobile  home  parks  are  older  and 
relatively  low  quality,  according  to  Wi 
sor  "Skip"  Aylesworth,  manager  of  f: 
Realty  Growth  Fund,  a  sometime  m 
investor  Still,  Aylesworth  thinks  Cha 
man  Eugene  W.  Landy  and  his  so 
Samuel,  who  is  president,  know  t 
business  thoroughly  and  do  a  good  j 
at  the  low  end  of  the  mai-ket.  "This  ii 
very  safe,  stable  income  strea 
Aylesworth  adds. 

Sam  Landy  sees  1999  revenutitq -fi 
gi'owing  by  7%,  with  funds  ft'om  op( 
ations  and  the  dividend  climbing  abo 
10%,  as  the  company  follows  its  fiv 
year  plan  to  go  frcl 
5,600  to  7,500  sit(. 
Landy  estimates 


recently  trad 


ot-ti 


♦Dec.  14 


* 'Trailing  12  mos.  ***1993-98 

DATA  MORNINGSTAR  INC  ,  BUSINESS  WEEK,  BLOOMBERG  FINANCIAL  MARKETS 


at  just  60%.  of 
company's  asset  vah 
That's  cheap  by  ar  •  f 
one's    book — as 
many  other  underi 
predated  geins.  Bh 
chip  stocks  may 
sky-high,  but  ther 
no  dearth  of  businei 
es    that    are  sol, 
growing,  and  potf 
tially  rewarding 
anyone  willing  to  p 
attention. 

By  Robert  Bad 


here 

null 
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If  (J-topiaL  \£>  defined        a  place- 
uohere  eve-fcj-fhing  pe-rfe-ci", 
iinen  loe  iininyL  u)e-'ve  alre-adcj  found  ii". 


here,  among  -Hne  rolling  fields  of  Manor 

\+(^  -tina+  mcj  fa-iiner  firi.+  had  -tine  idea 
-rea+e  Matter's  Marli..  Wi-ttiooi-  -ttie  ho^-tle 
bos+le  of  iine  ci+Lj  -to  di^-trac-t  him,  he 
I  moll  over  ideas  on+il  iinei^  loere  ^os-t 
.  Tha+'s  hoio  he  came  op  uoi-th  soch  a 
1  iA)aLj  of  making  boorbon. 

of  -the  -things  Dad  figored  oo-t  loas 
■  if  he  osed  toin-ter  u)hea-t  ins-tead  of 


rcje,  he  coold  improvic.  i  ir_  ta^  le  01  -tine 
boorbon.  I-t  uooold  -taLe  on  soft  and  sob-tie 
characteris-tics  u)hile  remaining  foil  flavored. 
Doggone  i-t  if  he  toasn  -t  righ-t. 

U)i-tin  an  a-tmosphere  -tina-f  nor-tores  soch 
toonderfol  ideas,  I  can -t  imagine  living  ant^- 
U)here  else.  So  u)hile  -tVie  -totonship  uohere  oor 
dis+illert^  si-ts  macj  no-t  be  named  U-topia," 
Lorei-to    is  close  enoogh. 


President 


Maker's 
^Marfc 


Visi-t  OS  a-t  i;Ou)u)  .malcersmark-.com 

Maimer's  Marl^  Dis+iUerij,  Lore.+1-o,  ICY  ^lOO?)!,  ^(5%  kcJ\lo\.  (90  Proof\  follLj  Ma+ofe.d 


STRATEGIES  FOR  STOCKS 


EUROPE 


CONTINENTAL  DMDE 

Political  pressures  and  low  growth  vie  with  expanded  markets  and  merger  mania 


After  two  years  of  booming  Eu- 
ropean stock  markets,  the  go- 
ing has  suddenly  gotten  rougher 
Investors  got  a  sharp  reminder 
about  risk  when  stocks  sank  30%  last 
summer.  The  market  has  since 
recovered  shai-ply,  but  most  pros  think 
that,  with  a  slowdown  loom- 
ing, risks  have  greatly  in- 
creased. "Confidence  is  going 
down,"  says  Gary  Dugan,  Eu- 
ropean equity  strategist  at  J.  P. 
Morgan  Secmities  Ltd.  in  London. 
"The  gap  between  the  economies 


slowdown  could  depress  European  prof- 
it growth  to  near  zero,  compared  with 
an  estimated  8%  to  10%  in  1998. 

There's  also  a  rise  in  the  "politics  of 
economic  nonsense,"  as  James  Lister- 
Cheese  of  London-based  Independent 
Strategy  calls  it.  Eiu'ope's  center-left 
governments  ai'e  howling  for  more  jobs 
yet  won't  pursue  pohcies,  such  as  lib- 
eralizing labor  mles  or  slashing  taxes, 
that  might  create  them.  Dugan,  one  of 
Europe's  more  bearish  analysts,  ex- 
pects this  will  result  in  a  paltry  4% 
total  return  on  stocks  in  1999.  But 


and    the    markets    is  widening." 

So  the  launch  of  the  euro  on  Jan.  1 
won't  occur  in  tlie  balmy  environment 
anticipated  a  year  ago.  Gross  domestic 
product  will  grow  a  modest  1.7%  in 
the  11-nation  euro  zone,  says  Dugan. 
And  most  economists  expect  Germany, 
Europe's  economic  engine,  to  lag  be- 
hind its  neighbors,  while  Britain,  the 
major  holdout  against  joining  the  single 
currency,  will  flirt  with  recession.  A 


others  are  not  so  glum,  arguing  that 
^low  gi'owth  will  encourage  the  new 
Euroi)ean  Central  Bank  to  keep  inter- 
est rates  down,  thus  supporting  stocks. 
Mark  Howdle,  strategist  at  Salomon 
Smith  Barney,  expects  Eui'opean  equi- 
ties to  delivei-  12%  returns  in  1999,  and 
that  could  go  even  higher  if  easy  mon- 
ey pumps  up  the  markets. 

Even  more  support  could  come  from 
retail  investors,  a  new  breed  in  Eu- 


rope, who  showed  remarkable  resiiienc 
during  the  recent  decline.  Flows  int 
European  equity  mutual  funds  taile 
off  in  August,  but  net  withdrawal 
were  only  about  $500  million.  Inflow 
kicked  up  to  $2  bilhon  in  September , 
Markets  may  benefit  as  well  frot 
Europe's  merger  boom.  They  roarei 
back  to  life  after  the  summer  doldruni 
with  November 
$58.5  billion  in  deal 
according  to  J. '. 
Moi'gan.  The  euro  wi 
fuel  the  fii'e  by  ratcl 
i'lf  eting  up  competitiv 
y  pressures.  Expect  moi 
i  action  in  pharmaceutica 
and  financial  ser-vices  after  tl 
recent  tie-ups  between  Britain 
Zeneca  and  Sweden's  Astra  an 
Deutsche  Bank's  takeover  of  Bankei 
Trust.  Banking  seems  sui'e  to  consolidat 
further  with  Britain's  Barclays  Bar 
and  Halifax,  Spain's  Argentaria,  an 
Gennany's  Commerabank  and  Dresdnd 
the  subject  of  speculation.  Industi'i( 
under  pricing  pressure  will  also  st 
more  deals.  Elf  Aquitaine  and  Roy. 
Dutch/Shell  may  look  to  bulk  up  in  o 
and  British  chemical  stalwart  ICI  nif 
shed  its  aciylics  unit  and  buy  more  spj 
cialty  chemical  makers.  ' 
THINK  BIG.  The  euro  will  also  chanii 
investment  patterns  enormously.  Euil 
zone  investors,  who  have  traditional; 
concentrated  on  then-  national  markcti 
are  gi-adually  diversifying  into  broadii 
European  portfolios.  Just  as  it  r 
longer  matters  much  to  U.S.  investo 
whether  a  company  is  headquartered 
California  or  Illinois,  Europeans  a 
starting  to  worry  less  whether  th 
buy  a  Spanish  or  a  GeiTnan  compa 
As  a  result,  potentially  huge  flows  co 
boost  many  Continental  stocks.  A 
blue  chips  could  well  be  the  big  ga 
ers.  "You  begin  by  investing  in  t 
biggest  stocks  in  other  countries,"  sa, 
Bernard  Fauche,  head  of  equities 
CDC  Asset  Management  in  Paris. 

Changes  in  benchmarking  will  brir 
other  opportimities.  Portfolio  manage 
will  increasingly  be  measured  again 


BKSTBKT 


*  WHAT'S  THE  (NEXT)  DEAL?  Expect  even  more  merger  action  in  pharmaceuticals  and  banking, 
two  sectors  in  which  the  euro's  approach  is  ratcheting  up  competitive  pressures 
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A  match  made  in  heaven* 


Your  c6mpany. 
id  a  share  of  a  Gulfstream  from  Executive  Jet  . 


115- 


both  the  Gulfstream  IV-SP®  and  the  Gulfstream  V®  the  world's  best-selling, 
cabin,  long  range  business  aircraft,  are  available  in  fractional  shares.  You  can 
ience  all  the  business-building  benefits  of  owning  a  Gulfstream  at  a  fraction 
e  cost  through  Gulfstream  Shares®  a  joint  offering  fi-om  Executive  Jet  and 
stream.  Executive  Jet's  Netjets®  program  is  the  world's  leader  iii  fractional 
ift  ownership.  For  more  information  call  Executive  Jet  at  1-800-950-4853. 


Gulfstream  Shares^ 

A    P,iR  O  D  U  C  T    O  F 

Executivejet^  Gulfistream' 


i hares®  is  a  product  of  Executive  Jet  and  Gulfstream.  Netjets®  and  Netjets' '  Europe  are  products  of  Executive  Jet.  Fractional  aircraft  shares  are  available  in  small,  mid-size  and  large  cabin 
■jets  including  the  Citation  S/II,  Citation  V  Ultra,  Citation  Excel,  Citation  VII,  Hawker  800XP,  Citation  X,  Falcon  2000,  Gulfstream  FV-SP,®  Gulfstream  V  and  the  Boeing  Business  Jet. 


Get  a  new  perspective  on  the 
internet*  J^j  tii'ee  dimensioni 
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The  AMD-K6-2  Processor  mXi 
with  3DNow!  Technology  Ijje 


Presenting 
next  dimension 
PC  technology. 


Wall<  around  a  bike.  Open  your  doors  to  t  commerce.  Even  give  your  customers  a  3D  view  of  your  business.  It  all  begins  w 
system  based  on  the  AMD-K6  -2  Processor  with  3DNow!™  Expect  sharp  3D  imaging,  smooth  video  playback  and  incredibly 
multimedia.  Even  sound  is  more  lifelike.  Of  course,  your  current  Windows  applications  run  at  lightning  speed.  And  our 
3DNow'  technology  lets  you  see  the  latest  3D  applications  the  way  they  were  meant  to  be  seen.  The  fact  is,  the  AMD-f 
Processor  with  3DNow!  has  the  power  to  outperform  Pentium  II.*  More  importantly,  it  has  the  power  i  ^ 

toaddanewdimensiontoyourinternetexperience.Getmoreinformation.Visitusatwww.amd.com/bike.    w  w  w  .  a  m  d  .  c 
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'D  1998  Adv.iriced  Micro  Oeirices.  Iiic  AMD,  the  AMD  logo,  K6,  3DNowi,  and  combinalions  thereof  are  Iraderrarks  ol  Advanced  Micro  Devices.  Inc  Penlium  is  a  registered  trademark  of  the  Intel  Corporation  Windows  is  a  registered  traderr; 
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STRATEGIES  FOR  STOCKS 


EUROPE 


pewide  indicators  such  as  Morgan 
ey  Capital  International's  Msci  Eu- 

index  or  the  Dow  Jones  Euro 
<  50  rather  than  Frankfurt's  DAX 
e  CAC  40  in  Paris.  But  investors 
g  to  beat  managers  into  must-buy 
:s  need  to  watch  out  for  index 
s.  Stoxx  50,  the  euro  zone's  top  50 
chips  by  market  capitalization,  is 
ily  weighted  with  bank,  telecom- 
cations,  insui'ance,  technology,  and 
issues.  Stocks  such  as  Allied 

Banks  plc:  or  Portugal  Telecom 
get  an  extra  hft  as  the  only  ones 

their  countries  in  Stoxx  50. 

European  stocks  become  one  big 
et,  other  important  changes  will 
in.  Industry  professionals  ai-e  shift- 


heaviest  weighting  of  all,  with  picks 
including  Gemiany's  Munich  Reinsur- 
ance Co.  and  Switzerland's  Zurich  Al- 
lied. Managements  are  transforming 
them  from  low-margin  businesses  to 
operations  that  can  command  premi- 
ums for  sei-vice,  he  says. 
BIG  SQUEEZE.  A  few  othei'  industries 
can  withstand  lackluster  economic 
trends  and  post  growth.  Bennett  likes 
dmgmakers  such  as  Novartis,  Roche, 
Pharmacia  &  Upjohn,  and  Glaxo  Well- 
come. He  also  likes  technology  plays 
such  as  French  computer-systems  con- 
sultant Cap  Gemini  and  Logica  PLC,  a 
systems  developer  in  Britain. 

Deflationaiy  pressm-es,  however,  will 
also  produce  dogs  by  squeezing  mai'gins 


EUROPEAN  STOCKS  TO  WATCH 


ANY 


PRICE* 


P-E  RATIO* 


(ARTIS  Switzerland 

irmaceuticat  maker  cutting  costs 


$  96***  26.5 


10NE  France  57***  25.7 

itructuring  will  help  this  food  and  beverage  maker 

m  Finland  106***  28.7 

der  in  the  fast-growing  mobile-phone  industry 

tillCH  ALLIED  Switzerland  681  17.9 

landing  from  insurance  into  asset  management 

NICH  RE  Germany  420  37.6 

urance  industry  consolidation  should  boost  profits 

•  GEMINI  France  150  35.8 

player  in  rapidly  expanding  systems-consulting  market 


:c.  14 


**Estimated  1999  earnings  ***American  depositary  receipt 
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•om  a  country  to  a  sector  approach, 
omic  integi'ation  will  cause  stocks 
s  sectors  to  behave  in  a  similar 
m,  explains  Martin  Luley,  head  of 
y  portfoUo  management  at  Corn- 
bank  International  Capital  Man- 
lent  in  Frankfuit.  "You  won't  be 
;o  add  much  value  in  ovei-weighting 
idei-weighting  countries,"  he  says, 
ready,  some  strategists  and  poit- 
managers  are  trying  to  pick  win- 
sectors  and  the  best  stocks  in 
.  Food  and  beverages  ai-e  a  popu- 
lay  because  consumer  spending  is 
cted  to  outpace  business  invest- 
Dugan  likes  French  food  giant 
me  Groupe,  a  restructuring  play 
exposed  to  emerging  markets  than 
zerland's  Nestle.  He  also  recom- 
Is  insurers  Aegon  of  the  Nether- 
;  and  Germany's  Allianz,  which  he 
^es  are  undervalued.  In  fact,  John 
lett,  investment  director  for  Eu- 
at  Global  Asset  Management  in 
Ion,  gives  insurance  stocks  the 


in  many  industries.  Bennett's  GAM  Eu- 
I'opean  hedge  fund,  for  one,  is  shorting 
aii'lines  and  chemicals.  He  doesn't  think 
much  of  telecommunications,  either, 
which  he  pans  as  last  year's  fad.  Other 
pros  still  think  the  potential  of  the  In- 
ternet and  mobile  technology  can't  be 
ignored.  Popular  picks  include  Telecom 
Italia  Mobile  in  Italy,  Britain's  Voda- 
fone  Group,  and  Finland's  Nokia. 

But  even  the  bulls  tliink  1999  will  be 
challenging.  Tliis  caution  comforts  some 
pros.  Anthony  J.  Bolton,  senior  invest- 
ment director  at  Fidelity  Investments 
in  London,  thinks  the  summer's  pum- 
mehng  can  be  traced  to  too  many  in- 
vestor's buying  into  the  eur-o  in  advance 
of  the  currency's  launch.  Then,  when 
they  realized  that  gr-owth  would  be  less 
than  they  had  hoped,  they  bailed  out. 
Will  this  year's  caution  guarantee  a 
smoother  rnde?  Don't  bet  on  it. 

By  Stanley  Reed  hi  London,  with 
Sharon  Reier  in  Paris  and  Margaret 
E.  Popper  in  Madrid 


Check  Out 
the  New 
Enterprise 
Online 

enterprise.businessweek.com 

Business  Week  Online  has 

expanded  its  site  for 
small-business  owners  and 
executives.  Now  you  can  get 
news  every  day  on  topics 
important  to  you,  plus  an 
array  of  databases,  story 
archives,  and  business  tools. 


ADVICE 


Ask  our  experts  for  business  tips,  read 
the  diary  of  a  budding  entrepreneur,  and 
learn  to  strike  a  balance  between  work 
and  family  life. 


FINANCE 


Raise  money,  get  in  on  lucrative  government 
programs,  cut  your  taxes,  and  find  the  best 
deals  on  bank  rates  and  credit  cards. 


TECHNOLOGY 


Find  the  best  computers,  office 
products,  and  services,  and  learn  how 
to  manage  them. 


BENEFITS 


Is  your  pay  package  up  to  par?  Check  out 
our  extensive  surveys. 


YOUR  MONEY 


Plan  your  investments,  taxes— 
and  your  retirement. 
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Also  look  for  us  on  America  Online 
■ /"•/'/  •     (keyword:  BW).  For  a  free  trial  diskette 
including  50  free  hours  on  AOL, 
call  1-800-641-4848  and  mention 
Business  Week. 
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Exactly  how  d< 
your  business 


Ooh 


While  using  a  PC  ser\'er  can  leave  you  b  a^-  _   .  .  ^e.  Sun"  Enterprise"  450  and  250  Workgroup  Sen 
ife  a  lot  less  pamfuL  They  boih  come  with  Solaris'"-the  most  dependable  operating  environment  r 
'^^e\  ''un  multiple  enterprise  applications  and  deliver  print  and  file  ser\ices  for  your  PCs  and  work: 
_  :3me  time.  But  unlike  NT,  there  is  no  fear  of  crashing.  And  as  part  of  a  family  that  scales  up  to  64 1  f 


s  it  feel  running 

'i  — 

5in  a  PC  server? 


liafs  gotta  hurt. 


?ver  lose  business-critical  scalability),  their  competitive  price  of  under  $10K,  plus  worldwide 
ervice,  Sun  servers  are  a  wise  investment  for  the  future^  An  investment  you  can  make  by  V*^^^ 


■  ofte  SUN-FIND  or  visiting  sun.com/servers  for  a  Sun  reseller  or  representative  near  you.  You'll  never 


-gi  ke  you've  been  beaten  silly  when  trying  to  run  your  business.  THE  NETWORK  IS  THE  COMPUTER™  microsystems 


lompulet  dre  Iraderriarks  or  registefed  iradenidrks  ot  Sun  Microsysterris,  Int  in  the  United  States  and  other  c 


STRATEGIES  FOR  STOCKS 


EMERGING  MARKETS 


PEARLS  AMONG  THE  PERILS 

There  are  a  few  tantalizing  trails  in  the  minefield  of  emerging  markets 


iiir 


A: 


fter   the    drubbing  Asian 
economies  have  taken,  who 
would   have  thought 
,  that  South  Korea's 
composite   index  would 
double  in  dollar  terms  in  #> 
1998?  Or  that  Thailand 
would  be  up  26%  this 
year?  Markets  in  Hong 
Kong,  Kuala  Lumpur, 
and  Jakaita,  though  still 
down  for  the  year,  have 
rallied  20%  to  30%.  fi-om 
theii'  lows.  Following  two 
years  of  gi'eat  volatility  in 
emerging  markets,  says 
Morgan  Stanley  Dean  Wit- 
ter   Managing  Director 
Robert  J.  Pelosky  Jr.,  "that 
should  be  less  so  in  1999." 

A  global  credit  easing, 
launched  by  the  Federal  Re- 
serve in  the  U.  S.,  has  buoyed 
stocks  and  stanched  the  bloodlet- 
ting that  started  in  Asia  and  gave 
all  emerging  markets — and  the  global 
financial  system — a  mighty  scare  last 
summer.  But  behind  the  new 
calm,  some  ugly  economic 
truths  remain.  They  should 
keep  investors  on  their  toes. 
RUNNING  HOT.  In  East  Asia, 
for  example,  most  major 
economies  except  China  and 
Taiwan  are  locked  into  low 
gi'owth  or  recession,  which  is 
likely  to  extend  into  much  of 


EMERGING  PLAYS 


ket  is  showing  signs  of  overheatii  t«i 
EaiTiings  ai-e  still  dismal,  and  a  flood 
equity  offerings  from  cash-strapp  sifi 
companies  could  drive  prices  shaq  in 
lower  in  the  first  half  of  19J  lit 
Merrill  Lynch  &  Co.'s  Seoi  ts 
based  equity  research  he;  mtii 
Kim  Hun  Soo,  favors  a  hai  magi 
ful  of  big  players,  includi  ii  B 
Pohang  Iron  &  Steel  C  8,a 
one  of  the  world's  most  latui' 
ficient  producers,  a  lemi 
Samsung  Electronics  C  jext 
because  its  position  as  t  m] 
world's  biggest  memoi  ftee 
chip  maker  still  enables  ulfv 
to  generate  profits.  Itcieii 
WILD  CARD.  In  Hoy,: 
Kong,  tlie  key  question^ity 
whether  the  rebound  in  rijlfsi 
estate  that  began  in  NoveifoM; 
ber  will  hold.  It's  crucial  llwaiit 
cause  property  stocks  still  ritfetti 
resent  about  22%  of  the  Ha  JiJi 
Seng  Index's  capitalization.  Trou  stlt 
is,  the  economy  contracted  at  an  are 
al  7%  pace  in  the  third  quarter,  j  sjfii' 
commercial  property  vali  tin(^ 
could  tumble  anew  if  com  ujfi 
nies  renegotiate  leases  at  mg^k 
er  rates.  Tliat's  why  the  sni|f|,t  ,i( 
money  is  sticking  with  cell 


COMPftNY    ^PRICE*  P_-ER*J'0* 

pbhANG  IRON  &  STEEL  S.  Korea        $16***  7 

One  of  the  world's  most  efficient  producers  panies  outside  the  real  es' 

JOHNSON  ELECTrIc  Hong  Kong  22***  19 

Micromotor  maker  with  strong  European  and  U.S.  sales 

TELESP  Brazil  17***  2 


-  ,  „  Phone  operator  IS  a  defensive  play  in  a  recession  .  .  ■  1n^-•l^'  - 
1999.  "Large  parts  of  Coipo-                                                                                    pnce-eanungs  ratio  is  19  tu% |,f  [ 


market,  such  as  Jolmson  El 
trie  Holdings  Ltd.,  a  makeif 
micromotors  for  applianfo^ 
and  power  tools.  Althoughif 


rate  Asia  are  under  the  tlu'eat 
of  bankruptcy,"  says  iNC  Bar- 


BANGKOK  BANK  Thailand  2***  NA 

Lending  margins  are  widening  as  interest  rates  come 
down 


expected  1999  earnings,  ijfo 
company  has  been  a  ste;||(|^j 


**Estimated  1999  earnings  ***  American  depositary  receipt 
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ings  strategist  Matthew  Mer-    peiformer  throughout  the 

sis,  thanks  to  strong  sale.'fe^f j 
Europe  and  the  U.S.  I'^jji^j' 
Elsewhere,  politics  coulcl); 3]jj,j 
the  wild  card  in  1999.  India's  rul^i(|jj|,j 
Bhai-atiya  Janata  Paity  was  trouncei^jj^j 
state  elections  in  December,  wealSnVj  jj.^^ 
ing  its  coalition  government.  Besi|f^r 


ritt  in  London.  Besides,  a  *  Dec  14 
price  bust  in  commodities 
from  oil  to  co))per  is  pound- 
ing export  earnings  and  government 
revenues  in  countries  such  as  Russia, 
Mexico,  Venezuela,  and  Indonesia.  And 
if  there's  another  goveinment  debt  de- 
fault in  Russia,  say,  or  the  Intemation- 
al  Monetaiy  Fund-led  bailout  of  Brazil 
collapses,  another  rout  could  occur. 

So  if  you're  considering  getting  back 
into  emerging  markets,  stick  to  stocks 


of  companies  boasting  strong  cash  flow, 
a  niche,  or  a  product  edge — and  in 
countries  acting  to  solve  their  deep 
structural  problems.  South  Korea  is  a 
case  in  point.  After  the  market 
plunged  60%  in  13  months  through 
June,  global  fund  managers  retimied  in 
droves  because  the  Koreans  looked  se- 
rious about  reform.  But  now  the  mar- 


the  countiy's  budget  deficit  and  riflji 
inflation  rates,  corporate  earnings  tf.^^^ 
under  pressure.  On  average,  In(»  ^^,j|.' 
companies  are  selling  for  less  thaij;,,^j| 
times  earnings,  and  the  market  £|j>. 


tat 


mm 


*  REFORM  WATCH  In  emerging  markets,  look  for  companies  with  strong  products  and  good  cash  flows- 
but  make  sure  they're  in  countries  that  are  acting  to  resolve  their  problems  ii  -'fe 
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■  is  35%  below  its  average  level  of 
ast  five  years.  So,  India  could  be- 
a  buy  if  a  new  govemment  be- 
reforms,  while  consumer  stocks 
IS  Hindustan  Lever  could  benefit 
consolidation  in  this  sector, 
momic  reforms  are  also  a  major 

■  for  investors  in  Latin  America, 
ian  President  Fernando  Henrique 
ISO  is  locked  in  a  pitched  battle 
Congi'ess  over  an  austerity  plan 
ist  enact  if  Brazil  is  to  gain  full 
1  to  a  $4L5  billion  imf  credit  line, 
islators  don't  play  ball,  investors 
ush  for  the  exits,  forcing  the  gov- 
;nt  either  to  devalue  the  real  or 
i  it  with  depleted  reserves.  If 
so  succeeds,  however,  investment 
^unities  could  abound.  Tudor  As- 
anagement  Managing  Director 
ilo  Borges  already  has  both 
pa,  a  big  bank,  and  Comgas,  a 
natural-gas  distributor,  in  which 
)vernment  plant  to  sell  further 

next  year.  Telesp,  a  fixed-line 
company,  is  a  good  defensive 

■  the  economy  is  weak,  says  Mor- 
I  ;anley's  Pelosky. 

able  in  Brazil,  of  course,  could 
spill  over  into  other  Latin  mar- 
including  Mexico.  That  risk  is 

I  y  Mexico's  big,  liquid  stocks  such 
§fonos  de  Mexico,  a  draw  for  in- 
5  wanting  exposure  in  the  region 

I  it  getting  locked  in.  Telmex  sells 
ut  12  times  expected  1998  eam- 
ess  than  two-thirds  of  that  for 
Analysts  also  like  consumer 
,  such  as  Coca-Cola  Femsa,  the 
)roducer. 

GAME.  The  biggest  gamble  of 
'  ugh,  is  Russia.  Its  finances  ai'e  in 
I  Debt  default  in  August  and  Pres- 
Joris  Yeltsin's  fragile  health  have 
stocks  down  86%,  in  dollar 
in  1998.  "The  probability  of  los- 
jrything  is  high,"  admits  William 
A^der,  managing  director  of  Her- 
Capital  Management.  But  if  you 
n,  he  insists,  "in  two  or  three 
you'll  have  a  1,000%  return."  If 
idds  sound  good,  market  watch- 
jgest  oil  company  Surgutnefte- 
ice  a  Wall  Street  favorite,  it  has 
irough  the  WTinger.  It's  now  sell- 
a  measly  p-e  ratio  of  2.3,  but  it 
lie  debt  and  owes  no  back  taxes 
'  COW — a  rarity  among  its  peers. 
)u're  looking  for  calm  to  return 
■rging  markets  in  1999,  you're 
0  be  disappointed:  They  are  go- 
[i remain  choppy.  The  trick  is  to 
right  stocks  in  which  to  ride 
> storm  that  could  still  produce 

for  years. 
J'3nan  Bremiier  in  Tokyo,  with 
jKranz  in  Moscow,  Elisabeth 
in  Mexico  City,  and  buremi 


A  CONSERVATIVE 
APPROACH  TO  STOCK  INVESTING 


T.  Rowe  Price  Equity  Income 
Fund,  one  of  our  most  conser- 
vative stock  funds,  has  outper- 
formed its  Lipper  Category 
Average.  To  seek  substantial 
income  and  long-term  capital 
growth  v^ixh  reduced  risk,  the 
fund  invests  in  dividend- paying 
stocks  of  established  companies. 

Past  performance  cannot 
guarantee  future  results.  No 
sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 


How  $10,000  Invested  O/JO/SS 
Would  Have  Grown  vs.  Competitors 


H  Equity  Income  Fund 
Q  Lipper  Equity  Income  Funds 
Average 


$37;81l 


ASK 

ABOUT 

OUR 


ROTH 
IRA 


1-800-401-4791 

www.  trowcprice.  com 


Imipst  With  Confidence 

T.RoweR'ice 


2.38%,  16.99%,  and  14.23%  arc  the  fund  s  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods  ended 
9/30/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original 
purchase,  (Source  for  Lipper  datxi:  Lipper  .Analytical  .Services.  Inc.) 

Read  the  prospectus  careluliy  before  iinesting.  T.  Rowe  Price  Investment  .Services,  Inc.,  Distributor  HiF04'i2.^-4 


TEST-DRIVE  AN  INFINITI  WHERE  YOUR  ONLY  LIMIT 
IS  THE  SPEED  OF  YOUR  MODEM. 
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since  1912swiss 


Even  il  altitude  records  aren't  in  your  flight  plans,  consider  the 
FORTIS  Pilots  Automatic  Chronograpli  Facts,  ensured 
accurate  by  the  automatic  sell-winding  Swiss  movement,  are 
presented  cnsply  on  its  uncluttered  dial.  Minimum  glare  and 
maximum  luminosity  are  the  aims  ol  its  supremely  functional 
design,  which  features 

♦  Matte-finished  stainless  steel  case. 

♦  Anti-reflective  coating  on  both  sides  of  the  crystal 

♦  Large  lace  with  high-contrast  dial 

♦  Tritium-coaled  hands  and  indices  tor  night  legibility 

♦  A  fail-safe  power  source:  automatic  self-winding  movement 

Favored  by  combat  and  commercial  pilots  the  world  over. 
FORTIS  Watches  are  at  home  with  vibrations,  extreme 
altitudes,  and  G-Forces  For  these  reasons,  when  taste 
and  necessity  demand  a  quality  aviation  watch, 
we  ask  that  you  consider  FORTIS. 

The  Forlis  Pilots  Automatic  Chronograph  (shown  above)  $1300 
and  other  Forli?  timepieces  are  available  from  $395  and  up  at 


3200  Las  Vegas  Blvd  Ste  166  .  Las  Vegas,  NV  89109 
Telephone   702-737-71  18  .  Fa<   702-737-71  19 


For  a  FORTIS  catalog  or  to  find  the  closest 
authorized  dealer  near  you,  please  call: 
900-358-9212  or  71 7-822-1 900  , 
.Visit  us  on  the  web  at  www.fortiswatch'.com 


IS  IT  MENDING? 

Maybe — but  the  market  is  not  for  the  squeamish 


It's  been  an  awful  decade  for  Japan, 
one  featuring  a  world-class  market 
blowout,  banking  crisis,  and  severe 
recession.  As  a  result,  the  smart 
money  has  long  steered  clear  of  Japa- 
nese stocks.  But  some  intrepid  strate- 
gists think  the  Nikkei  stock  average 
could  break  out  of  its  funk  and  rally  as 
much  as  20%  in  1999. 

With  big  gains  less  likely  in  New 
York,  London,  or  Frankfurt,  the  Nikkei 
bulls  argue,  this  is  not  a  party  to  miss. 
Indeed,  after  hitting  a  12-year  low,  the 
Nikkei  has  already  climbed  11%,  to 
around  14,000.  To  be  sm-e,  the  Nikkei 
has  disappointed  many  times  . 
before — and  current 
business  sentiment  re-  - 
mains  dreadful.  But  ri^ 
this  time,  the  opti- 
mists argue,  is 
really  different:  A 
worried  Japan  is 
finally  in  full  crisis . 
mode. 

The  govern- 
ment recently  na- 
tionalized the 
troubled  Nippon 
Credit  Bank,  and 
some  $700  billion 
has  now  been  set 
aside  to  salvage  crip- 
pled lenders,  cut  tax- 
es, and  boost  public 
spending  to  pull  Japan  out 
of  a  severe  recession.  Lehman 
BiTjthers  analysts  Robert  Zielinski  and 
Nozumu  Kunishige  argue  that  the  big 
beneficiaiy  of  such  efforts  will  be  bank 
shai'es,  which  they  maintain  will  jump- in 
the  first  quarter  as  major  lenders  re- 
ceive government  cash  infusions  and 
WTite  off  bad  debts. 

ATTRACTING  FOREIGN  CASH.  Many  cor- 
porations, meanwhile,  are  casting  gim- 
let eyes  at  then'  bloated  costs  and  high 
debts.  Even  such  one-time  critics 
of  the  government  as  Nomura  Re- 
search Institute  Ltd.  Chief  Economist 
Richard  Koo  thinks  the  economy  will 
improve  dramatically  in  si.x  months  as 
banks  recover  and  consumers  start 


spending.  That,  he  says,  will  draw 
foreigTi  cash  into  the  Nikkei. 

Having  been  burned  before,  ho 
even  the  bulls  are  investing  with 
Until  he  sees  solid  evidence  that 
panies  are  getting  rid  of  surplus 
and  capacity,  says  Jason  James, 
strategist  for  hsbc  Securities 
Ltd.,  "we  ai'e  still  fairly  defensive 
vorites  on  his  list  include  Honda 
Co.,  whose  U.  S.  sales  are  soaiing  i 
it  picks  up  market  share  at  homci 
also  likes  Olympus  Optical  Co.  wijj 
dazzling  lineup  of  digital  cameras,  j 
More  daring  investors  are  m(j 
into  the  nation's  biggeij 
gional  lender,  Bai^ 
Yokohama.  It  has] 
tively  low  bad 
exposure  an 
strong  retail 
ing  base.  It'si 
trading  with  | 
ward  price-)j 
ings  ratio  oj' 
rich  by  U.  S. 
dards,  but  m 
compared  wit 
5.  60  p-e  for  ij 
Japanese  re^ 
banks.  Stock  p:i 
are  also  warmi 
housing  plays. 
.    government  agrc 
a  Liberal  Demo 
Party  proposal  to 
consumers  to  deduct  mor 
interest,  stocks  such  as  upscale  1| 
builder  Sekisui  House  Ltd.  coul( 
big.  Indeed,  it  gained  50%-  in  199^ 

Despite  the  rising  optimism, 
remains  a  market  only  for  those  \ 
particulai'ly  strong  stomach.  The  I 
is  still  off  67%-  from  its  1989  peal 
foui"  big  rallies  have  collapsed  afte 
rying  the  average  above  20,000 
even  bearish  prognosticators  are 
ning  to  wonder  if  they  should  c 
their  tune  now  that  corporation 
the  government  finally  seem  to  b 
ting  serious  about  generating  ai 
nomic  recovery. 

By  Brian  Bremner  in 


BEST  BET 


★A  REGIONAL  LENDER  Bank  of  Yokohama  has  low  b 
ijebt  exposure  and  a  strong  retail  base;  its  forward  p-e  looks  ( 
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Where  would  you  like  that  delivered? 


■  We're  probably  not  the  first  state  to  promise 
you  the  moon.  But  we  are,  perhaps,  more  qualified 
than  most  to  follow  through  on  it.  Mississippi  has 
an  aggressively  pro-business  environment.  And, 
given  our  long-standing  tradition  of  cooperation 
between  business  and  government  leaders,  you'll 
have  the  opportunity  to  establish  relationships 
destined  to  last  long  after  the  negotiations,  ■  Call 
1-800-340-3323  to  hear  exactly  what  we  have  to 
offer.  Who  knows?  We  might  be  persuaded  to 
throw  in  the  stars,  as  well. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 


SIEMENS 


Autofiiation  •  Autornotive  Elecironics  •  Computer  Systems  •  Energy  •  Lighting 


Medical  Systems  •  Microelectronics  •  Power  Generation  ■  Telecommunications 


These  days,  state-of-the-art  healthcare  begins 
many  months  before  birth  and  lasts  for  a  lifetime. 
It's  delivered  by  medical  professionals  who  use 
a  vast  array  of  technology — tools  that  represent 
a  modern  revolution  in  diagnosis,  monitoring,  and 
treatment.  Siemens  is  a  leader  in  that  revolution, 


with  major  advances  in  ultrasound  and  related 
diagnostic  imaging  techniques,  as  well  as  in  critical 
care,  respiratory  care,  oncology,  cardiology,  urology, 
audiology,  and  surgery.  Our  goal  is  simple:  to 
provide  care  givers  with  the  technical  resources 
they  need  to  make  the  world  a  healthier  place. 

We're  Siemens.  We  can  do  that. 


and  thisJ 


www  siemens  com   ©Siemens  Corporation  1998 


STRATEGIES  FOR  STOCKS 


OPTIONS 


ITS  UP.  ITS  DOWN,  rrs  O.K. 

Buying  and  selling  options  can  be  a  good  way  of  making  market  volatility  work  for  you 


/  "IT  W  Te  came  back  a  long  way 
•  /  i'"'  ^  short  while," 

W  W  says    Kevin  L. 

w    W    Murijhy,  manag- 
ing dii-ector  of  retail  options 
at  Salomon  Smith  Barney, 
refei'ring  to  the  rebound 
from  the  sharp  summer 
sell-off.  "It  makes  us  cau- 
tious."  Murphy  is  not 
alone.  Investors  using 
options  to  protect  them- 
selves from  mai'ket  tui- 
bulence  are  pushing 
volumes  at  the  major 
options  exchanges  to 
record  levels.  And  con- 
sidering   the  recent 
swings  in  the  stock  mar- 
ket, using  options  to  re- 
duce risk  may  be  a  good 
idea  in  1999,  provided  you 
understand  what  makes  op- 
tion prices  move. 

The  key  to  assessing  options 
prices  is  volatility.  The  more  volatile 
a  stock  or  a  stock  index,  the  higher 
the  price  of  an  option  to  either  buy 
that  stock  (a  call)  or  to  sell  that  stock 
(a  put)  some  time  in  the  future.  Sure, 
stock  charts  give  an  idea  of  the  range 
of  historical  price  movements  in  a  stock 
or  stock  index.  But  they  are  of  limited 
use  for  divining  future  volatility.  And 
determining  future  volatility  is  a  big 
part  of  successful  options  investing. 
The  best  way  of  getting  a  fix  on  the 
size  of  future  gyrations  is  to  use  op- 
tions prices,  which  themselves  reflect 
the  market's  volatility  expectations. 

The  most  widely  followed  measui'e  of 
the  volatility  built  into  o]3tions  prices  is 
the  market  Volatility  Index  (vix).  That 
index  tracks  the  prices  of  put  and  call 
options  on  the  Standai'd  &  Poor's  100- 
stock  index,  which  are  traded  at  the 
Chicago  Board  Options  Exchange. 
When  the  vix  closed  at  a  peak  of  49  on 
Oct.  8,  the  market  was  pricing  options 
under  the  assumption  that  the  s&p  ii)o 
index  would  move  up  or  down  about 
49%  in  the  next  12  months. 

Those  investors  who  had  the  coui'age 
to  sell  options  at  that  level  made  the 
right  bet,  since  volatility  has  fallen 
since  then,  and  so  have  the  prices  of 
both  put  and  call  options,  adjusting  for 


VOLATILITY  STAYS  HIGH 


Q    I  I  I  M  I  I  I  J  J  I  I  I  I  I  [  I  I  J  I  J  J  I  [  I  I  I  I  I  I  ]  I  [  I  I  I  I  [[  I  I  I  1  I  I 

JAN  2.  '98  DEC  14 

DATA'  BLOOMBERG  FINANCIAL  MARKETS 

price  differences  in  the  underlying 
stock.  Currently,  the  vix  is  heading 
back  up,  after  falling  to  a  low  of  21 
on  Nov.  23  (chart),  as  fears  about  cor- 
porate earnings  have  increased. 

How  you  hedge  a  stock  portfolio  de- 
pends on  whether  you  think  the  op- 
tions market  is  under-  or  overstating 
the  future  volatility  of  the  stock  mar- 
ket. If  you  think  the  mai'ket  could  head 
lower  than  options  prices  are  imply- 
ing, the  simplest  and  safest  hedge  is  to 


buy  put  options.  These  limit  downsii 
risk  by  locking  in  a  guaranteed  pri| 
for  up  to  two  years. 

This   kind   of  insurance  poli 
doesn't  come  cheap.  If  you're  ho. 
ing  Intel  at  111%,,  the  price 
of  Dec.  14,  an  April  put  o| 
tion  to  sell  100  shares  of  t 
stock  at  $110  would  ci 
$900.  That  means  the  p| 
would  have  been  wo: 
the    investment  o: 
if  Intel  stock  drops 
low  $101. 

"COVERED  CALLS." 

on  the  other  hand,  yi 
believe  the  market 
overestimating  fut 
volatility,  you  can  ta 
advantage  of  the  high  pi 
miums  by  selling — or 
ing,  as  they  say — call  opti( 
against  the  shares  you  o 
These  "covered  calls,"  as  thj 
are  known,  give  the  buyer  t 
right  to  purchase  your  stock  at  a  s 
price — called  the  strike  price — up  ') 
an  expiration  date.  This  strategy  hj^ 
several  advantages  for  investors.  Fir  , 
you  collect  premiums,  instead  of  payi^ 
them  out,  as  is  the  case  when  you  b/ 
a  put  option.  Second,  while  your  dowj 
side  protection  is  limited  only  to 
premiums  you  collect,  you  can  still  p; 
ticipate  in  share  gains  up  to  the  st; 
price.  "The  best  time  to  write  calls 
stock  positions  is  after  a  big  runu 
says  Murphy. 

Take  Intel  again.  You  own  100  shai'% 
The  stock  has  risen  from  72X  to  11 
tliis  year.  If  you  think  there  still  mi^t 
be  some  upside  but  are  wOling  to  sete 
for  a  guaranteed  but  limited  gain,  ^H 
calls.  An  April  call  option  on  Intel  a  a 
strike  price  of  $120  sells  for  81^  a  sha?. 
or  .$812.50  for  100  shai-es,  excluding  h\- 
kerage  commissions  averaging  abet 
$35.  With  the  stock  at  111%;,  you  wdji 
not  be  losing  money  until  it  fell  beliv 
103K,;— a  7.3%  drop.  If  yoiu-  stock  st;  s 
where  it  is,  and  the  contract  expi  s 
worthless,  you  pocket  the  $812.50.  f 
Intel  soars  and  yom-  shares  get  cald 
away,  you  still  make  $843.75  of  pre 
gains,  plus  the  $812.50  premium.  Ti^, 
bad  for  a  four-month  commitment. 
By  Andrew  Osterlayid  in  Chici 
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A  Rure 

OMBirsTATIOTsr 


Your  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  professional  investment  advice 
■with  commission  savings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  does. 

And  unlike  full-service/full-cost  brokerage  firms,  OLDE  also  offers  significant 
cost  savings.*  This  rare  combination  of  advice  with  discount  commissions 
gives  OLDE  the  unique  ability  to  help  you  save  time  and  money  - 
a  combination  no  other  major  national  brokerage  firm  provides. 

With  OLDE,  your  investment  needs  can  be  met  with  one  brokerage  firm. 
You'll  receive  more  than  advice  or  commission  savings  alone;  you'll 
receive  both.  Whether  you  are  looking  to  save  for  a  new  home,  start  a 
business,  invest  for  your  children's  education  or  secure  your  retirement, 
OLDE  can  help  with  an  extensive  selection  of  investment  choices  and 
innovative  services  that  include: 

Money  market  funds 

•  Stocks,  bonds,  mutual  funds  and  unit  investment  trusts 

•  Secure  client  access  to  account  information  via  www.OLDE.com 
No-annual-fee  traditional.  Roth  and  Education  IRAs 
•  Small-business  retirement  plans 


•  Account  protection  up  to  $25  million 

•  Investment  research 
L      •  Free  account  transfer  service 
^      •  Offices  nationwide 

,  Advice^ 

I  Savings, 


I        One  Brokerage  Firm 
I  One  Call 

I  1-800-USA-OLDE 

m  Or  Check  The  Yellow  Pages 

I  For  The  Office  Nearest  You 

www.OLDE.com 

f  ^OLDE 

f        America's  Full  Service  Discount  Broker*" 

©1998  OLDE  Discount  Corporation  •  IVIember  NYSE  &  SIPC 


tors.fi 
iofpiji 
!B  yoli 
,'oiiriii 
dyti 
uii 
tties 
ited 
lignl 

lljiils 
2/ toll 
stl: 
eg  10 

(i  *i 


t'fp 


•rjett 


T- 


mber  1998  survey  of  several  full-cost  firms  A 


STRATEGIES  FOR  STOCKS 


SHORTS 


SWIMMING  DOWNSTREAM 

Emboldened  short-sellers  are  betting  that  this  is  the  year  the  bubbles  will  burst 


The  global  sell-off  of  recent  months 
brought  tears  to  the  eyes  of  in- 
vestoi"s  evei'j^'here.  Short- 
sellers  were  also  weep- 
ing— with   joy.    One   noted  . 
short-seller,  the  Dallas-based 
Pioident  Bear  Fund,  saw  its 
bull-whipped  perfonnance 
reverse  abruptly  in  the 
third  quarter,  climbing 
22% — and  sending  it  to   •  - 
the  top  of  mutual-fund   '  - 
rankings  for  that  period. 
The  mai'ket's  mid-Decem-  :-■ 
ber  puUback  similarly 
gave  short-sellers  a  new 
lease  on  life.  AH  this  mai'- 
ket   action   is  making 
short-selling  awiiilly 
tempting — particulai'ly  for. 
those  high-fljing  technol-;  -v^' 
ogy  and  Internet  stocks. 
"I  think  they'i'e  a  pjTa- 
mid  scheme  of  the  high- 
est order  and  will  all 
come    crashing  down 
sooner  or  later,"  says 
Prudent  Bear  portfoHo 
manager  Da\id  W.  Tice. 

If  that  happens,  shorts 
can  win  big.  Short-sell- 
ers boiTow  stock  in  th6 
hope  that  they  can  re- 
place    the  borrow'ed 
shares    with  cheaper 
stock  and  pocket  the  dif- 
ference. This  is  a  risky 
strategy   even   in   less    .  ./C 
volatile   times,  because  V~ 
shorts  often  are  in  danger 
of  being  "squeezed" — forced 
to  replace  theii'  shares  when 
the  market  climbs  or  for  other 
reasons.  Some  stocks  are  diffi- 
c\x\i  or  even  impossible  to  boiTow 
and  thus  cannot  be  shorted  at  all. 

However,  short-sellers  argue  that 
crummy  or  gi'ossly  overvalued  stocks 
eventually  collapse.  And  the  numbers 
seem  to  bear  them  out.  Of  the  10 
stocks  cited  by  short-sellers  in  busi- 
ness week's  midyear  appraisal  of 
short-seUing  (BW — .June  1-5),  nine  have 


been  crushed  over  the  past  few 
months.  Shorts  profited  by  correctly 
forecasting,  for  example,  that  sewing- 
machine  maker  Singer  would  be  hurt 
by  its  exposui'e  in  less-developed  coun- 
tries. Sure  enough,  its  already  beaten- 


dowTi  share  price  has  been  cut  ne| 
.    in  half  since  .June.  } 
Shorts  such  as  Hce  are  bet^ 
that  Internet  stocks  and  oi 
hot  liigh-technologj'  issues  t 
.  also  ready  to  take  a  fall. 
■  so  fai;  such  strategies 
not  quite  paid  off. 
for  example,  has 
short  Yahoo!  Inc. 
Amazon.com  Inc. 
times  and  often  has  I 
to  swiftly  cover  his 
'  tion  when  the  ma]| 
..  has  moved  against 

■  Indeed,  his  market 
at  midyeai-  did  not  p^ 
propitious  (page 
Lately,  however,  he  I 
profited  with  Inklj 

■  Corp.,  a  computer 
working  company 

•  went  public  at  -$181 
.  June  and  has  been  1 

■  ing  recently  in  the 
•to  .$130  i-ange.  The  s 
has  climbed  as  higl 
.$158,  and  Tice  expeq 
to  fall  fuither  from 

■  he  \iews  as  grossly] 

•  reahstic  levels. 
BIOTECH  TARGETS, 
spectacular  pe 
•mance  of  Inteniet 
tion  house  eBay 
also  has  attra 
shorts,  who  are  be 
against  the  stock 
cause  of  its  stratos; 
ic  valuation.  Tice  h; 

"  shorted  eBay  but  e 
that,  at  a  recent  share 
of  230  times  sales,  he  e| 
-  tually  will  take  a  short 
tion.  Another  noted  short  pla 
bet  against  eBay  at  about  170 
has  seen  it  climb  20  points  hi; 
since  then.  But  this  eBay-bashi 
unfazed,  arguing  that  Internet  si 
such  as  eBay  are  "phenomenal  sh( 
that  will  buckle  if  there  is  any 
nomic  weakness. 

Wagering  against  stocks  on  thi 


mil 


★  TECH  PLAYS  Although  they  have  been  wrong  about  cyberstocks  before,  many  short-sellers  consider 
them  overvalued  and  ripe  to  take  a  fall,  just  waiting  for  the  first  hint  of  economic  weakness 
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If  your  modem's  not  in  a 
hurry,  it's  just  in  the  way. 
That's  why  it's  time  to  move 
to  V.90  U.S.  Robotics"  56K' 
desktop  modems  from  3Com. 
They  deliver  significantly 
greater  overall  performance* 
than  other  V.90  56K  modems 
for  high  speed  downloads 
and  real-time  online  games. 


U.S.  Robotics 


So  get  over  to  your  nearest 
3Com  retailer  or  find  us  at 
w  w  vv_3  c  om^com/56k 
for  additional  information. 
Because,  when  it  comes  to 
getting  the  most  out  of  the 
Internet,  the  modem  makes 
the  difference. 


More  connected. 


STRATEGIES  FOR  STOCKS 


SHORTS 


this  merchandise,  in  the  view  that  mo- 
torsports  themselves  are  not  growing 
wildly. 

Another  niche  stock  getting  short- 
seller  interest  is  Agi'iBioTech  Inc.,  a 
Las  Vegas-based  gi'ass-seed  company. 
The  company  put  itself  up  for  sale  in 
October  but  has  yet  to  find  any  buy- 
ers. A  recent  Securities  &  Exchange 
Commission  disclosure  showed  that 
cash  flow  from  operations  has  not  been 
sufficient  to  meet  its  debt-service 
obligations — without,  that  is,  addition- 
al financing.  Shorts  are  wagering  on  a 
continued,  unstemmed  cash  outpour- 


SOME  SHORT-SELLER  FAVORITES 


sis  of  valuation  is  a  time-honored 
strategy — and  often  a  very  bad  one.  It 
has  fallen  flat  for  stocks  such  as  Amer- 
ica Online  Inc.,  which  has  been  shrug- 
ging off  attacks  from  short-sellers  for 
years.  A  sounder  practice  is  to  short 
stocks  of  companies  that  are  not  just 
overvalued  but  also  have  some  funda- 
mental weakness — a  product,  for  ex- 
ample, that  works  far  less  well  than 
investors  may  expect.  Some  biotech 
stocks,  such  as  Biotime  Inc.,  have  been 
targeted  by  shorts  on  that  basis,  with 
varying  results. 

Shorts  also  look  for  companies  with 
questionable  account- 
ing. Shorts  took  aim 
at  Computer  Learning 
Centers  a  year  ago  company 

for  that  reason.  The   change 


STOCK  PRICE* 


company  has  vigor-    800  TRAVEL  SYSTEMS  (IFLY) 


6% 


unit  trusts,  and  with  the  "Diamom 
Dow  Jones  industrial-average  url 
trusts — both  traded  on  the  Americil 
Stock  Exchange. 

One  way  to  wager  against  the  tec| 
nology  sector,  if  you  expect  a  do 
tui'n  there,  is  to  short  semiconduct] 
makers — notably  Intel  Corp.  The  P: 
dent  Bear  Fund's  Tice  is  expectini 
slowdown  in  computer  sales,  which 
feels  will  cut  into  sales  for  Intel  ai 
other  semiconductor  manufacture) 
such  as  Apphed  Materials  and  Novell 
Systems  Inc. 

Shorts  are  also  wagering  again; 

selected  financial  coii 
panies,  betting  thi 
they  will  take  it 
the  chin  if  the  ecor 
my  falters.  One  th 
has  begun  to  garni 


YEAR-TO-DATE 


18% 


ously  denied  short-    AJrayd  agency  that  Js  gojn^    interest  from  shorts 


seller  allegations,  but 
questions  surrounding 
its  accounting  have 
sent  its  shares  tum- 


ACTION  PERFORMANCE  COS.  (actn)      33)^  -12 

A  collectibles  maker  that  will  soon  go  out  of  style,  shorts  wager 

AGRimOTECH  (ABTX)  lo¥  -37 

A  grass-seed  company  that,  say  shorts,  is  likely  to  go  to  seed 


AmeriCredit  Corj 
which  securitizes 
loans  and  originatj 
mortgage  loans.  T| 


bling  to  nearly  one-    r-5-i-:f---_--:'H«-Ai':°i^^_'i>_?L'^iL^j Jf  J^'^^L^    company  has  doubl^ 


tenth  of  their  prices    AMAZON.COM  (amzn) 


222^ 


638 


ft'om  its  52-week  Id 


of  a  year  ago.  today.    This  Internet  bookseller  is  grossly  overvalued,  according  to  shorts  of  Q%  on  Oct.  8.  Tice 


the  leading  account 
ing-practices  target  of 
short-sellers  is  Sylvan 
Learning  Centers,  a 


AMERICREDIT  (Acn  12^6  -11 

If  the  economy  falters,  shorts  believe,  this  stock  will  head  down 

CATERPILLAR  (CAT)  46M  -1 


shorting  compan: 
vulnerable  fi-om  ovi 
ly  permissive  lendi 
practices,  among  tht 


Baltimore-based  edu-    '^^l^.!^J2^[^.^Jm^}i^L^^^^^^^  private  mortgage 


cational  services  firm 
Bear  Stearns  &  Co. 
analyst  David  Nadel 
has  publicly  ques- 
tioned the  quality  of 
Sylvan's  earnings. 


EBAY  (EBAY)  18814  298** 

This  Internet  auction  house  has  burned  short-sellers — so  far 

inktomT(  I NKT)  im  248** 

Shorts  are  wagering  against  this  networking  company 
INTEL  ONTQ  iTpA  59 


surers  such  as  P! 
Group  Inc.  "In 
economic  downtuij 
you're  going  to  see! 
substantial  increase 
defaults,"  notes  Ti 


such  as  its  restate-    lLPC!2[eA!3Lter,Js  shorts  beli^3ve_,_fewer_ Intel  He  also  is  short  larg 


'  As  of  Dec.  14 


ment  of  acquisition-re- 
lated expenses.  Sylvan 
management  has  em- 
phatically stood  by  its 
accounting  methodol- 
ogy. Bear  Stearns  for  a  while  with- 
drew, and  then  reissued,  a  Nadel  re- 
port on  the  company.  Short-sellers 
share  the  analyst's  misgivings — and 
then  some.  One  short  who  requested 
anonymity  has  shorted  Sylvan  stock 
in  the  view  that  its  shares  will  de- 
cline precipitously  because  of  the  kinds 
of  concerns  expressed  by  Nadel. 
HOW  COLLECTIBLE?  Short-sellers  also 
find  opportunities  in  small  "niche"  com- 
panies with  unique — but  not  always  all 
that  magnificent — product  lines.  '^)ne 
such  stock  that  has  begun  to  draw  in- 
terest from  short-sellers  is  Action  Per- 
formance Cos.,  a  Phoenix  coi"poration 
that  designs,  markets,  and  distributes 
licensed  motorsports  collectibles.  Shorts 
tire  questioning  the  growth  prospects  of 


SYLVAN  LEARNING  CENTERS  (SLvn)       25M6  -4 
An  analyst  questioned  its  accounting,  and  shorts  have  piled  on 


Since  IPO 
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ing,  one  that  they  feel  will  send  the 
stock  crashing.  Shorts  also  are  bet- 
ting against  such  widely  divei"se  small- 
cap  companies  as  Iridium  World  Com- 
munications Inc.,  a  Bermuda-based 
global  mobile  wireless  com.pany,  and 
800  Travel  Systems  Inc.,  a  travel 
agency  that  specializes  in  low-price 
plane  tickets.  Shorts  view  both  com- 
panies' prospects  as  wildly  overstat- 
ed by  the  market. 

Wagering  against  small-  and  micro- 
cap  stocks  is  just  one  way  of  making 
money  on  the  short  side.  Shorts  can 
also  wager  against  the  overall  market 
by  buying  puts  on  the  Standard  & 
Poor's  500-stock  index  and  on  the  Ma- 
jor Market  Index.  Another  way  to  go 
short  is  with  "Spiders,"  the  s&p  500 


cap  companies  whcj 
growth  prospects  al 
he  feels,  on  ta 
wane — notably  Unitij| 
Technologies  Co>\ 
and  Caterpillar  Inc.  ; 

Despite  the  market's  recent  trava^ 
short-selling  remains  an  unpopuifl 
pastime  on  Wall  Street,  and  fui  ' 
companies  have  not  been  i-ushingttiijiii; 
organize  short-selling  mutual  furs 
along  the  lines  of  Tice's.  Indeed,  e\W^'>ki 
with  his  recent  good  performance,  \& 
bull  market  has  sent  his  performaie  ^^P' 
down  28%  year  to  date.  Short-oiJ?  jj^^^ 
hedge  funds,  meanwhile,  were  do^  ' 
8.5%  through  the  end  of  Novemtr, 
according  to  figures  compiled  by  Hi- 
nessee  Group  LLC.  Discouraging  ;r- 
ures.  But  shorts  prove  time  and  agn 
that  some  stocks  are  so  weak  tlit 
not  even  the  hottest  market  (J 
save  them. 

By  Gary  Weiss  in  New  y| 
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MtesI 

niei'ii 


$20,495 


^'5  tough  to  categorize  the  1999  Dodge  Intrepid.  On  the  one  hand,  it  has  a  lease  rate  that 's  lean  and  a  price  tag 
at's  mid-size.  Yet  Intrepid  offers  so  much  interior  space  that  it's  officially  recognized  as  a  large  car  by  the  EPA. 
standard  aluminum  engine  delivers  a  stingy  EPA  estimated  mpg  of  21  t  /Yv,  30  highway,  yet  it  generates  a  stout 
^horsepower  That's  more  power  per  liter  than  any  regular-fuel  V-6  engine  available  today.  And  while  Intrepid 's 
StiorH  dde  is  supple,  its  handling  is  crisp  and  controlled.  Large  car,  mid-size  car,  family  car,  haury  car,  sports  sedan. 
That's  not  a  parado.x,  it's  an  Intrepid.  Dodge  Intrepid.  We  're  changing  everything.  Again. 

Intrepid^  The  New  Dodge 

800-4-A-DODGE  or  w\v\v.4adodge.com 

*Base  MSRP  excludes  lax.  Color  shown  ^200  extra.  Always  use  seal  bells.  Remember  a  backseal  is  the  safest  place  for  children. 


No  Compromises 


COMPAQ.  PRESARIO 


■4OOMH2  5635  Multimedia  PC 

Intel-  Pentium'  II  processor 
lOOMHz  system  bus 
128MB  Sync  DRAM,  expandable  to  384MB 
12.0  GB  UltraDMA  hard  drive 
100MB  Iomega^  Zip  drive  built-in 
512KB  pipeline  burst  L2  cache 
8MB  lOOMHz  SyncGraphics  video  RAM 
2x  AGP  ATI  3D  Rage  LT  Pro  graphics  card 
DVD-ROM  drive,  2nd  generation 
56KV.90  modem 

10  Mbps  Ethernet  port  for  netivorking 
Dolby-  Digital  surround  sound 
JBL'^  3D  Virtual  Theater",  Spatializer-  soun 
Microsoft  Windows'  98,  Microsoft  Works, 


5R 


Monitor  lVi(/i  Speakers 
Sold  Separately 


I  1  •  — 


Was... 
S2299 

Special  Value  America  Price 
$1499 

Less  "Net  Cash"  Mail-In  Rebate 
-SlOO 


(See 


Your  Price  After  Manufacturer's  Rebate 


1399 


Members'  Pnce 


Heavy  Specs,  Lightweight  Price 

IXt^*'*  You're  practical.  You  weigh  all  the  factors 

rj^Tl  before  you  decide.  Good.  Weigh  thi^:  the  Com- 

paq Presario  5635  Multimedia  PC  has  an  Intel 
Pentium  II  processor  running  at  a  hair-raising 
400MHz,  128MB  of  memory,  12  gig  hard  drive, 
built-in  Iomega    Zip  drive,  a  second -generation  DVD-ROM 
drive,  and  free  startup  on  Internet  service — all  for  under  $1400! 


Pentium  U 


17"  Compaq  Presario  MV700  j^^^hwi 
Multimedia  Monitor  15.9"  viewable 

It's  the  perfect  match  for  our  no-compromise  Compaq  c 
er  The  MV700  has  1280  x  1024  maximum  resolution  and  S-tr^ 
dot  pitch  for  sensational  graphics.  Includes  JBL  Pro-  sp(  Etl'. 


$399.99 


\  lu  ItiMonsterMedia 

-\o  compromises  in  these  multimedia  specs — the  ATI  3D  Rage 
LT  Pro''-'  graphics  accelerator  is  equipped  with  ATI  Motion 
Compensation  hardware,  providing  full-motion  MPEG-2  video 
playback.  With  a  lOOMHz  svstem  bus  and  8MB  of  video  mem- 
ory, \'c)u  won't  spend  an  extra  millisecond  waiting  for  your 
screen  to  refresh — even  at  1280  x  1024  resolution.  And  sound? 
Names  like  JBL®  and  Dolby®  vvill  be  music  to  vour  ears. 


Net  Cash  Rebate 

Bu\'  the  Presario  5635  and  sign  up  for  a  free  50-hour 
Compaq  Easy  Internet  Access  (something  you're  going 
an\  way),  and  you'll  be  eligible  for  a  SlOO  mail-in  reba 
Compaq.  Microsoft®  Internet  Explorer  4.0  enhanced  b 
paq,  multiple  email  accounts,  and  Compaq's  Interne 
Wizard  are  all  included.  E\  en  if  www.ValueAmerica.co  r^tfi; 
the  only  destination  on  the  Web,  this  would  be  a  great  d  itiiij 
legend  has  it  there's  e\  en  more  out  there. 


www.ValueAmerica.com  (888)  510-V\LU 


1 


nbe 
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Shop  online  at  wwvv.ValueAmerica.com 


Call  toll-free:  (888)  510-VALU 


No  Kidding 
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iifi  ThinlcPad 

ikPad  770  954832U 

I®  Pentium'-  processor  with  MMX'"  technology 
AHz 

B  SDRAM  (expandable  to  256MB) 
IB  hard  drive 

B  L2  cache 

video  SGRAM 

TFT  active-matrix  display 

X  768  resolution,  100:1  contrast  ratio 
ROM  drive 
cbps  PC-card  modem 
it  stereo  sound 

2.2"  thin 
iows®  95 
ar  warranty 

■s' Price: 


799 


Targiis  Case 
Included  Free! 


Fiiv  For  A  Limited  Time: 


t  j>ii  aril 

9 


::-in 
•jnifij 
-  L-ueiTif| 
nenca. 
•  neati 


^1 
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ulating  About  Specifications 

)ecs  don't  tell  you  everything... that  ThinkPads  are  built 
1  ISO  9000-certified  plants  or  that  they  endure  stringent 
on,  thermal,  electrical,  acoustic,  humidity,  life  cycle,  and 
?sts  that  ensure  a  level  of  reliability  that's  second  to  none. 
?  other  hand,  the  specs  of  the  ThinkPad  770  are  nothing 
of  spectacular!  Start  with  a  233MHz  Intel-  Pentium- 
sor  with  MMX  "  technology.  32MB  of  RAM  (expandable 
vlB  for  your  memory-hungry  graphics-intensive  applica- 
tions), a  4GB  hard  drive,  512KB  of  level  2  cache, 
and  2MB  of  video  RAM  further  demonstrate  that 
jdw     this  is  one  serious  multimedia  machine. 

Pass  The  Popcorn 

linkPad  770  has  a  huge  13.3"  display.  Its  viewable  image 
actually  larger  than  that  of  a  conventional  15"  monitor, 
a  premium  TFT  (Thin  Film  Transistor)  active-matrix  dis- 
"lat  delivers  superior  contrast  and  brightness,  even  if 
not  looking  at  it  straight-on.  At  a  contrast  ratio  of  100:1 
icreen  resolution  of  1024  x  768,  you'll  get  sharper,  more 
d  text  and  graphics  than  you  ever  thought  possible. 


Flexible  By  Design 

The  TP770's  UltraBay  II  is  the  industry's 
most  flexible  and  comprehensive  modu- 
lar design.  It  allows  you  to  swap  compo- 
nents— like  extra  battery  packs  and  CD- 
ROM,  floppy,  or  Zip  drives.  But  what 
you'll  really  want  to  find  in  your  Christ- 
mas stocking  is  IBM's  DVD  drive,  which  lets  you  plav  full 
length  movies  on  your  ThinkPad  770. 


ThinkPad  770  DVD  Dnvi' 
I-nhanced  Video  Adapter 
(ri-q  d  formoML-playbJLk,  ^219* 


SOUTHL^  Don't  Forget  The  Memory 

'f^A^'^fyn,.,^,^^  Random  Access  Memory,  or  RAM,  is  the  most 
significant  upgrade  you  can  make  to  improve  your  ThinkPad's 
performance.  Memory  from  Southland  Micro  Systems,  specifi- 
cally designed  for  the  TliinkPad  770,  is  1007o  tested  and  guar- 
anteed for  life. 


prices  are  shown.  Guests  add  about  5"'.-.  Membership  is  free  for  a  limited  time.  Join  today  and  save! 


STRATEGIES  FOR  STOCKS 


THE  PROS 
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MAY  THE  BEST 
STOCKPICKER  WIN 

Where  would  four  top  money  managers  invest  $100,000  in  the  coming  year? 


Each  year,  BUSINESS  WEEK  asks 
four  money  managers  to  hypo- 
thetically  invest  $100,000  in  10 
stocks.  A  year  later,  the  one  with 
the  highest  return  wins. 

1998  proved  a  tough  year.  All  four 
stockpickers  trailed  the  17.6%  rise,  as 
of  Dec.  H,  in  the  Standard,  &  Poor's 
500-stock  itidex — by  a  lot.  In  fact,  only 
one  earned  a  positive  return.  Winner 
Brian  Posner  runs  Warburg  Pincus 
Growth  &  Income  Fund.  His  10  stocks 
were  up  3.8%  thanks  to  two  big  win- 
ners, Chdfstreani  Aerospace  Corp.,  up 
71.5%>,  and  Trigon  Healthcare  Inc.,  up 
36%.  But  Polaroid  and  mortgage  in- 
surer PMi  Group  dragged  him  down. 
His  fund  was  up  5.8%  this  year.  Pos- 
)ier,  a  value  investor,  says  his  style 
was  out  of  favor:  ''It  was  one  of  the 
worst  years  for  value  [in- 
vesting] relative  to  growth 
[investing]." 

Finishing  second  was 
David  Herro,  who  man- 
ages Oakmark  Interna- 
tional Fund,  down  9.3%. 
His  picks  were  down 
0.9%  because  of  econom  ic 
turmoil  overseas.  But 
Herro  says  his  results 
would  be  positive  if  divi- 
dends were  included.  "/ 
would  have  been  up  an- 
other 3..5%.  to  he 
says.  Herro's  best  bets 
were  Danzas  Holdings,  a 
Swiss  trucker  and  New 
Zealand  agrochem.ica  I 
company  Femz  Corp. 

Christine  M.  Baxter's 
specialty  is  small-cap 
growth  stocks.  This  mu- 
tual-futui  category  dipped 
.5%.  But  Baxter's  10 
stocks  were  down  23.5%, 
despite  her  efforts  to 
avoid  tech  stocks  with 
Asian  exposure  and  tar- 
get companies  timt  helped 
U.  S.  companies  manage 
their  technology.  Three  of 
(he  latter — Aris,  ABR  In- 


formation Services,  and  davox — 
plummeted  an  average  of  55%  each. 
At  least  her  pbhg  Emerging  Growth 
Fund  was  down  only  1H%. 

Bringing  up  the  rear  was  David  W. 
Tice,  who  runs  the  Prudent  Bear 
Ftind.  He  was  down  4-5.2%.  Of  the 
eight  stocks  he  .sold  short,  only  two  de- 
clined. Tice  thought  tech  stocks  were 
poised  for  a  fall,  so  he  sold  Yahoo! 
Inc.  short.  It  soared  231%,  while  Intel 
Corp.  was  up  52%.  Tice's  only  big  win 
was  shorting  United  Companies  Fi- 
nancial, which  makes  second  mort- 
gages. It  fell  73%.  Meanwhile,  his  Pru- 
dent Bear  Fund  is  down  26.1%.  Tice 
still  believes  tech  stocks  are  overvalued: 
"We  think  it  is  irrational  exuberance 
at  its  finest." 

Will  this  fiear's  contestant.'^  do  better? 


BUYING  CHEAP 
BUT  READY  FOR  TAKEOFF^sy'^ 

Filling  Michael  F.  Price's  shoes  ii 
tall  order.  Pi-ice  sold  the  Mutual  Shaiftitiii 
fund  gi'oup,  based  in  Short  Hills,  N.j^iri 
to  Franklin  in  1996  and  stepped  dcrtfayoi 
as  portfolio  manager  this  Novembjisat-c 
Five  managers  have  replaced  Price,  IferC; 
eluding  Larry  Sondike,  a  co-portfojiSfeoi 
manager  of  the  Mutual  Shares  and  IVmroad 
tual  Beacon  Funds.  Sondike,  41,  istehhi 
15-yeai'  Mutual  Shares  veteran  who  wfc 
manages  $14.5  billion  in  the  two  fiintol 
They  have  a  solid  long-term  recotfriEo 
but  1998  was  poor:  Both  funds  w()eStoit 
down  less  than  5%.  Sondike  says  thfjsCendi 
because  value  investing  overall  (^.m 
poorly  in  1998.  i  a'Teii 

Yet  Piice's  legacy  of  value  investingteinZ 
going  strong.  Sondike  picks  compansi-p 
that  ai'e  unusually  cheap,  especially  thioi  mo; 
that  are  poised  to  benefit  fi'om  a  spin-i6ilnta 
takeover,  or  stock  buyback.  "Th(€ 
stocks  have  cheap  valuations,  and  i^i^StinrT 
have  catalysts  to  help  realize  that  valu"^^' 
says  Sondike.  He  has  owned  some|i|(J||| 
his  picks  for  a  few  years. 

A  new  pick  is  Payless  ShoeSou:( 
Inc.,  the  largest  seller  of  discount  shci. ; , 

llhci 


LARRY  SONDIKE 


Portfolio  Co-Manager 
Mutual  Shares  and  Mutual  Beacon  Fund 


COMPANY  SYMBOL+ 


PRICE 


COOPER  CAMERON  (RON) 

INVESTOR  (iNVEA  ss) 


_$24___  „ve^ 
42 


PAYLESS  SHOESOURCE  (pss)  ^-3%}^^^^ 
RJ  REYNOLDS  (RN) 


RICHEMONT  (CFR  sw) 


1,413 


TELE  CENTRO  SU*  (TCS) 


47  -.Ger 


TELEPHONE  &  DATA  SYS.  (TDS) 

LEAR  (LEA)  36%!^:; 

UNITED  ASSET  MAN "(UAM)  23  |i;  bai 

US  INDUSTRIES  (u'si)  lyi^i 

*  ADR  **As  of  Dec.  14  +Bloomberg  symbol 
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^llih  an  average  paii*  going  for  just  $11. 
stock  ci'atei'ed  fi'om  75  to  43  be- 
se  of  strong  performance  by  rivals, 
uding  Wal-Mart  Stores  Inc.  and  Tar- 
Stores  Inc.  But  Sondike  says  Pay- 
'  business  is  stable  and  cash-rich, 
li  $3  of  cash  per  shai'e  on  its  balance 
et.  He  thinks  the  company  will  use 
cash  to  cany  out  an  ali-eady  autho- 
d  buyback  of  one-thiixl  of  its  shai-es, 
ch  would  boost  the  price. 
)ther  potential  buybacks  on  his  top 
list  are  us  Industries,  a  diversified 
le-products  company,  and  United 
et  Management  Corp.,  an  institu- 
al  fimd  manager.  He  is  looking  for 
Reynolds  Tobacco  Co.  to  spin  off 
nsco  to  shareholders.  Telephone 
a  Systems  DS,  a  diversified  telecom- 
lications  company,  and  Lear,  the 
Id's  largest  maker  of  car  interiors, 
e  stumbled,  but  both  are  restmc- 
ng  in  ways  that  Sondike  believes 
pay  off.  He  even  likes  a  stock  from 
out-of-favor  oil-services  sector, 
per  Cameron  Corp.,  because  it's  a 
ng  company  that  is  down  70%. 
.broad,  Sondike  likes  Investor,  a 
dish  holding  company  controlled  by 
Wallenberg  family  that  owns  blocks 
.stra,  L.  M.  Ericsson,  and  abb  Asea 
\  wn  Boveri.  It  trades  at  a  25%  dis- 
it  to  its  asset  value,  says  Sondike. 
Centre  Su  is  one  of  thi-ee  fixed-line 
le  companies  in  Brazil  that  were 
of  Telebras.  And  Richemont,  which 
es  in  Zuiich  and  Johannesbui'g,  is  a 
c((ii|J|[' ry-goods  company  that  owns  Caiti- 
nd  most  of  cigarette  maker  Roth- 
's International. 


id 


mi 


iveii 


[)BETROTTING 
R  GROWTH 


s  manager  of  Federated  Interna- 
J  Small  Company  Fund,  New  York- 
d  Tracy  Stouffer  has  racked  up  so 
y  frequent-flier  miles,  she'll  never 
'  to  buy  another  plane  ticket, 
iched  two  years  ago,  the  fund  is  one 
le  best  performers  in  its  categoiy 
is  up  19.3%  yeai-  to  date.  Stouffei- 
overseas  gi-owth  companies  with 
tdizations  under  $1  billion  that  seO  at 
count  to  their  gix)wth  rates.  Seven  of 
)icks  ai-e  in  Europe,  hei-  cmrent  fo- 
Siie  is  avoiding  Latin  America  and 
ng  back  into  Asia. 
3nsolidation  is  one  of  Stouffer's 
les.  Germany's  Kamps  has  22,000 
i-alone  bakeries  there  and  just  2% 
cet  share,  but  that's  the  highest 
5  of  any  baker.  It  is  buying  other 
nan  bakers,  aiming  for  a  20% 
i.  Natsteel,  a  Singapore  company, 
other  consolidation  play  that  buys 
;s  of  other  tech  companies, 
ouffer  also  likes  European  Internet 


TRACY  STOUFFER 


Portfolio  Manager 
Federated  Int'l.  Small  Fund 


COMPANY  SYMBOL+ 


PRICE* 


COFIR  (CFR  SM) 

$12.69 

BANPO  (BNPU  TB) 

1.19 

DO  &  CO.  (DOC  AV) 

45.44 

DON  QUIJOTE  (7532  JP) 

92.33 

ESAT  TELECOM**(ESATY) 

35.25 

IDEAL  (INTEK  GA) 

.10 

KAMPS  (KAM  GR) 

62.21 

KUDELSKI  (KUD  sw) 

2,824 

NATSTEEL  ELEC  (nelc  sp) 

2.42 

TALENTUM  (ttmiv  fh) 

11.32 

+Bloomberg  symbol    *As  of  Dec.  14  **ADR 
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and  telecom  companies,  in  part  because 
Net  development  in  Em'ope  lags  be- 
hind the  U.  S.  Some  picks:  Kudelski,  a 
Swiss  Net  provider  that  is  also  in  the 
smart-card  and  pay-TV  businesses;  and 
Ideal,  a  Greek  telecom  provider.  In  Ire- 
land, which  hopes  to  become  Europe's 
Internet  commerce  hub,  her  pick  is  a 
company  called  Esat,  a  phone  and  Net- 
sei-vice  provider. 

A  unique  niche  is  another  criterion 
for  Stouffer.  Don  Quijote  is  a  Japanese 
supersize  convenience-store  chain  that 
caters  to  people  who  shop  at  night.  De- 
spite Japan's  economic  funk,  the  com- 
pany is  growing  50%  a  year.  "No  one  is 


doing  the  same  format,"  says  Stouffer, 
with  the  closest  being  7-Eleven  Stores 
in  Japan.  Another  unusual  company  is 
Austria's  Do  &  Co.,  which  does  high- 
end  catering  for  airlines  and  Fomriula 
One  races.  It  was  recently  hii-ed  to  ser- 
vice New  York's  John  F.  Kennedy  In- 
ternational Airport. 

Rounding  out  her  picks  are  Talen- 
tum,  a  Finnish  publisher  that  is  be- 
coming a  new-media  company.  She  also 
likes  Spain's  Cofir,  the  owner  of  three- 
and  four-star  hotels;  and  Banpo  Public 
Co..  a  depressed  Thai  coal-mining  stock 
selling  at  a  discount  to  book  value. 
Stouffer  thinks  it  will  recover  thanks  to 
an  ongoing  recapitalization. 

SNAPPING  UP  WALL 
STREET'S  WHIPPING  BOYS 

Tech  stocks  ai-e  Roger  B.  McNamee's 
specialty.  Once  a  T.  Rowe  Price  Asso- 
ciates Inc.  money  manager,  he  nms  a 
private,  $700  million  "crossover"  fund 
that  buys  stock  in  public  companies 
and  makes  venture-capital  investments. 
McNamee's  first  fund's  annualized  re- 
turns from  Dec,  1991  to  Oct..  1998 
were  up  30.6%.,  he  says.  Based  in  Men- 
lo  Pai"k,  Calif.,  he  looks  for  strong  com- 
panies that  Wall  Street  has  unfairly 
slammed. 

While  McNamee  is  a  big  believer  in 
the  Net,  he  avoids  what  he  calls  the 
"full-fledged  mania"  of  Net  iPOs.  In- 
stead, he  likes  established  companies. 
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just  12%  year  to  date.  The  teal 
main  tai'get  is  U.S.  companies  vh 
big  operations  abroad.  They  th' 
globahzation  and  technolo,u.\-  ■ 
continue  to  drive  U.S.  growl h  ; 
^      that  global  companies  w-ill  out<l(i 
^^l^L    vals.  Tlieii-  past  home  nms:  <  iillt 
Co.  and  Coca-Cola  Co.  "I 
globalization  and  technolouy 
moi'e  important  to  oui"  society  t;,i 
pELLjpELL)  GAYa     railroads  and  electricity  were 


ROGER  McNAMEE 


General  Partner 
In  tegral  Capital  Partners 

COMPANY  SYMBOL+  PRICE* 

CAMBRmGE  "tech  ~{CATP) 
CISCO  (csco)  80^8 
CONCORD  COMM  (CCRD)  49% 


DOCUMENTUM  (dctm) 


39% 


such  as  I 'AH  -Mcrra  Inc.  Its  the  leaduig 
vendor  of  chips  used  for  buildmg  the 
Internet.  Cisco  Systems  Inc.  is  a  simi- 
lai-  building-the-Net  play.  He  likes  hard- 
ware companies  EMC  Corp.  and  Dell 
Comi:)Uter  Conp.  because  he  tliinks  they 
have  better  business  models  than  theii' 
competitors. 

McNamee's  favorite  categoiy  is  en- 
teqjrise  softwai'e — programs  that  are 
used  to  nan  large  corporations,  from 
managing  inventoiy  to  800-number  call 
centers.  The  gi-oup  has  gotten  ham- 
mered because  a  few  companies,  no- 
tably Baan  Co.  and  Peoplesoft  Inc.,  mi- 
derperformed.  McNamee  thinks  good 
companies  got  swept  up  in  their  wake. 

He  especially  lil<es  Platinum  Softwai'e 
Coip.,  a  vendoi'  of  accounting  software 
for  Windows  NT.  McNamee  thinks  the 
markets'  wonies  about  Platinum's 
trouble  integr-ating  a  recent  ac 
quisition  are  excessive.  Other 
Ijicks  are  Documentum,  which 
sells  high-end  document-man- 
agement systems;  C'oncord 
Communications,  which 
makes  network-manage 
ment  software;  and 
Genesys  Telecomm  Labs, 
which  does  call-center 
integi'ation.  He  also  sees 
opportunity  at  Microsoft 
Corp.  The  giant  has 
three  major  product  cy- 
cles beginning  in  1999. 
And  McNamee  thinks 
the  market  will  ultimate- 
ly slung  off  any  antitnist 
problems.  "Microsoft  re- 
mains the  best-positioned 
company  in  the  softwai'e 
business,"  he  says. 
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then'  day,"  says  Roy. 

U.  S.  companies  that  are  poi| 

1^   Z?__    to  benefit  ft'om  overseas  operati 

GENESYS  TELE  LABS  (GCTD  22/8     are  State  Street;  Interpublic; 

mTcR0S0>T(ms7t)  127'V;  ^"PPl'-^^'  ^.^^tra 

  Amencan  Power  Conversion,  wi 

PLATINUM  SOFTWARE  (PSQL)  lOY.  makes  batteries  and  surge  prol 
PMC-sTeRRA  (PMCS)  56'/    tors  for  computers;  and  Molex 

*  Dec,  14   +Bioomberg  symbol  electrical-connector  maker.  Mo: 

manager  and  financial  custod 
State  Street  gets  about  a  thirc 
its  income  abroad  and  has  operation 
70  countries.  Its  ovei'seas  operatic 
such  as  its  401(k)  business,  have  1 
growing  fast.  "Instead  of  buying  a 
eign  stock,  we  like  State  Street 
cause  it  wQl  benefit  fi-om  more  overs 
investing,"  says  Rose. 

Another  pick:  global  ad  agency 
teipublic  Group,  a  holding  company 
McCann-Erickson  Worldwide  and  J 
erati  Puris  Lintas  that  gets  over  I 
of  revenues  from  outside  the  U.  S. 
in  102  countries  and  is  also  an  Intel 
play,  with  small  investments  in  a  n 
her  of  Net  ad  agencies.  The  Papps 
like  Steiner  Leisure,  which  has  809 
the  business  of  innning  beauty  par 
and  spas  on  cinise  ships. 

By  Leah  Nathans  S'l 
hi  New  1 
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Still,  since  the  typical  technology 
stock  is  up  25%  to  30%  in  the  past  six 
weeks,  McNamee  warns  that  trouble 
could  come  in  early  Januai-y.  "We  are 
vulnerable  to  a  coirection  at  the  fii'st 
sign  of  trouble  on  the  earnings  front." 

EYES  ON  THE 
WORLDLY  AMERICAN S 

L.  Roy  Papp,  71,  and  his  daughter-in- 
law  Rose  Papp,  44,  have  had  a  good 
ran  co-managing  Papp  America- Abroad 
Fund,  a  $328  million  fund  based  in 
PhoenLx.  It  has  a  top  business  week 
rating  and  five  stai-s  fi'om  Moiningstai', 
even  though  it  has  slowed  tliis  year,  up 


ROY  AlVD  ROSE  PAPP 


Co-Managers 
Papp  America-Abroad  Fund 

COMPANY  SYMBOU 


PRICI 


INTERPUBLIC  GROUP  (ipg) 


$65=/ 


AM  POWER  CONVERSION  (apco  4P/ 


G&K  SERVICES  (Gksra) 


50' 


INTEL  {INTO 


iir 


MEDTRONIC  (MDT) 


68 


MOLEX  (MOLXA) 


30! 


OFFICE  DEPOT  (ODP) 


29'/ 


STATE  STREET  (STT) 


67'- 


STEINER  LEISURE  (STNRF) 
T.  ROWE  PRICE  (TROW) 

As  of  Dec.  14    +Bloomberg  symbol 
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WHAT  EXACTLY 
IS  IBM'S 

POSITION 

ON  WINDOWS  NT  SERVERS? 


INTHE 


BASEMENT 


OF  THE  30  STORY 
HEADQUARTERS 
OF  A  FORTUNE  500 
COMPANY. 


THE  IBM  NETFINITY  7000  SERIES. 

HIGH  PERFORMANCE  SERVERS  FOR  WINDOWS  NT. 

e-business  means  a  lot  of  things.  It  means  moving  business  to 
the  Web,  It  means  improving  relationships  with  customers,  suppliers 
and  employees  —  boosting  communication  and  efficiency  inside  and 
outside  an  organization.  It  means  looking  at  data  in  new  ways, 
e-business  also  means  looking  at  PC  networks  in  new  ways.  And  it's 
not  much  of  a  surprise  to  hear  that  Windows  NT  has  become  one  of 
the  most  popular  new  operating  systems  in  the  corporate  world. 
In  1997,  use  of  The  Windows  NT  Server  operating  system 
grew  by  139%  worldwide,  reaching  a  34%  share  of  all  server 
operating  systems  (source:  IDC). 

What  you  may  not  know  is  that  IBM  is  building  Intel  -based  servers 
with  the  power  to  run  the  major  business  applications  —  from 
companies  like  SAP  Baan,  JD  Edwards,  Oracle,  PeopleSoft  and 
QAD  —  used  in  the  largest  of  corporate  networks. 


But  it  isn't  power  and  reliability  alone  that  distinguish  Net|^ 
servers  from  their  would-be  peers.  It's  that  they  come  loaded»i 
things  like  IBM  Netfinity  Management  tools  —  a  comprehensive  .triip 
standards-based  software  tools  that  rriake  it  easier  to  manage  ann 
your  network.  It's  that  you  can  add  advanced  tools  like  Web  Sv 
Accelerator  (it's  on  the  Net)  to  optimize  performance  by  up  to  i' 
It's  that  we  work  with  partners  like  Intel  to  bring  new  technoldi.  ;.;- 
to  market  —  in  servers  designed  to  use  them  to  their  fullest,  -f^^i^. 

The  Netfinity  7000  M10  server,  for  example,  is  powered  by  the^ftaiege 
Intel  Pentium ^  II  Xeon"'  processor  400  MHz,  providing  it  with  i^pi 
of  the  highest  performance  benchmarks  in  its  class.  liir-sK,. 
www.pc.ibm.com/us/techlink/srvperf  for  details.)  h-jjc 
History,  plain  and  simple,  also  separates  Netfinity  serversejaic 
all  others,  IBM  has  been  building  mission-critical  systems  fcW^'eii- 
corporate  world  for  decades,  and  now  we've  applied  that  experts 
the  world  of  Windows  NT.  Netfinity  servers  are  the  first  toft 
scalable  parallel  technology  with  a  clustered  system  and  ho?l 
PCI  implementation.  Netfinity  servers  also  offer  scalability  fear 
you  don't  expect  in  a  server  running  Windows  NT  —  like  the 
to  hot-swap  hard  disk  drives,  adapters,  power  supplies,  and  ip' 
Netfinity  servers  are  also  quick  and  easy  to  integrate  into  your  e>ti 
IT  infrastructure,  whether  it's  powered  by  IBM  (thank  you)  or  n(  ...^ ' 
Netfinity  servers  from  IBM  aren't  just  tools  for  big  busiiiS.;.,. 
they're  tools  for  big  e-business.  : 


■BM  NETFINITY  7000  M10  Up  to  4-way  Intel  Pentium  II  Xeon  processors  (400  MHz)  /  Up  to  8GB  ECC  interleaved  memory  / 100  MHzJg; 
(©f  -i  ;l-IIH  --  tool- 
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THE  IBM  NETFINITY  5500  SERIES. 

WITH  INTEL  PENTIUM  II  XEON  PROCESSORS. 

The  real  explosion  of  Windows  NT  servers  has  been  at  the 
departmental  level  —  starting  with  desktop  computers  and  then 
connecting  those  desktops  into  larger  networks,  enterprise  servers 
and  legacy  systems. 

The  growth  of  intranets,  Web  commerce  and  sophisticated  custom 
apps  built  with  powerful  cross-platform  software  like  Lotus  Domino™ 
las  fueled  the  demand  for  powerful,  reliable  servers  that  connect 
thousands  of  PC  users  inside  an  organization  —  from  sales  reps  in 
:he  field  armed  with  ThinkPads,  to  desktop  users  in  customer  service 
departments.  Servers  like  the  Netfinity  5500  Series, 
ft  server  is  a  repository  of  information,  information  that 
quickly  becomes  powerful  business  intelligence  when  fully 
exploited.  This  is  e-business.  Knowing  more  about  customers, 
what  they  need  and  want.  Mining  growth  out  of  details. 
Jncovering  new  markets  (and  margins)  from  within. 
All  these  people  connected  via  Windows  NT  servers  also  need 
•  access  to  the  detailed  information  that  resides  on  the  more  powerful 
systems  that  are  the  core  components  of  a  major  enterprise  (like, 
Jay,  an  IBM  RS/6000  SP  UNIX  server  capable  of  processing  millions 


of  transactions  a  second).  In  such  a  world,  the  ability  to  quickly  and 
seamlessly  integrate  departmental  Windows  NT  servers  into  your 
larger  IT  infrastructure  is  critical. 

Netfinity  servers,  like  the  new  Netfinity  5500  M10,  help  simplify  this 
integration.  Take,  for  example,  IBM  Netfinity  Manager  software.  It 
ships  with  every  IBM  Netfinity  server.  It's  platform  agnostic.  It  lets  you 
manage  clients  and  servers  from  dozens  of  leading  manufacturers. 
It  also  helps  you  tie  your  Windows  NT  network  into  enterprisewide 
management  software  such  as  Tivoli  Enterprise?'  Microsoft  SMS'" 
and  Intel  LANDesk™ 

This  Is  what  e-business  is  all  about  —  not  )ust  building  powerful 
servers  for  departmental  use  (and  make  no  mistake,  the  Netfinity 
5500  M10  can  handle  everything  from  huge  e-mail  networks  to  24/7 
Web  commerce),  but  also  providing  tools  to  integrate  and  manage 
those  servers  as  part  of  a  much  larger  network.  This  helps  you 
control  costs  and  keep  your  network  up  and  running. 
This  is  the  difference  between  a  plain-Jane  server  and  an 
e-business  tool. 
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Jp  to  2-way  Intel  Pentium  II  Xeon  processors  (400  MHz)  /  Up  to  2GB  SDRAM  ECC  memory  / 100  MHz  bus    IBM  NETFINITY  5500  M10 
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THE  IBM  NETFINITY  3000  SERIES. 

AFFORDABLE  SERVERS  FOR  WINDOWS  NT. 

But  what  if  you're  not  a  large  business  yet  —  or  even  a  medium- 
sized  business?  What  if  the  sales  department  doubles  as  the 
marketing  department?  What  if  corporate  HQ  is  your  desk'^'  And 
your  bedroom  back  at  home  seems  more  like  a  24-hour  branch 
office  than  a  place  to  sleep? 

Well,  \BM  is  making  servers  for  growing  businesses  with  all  their 
growth  still  to  come.  That  means  prices  you  can  afford  right  now  on 
a  server  that  runs  Windows  NT:  the  basic  Netfinity  3000  server  (com- 
plete with  an  Intel  Pentium  II  processor,  speeding  along  at  300  MHz). 

It's  a  very  affordable  server  —  but  not  a  stripped  one.  Like  all 
Netfinity  servers,  the  Netfinity  3000  comes  standard  with  Lotus 
Domino'"  or  Lotus  Domino  Intranet  Starter  Pack™  not  to  mention 
Netfinity  Manager  software. 

This  makes  it  easy  and  inexpensive  to  put  your  business  on  the 
Web,  allowing  millions  of  customers  around  the  world  to  reach 
you.  So  you  can  grow  from  a  very  small  business  (say,  for  example, 
one  pet  store)  to  a  very  large  one  (say,  the  world  leader  in  designer 
dog  chow  sales).  As  your  business  grows,  you'll  appreciate  the 
virtues  of  the  systems  management  software  that  makes  it  vastly 


I 
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easier  to  keep  your  network  up,  running  and  generating  more 
business.  Nothing  wrong  with  that 

Every  Netfinity  server  Includes  a  3-year  limited  warranty  and 
90-day  Start  Up  Support.  Leasing  plans,  automatic  2-year 
product  refreshes,  customizable  support,  system  installation 
and  integration  are  available,  if  you  desire. 

Of  course,  the  value,  quality  and  reliability  of  the  Netfinity  3000  server 
is  such  that  a  whole  bunch  of  not-so-small  businesses  will  choose 
them  by  the  dozens  for  things  like  print  spooling  and  file  management. 
Not  the  most  glamorous  tasks,  but  the  day-in,  day-out,  got-to-be- 
dependable  side  of  e-business. 

If  you'd  like  to  know  more  about  the  full  range  of  IBM  Netfinity  servers, 
financing  arrangements  and  server  options  —  from  supplemental 
storage  to  fiberoptic  connections  —  bookmark  www.ibm.com/pc. 

You'll  find  we  have  the  kind  of  e-business  solutions  you're 
looking  for.  Solutions  for  a  small  planet." 
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Intel  Pentium  II  processor  (up  to  450  MHz)  /  Up  to  384MB  SDRAM  ECC  memory  / 100  MHz  bus 


ALSO  SEE  NETFINITY  SERVERS  ON  THE  WEB  AT  WWW.IBM.COI\fl/PC 
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MERGERS 


BAT  WAS  JUST  THE  WARM-UP 

<eovers  in  1999  should  equal,  if  not  surpass,  last  year's  total  of  $1  trillion  in  deals 

i 


wesome.  That  was  1998,  a  year 
when  a  raft  of  megamergers 
and  acquisitions  helped  push  the 
stock  market  to  uncharted 
high  ground. 

0  how  does  it  look  for  1999?  The 
ing   is   that   the   value  of 
overs  will  equal,  if  not  sui-pass, 
1998  total  of  $1  trillion.  ".Just 
megamergers  accounted  for 

•  30%  of  1998's  total  volume" 
The  Mergers  &  Acquisitions 

isor  in  New  York.  "Next 

•  will  see  another  boom  in 
amergers  as  well  as  in  min- 

'ger  deals,"  predicts  Edward  { 
Kerschner,  chief  investment 
tegist  at  PaineWebber  Group, 
e  and  more  companies  "have 

1  the  need  and  the  ability  to  do 
s,"  he  argues.  Corporations  are 
ti  pressed  to  seek  partners  to  gen- 

e  fresh  sales  and  find  new  ways  to 
costs. 

op  on  Kerschner's  list  of  takeover 
ets  is  Nextel  Communications  Inc., 
leading  provider  of  specialized  wire- 
•communications  sei-vices.  If  a  for- 
outfit  such  as  Mannesman,  Siemens, 
/odafone  decides  to  enter  the  U.S. 
ket,  it  will  want  to  do  so  in  a  big 
— to  reap  economies  of  scale,  says 
scliner  So  an  overseas  buyer, 
idds,  would  be  apt  to  pick  a 
ble  player  such  as  Nextel. 
i  VISCOSITY.  In  Big  Oil,  still 
ined  by  the  proposed  Exxon- 
)il  merger  announced  in  No- 
iber,  the  talk  is  that  any 
'er  is  fair  game.  To  veteran 
malyst  Frederick  P.  Leuffer 
)f  Bear,  Steams  Cos.,  Phillips 
roleum  Co.  seems  "the  most 
erv'alued  domestic  major  that 
cover."  He  thinks  Phillips' 
•■ations  might  be  a  good  fit 


largest  oil  fields  in  the  U.  S.,  and  owns 
the  best  exploration  acreage  in  Alaska. 
ARCO  also  has  some  excellent  exploration 
opportunities  in  the  Gulf  of  Mexico. 

Hilton  Hotels  Corp.,  which  has  just 
spun  off  its  slumping  casino  operations 
into  a  separate  company  called  Park 
Entertainment  Coip.,  is  one  of  the  com- 


WHISPER  STOCKS 


Other  good  matches  for 
lips,  says  Leuffer,  could  be 
aco  Inc.  and  Chevron  Corp. 

latter,  incidentally,  is  also 
lored  to  be  buyout  bait, 
n  addition,  Leuffer  points  out 
.  ARCO  is  an  attractive  tai-get. 
says  ARCf)  has  the  strongest 
tion  on  the  West  Coast  of  any 
company,  operates  the  two 


COMPANY 

CURRENT 
_PRICE'__ 

BUYOUT 
___PRIC_E** 

ARCO  (ARC) 

$6  5 'A 

$82 

CHEVRON  (CHV) 

115 

COPLEY  PHARMACEUTICALS  (CPLY) 

18 

CORPORATE  EXPRESS  (CEXP) 

11 

DONALDSON,  LUFKIN  &  JENRETTE  (DU) 

m 

55 

HILTON  HOTELS  (HLT) 

30 

MELLON  BANK  (MEL) 

80 

NEXTEL  (NXTL) 

IVA, 

45 

PAINEWEBBER  (PWJ) 

33 'X 

55 

PHILLIPS  PETROLEUM  (P) 

40% 

60 

RESPONSE  USA  (RSPN) 

VA 

7 

SMART  &  FINAL  (SMF) 

18 

*As  of  Dec  14 

**Projected 

panies  that  market  maven  Maiio  Gabel- 
li  is  betting  on  as  a  takeover  target  in 
1999.  Hilton's  260  hotels  will  be  a  valu- 
able asset,  he  thinks,  for  a  larger 
company  in  the  business.  At  its  ciu'- 
rent  price  of  19Xr,,  the  stock  is  one  of 
the  best  bargains  among  prominent 
hotel  franchises,  says  Gabelli. 

To  Charles  LaLoggia,  editor  of 
LaLoggicCs  Special  Sifuatimi  Investor, 
a  newsletter  in  Potomac,  Md.,  the  big 
money  to  be  made  in  takeovers  will 
be  on  deals  that  involve  small-capi- 
talization companies.  That's  because 
of  a  "value  gap"  between  the  lai'ge 
and  small  caps,  which  have  lagged  be- 
hind the  blue  chips.  LaLoggia  thinks 
the  sectors  to  watch  are:  supermar- 
kets, secuiity  equipment,  dmgstoi-es, 
water  utilities,  and  phaiTnaceuticals. 
SHOPPING  LIST.  Here  are  LaLoggia's 
picks:  Smart  &  Final,  which  operates 
213  wai'ehouse-style  groceiy  stores;  Re- 
sponse USA,  already  14.8%  owned  by 
Protection  One,  which  has  been  ac- 
quiiing  small  alarm  companies  in  the 
past  two  years;  and  Copley  Pharma- 
ceutical, 51%  owned  by  Germany's 
Hoechst,  which  had  paid  .$55  a  share  in 
1993  for  its  Copley  stake.  Hoechst  re- 
cently agi-eed  to  merge  with  France's 
Rhone    Poulenc.    LaLoggia  thinks 
Hoechst  will  either  buy  all  of 
Copley  or  sell  its  stake  to  an- 
other player 

Michael  Ginsberg  of  jwcene- 
sis  Financial  Corp.  is  casting  his 
eye  on  the  office-supply  business, 
which  he  thinks  is  entering  the 
final  wave  of  consolidation.  Cor- 
porate Express  Inc.  is  a  likely 
target,  says  Ginsberg.  The  com- 
pany has  recently  been  strug- 


DATA  BUSINESS  WEEK  SURVEY  Of  ANALYSTS  AND  INVESTMENT  MANAGERS 


foiTnance.  While  its  sales  gi-owth 
has  been  .strong — siupassing  .$3.5 
billion — its  stock  has  been  weak 
because  of  disappointing  earn- 
ings. "The  company  could  be 
worth  more  to  another  player  in 
the  business,"  says  Ginsberg.  Su- 
perstores such  as  Office  Depot 
Inc.  or  Staples  Inc.  are  veiy  like- 
ly, says  Ginsberg,  to  rise  to  that 
enticing  challenge. 

Bij  Gene  G.  Marcial 
in  New  York 
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Imagine  a  world  which  gets  progressively  cleaner 

Imagine  a  world  where  city  planning  actually  improves  the 
quality  of  people's  lives. 

Imagine  a  world  where  new  forms  of  communications 
technology  are  more  user  friendly. 

Vivendi  has  already  imagined  this  world.  What  is  more,  we 
have  begun  to  build  it.  Our  water  companies  are  continually 


improving  the  quality  of  supplies  to  more  than  80  milli 
around  the  world.  Our  waste  management  systems  ( 
recycling.  Our  power-generating  stations  lead  the  way 
efficiency.  Some  even  use  waste  as  fuel. 

Thanks  to  Vivendi  companies,  transportation  syster 
across  Europe  are  better  planned  and  more  cost-effect 

Every  year,  our  construction  companies  manage  ov< 


s;  milii 


id  the  world.  Recent  projects  have  included  the  Stade 
,  Cairo's  new  rapid  transit  system  and  the  Vasco  da 
ge  in  Lisbon. 

ave  also  become  a  major  player  in  the  field  of  com- 
Ts,  providing  easy  access  to  mobile  phone  networks, 
5t  and  digital  media. 

ITTED     TO     MEETING     YOUR  LIFE 


Reading  this,  you  might  deduce  that  such  wide-ranging 
activities  are  commensurate  with  considerable  financial  growth. 

And  you'd  be  right.  Vivendi  is  one  of  Europe's  largest  companies, 
with  annual  revenues  approaching  $35  billion. 

All  things  considered,  it  seems  that  when 
the  customer  comes  first,  success  soon  follows. 

S     EVER-CHANGING  NEEDS. 

www.vivendi.com 


THE  INVESTMENT  SPECTRUM 


MUTUAL  FUNDS 


CAN  ANYBODY  OUT  THERE 
BEAT  THE  S&P  500? 

Only  10%  of  funds  did  it  this  year.  Maybe  small-cap  funds  will  in  '99 


m 
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even  a  money-market  mutual  f  itt 
Investors  aren't  abandoning  fu  riavi 
but  they're  changing  how  they 
them.  For  the  ftrst  10  months  of 
year,  net  inflows  to  equity  and  hy 
(equity  and  bond  mixes)  fimds  \ 
$151.5  bilUon,  about  $56  bilHon,  or 
below  the  comparable  period  in  ]  Inn 
But  during  the  10  months,  net  f  m 
to  bond  funds  amounted  to  $61.2 
lion — and  flows  to  money-market  f 
nearly  tripled,  hitting  $210  billion, 
severe  midyear  correction,  the  w 
in  eight  years,  must  have  shocked 
phytes  who  had  only  known  upA 
prices  for  equity  funds.  But  even 
soned  sorts  realized  the  viitue  o 
versifying  away  ft'om  equities 
Still,  how  could  such  highly  educ 


Until  1!)9<S,  mutual-fund  investors 
have  had  three  years  of  both 
good  news  and  bad  news.  The 
good  news:  Yom'  funds'  managers 
made  you  a  double-digit  return.  The 
bad  news:  You  could  have  earned  even 
more  with  a  Standard  &  Poor's  500- 
stock-index  fimd.  With  so  many  years 
of  underperformance,  surely  portfolio 
managei's  would  have  learned  a  few 
tricks  on  how  at  least  to  equal  returns 
on  the  S&P  500. 

Yeah,  right.  About  90%  of  U.  S.  di- 
versified equity  funds  failed  to  beat  the 
S&P  f,w  in  1998,  about  the  same  as  in 
1997.  But  in  1997,  when  the  s&p  logged 
■iS.7%,  fund  managers  still  earned  a 
plump  24.1%  total  (including  reinvest- 
ment of  dividends  and  capital  gains). 


In  1998,  the  s&p's  total  return  is  21.9%. 
(through  Dec.  11),  but  the  average  do- 
mestic equity  fund  could  scrape  to- 
gether only  7%.,  according  to  Morn- 
ingstar  Inc.,  which  supplies  fimd  data 
to  BUSINESS  WEEK  (table,  page  156). 
That's  the  worst  showing  since  1994. 
BIG-STOCK  BIAS.  International  funds, 
on  average,  bi'oke  about  even,  though 
funds  investing  in  emei'ging  markets 
lost  28.76%  of  their  net  asset  values 
in  1998  atop  1997's  5.3%.  decline.  Even 
with  knockout  returns  in  specialty 
funds  like  technology,  up  34.2%.,  and 
communications,  up  30.25%.,  the  all- 
e(|uity  fund  average  weighed  in  at  just 
5.04%.  That's  less  than  investors  could 
have  earned  in  the  average  municipal 
bond  fund,  5.45%  (table,  page  156),  or 

TOTAL  RETURN* 
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TOTAL  RETURN! 


PROFUNDS  ULTRAOTC  INV. 

141.27% 

ORBITEX  INFO-TECH  &  COMMUNICATIONS  A 

45.60 

POTOMAC  OTC  PLUS 

85.76 

REYNOLDS  OPPORTUNITY 

45,57 

GRAND  PRIX 

80.71 

DRESDNER  RCM  GLOBAL  TECHNOLOGY 

44.85 

MAHHEWS  KOREA  1 

78.85 

ALLIANCE  TECHNOLOGY  B 

44.23 

FIDELITY  SELECT  COMPUTERS 

78.39 

ASAF  JANUS  CAPITAL  GROWTH  B 

43.92 

DREYFUS  TECHNOLOGY  GROWTH 

76.66 

WEBS  INDEX  SPAIN 

43.75 

MUNDER  NETNET  A 

74.10 

NICHOLAS-APPLEGATE  LARGE  CAP  GROWTH  B 

42.97 

RYDEX  OTC  INV. 

71.33 

MONTGOMERY  GLOBAL  COMMUNICATIONS  R 

42.96: 

FIRSTHAND  TECHNOLOGY  LEADERS 

70.71 

INFORMATIONTECH  100 

42.9ll 

NORTHERN  TECHNOLOGY 

63.62 

WEBS  INDEX  BELGIUM 

42.48] 

BERGER  SELECT 

62.08 

WWW  INTERNET 

41.901 

TRANSAMERICA  PREMIER  AGGR.  GRTH.  INV. 

61.50 

REYNOLDS  BLUE  CHIP  GROVirTH 

41. 60] 

PIMCO  INNOVATION  C 

60.72 

PRINCIPAL  PRESERV.  PSE  TECH  100  INDEX 

41.42] 

TRANSAMERICA  PREMIER  SMALL  CO.  INV. 

58.96 

FIDELITY  SELECT  ELECTRONICS 

41.12] 

FIDELITY  SELECT  TECHNOLOGY 

58.57 

MANAGERS  CAPITAL  APPRECIATION 

40.331 

FLAG  INVESTORS  COMMUNICATIONS  A 

56.44 

MSOW  INFORMATION  B 

40.111 

JANUS  TWENTY 

54.99 

SMITH  BARNEY  TELECOM.  INCOME 

40.07] 

SCHRODER  MICRO  CAP  INVESTORS 

54.69 

UNITED  SCIENCE  &  TECHNOLOGY  A 

39.6^ 

FIDELITY  ADVISOR  TECHNOLOGY  T 

51.39 

JANUS  MERCURY 

39.52 

AMERITOR  SECURITY  TRUST 

51.35 

JANUS  OLYMPUS 

38.93] 

PBHG  LARGE  CAP  20  PBH6 

48.10 

MARSICO  FOCUS 

38.9cj 

MONTGOMERY  GLOBAL  LONG-SHORT  A 

47.77 

SMITH  BARNEY  LARGE  CAP  GROWTH  B 

38.4l] 

FIDELITY  SELECT  DEVELOPING  COMM. 

47.66 

AMERITOR  INVESTMENT 

38.2d 

EXCELSIOR  LARGE  CAP  GROWTH 

47.61 

WM  GROWTH  A 

37.93 

IDEX  GROWTH  A 

47.42 

NOAH 

37.87 

THE 

BEST 

RETURNS 


'Appreciation  plus  reinvestment 
of  dividends  and  capital  gains  \ 
before  taxes,  Jan.  1  through  Dec. 
11. 1998 

DATA:  MORNINGSTAR  mC. 
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well-paid  managers  have  per-  BtlfSIVRnflil^HVVSVTIVfiyV  screamingly  cheap.  John 

ed  so  poorly?  In  some  cases,  |j]J|2iljllJUllMSlJHLJLIjU  Rekenthaler,  research  director  at 

lot  entirely  their  fault.  As     p„„n  Morningstar,  says  the  strong  per- 
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ral  years,  large-company 
:s  gave  smaller  and  midsize 
•any  stocks  a  good  diiibbing. 
makes  it  especially  difficult 
le  many  funds  that,  by  chai- 
must  fish  in  waters  other 
the  big-cap  stocks.  The  man- 
5  of  the  very  largest  fimds 
better  than  their  smaller 


size,  are  stuck  with  big 
s.  So  by  going  a  little  heav- 
n  the  stronger  stocks  and 
rplaying  or  ignoring  the 
.er  ones,  such  funds  can 
a  bead  on  the  s&p.  Fidelity 
llan  Fund  bested  the  index 
6  percentage  points  (table), 
ly  does  the  s&p  perform  so  well? 
cky  markets,  many  prefer  largei- 
anies  with  deeper  pockets  and 
er  resoui'ces.  Fund  buyers  them- 

also  feed  the  big-stock  bias  by 
ting  in  index  funds  when  they  see 

doing  so  well.  Robert  Adler, 

AMG  Data  Services  tracks  flows 
ids,  says  inflows  to  s&P  500  funds 
been  robust  since  the  market  be- 
0  recover  in  mid-October,  while 
continues  to  leave  small-company 
iternational  fimds. 


FUND 

NET  ASSETS 

TOTAL 

Rii  1  inN^ 

RFTIIRN* 

FIDELITY  MAGELLAN 

$73.9 

23.53% 

VANGUARD  INDEX  500 

69.5 

21.93 

WASHINGTON  MUTUAL  INVESTORS 

50.3 

14.78 

FIDELITY  GROWTH  &  INCOME 

46.0 

21.10 

INVESTMENT  COMPANY  OF  AMERICA 

41.8 

17.09 

FIDELITY  CONTRAFUND 

34.8 

20.94 

VANGUARD  WINDSOR  II 

30.9 

11.41 

AMER.  CENT.-20TH  CENT.  ULTRA  INV. 

27.1 

22.71 

VANGUARD  WELLINGTON 

25.8 

10.46 

FIDELITY  PURITAN 

24.8 

11.95 

*Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan 
1  through  Dec,  11,  1998 

DATA-  MORNINGSTAR  INC 


Indeed,  the  performance  gap  be- 
tween large-cap  and  small-cap  funds 
has  reached  historically  high  levels. 
"This  year,  there's  a  30  percentage- 
point  difference  between  the  perfor- 
mance of  the  s&p  500  and  the  Russell 
2000  [a  broad  small-cap  index],"  says 
Theodore  R.  Aronson  of  Aronson  & 
Pailners,  adviser  for  the  Quaker  Small- 
Cap  Value  Fund.  "You'd  have  to  go 
back  to  1970  to  find  a  gap  like  that  be- 
tween large  and  small  caps,  and  be- 
fore that,  it's  1930." 

To  many  investors,  small-cap  funds 

TOTAL  RETURN* 


pled  with  lagging  returns  from 
small-cap  stocks,  have  distorted 
price-to-earnings  and  price-to- 
book  value  ratios  as  well.  Reken- 
thaler says  large-cap  funds  own 
stocks  with  an  average  p-e  ratio 
of  31,  vs.  17.3  for  small-cap  funds; 
for  large-cap  funds,  the  p-b  ratio 
is  nearly  three  times  as  great, 
6.4  to  2.2.  Four  years  ago,  large- 
cap  and  small-cap  funds  had 
nearly  identical  p-e  ratios  and 
the  p-b  ratios  for  large-cap  funds 
were  just  70%,  not  nearly  200%, 
higher. 

PERFORMANCE  BOOST.  But  this 
yeai',  even  having  yom'  money  in 
a  large-cap  fund  was  not  enough. 
Large-cap  gi'owth  funds  trounced  the 
total  returns  of  large-cap  value  funds 
24.87%  to  7.53%.  The  reason:  The 
grovith  funds  owned  a  big  slug  of  tech- 
nology stocks,  which  did  extraordinari- 
ly well,  as  did  their  pharmaceuticals 
and  retailing  stocks.  Value  funds  typi- 
cally own  financial,  energy,  and  indus- 
trial stocks,  and  those  sectors  were 
bombed  during  1998. 

By  and  large,  the  year's  best  results 
came  from  technology  funds  (table). 
Even  the  best  peribrmers — ProFunds 

TOTAL  RETURN* 


LEXINGTON  TROIKA  RUSSIA 

-83.14% 

BT  INVESTMENT  LATIN  AMERICAN  EQUITY 

-38.38% 

AMERICAN  HERITAGE 

-57.14 

WRIGHT  EQUIFUND-MEXICO 

-38.25 

FIDELITY  SELECT  ENERGY  SERVICE 

-52.02 

U.S.  GLOBAL  INVESTORS  GOLD  SHARES 

-38.07 

EATON  VANCE  WORLDWIDE  DEV.  RES.  B 

-51.84 

BLACKROCK  INTL.  EMG.  MKTS.  INV.  A 

-37.88 

STATE  ST.  RESEARCH  GLOBAL  RES.  A 

-50.63 

IVY  CANADA  A 

-37.82 

MONTGOMERY  LATIN  AMERICA  R 

-49.25 

EVERGREEN  LATIN  AMERICA  B 

-37.42 

POTOMAC  OTC/SHORT 

-49.02 

DREYFUS  PREMIER  AGGRESSIVE  GROWTH  A 

-37.29 

VONTOBEL  EAST.  EURO.  EQUITY 

-48.79 

AIM  GLOBAL  RESOURCES  B 

-37.20 

EXCELSIOR  LATIN  AMERICA 

-47.32 

COHEN  &  STEERS  SPECIAL  EQUITY 

-36.61 

OPPENHEIMER  REAL  ASSET  A 

-46.09 

DELAWARE  EMERGING  MARKETS  A 

-36.52 

CRABBE  HUSON  SPECIAL  A 

-44.71 

WEBS  INDEX  MEXICO  (FREE) 

-36.35 

INVESCO  LATIN  AMERICAN  GROWTH 

-44.68 

WEBS  INDEX  MALAYSIA  (FREE) 

-36.29 

AIM  LATIN  AMERICA  GROWTH  A 

-44.26 

VAN  KAMPEN  LATIN  AMERICAN  A 

-36.01 

GOVEH  LATIN  AMERICA  A  A 

-43.78 

AIM  DEVELOPING  MARKETS  A 

-35.87 

DREYFUS  AGGRESSIVE  GROWTH 

-42.52 

ABN  AMRO  LATIN  AMERICAN  EQUITY  COM. 

-35.80 

TEMPLETON  LATIN  AMERICA  1 

-41.82 

KAMINSKI  POLAND 

-35.65 

FEDERATED  LAT.  AMER.  GROWTH  A 

-40.32 

GOVEH  EMERGING  MARKETS  EQUITY  A 

-35.62 

MERRILL  LYNCH  LATIN  AMERICA  B 

-39.17 

EATON  VANCE  EMERGING  MARKETS  B 

-35.33 

U.S.  GLOBAL  INVESTORS  GLOBAL  RES. 

-39.13 

ROBERTSON  STEPHENS  GLOB.  NAT.  RES.  A 

-35.30 

MONTGOMERY  EMERGING  MKTS.  R 

-38.98 

IVY  SOUTH  AMERICA  A 

-35.16 

SMITH  BARNEY  EMERGING  MKTS.  B 

-38.96 

CRABBE  HUSON  SMALL  CAP  A 

-34.57 

TCW/DW  LATIN  AMERICA  GROWTH  B 

-38.62 

T.  ROWE  PRICE  LATIN  AMERICA 

-34.54 

FREMONT  EMERGING  MARKETS 

-38.48 

MFS/FOREIGN  &  COLONIAL  EMG.  MKTS.  EQ.  B 

-34.50 

AIM  EMERGING  MARKETS  B 

-38.42 

TCW/DW  EMG.  MKTS.  OPPORTUNITY  A 

-34.33 

FIDELITY  LATIN  AMERICA 

-38.40 

MERRILL  LYNCH  DEVELOPING  CAR  MKTS.  B 

-33.81 

IE 
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ration  plus  reinvestment 
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THE  INVESTMENT  SPECTRUM 


MUTUAL  FUNDS 


UltraoTC  Investors,  up  141.27%,  and 
Potomac  OTC  Plus,  up  85.76% — are 
really  de  facto  tech  portfolios.  Both 
funds  track  the  NASDAi^  kk)  index,  and  6 
of  the  7  largest  stocks  in  that  index 
are  tech  companies;  the  seventh,  MCI 
WorldCom  Inc.,  is  tech-related.  Those 
seven  stocks  make  up  about  52%  of 
the  vi^eight  of  the  index — No.  1  Mi- 
crosoft Corp.  alone  accounts  for 
23.7%'— leaving  the  other  48%  to  the 
next  93  companies.  That  index  zoomed 
69.1%.  this  year. 

What  drives  these  funds'  index-beat- 
ing perfomiance  is  that  theii'  managers 
use  futures  and  options  to  boost  re- 
tui'ns;  Potomac  is  designed  to  delivei' 
1.25  times  the  index,  and  the  ProFunds 
portfolio  twice  the  index.  Both  compa- 
nies also  run  mirror-image  bearish 
funds,  designed  to  pi'ofit  when  their 
underlying  indexes  fall. 

But  other  than  leveraging  the  in- 
dexes, there  weren't  too  many  ways 
to  beat  the  index  of  late.  "Select"  or 
"focus"  funds  proved  one  way.  Rather 
than  buy  hundreds  of  stocks,  these 
funds  concentrate  on  as  few  as  20  and 
build  larger  stakes.  Among  these  select 
winners  are  Berger  Select,  up  62.08%; 
Janus  Twenty,  up  54.99%;  and  Marsico 
Focus,  up  38.9%. 

Janus-managed  funds,  both  the  fo- 
cused and  more  diversified,  enjoyed  es- 
pecially strong  retmTis.  "Om*  roots  as  a 
company  are  in  picking  gi'owth  stocks, 
and  it  all  came  to  the  forefront  this 
year,"  says  Scott  W.  Schoelzel,  Janus 
Twenty  Fund  manager.  "We  did  well 
with  cable,  telecom,  technology,  and 
biotechnology."  He  also  manages  idex 
Growth  A,  up  47.42%-, 
and  ASAF  Janus  Capital 
Growth  B,  up  43.92%— 
both  large-cap  funds. 

A  few  small-cap  funds 
earned  bragging  rights. 
Schroder  Micro  Cap  In- 
vestors,   for  instance. 


THE  BOND-FUND  LEADERS- 


TAXABLE  FUNDS 

 IOJ*'-_''ll"f  N*.  _ 

yONTOBEL  EAST.  EUROPEAN  DEBT  24.05% 

AMER.  CENT.-BENHAM  TGT.  2025  22.63 

MANAGERS  GLOBAL  BOND  19.40 

MUNDER  INTERNATIONAL  BOND  A  18.84 

AMER.  CENT.-BENHAM  INTL.  BOND  18.72 

AMER.  CENT.-BENHAM  TGT.  2005  18.28 

GUINNESS  FLT.  GLOB.  GOVT.  BOND  18.17 

NORTHERN  INTL.  FIXED-INCOME  1 7 .40 

PACIFIC  ADVISORS  GOVT.  SECS.  A  17.18 

RYDEX  U.S.  GOVERNMENT  BOND  17.06 


TAX-FREE  FUNDS  j 

 TOTAL  RETURN*! 

CITIFUNDS  NATL.  TAX-FREE  INC.  10.07^ 
EXEC.  INVESTORS  INS.  TAX-EXMPT.  8.17! 


FRANKLIN  Ml  TAX-FREE  INCOME  7.69 

AMER.  CENT.-BENHAM  CA  L-T  T/F  7.68 

LORD  ABBETT  TAX-FREE  INC.  GA  A  7.65 

DUPREE  TN  TAX-FREE  INCOME  7.51 

VAN  KAMPEN  NY  TAX-FREE  INC.  A  7.40 

DELA.-VOYAGEUR  TAX-FREE  CA  A  7.40 

FIRST  INVST.  MULTI-ST.  INS.  T/F  NC  A  7.40 

FRANKLIN  CA  HIGH  YIELD  MUN.  I  7.38 


AVERAGE  OF  1380  FUNDS 


4.70 


*Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan 

DATA.  MORNI^GSTAR  INC. 


AVERAGE  OF  1546  FUNDS 

ttirough  Dec.  11, 1998 


5.45 


1997.  Thanks  to  Russia's  well-publicized 
pkmge  into  an  economic  black  hole,  it's 
down  83.14%  this  year  Ameiican  Her- 
itage Fimd,  1997's  top  peifonner  with  a 
75%  gain,  fell  57.14%  in  1998.  On  the 
other  hand,  Matthews  Korea  I,  down 
64.5%  last  year,  now  looks  stellai'  with 
its  78.85%  recovery.  But  an  investor 
who  bought  that  fimd  at  the  beginning 
of  1997  is  still  down  38%  on  his  oiiginal 
investment.  South  Korea  is  looking  up, 
but  many  emerging  markets  are  still 
ailing,  and  so  are  the  funds  that  invest 
in  them. 

The  market  turmoil  has  humbled 
many  veteran  fimd  managers.  Look  at 
Montgomery  Emerging  Markets  R, 
with  a  -38.98%  return,  vs.  -28.76%  for 
the  average  emerging-markets  fund. 


A  WIDE  RANGE  IN  FUND  RETURNS 


"We  were  out  of  Asia  early  in  the  \n 
and  so  we  missed  some  of  the  hoiui 
back,"  says  co-manager  Josephin^t 
Jimenez.  "And  we  thought  Latin  Atl; 
ica  would  do  better."  The  fimd  is  si: 
ing  some  money  out  of  Brazil,  wliitj- 
heading  for  recession,  and  sendin} 
to  Asia,  where  Jimenez  thinks  ciir 
tries  such  as  China,  the  Phili])])];: 
and  South  Korea  ai"e  on  the  mend 
Perhaps  one  of  the  most  biz* 
turns  is  the  resurrection  of  the  St 
man  Funds.  Two  of  these  perer 
losers  jumped  to  the  best-perfor 
list,  following  last  year's  death  of 
manager  Charles  W.  Steadm.an. 
Stead  man  was  a  pretty  good  st 
picker,  but  he  traded  too  much  and 
up  high  costs,"  says  Max  Kat 
Steadman's  chief  op 
ing  officer  Katcher 
he  has  culled  the 


Unschuld  raised  cash  in 
June  and  bought  put  op- 
tions on  the  Russell  2000 
index.  Not  only  did  he 
skirt  the  decline,  but  the 
fund  also  cashed  in  on 
the  options.  He  started 
to  buy  again  in  Octobej-. 

Every  year,  some 
funds  have  .stunning  re- 
versals of  fortune,  and 
1998  is  no  different.  Lex- 
ington Troika  Russia 
Fund  was  up  67.4%  in 


TECHNOLOGY 

34.20% 

MID-CAP  VALUE 

-3.22% 

COMMUNICATIONS 

30.25 

SMALL-CAP  GROWTH 

-5.02 

LARGE-CAP  GROWTH 

24.87 

DIVERSIFIED  PACIFIC/ASIA 

-7.55 

LARGE-CAP  BLEND 

14.85 

SMALL-CAP  BLEND 

-9.20 

HEALTH 

13.09 

SMALL-CAP  VALUE 

-10.70 

UTILITIES 

13.03 

PACIFIC/ASIA  EX-JAPAN 

-11.70 

EUROPE 

11.78 

PRECIOUS  METALS 

-14.95 

DOMESTIC  HYBRID 

8.47 

REAL  ESTATE 

-17.47 

LARGE-CAP  VALUE 

7.53 

NATURAL  RESOURCES 

-28.11 

FOREIGN 

7.00 

DIVERSIFIED  EMERG.  MKTS. 

-28.76 

MID-CAP  GROWTH 

6.69 

LATIN  AMERICA 

-37.97 

WORLD 

6.60 

S&P  500 

21.87 

INTERNATIONAL  HYBRID 

6.45 

U.S.  DIVERS.  EQUITY  FUNDS 

6.99 

UNALIGNED 

4.47 

ALL  EQUITY  FUNDS 

5.04 

"'Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan, 
DATA:  MORNINGSTAR  INC, 


,  through  Dec  11.  1998 


and  renamed  the 
Ameritor  He'll  tr 
market  some  funds 


a  tough  sell — even 
did  earn  over  50%. 

Most  investors 
take  a  pass  on  the 
mer  Steadman  f 
hut  their  reappear 
among    the  win 
might  be  an  ome 
these  funds  can  bea 
index,  there's  still 
for  the  90%  of  fund 
agers  who  haven't. 

By  Jeffrey  M.  " 
man  in  New  York 
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THE  INVESTMENT  SPECTRUM 


BONDS 


so  LONG,  EASY  PUYS 


The  Treasun*  rally  may  be  over,  but  munis  and  high-yield  bonds  could  offer  good  returns 


Investors  who  enjoyed  double-digit 
retui'ns  from  U.  S.  Treasuiy  bonds 
in  1998  will  have  to  accept  more 
risk  if  they  hope  to  get  similar 
gains  in  the  coming  yeai*.  Either  that, 
or  settle  for  single-digit  noiTnality. 

The  ciuTency  cnses  that  swept 
Asia.  Russia,  and  Latin 
America  this  past  sum- 
mer and  fall  triggered 
a  mad  stampede  out 
of  any  bonds  that 
were  seen  as  even 
slightly  risky.  Mon- 
ey   poured  into 
Treasmnes,  raising 
their  prices  and 
pushing  their 
jields  down  to  lev- 
els not  seen  in  a 
quaiter-centuiy. 
While  Treasuries 
still  offer  the  ulti- 
mate safe  harbor 
fi'om    the  global 
maelstrom,  many  ex- 
perts believe  that  with 
30-year  government 
bonds  now  yielding  S'vr — or 
roughly  half  the  level  of  a  decade 
ago — the  gi-eat  Ti-easmy  rally  of  the 
'90s  may  have  nan  its  course. 

In  contrast,  there's  plenty  of  room 
for  appreciation  in  the  sectors  that  fell 
into  disfavor  in  1998,  including  high- 
jaeld  corporate  bonds  and  municipal 
bonds.  "It's  a  fun  time  to  be  a  bond- 
fund  manager."  says  Michael  J.  Mill- 


house,  who  manages  S17  billion  in 
bonds  for  Loomis.  Sayles  &  Co.  "I'm 
excited  about  coming  to  work  and  find- 
ing bonds  to  buy." 

The  trouble,  of  com-se,  is  that  there's 
a  good  reason  those  sectors  ai'e  cheap: 


They're  \Tilnerable  to  another  flight  to 
quality  by  panicky  investors.  "The 
mai'kets  are  so  volatile  that  it's  difficult 
to  have  enough  confidence  to  bet  the 
faiTn  on  amthing,"  notes  Ian  MacKin- 
non, fixed-income  chief  for  the  Van- 
guard Group. 

Continued  low  inflation  and  reduc- 


SMART  BOND  BUYS 


+ 

tions  in  the  official  interest  rates  wfc 
good  for  most  fixed-income  secuiiti 
in  1998.  True,  owmers  of  30-year  IH 
sui-ies  did  the  best,  \rith  a  total  ret 
of  ll'7c  for  the  yeai*  tlu'ough  Nov. 
But  Lehman  Brothers  Inc.'s  ove; 

government  bond  index  was 
.       ^        a  strong  9.6*^,  and  its  o^ 
all  coi-i^orate  bond  im 
chmbed  8.3%.  On 
downside,  Mei 
L\Tich  &  Co.'s  hi 
jield  bond  index 
vanced  only  3, 
thi'ough  Noveml 
;    and  J.  P.  Morg 
;     Co.'s  emer 

markets  bond 
-  dex  declined  1; 
The  conse 
among  the  b 
mavens  ini 
\iewed  by  Busi 
WEEK  is  that 
will  remain  low 
official  rates  will  b 
duced  further  in 
\Vith  global  contagion 
ly  to  slow  U.  S.  gi'owt 
rouglily  2%  next  yeai",  the 
eral  Resei'\-e  will  be  called  upon  to 
the  federal  funds  rate — the  price 
Fed  targets  for  overnight  interl 
loans — fi-om  4.5%  to  4%  or  lower 

But  absent  a  complete  collaps* 
the  U.  S.  economy — which  no  oni 
forecasting — most  bond  pros  be' 
that  lons-teiTn  Treasun*  \ields  are 


SECURITY 

RECOMMENDATION 

RATIONALE 

YIELD-TO-MATURITY  ! 

U.S.  GOVERNMENTS 

Ten-year  Treasuries 

With  yield  curve  flat,  offers  best  chance 
for  appreciation  if  Fed  cuts  rates  further 

4.6% 

MUNICIPALS 

California  state 
5%'s  of  2010 

Higher  return  than  10-year  Treasuries — and 
tax-free  status  gives  them  effective  yield 
of  7.8%  or  higher 

4.70  ■ 

CORPORATE 

Sak's  7-/.%'s  of  2004 

New  owner  Profitt  is  sure  to  bring 
high-end  retailer's  cost  structure  down 

7.03 

HIGH-YIELD 

Global  Crossing  Ltd. 
9%%'s  of  2008 

Owner  of  undersea  fiber-optic  cables  likely 
beneficiary  of  global  telecom  boonn 

9.4 

FOREIGN  MARKETS 

Brazil  10/8% 's  of  2027 

The  International  Monetary  Fund  won't  let 
Brazil  fail 

15.2 

DATA:  SURVEY  OF  MONEY  MANAGERS 
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THE  INVESTMENT  SPECTRUM 


BONDS 


likely  to  drop  much  further  and  could 
rise.  "We're  likely  to  see  lower  short- 
term  rates,  but  long  rates  are  about 
as  low  as  they  can  go,"  says  Millhouse. 
A  better  play  in  Ti-easuries  may  be  in- 
termediate bonds — those  with  3-  to  10- 
year  maturities. 

WILD  CARD.  One  sector  that  many  ex- 
perts are  bullish  on  is  municipal  bonds. 
Because  they're  exempt  fi'om  state  and 
federal  taxes,  their  yields  are  usually 
lower  than  those  of  Ti-easuries.  But 
Treasmy  yields  have  fallen  in  the  flight 
to  quality,  so  much  so  that  many  long- 
term  municipals  are  yielding  as  much 
as  Treasmies.  Any  investor  with  a  com- 
bined 40%  tax  rate  can  enjoy  an  effec- 
tive yield  on  munis  that's  a  couple  of 
percentage  points  higher  than  the  ef- 
fective yield  on  comparable  Ti'easmnes. 
For  instance,  Long  Island  Power  Au- 
thority's 5'/%  bonds  maturing  in  2022, 
trading  slightly  below  par,  would  pro- 
vide a  return  for  high-net-worth  in- 
vestors equal  to  that  of  a  taxable  bond 
yielding  8.4%.  Other  state  bond  issues 


worth  mining  ai-e  those  from  CalifoiTiia, 
Massachusetts,  and  Texas. 

And  for  investors  looking  to  stock 
their  retirement  plan,  corporate  bonds 
offer  even  higher  returns.  The  wild 
card  here,  however,  is  how  much  the 
U.  S.  economy  softens  in  1999.  Early 
in  this  decade,  corpoi-ates  took  a  bath 
as  investors  began  selling  in  anticipa- 
tion of  widespread  defaults. 

The  ti-ick,  then,  is  to  pick  coiporates 
that  ai'e  less  vulnerable  to  global  con- 
tagion. Vanguard's  MacKinnon  recom- 
mends regional  banks  and  electric  util- 
ities for  taxable  accounts.  John  Bender, 
co-manager  of  the  Strong  Corporate 
Bond  fund,  likes  Cendant  Corp.,  the 
Parsippany  (N.J.)-based  franchising  gi- 
ant that  fell  out  of  favor  earlier  this 
year  due  to  an  accounting  scandal  at  its 
merger  partner  cue  International.  Ben- 
der argues  that  Cendant's  cash  flow 
from  its  hotel  and  real  estate  fi-anchise 
operations  remains  relatively  stable, 
which  makes  the  five-year  note  it  float- 
ed in  November  a  good  value.  That 


note,  yielding  7.4%  in  mid-Deceral 
has  a  "reset"  feature,  so  if  it  loses 
investment  gTade  rating,  the  couife" 
resets  at  an  additional  1.5  percent!  ^ 
points. 

Investors  with  a  greater  appei 
for  risk  should  consider  wading 
the  high-yield  pool,  particularly  si 
the  yield  on  Merrill  Lynch's  junk-b' 
index  is  5.45  pei'centage  points  ab  itelv 
Ti'easuries  vs.  the  4.25  historical  a\ 
age.  "Even  if  you  don't  see  a  lot 
capital  appreciation  in  high  yield, 
all  you  do  is  earn  the  coupon,  you  fe  ot 
still  do  as  well  as  you'll  probably  d(  ffic 
equities,"  says  Margaret  Patel,  per  im 
lio  manager  of  the  Thii-d  Avenue  H: 
Yield  Fund. 

The  safest  plays  in  the  junky 
can  be  found  in  the  telecommun 
tions  industry,  which,  given  the  ex 
sive  gTowth  of  the  Internet  and  ot  wi 
digital  services,  is  expected  to  con  itke 
ue  expanding  i-egardless  of  what  I 
pens  to  the  broader  economy.  Bend 
co-manager  at  Strong,  Jeffrey  K  set-l 
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BEST  BET 


★  MUNI  MARVEL  Many  experts  contend  that  municipal  bonds  can  outperform  Treasuries  next  year.  State 
issues  that  may  be  worth  mining  include  those  from  California,  Massachusetts,  New  York,  and  Texas. 
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irs  Nextlink  Com- 
lications,  Metro- 
ia  Fiber  Network, 
Global  Crossing. 
)al,  for  example, 
yielding  9.4%  in 
•December. 
■RAGED.  Many  of 
bond  mavens  sm*- 
id  were  relatively 
to  asset-backed 
rities,  particularly 
:gages,  given  the 
;ively  low  yields 
ongoing  prepay- 
t  risks  as  home- 
ers  refinance, 
mg  other  plays, 
louse   likes  the 
of  several  real  es- 
investment  trusts, 
ding  Equity  Office 
lerties  Trust  ai.d 
inion  Real  Estate, 
rs  are  much  less 
"aged  than  they 
in  the  1980s,"  he 


FOR  THE  RECORD 


WILLIAM  H.  GROSS,  manager  of  the  $23  billion  Pimco  Total  Return  Fund, 
has  been  an  unabashed  "bond  bull. "  But  he's  growing  cautious. 


ON  THE  BOND  MARKET:  "The  bull  market 
in  [Treasury]  bonds  is  done.  There's  only  so 
much  juice  you  can  squeeze 
out  of  an  orange,  and  I  think 
we're  about  there." 

ON  MUNICIPAL  BONDS: 

"There  aren't  that  many  no- 
brainers  in  the  stock  and 
bond  markets,  but  this  is 
one.  Short  of  Congress 
enacting  a  flat  tax,  it's  hard 
to  conceive  of  a  scenario 
where  a  muni  won't 
outperform  Treasuries.  " 


ON  INFUTION:  "As  long  as  we  have 
excess  capacity  and  low  commodity 
prices,  I  think  inflation  is 
dead.  Well,  it's  not  dead,  but 
it's  like  a  vampire  in  a  cas- 
ket— waiting  to  come  out  in 
the  middle  of  the  night.  But 
that's  years  away." 

ON  CORPORATE  BONDS: 

*'The  corporate  market  is  a 
httle  risky  here.  We're  gomg 
to  have  a  slowdown,  and 
that's  never  been  a  good 
time  to  hold  corporates." 


A  slowdown  has"never  been 
a  good  time  to  hold  corporates'' 


the  pros  are  cool   

,sset-backed  securities,  they're 
iright  cold  on  foreign  markets. 

most  European  short-term  rates 
,dy  below  4%,  experts  see  little 

for  further  gains.  The  exception 


is  Britain,  where  Sykes  Wilford,  man- 
aging director  for  CDC  Investment 
Management  Coi-j).,  a  New  York  hedge 
fund,  believes  that  "the  British  gilt  is 
one  of  the  best  plays  out  there." 


The  experts  also 
recommend  steering 
clear  of  emerging 
markets  such  as  Thai- 
land, Venezuela,  and 
Korea,  which  they  be- 
lieve are  overpriced 
even  at  today's  entic- 
ing yields  given  the 
potential  for  further 
currency  shocks.  "The 
yield  spreads  in  many 
emerging  markets," 
says  Patel,  "still  don't 
reflect  the  fact  that 
these  countries  have 
genuine  economic 
problems  and  are  go- 
ing to  be  in  recession 
for  some  time."  If  you 
do  dabble  in  emerging 
markets,  be  sure  to 
diversify. 

In    recent  years, 
investors  often  profit- 
ed nicely  by  stepping 
in  and  buying  during 
the  dips  and  down- 
turns.  But  the  easy 
money  is  behind.  From  now  on,  bigger 
returns  won't  come  without  bigger 
risks. 

By  Dean  Foust 
in  Atlanta 
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LOOK  AT  ANY  VEHICLE. 


ere's  only  one  way  to  look  at. any  vehicle, 
ernearn.  Because  that's  where  you'll  see  the  innovative 
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vehicle  manufacturers  around 
the  world  stay  ahead  of  their 
schedule  for  the  future.  Be  it 
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RETURN  OF  THE  REITs 

Yes,  they've  lost  some  luster,  but  the  property  market  should  smooth  out  in  '99 

down  an  average  20%  to  date.  Si  3 
Zell's  giant  Equity  Office  Propert; 
Ti-ust,  with  $13  billion  in  assets  andt, 
now  selling  at  a  6%  discount  to  its  - 
timated  breakup  value,  is  a  favo 
pick.  So  is  Mack-Cali  Realty  Co 
The  company's  holdings  are  cone 
trated  in  the  attractive  Norths 
mai'kets.  But  its  stock  has  still  h 
hammered,  25%  year  to  date. 
For  those  'ivilling  to  forego  R 
f'.   dividends,  go  for  Canada-bai 
TrizecHahn  Coi"p.,  whose  fleet 
trophy  office  properties  inclui 
Chicago's  Seai's  Tower.  Becaus( 
is  not  a  reit,  Trizec  can  store 
more  earnings.  It  also  made 
deal  of  the  year  selling  a  portfl 
of  malls  last  spring  for  $2.5  billi 
That  gives  it  a  war  chest  whenj 
peers  ai-e  hungry  for  capital. 
Retail  re  its  held  up  well  in 
sell-off.  But  Simon  Property  Grq 
the  dominant  mall  operator,  can  stilj 
bought  at  a  6%  discount  to  its  una 
lying  assets,  according  to  Meirill  Ly 
analyst  Eric  Hemel.  And  while  st 
mall  giant  Kimco  Realty  Corp.  is 
cheap,  it  has  been  buying  up  b; 
retail  space  and  is  expected  to  re 
cash-flow  gi-owth  of  19%  in  1999. 
apartments,  money  managere  like  D 
JeUison  of  this  yeai''s  top-performing 
lumbia  Real  Estate  Equity  Fund  adjwi 
sticking  with  big  divei-sified  players 
Denver-based  Apartment  Investme 
Management  Co.  and  Archstone  C 
munities  Tnast. 

For  those  with  guts,  there  is  al 
the  hotel  sector,  down  45%  yea 
date.  Hotels  are  most  susceptible 
economic  slowdowns.  Still,  Host  ]\ 
riott  Corp.,  a  big  blue-iji' 
name,  is  worth  a  look,  [i; 
company,  which  is  convj 
ing  to  a  REIT  in  Jan 
is  trading  at  only  sLx  ti] 
1999  cash  flow. 

Across  the  board, 
estate  stocks  have  bg 
repriced  fi^om  growth  cp 


jhis  was  no  mere  coirection.  For 
real  estate  investors,  1998  was 
an  all-out  disaster.  That  suppos- 
edly stable,  predictable  group  of 
stocks  called  real  estate  investment 
trusts  is  down  18%^  for  the  year— in- 
cluding dividends.  That's  a  39%  rel- 
ative undei-peifoiTnance  to  the  Stan- 
dard &  Poor's  500-stock  index. 
"REITS  haven't  been  this  cheap 
since  the  gulf  war,"  gnambles  Cyd- 
ney  Donnell,  manager  of  $2  bil- 
lion in  real  estate  investments  for 
European  Investors  Inc. 

The  good  news  is  that  no  un- 
derlying real  estate  crisis  is  on 
the  radar,  reits  should  finish  the 
year  with  cash-flow  growth  of 
15%,  according  to  Green  Street 
Advisers,  a  research  fimi.  In  1999, 
growth  is  expected  to  slow  to  a 
stiU-solid  9%'.  Even  if  the  cash-flow 
multiples  of  reits  stay  at  the  cm*- 
rent  historically  low  level  of  8.7, 
their  stock  prices  should  climb  9%, 
says  analyst  Steven  Hash  of  Lehman 
Brothers.  On  top  of  that,  investors 
should  pick  up  an  average  7%  dividend. 
"It  is  not  high-five  time,  but  it's  easy  to 
look  out  and  see  10%  returns,"  says 
Russell  C.  Piatt,  manager  of  the  well- 
regarded  Morgan  Stanley  Dean  Witter 
real  estate  mutual  ftmds. 
PANIC  ATTACK.  What  went  wrong  in 
1998?  It's  pretty  simple:  an  upward 
surge  of  REIT  prices — 56%  during  1996 
and  1997.  By  1998,  though,  the  oppor- 
tunity to  make  profitable  acquisitions 
was  ending  while  new  developments 
were  increasing.  Nei^vous  investoi-s  pro- 
ceeded to  dump  REIT  stocks. 

High-profile  missteps  compounded 
the  nei-vousness.  Pi-ime  ex- 
amples were  Richard  E. 
Rainwater's  Crescent  Real 
Estate  Equities  Co.  and 
former  hotel  highflier  Paul 
A.  Nussbaum's  Patriot 
America  Hospitality  Inc. 
They  acquired  more  than 
they  could  manage,  then  fi- 


shut  down  the  commercial  mortgage- 
backed  secmnty  market,  a  main  soui'ce 
of  financing  for  private  developers. 

Fortunately  for  investors,  many  of 
the  better  companies  have  been 
br-ought  down  as  hard  as  their 
mediocre  peers.  The  best  place  to  look 
for  values  is  the  battered  office  sector. 
With  unemployment  hitting  record 
lows,  rents  are  still  gi'owing  by  6%. 
But  office  stocks  have  been  brought 


TOP  PROPERTY  PICKS 


short-term  debt.  Not  only 
was  the  equity  faucet  shut 
off  for  public  reits  but  also 
this  summer's  global  eco- 
nomic jitters  practically 


PRICE 

PRICE/ 
CASH  FLOW* 

ARCHSTONE  (asn) 

2074 

10 

EQUITY  OFFICE  (EOP) 

24Vie 

9.6 

HOST  MARRIOTT  (hmd 

lAVie 

6 

MACK-CALI  (CLi) 

3074 

9.3 

TRIZEC  HAHN  (tzh) 

19% 

9.6 

SIMON  PROPERTY  GROUP  (SPG) 

28715 

9.2 

*  1999  operating  cash  flow  vs.  current  price 

DATA:  FIRST  CALL 

come  vehicles.  But  at 
REIT's  reduced  expectatji 
are  now  reasonable,  i 
By  KoAhleen  M([^ 
m  Los  An^ 


I 
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|\bu  can  be  young 
Wthout  money, 


ut  you  can't  be  old 


Te/messc'i'  VVillianis 

1  as  little  as  ^100  a  month  through  Iiasylin^cst:" 

i iDu'rc  yoUiig.  it  can  bo  h;ird  to  even  inuigine  retirement,  much  loss  sa\e  for  it,  Ikit  witii  oiii-  I'.nsylin  cst^ 
nil,  it  really  is  easy  to  plan  lor  retirement.  You  can  invest  in  one  of  our  mutual  funds  for  as  little  as  $100 
iHi.  And  the  nioneys  deducted  automatically  ffom  yt-Uir  checking  account.  Its  jMctty  close  lo  painless, 
rarn  more,  call  one  of  oui-  I  niancial  .Advisors.  They'll  do  a  jiersonali/ed  analysis  ol  _>our  financial  situation. 
liKy'll  show  you  vvhich  funds  ain  help  you  incct  yo^^^^ 


Morgciii  Stanley  Dean  Witter  Family  of  Funds 

1  see  THE  DEAN  /  WWW.DEANWITTER.COM/FUND8  1 


MORGAN  STANLEY  DEAN  WITTER 

Mea.suring  succes.s  one  investor  at  a  time"" 


jr  free  brochure  and  a  prospectus,  which  contains  complete  infornnation  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you 
send  money. 

11! 

>f^"  is  a  free  service  that  allows  you  to  invest  automatically  from  $100  to  $5,000,  semimonthly,  monthly  or  quarterly,  on  days  you  designate.  The  I  {j 

transferred  from  your  checking  or  savings  account  into  your  existing  Morgan  Stanley  Dean  Witter  mutual  fund  account.  For  most  of  our  funds,  a  i! 

unt  can  be  opened  through  Easylnvestwilh  a  minimum  initial  investment  of  $100.  However,  your  investment  schedule  must  result  in  Investments  :!; 

i  least  $1,000  in  the  first  12  months.  Of  course,  systematic  investment  plans,  like  Easylnvest,  cannot  assure  a  profit  or  protect  against  a  loss  in  iij 

markets.  I  lii' 

tanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC.  I 

lorgan  Stanley  Dean  Witter  Distributors  Inc.  Member  SIPC.  !  iij 


More  people  are  communicating 

in  more  ways  than  ever  before. 

(The  Internet.  Wireless.  Email, 

Voicemail,  Data  and  Video.) 

That  means  communications 

networks  need  to  do  more. 

But  fast.  (And  how!) 

There's  a  revolution  going  on. 

And  we're  right  at  the  center  of  it. 

Because  we  know  more  about  all  these 

things  than  anyone. 

This  is  our  card.  Please  use  it. 

(Could  be  your  ticket  to  the  future.) 


THE  INVESTMENT  SPECTRUM 


THE  BEST  WEB  SITES 


THE  NET'S  BURIED  TREASURE 

There's  plenty  of  trash  out  there,  but  regulators  and  others  offer  terrific  stuff  for  free 


Online  investing  is  growing  up 
fast.  What  used  to  be  a  margin- 
al pastime  for  a  few  devotees 
has  become  almost  a  necessity, 
particularly  for  investors  ventiuing  into 
high-tech  and  small-cap  stocks.  Internet 
message  boards,  derided  as  "chat 
rooms"  in  the  press,  can  and  do  move 
markets.  And  though  stock  promotei'h 
continue  to  infest  the  Internet,  some- 
times via  mass  "spam"  E-mailings, 
tough  action  by  the  Securities  & 
Exchange  Commission  and  oth-  ■  ; 
er  regulators  has  put  the  shadi- 
est operators  out  of  business. 

Separating  the  online  wheat 
from  the  chaff  remains  a  chal- 
lenge, however.  Message 
boards  are  still  a  worthy 
soui'ce  of  investment  informa- 
tion— and  drivel.  A  grovdng 
number  of  Web  sites  offer 
staff-produced  content — and 
much  of  it,  often,  is  free  of 
charge.  (The  McGraw-Hill 
Companies  operates  several 
such  sites,  including  Business 
Week  Online  and  s&p  Personal 
Wealth — www.businessweek.com  k 
and  www.personalwealth.com.)  "  ;■ 
WHAT  A  DEAL.  The  best  bargain  on  " 
the  Web,  at  least  for  investors,  is 
easy  to  pick.  The  laiu-els  for  that  go  to 
the  SEC's  EDGAR  Web  site,  from  which 
investors  can  instantly  retrieve  the  .sec 
filings  of  virtually  eveiy  public  compa- 
ny and  mutual  fund  (www.sec.gov/cgi- 
bin/srch-edgar).  Don't  take  edcar  for 
gi'anted — those  same  documents  can 
cost  hundreds  of  dollars  from  docu- 
ment-retrieval services.  Investors  can 
also  pei-use  recent  commission  actions 
against  rogue  brokers — and  pending 
SEC  rales  if  you're  having  trouble  get- 
ting to  sleep  at  night. 

The  SEc's  regulatoiy  brethren  offer 
some  useful  Web  sites  of  their  own. 
The  best  of  the  lot  are  the  sites  oper- 
ated by  the  National  Association  of  Se- 
curities Dealers,  its  subsidiary  nasd 
Regulation,  and  the  newly  merged  Nas- 
daq Stock  Market  and  American  Stock 
Exchange.  The  Web  site  of  nasd  Reg- 


ulation's Public  Disclosure  Program 
(www.nasdr.com/2000.htm)  is  a  good 
starting  point  for  investors  seeking  to 
hii'e  a  full-service  bi-oker.  The  nasd  can 
provide,  by  E-mail,  the  disciplinaiy  and 
arbitration  record  of  eveiy  broker. 


Monthly  announcements  of  discipli- 
naiy actions  against  firais  and  brokers 
can  also  be  checked  at  nasd  Regula- 
tion, as  well  as  at  the  New  York  Stock 
Exchange's  Web  site  (www.nyse.com). 
The  NASDAQ-Ameiican  Stock  Exchange 
Web  site  (www.nasdaq-amex.com)  pro- 
vides company  information  and  stock 
quotes,  as  do  several  commercial  sites 
that  are,  for  the  moment  at  least,  fi-ee. 
For  market-news  summaries,  one  use- 
ful site  is  CBS  MarketWatch  (cbs.mar- 
ketwatch.com/news/newsroom.htx).  But 
for  company-specific  information,  a  bet- 
ter Web  site  is  Hoover's  Online  (www. 
hoovers.com),  operated  by  a  firm  noted 
for  its  corporate  reference  works.  En- 


w 

)lii  P 


IIS  on 

JStfr 


ter  a  company's  ticker  symbol  and 
get  links  to  eight  onhne  news  out! 
plus  the  companies'  own  press  rel 
es.  Hoover's  also  has  an  easy-tO' 
stock  screener  for  investors  seek 
say,  stocks  with  low  price-to-b 
ratios. 

CYBER-SPITBALLS.  Hoover's  Online 
another  featui'e  that  is  attracting  q 
a  following  among  pros  and  smaf 
vestors  alike — IPO  Central  (w 
ipocentral.com).  This  site  provii 
'        listing,  updated  daily,  of  eve: 
cent  and  pending  initial  publii 
fering.  Prospectuses  are  a' 
c\       able  via  links  to  EDGAR, 
nifty  feature  is  the  "po 
search"  that  lets  you  sorl 
undei-writer  and  check  out 
pi'icing  and  track  recon 
their  recent  IPGs. 

Investors  who  like  tc 
their  own  research  someti 
like  to  browse  the  Interi 
message  boards.  "Usenet" 
letin  boards  linked  by  the 
tei'net,  such  as  misc.invest.sti  fmatil 
have  become  a  backwater  in 
cent  months.  Far  more  useful  "^^^ 
Web-based  boards.  The  gi'andd 
of  these  is  Silicon  Investor  (w 
techstocks.com),  but  more  compre  uy^jj 
sive  is  the  Internet's  tower  of  im 
ment  babble,  the  message  boarc 
Yahoo!  (messages.yahoo.com/yahoo/ 
ness_and_Finance)  Yahoo!  has  mes 
boards  for  more  than  8,400  stocks 
controversial  small  companies 
getting  far  more  traffic  than  w 
held  companies.  The  ibm  mes 
board,  for  example,  has  about 
messages  posted,  while  the  boari 
Hemispherx  BioPharma  Inc.,  a 
biotech  company,  has  9,300.  Short 
ers  and  company  aficionados  du 
out  on  the  Yahoo!  boards,  lacing 
postings  with  detailed  informs 
links  to  Web  sites,  and  plenty  of 
nile  name-calling.  It  can  make  for 
intriguing  reading — for  while  th 
ternet  has  come  of  age,  many 
users  have  not. 

By  Gary  Weiss  in  New 


★  STARTUP  SKINNY  IPO  Central  (www.ipocentral.com)  from  Hoover's  Online  provides  a  listing,  upda 
daily,  of  every  recent  and  pending  initial  public  offermg,  with  IPO  performance  and  links  to  prospectuses 
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\)ie  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 
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Your  one-click 
option  to  connect  with 
our  advertisers.^  


ww.businessweek.com/BizLink 


his  online  reader  service  system  allows  you  to  quickly  and  easily 
est  free  information  from  our  advertisers.  You  can  select  how  the 
rmation  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail, 
use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
Link  is  the  simplest,  quickest  way  to  connect  with  our  advertisers, 
you  don't  have  an  Internet  connection,  just  call  1-800-848-6708. 


BizLmk 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


A  Division  nf  The  McGraw-Hill  Companies 


January  4,  1999 

Use  BizLmk  to  get 
free  information 
from  these 
advertisers: 

1.  Cessna  Aircraft  Company 

2.  Datek  Online 

3.  Deloitte  &  louche 

4.  Deutsciie  IVIesse  Cebit 

5.  Flexilnternational  Software 

6.  Greek  Tourism  Board 

7.  Jaeger  -  LeCoultre 

8.  Lexus  CPO 

9.  Mannesmann  AG 

10.  Mercury 

11.  Minolta 

12.  Mississippi  Department  of 
Economic  &  Community 
Development 

13.  M.O.D.E.D.,  Missouri 
Department  of  Economic 
Development 

14.  NTT  (NIPPON 
TELEGRAPH  AND 
TELEPHONE 
CORPORATION) 

15.  Panasonic  Systems 

16.  Partner  fuer  Berlin 

17.  Prudential  Securities 

18.  Rockwell  Corporation 

19.  Savin 

20.  THUNDERBIRD  -  The 
American  Graduate 
School  of  International 
Management 

21.  Toyota 

22.  Toyota  in  America 

INTERNET  ONLY 

China  External  Trade 
Development  Council 

Fairchild-Dornier,  Inc. 

Singapore 

Telecommunications  Ltd. 
LOGISTICS 

Special  Advertising  Section 

23.  JDEdwardsSCOREx 

24.  Roadway  Express,  Inc. 

25.  USPS  Global  Delivery 
Services 

26.  Yellow  Freight 


Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoln 


Puzzle  #4 


ACROSS  ^7 

1.  "The  Seven  Habits  of  Highly  :(() 

Effective  People "  aiithor  _^  ^ 

6.  Like  most  eollej^es  154 

10.  Maidenform  competitor  -^5 

14.  Give  a  speech 

15.  In  the  past 

16.  M  _  "Microsoft"  37. 

17.  Mutual-fund  manager's 

concern  41. 

20.  It  may  be  odd  or  round  42. 

21.  Open  Door  Policy  proponent  4^. 

22.  Reads  bar  codes  44. 

23.  Keeps  cool,  as  champagne  4S. 
25.  Cable  alternative  4(S. 


Part  of  corporate 
Web  site  names 

LItah  national  park 

 Alamos 

 Day  (tree-planting  time) 

What  Vitamin  K  helps 
blood  do 

"  derriere"  (see  page  at  right) 

Rome's  airport 

Very  long  time 

Price  of  admission,  at  times 

Store's  sale  sign  small  print 

Compass  reading 

Kniart's  hometown 

Macanudos  and  Montecristos 

Regard 


47.  PAC  beneficiaries 

48.  Radio-studio  sign 
5L  PrefLX  for  content 
52.  After  ta.xes 

55.  Early-rctiremcnt  incentive 

60.  Be  the  boss 

61.  Pclla  Corp.'s  home 

62.  Gold  unit 

63.  Canadian  oil  company 

64.  Tenure  of  office 

65.  Got  up 

DOWN 

L  Black  Hills  Corp.  product 

2.  Phrase  of  approximation 

3.  Like  some  holdings 


4.  Season  in  Montreal 

5.  So  far 

6.  Participants  in  an  ongoing 
corporate  "war" 

7.  Word  often  preceding  a 
price  in  ads 

8.  Galbraith's  field:  Abbr. 

9.  CPQ  bought  it  in  '98 

10.  Computer-processing  unit 
1  L  Pacific  Rim  locale 

12.  Food  (Southern 

supermarket  operator) 

13.  Hospitality-industry  units 

18.  Attention-getting  sound 

19.  Part  of  NAM 

23.  Windows  pictures 

24.  General-store  owner  in  ok 
coffee  commercials 

25.  Semiconductor,  for  examp 

26.  Tiny  amoimt 
27  Valleys 

28.  Billion-selling  cookies 

29.  Steak  order 

30.  Money  in  Warsaw 
3L  TV  reporter  Ellerbee 

32.  Come  to  pass 

33.  LP  flaws 

35.  Web  music  store 

36.  NBA  or  NHL  franchise 
38.  Steak  order 

59.  Colorado  resort 

44.  It's  often  belted 

45.  Cryogenics'  milieu 

46.  Blockbuster  rental 

47  The  U.S.'s  first 
international  airline 

48.  Mean  sort 

49.  Entre  (confidentially) 

50.  "  fair  in  love  and  war" 

5L  Bryn_ 

52.  Prefix  for  second 

53.  Big  name  in  housewares 

54.  Prepared  to  drive 

56.  Wit  or  picker  preceder 

57.  Garden  tool 

58.  BriUo  competitor 

59.  Pizza 


For  answers  to  this  puzzle: 

Turn  to  page  172  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 


LINCOLN 


1-800-446-8888 


in 


Kick  derriere: 


i()St  powerful  luxury  SUV  on  the  continent.  It  pampers  seven  passengers  in  three  rows  of  leather-trimmed  seats.  While  it  tows  up  to 
inijs  Over  a  mountain.  With  an  attitude.  Call  1 800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 


ncoln  Navigator.  What  a  luxury 


siiouid  be. 
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ART 


THESE  PRICES  ARE  SURREAL 

The  art  market's  climb  looks  unstoppable.  But  if  you  can  do  without  a  van  Gogh . . 


PERSONAL  VALUES:  This  Magritte 


The  Christie's  International  auc- 
tion in  London  on  the  aftenioon 
of  Dec.  8  wasn't  for  the  faint- 
heailed.  It  featured  daring  "Brit 
Pack"  works  by  young  London-based 
aitists  from  the  cutting-edge  collection 
of  advertising  baron  Charles  Saatchi. 
Among  the  pieces  gaveled  down  at  as- 
tonishing prices  were  Damien  Hirst's 
The  Lovers,  four  jars  filled  with  cow 
organs  in  formaldehyde  that  went  for 
$229,350,  and  a  plaster  cast  of  the  un- 
derside of  a  sink  by  Rachel  Whiteread 
that  fetched  $220,275,  nearly  three 
times  the  pre-auction  high  estimate. 
For  the  first  time,  a  work  of  perfor- 
mance art  sold  at  a  major  auction:  The 
buyer  paid  $13,000  for  a  viewing  and 
rights  to  perform  it  in  the  future. 

The  London  sale  illustrates  the  mil- 
lennium fever  gidpping  the  world  art 
market.  The  Asia  crisis,  tanking  emerg- 
ing markets,  stock  jitters,  and  slowing 
economies  in  the  U.  S.  and  Europe 
haven't  stopped  the  upward  swing  in 


art  prices.  To  be 
sure,  Asian  and 
Latin  American 
buyers  are  scarce. 
But  coUectore  else- 
where remain  im- 
chastened.  The 
London-based  Dai- 
ly Telegraph  Art 
100  Index,  which 
traces  prices  of 
works  by  100  top  artists,  rose  26% 
thi'ough  November,  double  the  rise  for 
all  of  1997.  "The  market  is  extremely 
strong,"  says  New  York  dealer  David 
Nash,  a  former  Sotheby's  top  gun. 
"There's  a  lot  of  money  around,  most 
of  it  in  the  hands  of  Americans  and  Eu- 
ropeans— with  Americans  clearly 
dominant." 

GLUTTED.  High  rollers  who  ven- 
tui"e  out  into  this  market,  how- 
ever, should  know  that  it's  a  little 
like  buying  stock  vrith  the  Dow 
not  far  from  9000.  The  art  mar- 
ket has  been  getting  ever  more 
treacherous  for  over  a  year  now. 
This  isn't  to  say  that  there  are 
bai'gains  in  every  segment.  But 
some  buyers,  especially  those 
shelling  out  fast 
bucks  earned  in 
booming  stock 


stock  mai'ket  coiTection  in  the  U.  S 
Europe  could  easily  clobber  art  p: 
at  any  time.  Another  constant  w 
among  buyers  is  that  a  deepenin 
the  world  financial  crisis  could 
Japanese  buyers  to  flood  the  ma 
with  too  much  art.  A  single  painti] 
van  Gogh  called  Portrait  of  Dr.  Ga 
which  sold  for  an  all-time  recor 
$82.5  million  in  1990,  has  been  uj 
sale  privately  for  months.  The  i 
mum  asking  price:  $80  million. 

The  fall  auctions  in  New  York 
November  demonstrated  that  the 
works  by  well-known  artists  still 
such  prices.  The  top  lot  of  all,  an 
self-portrait  believed  to  be  the 
])ainted  by  van  Gogli,  sold  for  ; 


markets,  may 
be  ovei"paying. 
A  prolonged 


THERE  ARE 
STILL  SOME 
BARGAINS  TO 
BE  FOUND, 
SAYS  COLLEC- 
TOR SCOTT 
BLACK 
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armatiofi  to  be  oFany  value  to  you  and  your  organization,  it  must  be  precise.  HP  enterprise  servers  and 
applications  allow  you  not  only  to  capture  information  but  to  use  it,  so  that  your  business  can  continuously 
tter  and  more  efficiently.  For  clarification  on  the  subject  visit  our  website  at  www.hp.com/go/oracle. 
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ART 


1 


3 


RECORD  PRICE:  Man  Ray's  Noire  et  Blanche 


million.  Experts  had  expected  it  to  go 
for  perhaps  $25  million,  but  a  bidding 
war  between  two  unidentified  buyers 
drove  the  price  into  the  stratosphere. 
And  Rene  Magritte's  Personal  Values, 
one  of  his  mastei-pieces,  went  for  $7.1 
million,  a  record  for^  the  artist 

But  there  were  also 
bargains  to  be  had.  Los 
Angeles  collector  Eli 
Broad  snapped  up  Dry 
Run,  a  1963  Robert 
Rauschenberg  silk  screen 
over  photogi'aphic  images 
for  just  under  $1  million, 
which  wasn't  much  more 
than  the  pre-auction  min- 
imum estimate. 
TOE  WYNN  FACTOR.  Many 
collectors  see  more  value 
than  usual  in  Impression- 
ist works,  which  rose  by 
only  9%  this  year  in  the 
Daily  Telegraph  survey. 
Real  gems  still  cost  a 
bundle:  A  sun-dappled 
boating  scene  by  Claude 
Monet,  Boatmen  in  Ar- 
genteuil,  brought  in  $9 
million,  vs.  a  $6  million  to 
$8  million  pre-auction  es- 
timate. But  Christopher 
Burge,  chairman  of 
Christie's  North  and 
South  America  operations,  notes  that 
the  .Japanese  are  now  parcehng  out  the 
troves  of  Renoirs  and  other  works  they 
paid  millions  for  in  a  late-'80s  fi'enzy, 
in  an  attempt  to  avoid  tanking  the  mar- 
ket for  any  given  painter  "It  has  taken 
a  long  time  to  get  the  banks  and  in- 
surance companies  who  own  the  paint- 
ings to  accept  that  they  have  to  come 
way  down  on  price,"  Burge  says.  Per- 
haps the  most  active  buyer  is  Las  Vegas 
impresario  Steve  Wynn,  who  art  dealers 


DRY  RUN:  Raiischenberq 
for  less  than  a  million 


figure  has  laid  out  $3^ 
lion  over  the  last  year 
pressionist  art  to  disp| 
his  casinos.  ! 

Indeed,  there  are  i 
good  Impressionist-era 
available  now  than  a  i 
time  since  the  1980s — 1 1 
buyers  still  must  be  ; 
Boston  money  managei  i 
M.  Black,  a  careful  aii 
perienced  collector,  dr  [ 
ciut  of  the  bidding  for 
net  that  eventually  sc ; 
.$2.4  million.  But  he  en( ! 
getting  good  prices  on  ■ 
by    Emile  Bernard 
Toulouse-Lautrec.  A 
spied  values  among  s 
the  paintings  he  didn't  bid  on,  no 
beautiful  Sisley  that  went  for 
$600,000,  a  fraction  of  its  price 
1980s.  "I  was  pleasantly  sui'pris 
says.  "You  can  buy  good  paint 
reasonable  prices." 

The  tab  for  an  Impressionist 
course,  is  still  way 
reach  for  most  co' 
A  better  bet  this 
buyers  on  a  budge 
red-hot  contempo 
market.  The 
Saatcbi  sale  demo 
two  key  trends 
temporary  mar 
rapidly  globalizin 
art  fi-om  the  199 
has  substantial  re 
ue  at  auction.  So 
troversial  1980s 
artists  also  ai'e  m 
bit  of  a  comeback: 
of  works  by  Jeff 
whose  durability 
had  doubted, 
jumped.  And  a  s( 
trait  by  1980s 
Jean-Michel  B 
soared  to  $3.3  mill 

The  key  to 
good  value,  how 
to  catch  a  trend 
One  way  is  to 
museum  purchases  and  shows  o 
artists — often  a  sign  that  an  art 
is  about  to  rise.  For  instance, 
gallery  owner  Victoria  Miro 
mends  Peter  Doig,  a  young 
whose  work  is  getting  a  muse 
in  Berlin  in  1999.  Josh  Baer,  e 
Baer  Faxt,  a  Manhattan-based 
art  newsletter,  singles  out  Los 
artist  Charles  Ray,  who  had 
spective  this  summer  at  the 
Prices  of  Ray's  works  skyrocke 
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n  Katzman,  Founder  and  President  of  The  Princeton  Review 

The  Most  Comprehensive  GMAT  CD  PACKAGE 

Our  Inside  the  GAAAT  CD  offers  you  the  opportunity  to  practice  in  the  com- 
fort of  your  own  home,  working  on  questions  exactly  like  the  ones  on  a  real 
Computer  Adaptive  GAAAT.  Students  receive  over  1 ,000  practice  questions 
with  explanations,  along  with  a  detailed  review  of  each  section  of  the  exam 
and  three  full-length  Computer  Adaptive  tests.  And  to  make  sure  you  select 
the  right  Business  school.  Inside  the  GMAT  includes  exclusive  B-school 
information  and  rankings  from  Business  Week  and  The  Princeton  Review. 
To  order  your  CD  set,  call  1  -800-234-3088. 

The  Most  EFFective  GMAT  Test  Prep 

Our  revolutionary  combination  of  small,  focused  classes,  great  instructors, 
and  revolutionary  test-taking  techniques  give  you  the  personal  attention  you 
need  to  score  your  best.  With  over  600  locations  worldwide,  we've  got  a 
schedule  and  location  that  are  convenient  for  you.  And  we're  so  sure  you'll 
get  your  desired  G^^AT  score,  we  guarantee  your  satisfaction.  For  more 
information  about  our  programs  call  1  -800-2-REVIEW. 

Guide  to  The  Best  Business  Schools 

Our  Guide  to  The  Best  Business  Schools  not  only  profiles  schools,  but  also 
includes  the  results  of  some  of  the  largest  student  and  administrator  surveys 
ever  conducted.  You  will  receive  expert  advice  from  admissions  officers  on 
getting  into  the  program  of  your  choice  along  with  the  Gourman  Report 
rating  for  each  program.  To  purchase  your  copy  of  The  Best  Business 
Schools,  visit  your  local  book  store  or  coll  1  -800-BOOKS-PR. 


or  visit  us  at 
www.review.com 


The 

Princeton 
Review 
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ill 


to  S200.000  at  auction  this  avM.* 

A  leading-edge  collector  lik« 
York  money  manager  Arthui-  Go) 
however,  bought  his  Charles  R; 
yeai"s  ago.  at  a  fi*action  of  that  pr  !  CI 
who  is  Goldberg  bujing  today*  ■ 
high  on  Olafui-  Eliasson.  a  your 
landic  photographer  who  has 
shown  widely  only  in  the  last 
yeai's  and  whose  works  ai'e  nois 
exhibition  at  New  York's  Must 
Modern  Ait.  Eliasson  also  sho 
this  year  in  an  annual  ranking  ol  js. 
new  artists  compiled  by  the  G  m. 
magazine  Capital. 
"UNDERAPPRECIATED."  Another 
nique  wonh  emulating  is  to  buy 
of  estabhshed  painters  who  have 
out  of  favor.  Lately,  for  instance 
berg  has  been  buying  works  of 
de  Kooning  from  the  late  196( 
1970s.  Drawings  fi*om  tliis  late  p€ 
the  aitist's  life  ai-e  "imderapprec 
he  says,  and  sell  for  S15.000  to  $ 
San  Francisco  dealer  Richai'd  I. 
recom_mends  paintings  on  paper 
late  artist  Sam  Francis,  available 
little  as  S15.000. 

These  days,  photos  in  gener 
tend  to  be  excellent  buys.  Goldl 
bming  photos  by  Hany  Callahan, 
in  his  80s.  Callahan's  new  work  g 
as  httle  as  S2.500  and  is  "tadly 
valued."  he  says.  But  some  classic  ' 
ai"e  going  for  tmprecedented  pre 
Xoire  et  Blanche,  Paris  (Positi 
Negative),  1926,  a  haunting  stuc  ^j;; 
woman's  head  by  the  suirealist  Mi  ^ : 
set  an  all-time  recoi*d  for  a  photo  ^ 
sold  for  §607,500  at  auction  this  ft  ^-U 
and-comei-s.  ob\iously,  ai'e  far  m  p^j; 
fordable.  And  Mctona  Mrro.  wl  ^jj. 
dies  many  hot  Brit  Pack  artists,  p  [^q 
Tliomas  Demand,  a  litcle-known  ]  |^ 
rapher  who  has  just  done  a  fil  f-i,.. 
will  be  shown  at  the  Tate  Gal 
Febinaiy.  Photogi-aphei-s  on  tht  q^.. 
tal  Ust  include  Gemian  Andi'eas 
and  American  Xan  Goldin.  ^-~7. 

Tlie  lesson  is  that  for  a  careful 
ait  may  be  a  less  risk>-  investme 
most.  After  all.  if  you  do  what  f^^' 
perts  recommend,  you'll  study  i 
few  artists  you  really  love,  foi 
ai-e  investments  that  may  hang  (j ,  .^ 
wall  for  the  long  term.  Jere 

Eckstein,  a  London  ait  investme  j ... 

.  <  till 

sultant.  figures  even  conservat:  ,..^1 
ilaster  paintings  appreciate  by  ji";" 
12Tf  annually.  Impressionist  worl! 
gone  up  by  15'~(  annually,  he  sa,  ^ 
sax^viest  collectors  never  stop  j^;^ 
thi'ough  good  times  and  bad.  Bi;|^"^ 
days  they're  bujing  waiily.  , 
By  Thane  Peterson  in  Fr 


174  BUSINESS  WEEK    DECEMBER  28 


-1^ 

1  s 


INSIDE  WALL  STREET 


ENE  G.  MARCIAL 


E  EMISSARIES 
ITING  ST.  PAUL? 


THE  ROAD 
NOWHERE 


15, '98 
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OtX,  15 


MBERG  FINANCIAL  MARIOS 


ne  very  interested  suitors  may 
taking  a  close  look  at  St.  Paul 
)rp  (spec).  So  say  several  pros  on 
jokout  for  takeover  bait.  They 
n  St.  Paul's  days  as  an  indepen- 
savings  bank  holding  company 
36  numbered:  "There  are  indica- 
a  deal  is  brewing,"  says  one 
investment  man- 
ager who  has 
been  accumulating 
shares.  He  says 
that  St.  Paul  ex- 
ecutives have  had 
informal  talks 
with  other  banks, 
including  the 
Netherlands'  abn 
Amro  and  Char- 
ter One  Financial, 
which  has  offices 
in  Michigan,  Ohio, 
and  western  New 
York.  BankAmeri- 
ca  is  also  reported 
to  be  interested, 
ilysts,  too,  see  a  buyout  in  store 
Paul,  the  largest  thrift  in  Chica- 
th  65  branches  and  a  network  of 
than  550  automated  teller  ma- 
.  Says  Thomas  O'Donnell  of  Sa- 
Smith  Bamey:  "We  believe  the 
favor  St.  Paul  being  acquired — 
ps  in  the  near  term."  Timothy 
if  A.  G.  Edwards  agrees.  He  says 
wnside  risk  in  buying  stock  in  St. 
mth  total  assets  of  nearly  $6  bil- 
ppears  modest,  given  the  poten- 
•  an  earnings  rise — or  a  takeover, 
idamentals  alone,  Willi  thinlis  the 
now  at  22,  is  worth  25.  In  a  buy- 
t.  Paul  should  fetch  35,  he  adds, 
this  year,  the  stock  has  slid  13%. 
)mon's  O'Donnell  notes  that  St. 
ecently  put  in  place  a  cost-cutting 
hat  could  boost  earnings  by  15^ 
a  share.  "Commendable  as  the 
3,"  he  says,  the  move  "may  be 
tie,  too  late"  to  protect  St.  Paul 
a  possible  takeover.  The  cost- 
;ion  plan  was  announced  after 
)ig  investors  demanded  that  man- 
nt  consider  selling  the  company, 
ife  Managers,  an  investment  firm 
>wns  3%  of  the  stock,  has  filed  a 
'  Older  resolution  urging  manage- 
lo  sell.  It  noted  that  St.  Paul  Ban- 


corp has  scarcely  earned  a  competitive 
return  in  the  decade  since  it  went  public. 

Willi  figures  St.  Paul  will  earn  $1.45 
a  share  this  year  and  $1.55  in  1999. 
Spokesman  Bob  Williams  says  the  com- 
pany would  respond  "veiy  responsibly" 
to  any  offers,  but  declined  comment  on 
whether  it  has  received  any. 

WHY  BROOKSTONE 
IS  SUCH  A  BARGAIN 

Practically  every  retailer  has  gone 
onUne  to  take  advantage  of  heavy 
E-commerce  on  the  Net.  Brookstone 
(bkst)  is  no  exception.  But  the  potential 
of  its  Web-site  business  has  yet  to  be 
recognized  and  tapped,  says  one  New 
York  money  manager  who  has  been 
loading  up  on  stock — but  for  one  other 
reason:  He  thinks  Brookstone  is  an  al- 
luring takeover  target.  A  specialty  re- 
tailer of  personal-care  items,  lawn  and 
garden  tools,  and  recreational  products, 
Brookstone  sells  through  catalogs  and 
at  194  stores  in  36  states,  at  regional 
malls,  airports,  and  resorts. 

This  pro  figures  that  on  earnings 
growth  alone,  the  stock  is  worth  twice 
its  current  price  of  11.  Indeed,  the 
stock  is  trading  at  less  than  twice  its 
book  value  of  more  than  $7  a  share, 
compai-ed  with  an  average  of  six  times 
book  value  for  companies  in  the  Stan- 
dard &  Poor's  500-stock  index.  And 
Brookstone's  price-earnings  ratio  is  9  to 
10 — quite  low,  analysts  say,  given  the 
company's  earnings  growth  rate  of 
more  than  20%  in 


ITS  WEB  PROMISE 
IS  UNTAPPED 


each  of  the  past 
three  years.  And 
then  there  is  the 
huge  potential, 
they  say,  in 
Brookstone's  small 
but  growing  and 
profitable  Internet 
business. 

Janet  Kloppen- 
burg,  an  analyst 
at  BancBoston 
Robertson  Ste- 
phens thinks  that 
Brookstone  stock 
is  a  bargain.  And 
she  adds  that  the 
low  price  doesn't  reflect  the  rapid  earn- 
ings growth  she  foresees  at  Brookstone. 
For  fiscal  1999,  she  estimates  Brook- 
stone wiW  earn  $1.27  a  share.  Analyst 
Barbara  Miller  of  BT  Alex.  Brown  sees 
Brookstone  climbing  to  19  or  20  in  a 
year — or  even  six  months. 


DEC, 15 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


CHS  HOISTS  ITS 
SAILS  FOR  AMERICA 

For  CHS  Electronics  (HS),  the  world's 
third-largest  distributor  of  computer 
products,  Europe  is  the  main  market, 
generating  75%  of  sales.  And  as  the 
euro  currency  draws  nigh  and  as  de- 
mand soars  for  computers  that  ai"e  ad- 
justed for  use  in  the  new  millennium, 
CHS  should  see  robust  growth.  The 
company's  remaining  sales  are  20%  in 
Latin  America  and  5%  in  Asia. 

CHS  is  well  positioned  to  take  ad- 
vantage of  the  coming  demand  for  post- 
2000  computers,  says  ceo  Claudio  Oso- 
rio.  Also  on  his  agenda,  however,  is  a 
plan  to  enter  the  U.  S.  Although  the 
American  computer  market  is  consid- 
ered mature,  a  U.  S.  entry  could  boost 
CHS  sales.  CHS,  whose  revenues,  bol- 
stered by  acquisitions,  have  jumped 
from  $4.8  bilhon  last  year  to  $8  billion 
this  year,  serves  some  120,000  resellers 
in  46  countries. 

CHS  may  enter  the  U.  S.  through  an 
acquisition,  says 

Robert  Damron  of  FULL  RECOVERY 
Cleary  Gull  Rei-  STIU  TO  COME 
land  &  McDevitt, 
a  securities  firm 
in  Milwaukee, 
who  believes  the 
company  is  eyeing 
two  U.  S.  whole- 
salers of  computer 
products,  each  of 
which  generates 
annual  sales  of 
about  $5  billion. 
The  two  main  ri- 
vals of  CHS,  In- 
gram Micro  and 
Tech  Data  are  the 
dominant  sellers  in  the  U.  S. 

Although  either  of  the  two  could 
block  a  CHS  entry  into  the  U.  S.  by 
launching  a  buyout  bid  for  CHS,  ana- 
lysts don't  see  that  a  reahstic  possibil- 
ity. Osorio  declines  to  comment  on 
whether  either  has  approached  him. 

Meanwhile,  the  stock,  now  at  15, 
could  snap  back  to  its  old  high  of  30, 
says  Damron,  based  just  on  its  internal 
growth  rate  of  15%  to  20%.  He  figures 
CHS  will  earn  $1.80  a  share  this  year 
and  $2.10  i  n  1999,  vs.  1997's  $1.32. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 


BUSINESS  WEEK  /  DECEMBER  28,  1998  175 


THE  INVESTMENT  SCOREBOARD 


U.S.  EARNINGS  OUTLOOK 


jBtll! 
tl  01 


kir 

lilt  of 

of  til! 

te-to- 
# 
iess 

lined 


ON  YOllR  MARK, 
GET  SET-CRUNCH 

How  to  use  the  Scoreboard  data  and  give  yourself  an  edge 


Wliile  stock  prices  were  volatile 
in  1998 — first  up,  then  down, 
then  up  again — the  profit 
trend  was  clearly  one  way: 
down.  Corporate  profits  dipped,  rev- 
enue growth  slowed,  and  margins  nai'- 
rowed.  At  the  beginning  of  1998,  earn- 
ings for  the  Standard  &  Poor's  500 


stocks  were  expected  to  rise  13%.  The 
latest  guesstimate  is  that  they'll  de- 
cline 1.1%. 

Where  do  we  go  from  here?  Well, 
earnings  per  share  for  the  s&p  .500  are 
expected  to  increase  17.1%  in  1999.  But 
remember,  analysts  are  often  far  too 
optimistic  eai'ly  in  the  year. 


INDUSTRY  GROUP  WINNERS  &  LOSERS 


1998's  WINNERS. 


1999'$  WINNERS... 


EARNINGS  CHANGE 
FROM  1997 


EST.  EARNINGS  CHANGE 
FROM  1998 


MISCELLANEOUS  LEISURE 

708% 

AUTO  PARTS 

113% 

HEALTH-CARE  SERVICES 

338 

MEDICAL  PRODUCTS 

97 

PAPER 

268 

COMPUTERS  &  PERIPHERALS 

96 

PRINTING  &  ADVERTISING 

232 

FOREST  PRODUCTS 

83 

INSTRUMENTS 

163 

SEMICONDUCTORS 

73 

APPAREL 

162 

RAILROADS 

68 

AEROSPACE  &  DEFENSE 

92 

ENTERTAINMENT 

64 

EATING  PLACES 

86 

POLLUTION  CONTROL 

63 

APPLIANCES 

79 

COAL,  OIL  &  GAS 

61 

PAPER  CONTAINERS 

75 

TELECOMMUNICATIONS 

55 

...AND  LAGGARDS 

...AND  LAGGARDS 

EARNINGS  CHANGE 

EST.  EARNINGS  CHANGE 

FROM  1997 

FROM  1998 

NONFERROUS  METALS 

-65% 

PETROLEUM  SERVICES 

-9% 

COAL,  OIL  &  GAS 

-46 

STEEL 

-4 

AUTO  PARTS 

-39 

CONSTRUCTION  &  ENG. 

+2 

RAILROADS 

-33 

CHEMICALS 

+5 

SEMICONDUCTORS 

-24 

TOBACCO 

+5 

ENTERTAINMENT 

-23 

BUILDING  MATERIALS 

+7 

STEEL 

-21 

TIRE  &  RUBBER 

+7 

ELECTRICAL  PRODUCTS 

-15 

TEXTILES 

+9 

GAS  UTILITIES 

-14 

FINANCIAL  SERVICES 

+9 

MEDICAL  PRODUCTS 

-11 

ELECTRICAL  UTILITIES 

+9 

Because  of  losses  in  1997,  earnings  gains  or  losses  cannot  be  calculated  on  a 
percentage  basis  for  broadcasters,  forest  products,  and  pollution-control  com- 
panies. Because  of  estimated  losses  In  1998  and  1999,  earnings  gains  or  loss- 
es cannot  be  calculated  on  a  percentage  basis  for  broadcasters. 

DATA,  l/B/E/S  INTERNATIONAL  INC,  STANDARD  &  POOR'S  COMPUSTAT 


] 
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BUSINESS  week's  Investment 
look  Scoreboard  can  help  you  ma 
formed  choices  in  the  new  year.  ^ 
dard  &  Poor's  Compustat  provide( 
historical  data  and  performance 
for  the  900  companies  listed, 
I/B/E/S  International  Inc.,  a  Prii 
Corp.  company,  supplied  the  ean 
estimates   and  long-term 
growth  info,  based  on  its  surveLj^^, 
3,757  analysts.  To  start  you  off, 
provided  six  tables  that  shce  up 
data  in  some  familiar  and  new  wa 

Look  in  the  Scoreboard  for 
companies  with  the  largest  pric 
creases  in  1998,  and  you'll  agree  t 
were  great  friends  to  have  in 
portfolio.  Dell  Computer  Corp. 
from  21  at  the  end  of  1997  to  60 
the  end  of  November,  a  190%  incr 
Even  hotter  was  Yahoo!  Inc 
rocketed  from  'M%  at  the  end  oi 
year  to  192  on  Nov.  30,  up  455%, 
valuations  for  both  companiespnj, 
clearly  stratospheric,  seemingly  i  ;- 
valued  by  conventional  standards 
if  past  perfoiTTiance  is  any  indicati 
the  future,  they  could  still  gain 
altitude  in  1999. 

Tech  heavyweight  Compaq  Cor 
er  Corp.  shows  up  on  the  list  of 
panies  expected  to  post  big  earn  wcgj 
per-share  gains  next  year  Com 
1998  earnings  are  projected  to  be 
share,  as  expenses  from  its  m« 
with  Digital  Equipment  Coi-p.  e; 
profits.  In  1999,  analysts  exped 
computer  giant  to  recover  to  the 
of  $1.74  a  share,  a  278%  jump, 
kind  of  earnings  growth  could 
boost  the  stock  price. 
KILLER  COMBO.  One  way  to  zero 
value  stocks  is  to  look  for  comp 
with  both  a  low  price-earnings 
and  a  low  price  as  a  percentaj 
book  value.  Companies  that  fit  th£ 
soription  are  often  down  on  their 
This  year.  National  Steel  Corp. 
Case  Corp.  find  themselves  on  th 
of  the  unloved.  An  influx  of  ch( 
foreign  steel  into  U.S.  markets 
the  General  Motors  Corp.  strike 
took  theii"  toll  on  National  Steel,  v 


lit 
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aonth  sales  were  down  9%  and 
lonth  profits  dropped  62%.  Case, 
(cer  of  construction  and  farm 
nent,  has  been  hurt  by  soft  over- 
narkets  for  its  big-ticket  items, 
line-month  profits  down  8%.  If 
ational  economies  recover,  and 
a  pressures  ease  on  each  com- 

their  respective  stocks  could 
out  of  their  current  doldrums. 

of  the  new  factors  this  year  is 
■ice-to-sales  ratio,  or  psr.  Com- 

vnth  a  low  PSR  are  a  lot  like 
nies  with  a  low  p-e;  potentially 
/alued.  But  what  if  you  were  to 


find  a  stock  with  both  a  low  psr  and  a 
rising  share  price?  James  P.  O'Shaugh- 
nessy,  fund  manager  and  author  of 
Wliat  Works  an  Wall  Street,  and  How  to 
Retire  Rich,  notes:  "Uniting  the  best 
growth  factor  with  the  best  value  fac- 
tor gives  you  an  intriguing  play.  Why 
buy  just  cheap  stocks  when  you  could 
buy  cheap  stocks  already  on  the 
mend?"  In  the  Scoreboard,  trucking 
company  Landstar  System  Inc.  and  dis- 
count retailer  Ames  Department  Stores 
Inc.  both  seem  to  fit  the  bill.  Each  has 
a  PSR  of  less  than  0.5  (considerably  im- 
der  the  overall  average  of  1.7).  Mean- 


while, Landstar's  stock  was  up  55%  in 
1998,  while  Ames  stock  rose  36%, 
meaning  that  both  have  been  noticed. 
Investors  can  only  hope  the  trend  will 
continue. 

Remember  that  the  information  in 
the  tables  and  the  Scoreboard  should 
be  the  starting  point  of  your  research, 
not  the  end  of  it.  But  analyze  the  num- 
bers; while  you  might  invest  in  a  com- 
pany that  has  a  good  story,  it's  the 
numbers  that  will  ultimately  determine 
whether  that  story  has  a  happy  ending. 

By  Frederick  F.  Jespersen 
in  New  York 
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A  MENU  OF  INVESTMEIVT  OPPORTUNITIES 


you  analyze  the  data  by  certain  criteria,  some  companies  pop  out.  Be  careful,  though.  Unusually 
I  or  low  percentages  could  also  be  a  sign  of  trouble.  This  is  just  a  starting  point  for  further  research. 


LOW  P-E  RATIO, 
HIGH  EARNINGS  GROWTH 

«  companies  have  a  low  p-e  ratio,  and 
amings  are  forecast  to  increase  smartly 


LOW  PSR, 
BIG  STOCK-PRICE  INCREASE 

Companies  with  both  a  low  price-sales 
ratio  and  a  jump  in  stock  price  in  1998 


PERCENT  CHANGE 
EARNINGS 
P-E  RATIO  1938-99 


PRICE  PRICE- 
CHANGE  SALES 

DEC.  31,  1997-NOV.  30,  1998  RATIO 


CHEAP 
STOCKS 

Companies  with  both  a  low  price-to-book 
percentage  and  a  low  price-earnings  ratio 

PRICE  AS 
PERCENT  OF  P-E 
BOOK  VALUE  RATIO 


»UCOM  SYSTEMS 

8.6 

62% 

BINDLEY  WESTERN  INDS.  67% 

0.11 

NOVACARE 

33% 

3.7 

WEST  GROUP 

7.6 

35 

BERGEN  BRUNSWIG 

48 

0.18 

NATIONAL  STEEL 

35 

2.9 

ER  ALUMINUM 

9.7 

33 

NVR 

80 

0.29 

ADVANTA 

49 

0.8 

STAR 

7.8 

29 

MUSiCLAND  STORES 

132 

0.33 

VENCOR 

35 

5.2 

TOR  GROUP 

11.9 

45 

INGRAM  MICRO 

46 

0.28 

AGCO 

48 

3.8 

VOOD  HOMES 

12.8 

59 

MICRO  WAREHOUSE 

96 

0.44 

LTV 

32 

7.9 

H  CAPITAL 

8.5 

27 

BROWN  GROUP 

35 

0.21 

STANDARD  COMMERCIAL 

66 

4.3 

mi  &  BROAD  HOME 

12.7 

37 

LANDSTAR  SYSTEM 

55 

0.33 

TERRA  INDUSTRIES 

51 

6.9 

NTA 

0.8 

20 

AMES  DEPT.  STORES 

36 

0.23 

CASE 

76 

5.0 

F  LEASING 

6.8 

20 

SHOPKO  STORES 

47 

0.32 

ARKANSAS  BEST 

70 

6.1 

STOCKS  WITH 

THE  "A" 

LIST 

HIGH  HOPES 

G  PRICE  INCREASES 

prices  of  these  companies' 
ks  jumped  the  most  in  1998 

PRICE  CHANGE 

DEC.  31,  1997  -NOV.  30,  1998 


Companies  with  a  market  cap  of  above  $5  billion  and  anA- 
or  better  S&P  Stock  Ranking,  where  return  on  equity  (ROE) 
and  estimated  earnings  growth  are  above  the  average  and  the 
p-e  to  growth  rate  (PEG)  is  below  the  average 


!ON.COM 

537% 

0!  455 

lICA  ONLINE 

287 

BUY 

213 

COMPUTER 

190 

164 

ON  ELECTRONICS 

149 

E  COMPUTER 

143 

CLAND  STORES 

132 

ND  COMMUNS. 

129 

MARKET 


PRICE 
CHANGE 


FOR  EARNINGS 

These  companies'  earnings  are  fore- 
cast to  move  ahead  strongly  in  1999 

PERCENT  CHANGE 
1998-99 


LONG-TERM 


S&P 


VALUE 

BILLIONS 

12/31/97- 
11/30/98 

ROE 

PEG 

EARNINGS 
GROWTH 

EQUITY 
RANKING 

MBNA 

$17.1 

25% 

33.7 

1.1 

20.0%  A- 

INTEL 

179.4 

53 

25.7 

1.4 

20.0 

A- 

EQUIFAX 

5.9 

17 

47.0 

1.6 

17.7 

A- 

SERVICEMASTER  6.4 

10 

20.3 

1.9 

17.3 

A+ 

CARNIVAL 

20.5 

25 

18.8 

1.5 

17.1 

A 

FREDDIE  MAC 

41.1 

44 

16.1 

1.8 

15.0 

A-h 

NEWELL 

7.2 

4 

22.7 

1.4 

15.0 

A-h 

DAYTON  HUDSON  19.8 

33 

17.4 

1.5 

15.0 

A 

STATE  STREET 

11.0 

18 

19.2 

1.7 

14.6 

A+ 

SLM  HOLDING 

7.3 

11 

78.7 

1.1 

14.0 

A 

DATA:  AS  OF  NOV.  30,  l/B/E/S  INTERNATIONAL  INC.,  STANDARD  S  POOR'S  COMPOSTAT,  A  DIVISION  OF  THE  McGRAW-Hlli  COMPANIES 


SPORTS  AUTHORITY 

611% 

POLAROID 

530 

SAFETY-KLEEN 

524 

READER'S  DIGEST  ASSN.  381 

MEDPARTNERS 

380 

NATIONAL  FUEL  GAS 

284 

COMPAQ  COMPUTER 

278 

U.S.  OFFICE  PRODUCTS 

273 

MOTOROLA 

260 

VANSTAR 

258 
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Glossary 


MARKET  VALUE:  Share  price  on  Nov. 
30,  1998,  multiplied  by  the  latest 
available  common  shares  outstanding. 
RECENT  SHARE  PRICE:  Price  for  a  Sin- 
gle share  of  a  company's  most  widely 
traded  issue  of  common  stock  as  of 
the  close  of  trading  Nov.  30,  1998. 
PRICE  CHANGE:  Percentage  change  in 
the  company's  most  widely  traded 
common-stock  issue  since  Dec.  31, 
1997. 

EARNINGS  GROWTH:  Compound 
annual  growth  rate,  calculated  using 
the  1993  and  1997  restated  basic 
earnings  per  share  (unless  noted 
otherwise). 


RETURN  ON  EQUITY:  The  latest  avail- 
able net  income  available  for  share- 
holders divided  by  total  equity. 

PRICE  AS  PERCENTAGE  OF  BOOK 

VALUE:  Share  price  on  Nov.  30, 
1998,  as  a  percentage  of  the  latest 
available  book-value  per  share,  which 
is  the  sum  of  common  stock  at  nomi- 
nal balance-sheet  value,  capital  sur- 
plus, and  retained  earnings  as  shown 
in  company  accounts  divided  by  the 
number  of  shares  outstanding. 
p-E  RATIO:  Price-earnings  ratio  based 
on  the  latest  available  12  months 
earnings  and  Nov.  30,  1998,  stock 
price. 

PRICE-SALES  RATIO:  Based  on  the 
latest  available  12-month  sales  and 
the  Nov.  30,  1998,  stock  price. 


PRICE-EARNINGS  TO  GROWTH  RATE: 

The  price-earnings  ratio  based  on  the 
1998  earnings  estimate  and  Nov.  30, 
1998,  stock  price,  divided  by  the 
long-term  earnings  growth  rate. 
DIVIDEND  YIELD:  Indicated  annual 
dividend  as  a  percent  of  the  Nov.  30, 
1998,  stock  price. 

EARNINGS  PER  SHARE:  Diluted  earn- 
ings-per-share  net  income  {including 
proceeds  from  certain  convertible 
securities,  warrants,  and  options  that 
are  common  stock  equivalents,  but 
excluding  extraordinary  profits  or  loss- 
es) divided  by  number  of  common 
and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES: 

Analysts'  consensus  estimates  for 
1998  and  1999  compiled  by  l/B/E/S 
International  Inc.,  New  York,  N.Y. 


l/B/E/S  is  a  registered  trademar 
l/B/E/S  International  Inc. 
VARIATION:  The  percentage  by 
two-thirds  of  the  1999  earnings||lS-Eil 

mates  are  above  or  below  the  a\|iiEi!lGE 
estimate.  The  lower  this  figure 
more  analysts  agree  on  their 
estimates. 

LONG-TERM  EARNINGS  GROWTt"* 

median  estimate  by  analysts  of 
annual  growth  rate  of  earnings, 
piled  by  l/B/E/S  International  lr||Ul(]lll 
most  companies,  this  is  for  the 
3-5  years. 

S&P  EQUITY  RANKING:  A  meas 

a  company's  historical  growth  oi 
ings  and  dividends,  using  Stanc 
Poor's  computerized  scoring  sys 
based  on  the  most  recent  10  ye  IM! 
earnings-per-share  and  dividend  i 

1999  ESTIMATES  EROM  ANALYSIS 
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EARNINGS  PER  SHARE 


COMPANY  (FYI 

MARKET 
VALUE 
($MIL.) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 
% 

EARNINGS 
GROWTH 
1993-97 
% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0f 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROWTH 
RATE 

YIELD 

% 

1997 
ACTUAL 

l/B/E/S 
1998 
ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 
% 

LONG-TERM 
GROWTH 
RATE 

% 

ALL-INDUSTRY  AVERAGE 

11096.1 

40 

4 

19.1 

15.1 

415 

30 

1.7 

1,9 

1.45 

1.70 

1.95 

2.37 

10.7 

13.8 

U  M 

INDUSTRY  AVERAGE 

9259.9 

55 

8 

21.2 

25,5 

565 

44 

1.0 

1,3 

1,18 

1,85 

3,55 

4,10 

2.8 

13.4 

BOEING 

39089,^' 

41 

-  17 

NM 

1,2 

301 

254 

0,8 

1  38 

-0,18 

1  05 

2.06 

6-3 

17,7 

CORDANT  TECHNOLOGIES  (6) 

1466.9 

40 

-1 

NA 

21.1 

227 

NA 

NA 

0.8 

1.00 

2.21 

3.34* 

3.71 

3.9 

15.0 

GENERAL  DYNAMICS 

7357.8 

58 

34 

3.8 

16.6 

347 

21 

1.6 

2.6 

1.51 

2.50 

2,84 

3.07 

1.6 

8.0 

GOODRICH  (B.F.) 

2820.0 

38 

-8 

NA 

9.7 

181 

19 

0.7 

0.8 

2.90 

1.53 

3.03 

3.53 

2.3 

15.0 

GULFSTREAM  AEROSPACE 

3793.8 

51 

76 

NA 

163.7 

2974 

19 

1.7 

1,2 

0.00 

3,12 

2,97 

3.75 

0.3 

14.0 

HOWMET  INTERNATIONAL 

1537.6 

15 

3 

NM 

23.3 

434 

16 

1.2 

0.8 

0.00 

0.67 

1.04 

1.16 

5.2 

17.7 

LOCKHEED  MARTIN 

20231.3 

104 

5 

NM 

-9.8 

337 

NA 

0,8 

1,6 

1.70 

-3.12 

6.68 

7,36 

1.4 

10.0 

NEWPORT  NEWS  SHIPBUILDING 

992.4 

28 

11 

NA 

-13.0 

477 

NM 

0.6 

1.7 

0.57 

-1.39 

1.83 

2.00 

2.0 

9.0 

NORTHROP  GRUMMAN 

5591.3 

81 

-29 

31.5 

10.9 

194 

18 

0,6 

1.2 

1.97 

5.98 

6.68 

7,66 

2.7 

10.0 

PRECISION  CASTPARTS  (3) 

1076.4 

44 

-27 

34.9a 

14.8 

167 

11 

0.8 

0.7 

0.54 

3.53 

4.21 

4.81 

3.3 

15.9 

SUNDSTRAND 

?q56  4 

54 

'  ) 

0  1 

1  ?6 

3  n 

3  98 

4  44 

3  2 

15.0 

UNITED  TECHNOLOGIES 

1U7 

1  6 

1  i'\ 

4  ."  1 

4  'I'l 

1  1 

13.5 

INDUSTRY  AVERAGE 

8709.6 

36 

-5 

19.1 

24.4 

252 

15 

0.5 

1.1 

1.65 

2.92 

2.34 

0.56 

7.4 

12.0 

(A) CARS  &  TRUCKS 

GROUP  AVERAGE 

29639.9 

49 

5 

33.6 

44.0 

262 

10 

0.4 

1.3 

1.88 

5.07 

4.70 

5.49 

9.6 

8.4 

FORD  MOTOR 

67287.0 

55 

13 

26.2 

95,7 

284 

3 

0.5 

1.3 

3,34 

5,62 

5,18 

5.11 

3.9 

8.0 

GENERAL  MOTORS 

45770.6 

70 

15 

50.0 

19.5 

312 

18 

0.3 

2.0 

2.86 

8.62 

4.93 

8.74 

7.2 

7.2 

NAVISTAR  INTERNATIONAL  (10) 

1948.4 

26 

4 

NM 

36.5 

255 

9 

0.2 

0,8 

0.00 

1,64 

3.49 

3.18 

17.3 

9,5 

PACCAR 

3553.6 

46 

-13 

24.7 

24.4 

199 

8 

0.5 

1.0 

1.32 

4.41 

5.22 

4.94 

9.9 

9.0 

(B)  PARTS  &  EQUIPMENT 

GROUP  AVERAGE 

1743.1 

31 

-7 

17.3 

18.4 

256 

17 

0.5 

1.0 

1.48 

2.23 

1.37 

2.91 

7.3 

13.8 

ARVIN  INDUSTRIES 

985.1 

42 

26 

12.6 

13.7 

179 

14 

0.4 

1,1 

1.91 

2.78 

3.20 

3.51 

2.0 

12.0 

BORG-WARNER  AUTOMOTIVE 

1165.7 

50 

-4 

NA 

12.4 

160 

13 

0.6 

0.9 

1.20 

4.31 

4.01 

4.90 

2.3 

13.8 

BREED  TECHNOLOGIES  (6) 

248.7 

7 

-63 

NM 

NM 

NM 

NM 

0.2 

NM 

4  15 

0.47 

-10.73* 

-0,56 

33.9 

17.0 

DANA 

6456.1 

39 

-18 

26.3 

16.9 

226 

12 

0.5 

1.1 

2.97 

3.49 

3.57 

4.51 

3.1 

10.0 

DETROIT  DIESEL 

511.0 

21 

-13 

0.8 

7,0 

140 

20 

0.2 

1.5 

0.00 

1.21 

1,61 

1.66 

16.9 

8.5 

FEDERAL-MOGUL 

3026.1 

57 

40 

NA 

5.4 

289 

47 

0.9 

1.3 

0.02 

1.67 

2.67 

4.86 

2.7 

16.3 

GENCORPd  1) 

1021.9 

25 

-2 

28.1 

23,2 

324 

14 

0.6 

1.1 

2,44 

3.36 

1.87 

2.35 

2.6 

11.5 

Ml 
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FOOTNOTES:  ■Actual,  not  estimated  data.  NA=not  available.  NM=not  meaningful.  NR=not  ranked,  (a)  Four-year  compound  growtti  rate,  (d)  Final  year  of  growth  rate  calculation  is  1 
Data  compiled  by  Standard  &  Poor's  Compustat,  a  division  of  Ttie  McGraw-Hill  Companies,  from  such  sources  such  as  statistical  services,  registration  statements,  and  company  re 
that  SPG  believes  to  be  reliable  but  are  not  guaranteed  liy  SPG  or  BUSINESS  WEEK  as  to  correctness  or  completeness.  This  material  is  not  an  offer  to  buy  or  sell  any  security.  Addf*t*l 
al  data:  l/B/E/S  International  Inc.,  New  York,  N.Y.  l/B/E/S  is  a  registered  trademark  of  l/B/E/S  International  Inc, 
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MARKn 
VALUE 
($  MIL.) 

RECENT 
SHARE 
PRICE 

PRICE 
CHANGE 
% 

GROWTH 
1993-97 
% 

RETURN 

ON 
EQUITY 

%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

TO 
GROVflH 
RATE 

YIELD 
% 

1997 
ACTUAL 

1998 
ANALYST 
EST, 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

% 

GROWTH 
RATE 
% 

S&P 
EQUITY 
RANKING 

EMMERZ  INTERNATIONAL  (1) 

9507* 

~~13~~ 

14.2 

29.6 

522 

23 

0.6 

0.8 

0.00 

1.91 

2.83 

2.5 

20.5 

NR 

2575.5 

39 

-19 

NM 

15.5 

197 

13 

0.3 

08 

0,00 

3.05 

3.12 

3.69 

1,1 

15,0 

NR 

1  INDUSTRIES  (2) 

1012.5 

17 

-23 

21.5 

15.6 

159 

11 

0.4 

0.7 

1,19 

1.66 

1.67 

1.81 

6.6 

15.0 

B-i- 

?  AUTOMOTIVE  (9) 

1220.5 

18 

-16 

NA 

44.4 

369 

8 

0.3 

0.7 

2.37 

1.44 

2.13* 

2.49 

6.8 

12.3 

NR 

E  &  RUBBER 

AVERAGE 

5165.0 

38 

-15 

2.9 

15.4 

208 

14 

0.7 

1.3 

2.13 

2.43 

3.00 

3.23 

3.2 

9.5 

TIRE  &  RUBBER 

1482  7 

20 

-20 

6  2 

14  6 

175 

12 

0  8 

13 

2  15 

1,55 

1,55 

1  71 

4  1 

10,0 

A 

AR  TIRE  &  RUBBER 

884  7  3 

b/ 

1  1 

1)  ■•; 

1',  1 

?'\  1 

0,7 

1,4 

2  12 

3.30 

4.4S 

4  74 

')  ri 

Bi 

3  17,1 


;  15,0 

3  14,0 

J  17.7' 

(  10,0 

:  9,0 

J  10,0 

3  15.9, 

;  15,0 

1  13,5 


12.0 


.  13,8 

:!,o 

;  13,8 

;  17.0 


,551  IS  1 


KY  AVtKALit 

1/1/1  riCi  <^ 

i44uy  .D 

59 

- 1 

15.1 

15.5 

32 1 

"3  1 
O .  i 

1  .D 

9  OA 

2  96 

3  14 

3  75 

3  3 

115 

ihS  -  EAST 

AVERAGE 

14121.1 

78 

-2 

18.2 

15.8 

324 

37 

2.7 

1.6 

2.39 

4.33 

4.06 

5.12 

5.0 

11.6 

\TED  BANC-CORP 

2129,2 

34 

-23 

-13,7 

14.2 

241 

NA 

1.6 

1 .4 

3.40 

0.82 

2.43 

2.62 

3,8 

10  0 

A 

=  NEW  YORK 

26192,4 

35 

20 

18.9 

23.4 

522 

23 

6.2 

1.9 

1.62 

1.36 

1.53 

1.72 

2.3 

12.0 

A- 

)STON 

12262,6 

42 

-1 1 

28.5 

17,1 

260 

15 

1 .9 

1.3 

2  79 

2,83 

2.98 

3.35 

4.5 

11.0 

B 

C  TDIICT 

8276.4 

87 

-23 

-7.5 

1 .4 

192 

281 

0.7 

NM 

4.60 

7 

/  -DO 

6  25 

24  9 

10  2 

B+ 

VIANHATTAN 

53638, 1 

63 

16 

14,2 

14,6 

242 

16 

1 .8 

1.2 

"2.-2.1 

4.02 

A  OQ 

A  QQ 

4  8 

12  0 

g 

INANCIAL  uKOUr 

2oboo.o 

42 

1 1 

10.3 

1 5,3 

279 

1 7 

2.9 

1.5 

2.35 

2  86 

1  0 

110 

B+ 

iNK 

3933.2 

499 

7 

16.7 

11,9 

238 

19 

3. 1 

1 .6 

0.80 

c  1  .DO 

3 1  65 

7  3 

110 

A+ 

17056.4 

23 

25 

43.6a 

33.7 

809 

25 

3.7 

1 . 1 

1.06 

0.11 

1 .02 

"3  A 

20  0 

^_ 

i  BANK 

1ddUU.9 

63 

4 

20,4 

19,0 

379 

20 

3.6 

1 .6 

2.28 

2.88 

3  61 

2  ]^ 

12  0 

B+ 

^  O.P.) 

18698.0 

107 

-5 

7.5a 

9.6 

1 73 

19 

1 .4 

2.0 

3.56 

7.17 

5.35 

6.49 

111 
11.1 

inn 

lU.U 

B+ 

FORK  DANCOnrORATION 

3018,2 

21 

-6 

68.4 

17,1 

357 

19 

4.2 

1.3 

2.37 

1 .20 

1 .44 

1 , 58 

1  Q 

1  .y 

1  1  n 
1  1  .u 

B 

S  HcnlTAbL  rlNANLIAL  bKUUr 

1795.1 

21 

-1 1 

29. 1 

12.2 

248 

18 

2.4 

1.2 

2.15 

1 .30 

1 ,48 

1  f^Q 

1  -Oo 

1  R 

12  0 

g 

NK 

15514.5 

52 

-9 

6,5 

18.7 

268 

1 5 

2.2 

1 .4 

3.18 

o  .o  / 

3  97 

1  8 

10  0 

B+ 

K  NEW  YORK 

5015.2 

47 

-18 

10.7 

7.6 

202 

22 

1 .5 

2.5 

2.14 

3.94 

2.07 

4.01 

7 . 7 

Q  1 

y .  1 

A~ 

ITREET 

1101 5,8 

69 

18 

19,6 

19,2 

497 

25 

3. 1 

1 .7 

0.76 

2.32 

2.70 

1  .o 

14  6 

A+ 

r  D  A  MPflDFinD  ATinu 

r  BANCORPORATIOn 

7232.3 

42 

-21 

NA 

17.5 

275 

16 

3.0 

1 .6 

2.87 

2.09 

2.65 

2.88 

1 .4 

1  n  n 

iU.U 

NKS  -  MIDWEST 

AVERAGE 

14033.6 

51 

1 

9.9 

16.9 

365 

22 

3.8 

1.7 

2.04 

2.12 

2.63 

3.03 

2.2 

11.7 

NE 

36272,6 

52 

4 

-0, 1 

22, 1 

313 

17 

3,1 

1 . 1 

2,95 

1 .99 

3.33 

3,99 

2.8 

13.9 

A 

CA 

10029.7 

65 

7 

14.0 

19,5 

373 

18 

3.4 

1 .4 

1 .98 

3.19 

3.71 

4,15 

1 .4 

ion 

A 
M 

RCE  BANCSHARES 

2682,8 

44 

3 

10,5 

14,1 

258 

19 

3.1 

1 ,8 

1.31 

2.13 

2.40 

2,56 

2, 1 

10,0 

A+ 

HIRO  BANCORP 

17703.8 

66 

22 

15.5 

13,9 

569 

40 

7.5 

2.2 

1 .02 

1 .59 

2.07 

2,40 

1.7 

14.7 

A+ 

{ 

7819,7 

73 

28 

19,2 

1 5,3 

533 

32 

7.0 

1 .8 

1 .26 

2.19 

2,76 

3,40 

3,6 

15,0 

NR 

IGTON  BANCSHARES 

6265.0 

30 

-9 

2.7 

16.3 

282 

18 

2.7 

1 .8 

2.70 

1 .38 

1 .69 

1 ,93 

3. 1 

10.0 

A 

IP 

13382,8 

31 

-13 

9.8 

17.7 

241 

14 

2. 1 

1 .4 

3.06 

2.07 

2.24 

2,46 

2,4 

10,0 

A+ 

ALL  &  ILSLEY 

5396.5 

51 

-18 

10.7 

13.3 

255 

20 

3.6 

1 .8 

1 .73 

2.42 

2.89 

3.24 

2.3 

10,0 

A- 

NTILE  BANCORPORATION 

6932,2 

44 

-28 

-1,8 

11,7 

227 

17 

2,8 

1 ,7 

2.81 

1 .65 

2.89 

3,15 

2,0 

9,0 

A- 

AL  CITY 

22215.1 

67 

2 

NA 

13,6 

307 

20 

3,5 

1.5 

2.86 

3.66 

3.99 

4.70 

2,4 

11,0 

A- 

:RN  TRUST 

8988.0 

81 

16 

15,9 

18,0 

511 

27 

4.0 

2.2 

1 ,04 

2.66 

3,04 

3.45 

1 .4 

12,0 

A 

NT  FINANCIAL 

3997.8 

43 

14 

9.3 

19.6 

412 

22 

3.1 

2.1 

1.86 

1 .79 

2.03 

2.25 

2.2 

10.0 

A+ 

NCORP 

27035.9 

37 

-1 

5.9 

21.3 

455 

22 

3.9 

1 .4 

1 .89 

1.11 

1 .97 

2.30 

1 .7 

13,0 

B 

FARGO 

27749.1 

36 

-7 

17.0 

19.7 

380 

19 

2.8 

1.6 

2.05 

1.75 

1.78 

2.28 

1.8 

13.0 

A+ 

NKS  -  SOUTH  &  SOUTHEAST 

•AVERAGE  17925.8 

47 

1 

14.8 

14.3 

298 

21 

3.1 

1.6 

2.31 

2.30 

2.68 

3.08 

2.5 

11.5 

TH  BANCORPORATION 

5037,9 

42 

17 

9,5 

17.8 

350 

20 

3.1 

1.8 

1.89 

1.82 

2.16 

2,37 

2,1 

11,0 

A- 

UERICA 

113560.0 

65 

7 

16.6 

11.6 

240 

20 

3.9 

1.3 

2.33 

4.17 

3.81 

5,00 

5.8 

13.0 

A- 

10741.8 

37 

15 

21.9 

17,0 

392 

23 

3.9 

1.7 

1 .90 

1 .30 

1 .78 

1 ,97 

1 .6 

12,0 

A- 

SS  BANCSHARES 

2613.9 

37 

-15 

11.2 

16.5 

244 

15 

2.4 

1.4 

2.82 

2.34 

2.58 

2.89 

2.5 

10.0 

A+ 

\R  FINANCIAL 

7476,7 

66 

16 

14,7 

14,9 

324 

22 

3.7 

2.0 

1.99 

2.77 

3.09 

3.47 

4.3 

11,0 

B+ 

AMERICAN 

4631.8 

43 

-13 

13.4a 

11,0 

290 

23 

3.5 

1 . 5 

2.31 

2.40 

2.62 

3.03 

1 .3 

11.0 

B 

'ENNESSEE  NATIONAL 

4277,8 

34 

0 

17.4 

22,2 

434 

20 

2,5 

1,6 

1.97 

1.50 

1.75 

1.96 

1,1 

12.0 

A+ 

JNION 

60165,2 

61 

19 

9.0 

14.9 

346 

23 

3.8 

1,3 

2.77 

2.99 

3.80 

4,37 

2,8 

12.0 

A 

IIA 

2634,8 

17 

-11 

15,1 

12,5 

218 

15 

2.5 

1.3 

2.49 

0.98 

1  12 

1,24 

2,5 

11.5 

B- 

4032.8 

30 

20 

17.4 

13,4 

270 

19 

2.2 

1.2 

1.88 

1.50 

1.65 

1.81 

1.1 

15.5 

A 

IS  FINANCIAL 

8568,1 

39 

-8 

32.7 

14.0 

290 

20 

3,7 

1.5 

2.37 

2.15 

2.30 

2.61 

1,5 

11,0 

A+ 

TRUST 

6072.8 

37 

-13 

12.1 

13.3 

228 

17 

2,2 

1.5 

2.07 

2.03 

2.25 

2.52 

1.2 

11.0 

A 

UST  BANKS 

14571.0 

70 

-2 

12.1 

12,3 

279 

20 

3,0 

1,6 

1.43 

3.13 

3,58 

3,99 

2,0 

12.0 

A+ 

PLANTERS 

6462.1 

48 

-30 

3.8 

10.4 

222 

25 

3.0 

1.8 

4.20 

2.45 

3.26 

3.94 

5.3 

8.0 

8+ 

IVIA 

18040.9 

87 

8 

NA 

13.6 

336 

29 

3.1 

1.8 

2.25 

2.94 

4.42 

4.98 

2.8 

11.0 

A- 

INKS  -  WEST  &  SOUTHWEST 

=  AVERAGE  3692.7 

48 

-9 

22.0 

14.3 

246 

17 

2.5 

1.5 

2.14 

2.92 

2.98 

3.38 

2.7 

11.0 

SECURITY 

3792,4 

20 

-28 

13,6 

15,3 

246 

16 

2,4 

1.3 

2.58 

1.16 

1.32 

1,46 

2.7 

12,0 

A 

:  CENTURY  FINANCIAL 

1719.9 

21 

-14 

2.9 

9.0 

147 

16 

1.4 

1.8 

3.18 

1.72 

1,46 

1.82 

4.4 

8,0 

A 

BANCAL 

5469.3 

99 

-8 

51,3a 

15,9 

204 

13 

2.3 

1.5 

1.69 

6.90 

6,85 

7,53 

1.9 

9,5 

B+ 

BANCORPORATION 

3789.2 

51 

11 

20.0a 

16.9 

388 

24 

4.1 

1.5 

1.11 

1,89 

2.27 

2.69 

1.9 

14.5 

A- 
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COMPANY  (FY) 


INDUSTRY  AVERAGE 

6160.9 

32 

-17 

36.8 

21.5 

355 

21 

1.2 

1.6 

2.59 

2.20 

2.08 

2.18 

17.9 

10.5 

AIK  rnUDUCTd  fit  UHcMICALo  (9) 

8823,7 

38 

-1 

22.0b 

20.8 

336 

1 5 

1 .8 

1.3 

1 .78 

1 .91 

2.48* 

2.42 

2.1 

12.0 

PADnT  iri\ 

UAdUI  {y) 

2041.8 

30 

9 

29.6b 

16.8 

298 

19 

1.2 

1.1 

1.45 

1.19 

1.51" 

1.92 

3.9 

17.5 

LKOIViPTON  fit  KNOWLtb 

1450.5 

20 

-25 

29.8 

192.5 

2511 

14 

0.8 

1.1 

0.25 

1 .22 

1.55 

1.74 

2.9 

1 1.5 

PVTCP  lUnilCTDICC 

C/YltL  INDUoTKIto 

976.3 

23 

-52 

30.7a 

30.1 

238 

9 

0.7 

0.5 

0.00 

2.39 

2.56 

2.60 

7.7 

15.0 

UUW  UntiVllUAL 

21553.0 

97 

-4 

39.4 

19.9 

286 

15 

1 . 1 

2.0 

3.57 

7.70 

5.09 

5. 19 

7.3 

8.0 

DUPuNT 

56268.5 

59 

-2 

49.9 

10.0 

607 

50 

2.2 

1.9 

2.38 

2,08 

3.08 

3.24 

8.3 

9.9 

CACTKNAU  I^UCAJIIPAI 

tAblMAN  UncMtUAL 

4580.5 

58 

-3 

-3.4a 

14.1 

232 

17 

1 .0 

1.8 

3.04 

3.63 

4.09 

3.96 

7.1 

8.0 

FERRO 

994.3 

28 

15 

NM 

23.4 

459 

17 

0.7 

1.4 

1.93 

-1.08 

1.55 

1.86 

2.2 

12.0 

FULLER  (H.B.)  (11) 

608.2 

44 

-12 

16.5 

5.8 

181 

31 

0.5 

1.3 

1.84 

2.85 

2,69 

3.19 

5.5 

12.0 

GEON 

519.9 

22 

-5 

87. 1 

8.9 

228 

25 

0.4 

2.9 

2.25 

0.95 

0.85 

1.57 

15.6 

9.0 

GRACE  (W.R.) 

1212.8 

1 7 

NA 

NM 

13.7 

373 

29 

0.8 

1 .2 

3  52 

1.17 

1 .08 

1 ,35 

4.4 

12.5 

GREAT  LAKES  CHEMICAL 

2360.6 

40 

-1 1 

-9.6 

3.6 

215 

60 

1.7 

1.8 

0.80 

1.19 

2.18 

2.45 

2.4 

10.0 

HANNA  (M.A.) 

597.3 

14 

-44 

32,8 

8. 1 

130 

15 

0.3 

1.5 

3.41 

1 .40 

1 ,04 

1.15 

12.9 

9.0 

HERCULES                    -  ' 

3110.1 

33 

-34 

18.8 

33.5 

450 

14 

1.7 

1.0 

3.29 

3.18 

2.77 

2.62 

4.6 

1 1.5 

IMC  GLOBAL 

2515.3 

23 

-30 

NM 

5.2 

128 

28 

0.8 

1 .2 

1 .40 

0.93 

2,21 

2.60 

5.9 

8.5 

INTERNATIONAL  FLAVORS  &  FRAGRANCES  4454.4 

42 

-19 

3.0 

21.3 

465 

22 

3.2 

2.2 

3.53 

1.99 

1.93 

2.1 1 

4.7 

10.0 

LUBRIZOL 

1498.2 

27 

-26 

21.0 

14.3 

184 

13 

0.9 

1 .5 

3.83 

2.55 

1.59 

1.93 

5.7 

10.0 

LYONDELL  CHEMICAL 

1432.9 

19 

-30 

177.9 

21.4 

236 

1 1 

1.3 

1.4 

4.83 

3.58 

1.78 

1.39 

46.0 

7.5 

MILLENNIUM  CHEMICALS 

1846.2 

24 

2 

NA 

9. 1 

119 

13 

1 .0 

2.2 

2.51 

2.47 

1.84 

1.99 

16.6 

6.0 

MONSANTO 

27379.1 

45 

8 

NA 

7.6 

584 

79 

3.3 

2.4 

0.27 

0.48 

0.95 

0.92 

16.3 

20.0 

MORTON  INTERNATIONAL  (6) 

3570.8 

29 

-14 

17.3 

13  8 

247 

19 

1 .4 

1 .7 

1,77 

1 .48 

1.57* 

1.71 

3.5 

1 1.0 

NALCO  CHEMICAL 

2190.0 

33 

-15 

NA 

22. 1 

337 

16 

1.4 

1.5 

2.99 

2.10 

2.29 

2.44 

3.6 

10.0 

OLIN 

1439.5 

31 

-35 

NM 

12.5 

173 

14 

0.6 

1.7 

3,93 

3.00 

2.46 

2.50 

16.4 

7.5 

PRAXAIR 

.  6024.5 

38 

-15 

25.2 

17.9 

267 

15 

1.2 

1.0 

1.31 

2.53 

2.50 

2.80 

2.9 

14.0 

ROHM  &  HAAS 

5803.3 

35 

10 

39.1 

31.3 

417 

14 

1,5 

1.6 

2.06 

2.13 

2.19 

2.32 

6.5 

10.0 

SOLUTIA 

2571.5 

22 

-15 

NA 

NM 

NM 

14 

0.9 

1.1 

0.18 

1.55 

2.00 

2.15 

4.5 

10.0 

TERRA  INDUSTRIES 

407.3 

5 

-58 

71.3 

7,4 

51 

7 

0.2 

NM 

3.68 

2.80 

-0.10 

0.11 

290.9 

5.0 

UNION  CARBIDE 

5940.9 

45 

4 

48.6 

20.4 

250 

13 

1.0 

1.8 

2.01 

4.53 

2.78 

2.57 

17.1 

9.0 

USEC  (6) 

1355.3 

14 

NA 

NA 

5.2 

119 

9 

1.1 

1.3 

8.11 

2.50 

1.45* 

1.20 

0.8 

7.0 

WITCO 

1098.1 

19 

-53 

26.3 

10.2 

166 

16 

0.5 

1.7 

5.88 

1.55 

1.03 

1.21 

7.4 

11.0 

INDUSTRY  AVERAGE 

22939.4 

36 

-3 

15.2 

13.1 

351 

41 

1.0 

2.7 

1.75 

1.18 

1  63 

2.16 

3.9 

14.4 

ALLEGHENY  TELEDYNE 

4053.6 

21 

-21 

19.5 

18.7 

303 

16 

1.0 

1.2 

3.11 

1.67 

1.41 

1.69 

10.1 

12,2 

ALLIEDSIGNAL 

24542.2 

44 

13 

15.6 

25.7 

490 

19 

1.5 

1.3 

1.35 

2.02 

2.33 

2.55 

1.5 

15,0 

ANIXTER  INTERNATIONAL 

704.5 

17 

0 

21.9 

14.5 

158 

13 

0.2 

0.8 

0.00 

0.95 

1.11 

1.38 

4.3 

18,8 

EG&G 

1247.9 

28 

34 

-8.8 

27.1 

331 

13 

0.9 

2.4 

2.00 

0.57 

1.31 

1.56 

4.5 

9.0 

GENERAL  ELECTRIC 

295319.7 

90 

23 

19.5 

24.1 

795 

33 

3.1 

2.5 

1.33 

2.46 

2.80 

3.19 

0.6 

13.0 

HARCOURT  GENERAL  (10) 

3674.7 

52 

-6 

NM 

9.8 

417 

43 

0.9 

1.4 

1.55 

-1.54 

1.90 

2.49 

2.8 

20.0 

IKON  OFFICE  SOLUTIONS  (9) 

1321.4 

10 

-55 

NM 

-5.9 

110 

NM 

0.2 

NM 

1.54 

0.77 

-0.75* 

0.55 

16.9 

15,0 

OGDEN 

1307.4 

27 

-5 

1.4 

15.8 

238 

16 

0.8 

1.2 

4.71 

1,49 

1.70 

1.97 

2.6 

13.5 

PITTWAY 

1184.3 

28 

-20 

27.0 

8.8 

254 

29 

0,9 

1.1 

0.43 

1.31 

1.45 

1.58 

1.8 

18-0 

PREMARK  INTERNATIONAL 

2067.4 

34 

15 

20.6 

11.9 

213 

19 

0.8 

1.3 

1.19 

1.59 

2.05 

2.37 

1.3 

13.0 

TENNECO 

6180.5 

35 

-10 

29.2 

14,7 

232 

15 

0,8 

1.2 

3.37 

2.11 

2.3! 

2.54 

5.3 

12.8 

TEXTRON 

12412.1 

78 

24 

18.9 

14,4 

379 

27 

1.3 

2.2 

1.47 

3.29 

2.58 

3.97 

1.0 

13,0 

TRW 

6593.9 

55 

3 

NA 

-2.8 

405 

NM 

0.5 

1.4 

2.40 

-0.40 

■  3.90 

4.38 

3.2 

10  0 

U.S.  INDUSTRIES  (9) 

1722.8 

18 

-42 

NA 

0.7 

182 

250 

0.5 

18.5 

1.14 

1.43 

0.07* 

1.71 

1.2 

13,5 

VIAD 

2315.5 

23 

21 

30.1 

21.8 

358 

15 

0.9 

1.1 

1.37 

1.03 

1.24 

1.45 

2.8 

17  5 

WHITMAN 

2280  6 

23 

-  1  3 

-13  1 

11  5 

738 

65 

1,4 

0  88 

0  15 

0  (5;' 

0  72 

2.8 

14.5 

INDUSTRY  AVERAGE 

(A)  APPAREL 

GROUP  AVERAGE 

BROWN  GROUP  (1) 
FRUIT  OF  THE  LOOM 
JONES  APPAREL  GROUP 
KELLWOOD  (4) 
LIZ  CLAIBORNE 
NIKE  (5) 

NINE  WEST  GROUP  (1) 
PHILLIPS-VAN  HEUSEN  (1) 
POLO  RALPH  LAUREN  13) 
REEBOK  INTERNATIONAL 
RUSSELL 
VF 

WARNACO  GROUP 


15812.9 

40 

3 

15.2 

19.9 

593 

30 

l.S 

1.8 

1.54 

1.38 

2.00 

2.32 

5.0 

14.0 

2275.3 

24 

-17 

5.2 

6.0 

212 

33 

0.7 

1.0 

1.12 

0.67 

1.76 

2.09 

5.2 

14.2 

324.2 

18 

35 

NM 

3.9 

151 

39 

0.2 

1.4 

2.23 

-1.19 

1.2V 

1.55 

13.5 

10.0 

1063.5 

15 

-42 

NM 

-44.8 

185 

NM 

0.5 

0.5 

0.00 

-5.18 

2.26 

2.68 

7.5 

13.0 

2317.1 

23 

8 

25.4 

29,3 

463 

17 

1.5 

0.8 

0.00 

1-13 

1.43 

1.78 

2.8 

20.0 

583.5 

27 

-10 

4.0 

10,9 

144 

13 

0.3 

0.7 

2.22 

1.95 

2.29 

2.91 

4.8 

16.5 

2189.0 

34 

-19 

14,5 

18,4 

224 

12 

0.9 

0.8 

1.33 

2.53 

2.84 

3.05 

3.3 

15.0 

11452.0 

40 

2 

8.4 

9.3 

342 

38 

1.2 

1.7 

1.20 

1.35 

1.59 

1.99 

10.1 

15.0 

449.2 

13 

-52 

5.6a 

13.0 

95 

8 

0.2 

0.6 

0.00 

2.15 

1.37 

1.85 

5.5 

15.0 

190.4 

7 

-51 

NM 

-14.2 

89 

NM 

0,1 

0.8 

2.14 

-2.45 

0.71 

0.81 

2.5 

12.0 

1856.4 

19 

-23 

NA 

20.4 

290 

14 

1.2 

0.9 

0.00 

1.47 

1.25 

1-44 

0.7 

15.0 

899.5 

16 

-45 

-1.7 

5.0 

171 

28 

0.3 

1.3 

0.00 

2.32 

1.05 

1.34 

9.3 

11.5 

860.6 

24 

-10 

NA 

0.9 

135 

149 

0.7 

1.3 

2.35 

1.47 

1.57 

1.81 

3.4 

12.0 

5917.3 

49 

6 

9.8 

18.1 

293 

16 

1.1 

1.6 

1.62 

2.70 

3.04 

3.31 

1.5 

10.0 

1475.9 

25 

-21 

-24.3 

5.1 

179 

32 

0.8 

0.5 

1.46 

0.42 

2.27 

2.55 

1.9 

18.0 
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?  ricK  Kommarito 

fied  Financial  Planner 


Could  there 
be  a  new  IRA 
in  your  future? 

Perhaps  you've  heard 
about  the  new  Roth  IRA. 
It  sounds  interesting, 
but  you  wonder-what's 
in  it  for  you? 

An  American  Express 
financial  advisor  can 
show  you  how  the  Roth 
IRA  expands  eligibility 
to  almost  everyone. 
It  also  offers  tax-free 
withdrawals  and  the 
ability  to  save  for 
financial  goals  other 
than  retirement-like 
education  and  the 
purchase  of  a  first  home. 
Get  the  expertise  and 
insight  you  need  to 
make  smarter  decisions. 
So  you  can  take  control 
of  your  future. 

Call  1  800  GET-ADVICE 
and  own  your  world. 

www.americanexpress.com/advisors 


EARNINGS  PER  SHARE 


COMPANY  (FY) 


MARKET 
VALUE 
($  MIL.) 


1998  EARNINGS  PRICE  AS  P-E 

RECENT     PRICE  GROWTH  RETURN      %  OF  PRICE-  TO 

SHARE    CHANGE  1993-97  ON        BOOK  P-E  SALES  GROWTH 

PRICE        %  %  EQUITY     VALUE  RATIO  RATIO  RATE 


YIELD 

% 


l/B/E/S 
1998 
1997  ANALYST 


ACTUAL 


EST. 


1999  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S     VARIA-  GROWTH 
CON-       TION        RATE  ll 
SENSUS       %  %  R^ 


(B)  APPLIANCES  &  HOME  FURNISHINGS 


uKUUr  AvLKAut 

A  1 

1  A  7 
iO.  / 

00 

U.  / 

1  o 

1 

1  'i~7 
l.O/ 

o  ^  c 

2.88 

5.2 

14.7 

ARMSTRONG  WORLD  INDUSTRIES 

2566.8 

57 

-1  1 

47.9 

22.8 

288 

13 

1.1 

1.3 

2.88 

4.50 

5.32 

5.85 

2.9 

10.0 

BEST  BUY  (2) 

5806.9 

58 

213 

NA 

17.4 

671 

NA 

0.5 

1.4 

0.00 

1.04 

1.89 

2.33 

3.9 

21.5 

UIKuUII  LI  IT  uKOUr  iZ) 

3630.9 

35 

2 

N  A 

6.8 

212 

31 

0.4 

1 .6 

0.39 

1-13 

1 .33 

2.14 

1 1.2 

17.0 

FURNITURE  BRANDS  INTERNATIONAL 

1329.3 

25 

24 

NA 

23.1 

333 

15 

0.7 

0.9 

0.00 

1.15 

1.66 

1.94 

4.1 

16.8 

HARMAN  INTERNATIONAL  INDUSTRIES  (6) 

755.4 

43 

0 

11.4 

10.6 

149 

15 

0.5 

1.0 

0.47 

2.90 

2.85* 

3.65 

6.6 

15.0 

HEILIG-MEYERS  (2) 

413.5 

7 

-A2 

NM 

-9.5 

67 

NM 

0.2 

0.6 

4.00 

-0.98 

0.75 

0.98 

11.2 

15.0 

LEGGETT  &  PLAn 

4465.6 

23 

8 

19.6 

17.4 

321 

19 

1.4 

1.2 

1.41 

1.08 

1.25 

1.42 

1.4 

15.0 

MAYTAG 

4886.5 

54 

45 

41.1 

52.6 

954 

19 

1.2 

1.6 

1.33 

1.87 

3.00 

3.37 

2.7 

11.5 

TANDY 

4511.2 

45 

17 

7.8 

11.2 

532 

47 

0.9 

1.3 

0.89 

1.63 

2.31 

2.68 

2.2 

15.0 

WHIRLPOOL 

4258.4 

66 

2 

NM 

14.2 

218 

15 

0.4 

1.4 

2.43 

-0.62 

4.08 

4.47 

5.4 

10.0 

(C) BEVERAGES 


GROUP  AVERAGE 

39868.1 

54 

18 

16.0 

23.2 

782 

39 

2.8 

2.9 

1.03 

1.83 

1.96 

2.17 

2.2 

13.7 

ANHEUSER-BUSCH 

28973.8 

61 

38 

18.8 

28.4 

680 

24 

2.5 

2.7 

1.85 

2.35 

2.51 

2.74 

1.1 

9.0 

BROWN-FORMAN  (4) 

4996.9 

73 

32 

7.0 

23.6 

618 

26 

2.9 

2.5 

1.54 

2.67 

2.93 

3.22 

2.2 

10.0 

CANANDAIGUA  BRANDS  (2) 

896.5 

50 

-10 

19.4a 

13.9 

219 

17 

0.7 

1.2 

0.00 

2.52 

3.19 

3.53 

0.6 

12.5 

COCA-COLA 

172512.1 

70 

5 

18.7 

47.7 

2195 

46 

9.1 

3.1 

0.85 

1.64 

1.46 

1.50 

1.3 

15.5 

COCA-COLA  ENTERPRISES 

12778.5 

38 

7 

NM 

7.2 

505 

102 

1.0 

5.8 

0.42 

0.43 

0.26 

0.30 

3.3 

25.0 

COORS  (ADOLPH) 

1814.8 

50 

50 

NM 

8.4 

237 

29 

1.0 

2.7 

1.21 

2.16 

2.06 

2.27 

3.5 

9.0 

PEPSICO 

57103.5 

39 

7 

NA 

33.4 

919 

28 

2.7 

2.0 

1.34 

0.95 

1.28 

1.43 

3.6 

15.0 

(D)  PERSONAL  CARE 

GROUP  AVERAGE 

ALBERTO-CULVER  (9) 

AVON  PRODUCTS 

CLOROX  (5) 

COLGATE-PALMOLIVE 

DIAL 

ECOUB 

ESTEE  LAUDER  (6) 
GILLETTE 

PROCTER  &  GAMBLE  (5) 
REVLON 


23245.3 

55 

11 

15.8 

36.7 

1370 

33 

2.5 

3.2 

1.05 

1.53 

1.64 

2.02 

2.5 

14.4 

1412.4 

25 

-20 

19.9b 

15.5 

264 

19 

0.8 

1.7 

0.94 

1.41 

1.37* 

1.55 

1.4 

11.0 

10672.4 

41 

32 

11.8 

125.5 

5239 

42 

2.1 

1.7 

1.67 

1.27 

1.47 

1.59 

1.8 

16.0 

11497.7 

111 

40 

14.4 

28.1 

1044 

38 

4.1 

3.0 

1.30 

2.37 

2.82* 

3.19 

1.6 

13.0 

25071.7 

85 

15 

9.6 

38.5 

1220 

34 

2.8 

2.2 

1.29 

2.27 

2.78 

3.17 

2.4 

14.0 

2703.0 

26 

26 

NA 

26.7 

711 

27 

1.9 

1.7 

1.22 

0.89 

1.02 

1.17 

1.7 

15.0 

4005.4 

31 

12 

13.8 

22.8 

511 

28 

2.2 

1.9 

1.23 

1.00 

1.18 

1.34 

0.7 

13.5 

8892.5 

75 

46 

NA 

19.8 

1162 

40 

2.4 

2.5 

0.45 

1.47 

1.78* 

2.06 

1.0 

17.0 

50959.3 

46 

-9 

25.7 

23.0 

1103 

47 

5.1 

2.2 

1.11 

1.25 

1.29 

1.50 

4.1 

16.4 

116182.0 

88 

10 

15.5 

31.1 

978 

33 

3.1 

2.6 

1.30 

2.28 

2.56* 

2.92 

0.7 

13.0 

1056.7 

21 

-42 

NM 

NM 

NM 

21 

0.5 

12.3 

0.00 

1.14 

0.11 

1.59 

9.6 

15.0 

(E)  TOBACCO 


GROUP  AVERAGE 

25593.6 

28 

-23 

35.2 

26.5 

398 

16 

1.3 

1.0 

4.17 

2.11 

2.43 

2.56 

12.0 

12.5 

DIMON  (6) 

364.6 

8 

-69 

NM 

2.9 

85 

30 

0.2 

0.5 

4.40 

1.57 

0.94* 

1.01 

48.5 

15.0 

PHILIP  MORRIS 

136114.7 

55 

24 

NA 

37.1 

790 

21 

2.4 

1.3 

3.15 

2.58 

3.17 

3.51 

1.7 

14.0 

RJR  NABISCO  HOLDINGS 

9359.1 

29 

-23 

NM 

-2.3 

109 

NM 

0.5 

1.5 

7.12 

1.09 

2.15 

2.30 

3.5 

9.0 

STANDARD  COMMERCIAL  (3) 

104.2 

8 

-51 

NA 

17.1 

66 

4 

0.1 

0.3 

2.46 

2.05 

1.82 

2.C3 

15.8 

15.0 

UNIVERSAL  (6) 

1192.0 

35 

-14 

35.2 

25.5 

224 

9 

0.3 

0.7 

3.18 

2.87 

3.99* 

3.82 

1.0 

13.0 

UST 

6427.4 

35 

-6 

NA 

79.0 

1114 

14 

4.5 

1  5 

4.59 

2.37 

2.50 

2  59 

1.5 

9.0 

CONTAINERS  &  PACKAGING^ 


INDUSTRY  AVERAGE 

2597.1 

34 

-7 

-3.1 

11.1 

264 

30 

0.8 

2.2 

1.53 

1.36 

1.84 

2.06 

41.7 

12.0 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  AVERAGE 

2742.1 

34 

-11 

1.1 

8.7 

193 

19 

0.6 

1.3 

1.09 

2.08 

2.27 

2.60 

6.0 

12.1 

BALL 

1316.8 

43 

21 

NM 

8.2 

206 

25 

0.5 

2.0 

1.40 

1.74 

2.12 

2.60 

9.6 

10.0 

CROWN  CORK  «.  SEAL 

4135.6 

34 

-33 

1.1 

5.4 

144 

25 

0.5 

1.2 

2.96 

2.15 

2.33 

2.57 

4.7 

12.0 

OWENS-ILLINOIS 

4990.8 

32 

-15 

NM 

12.7 

228 

14 

1.0 

1.1 

0.00 

2.01 

2.22 

2.48 

4.8 

13.5 

SILGAN  HOLDINGS 

525.3 

28 

-15 

NM 

NM 

NM 

13 

0.3 

0.9 

0.00 

2.40 

2.41 

2.73 

4.8 

13.0 

(B)  PAPER 

GROUP  AVERAGE 

2500.5 

33 

-5 

-4.5 

12.5 

307 

37 

0.9 

2.7 

1.83 

0.89 

1.55 

1.71 

65.5 

11.8 

AVERY  DENNISON 

4865.8 

48 

7 

28.9 

25.8 

555 

23 

1.4 

1.6 

2.00 

1.93 

2.19 

2.39 

1.3 

13.5 

BEMIS 

1982.5 

38 

-14 

NA 

17.4 

303 

18 

1.1 

1.3 

2.33 

2.00 

2.12 

2.35 

3.4 

13.5 

ROCK-TENN  (9) 

567.2 

15 

-20 

-15.5b 

10.6 

143 

14 

0.4 

0.9 

1.84 

0.47 

1.20* 

1.34 

3.0 

15.0 

SMURFIT-STONE  CONTAINER 

1561.0 

14 

0 

NM 

NM 

NM 

45 

0.5 

7.4 

0.00 

0.01 

0.21 

0.19 

347.4 

9.0 

SONOCO  PRODUCTS 

3041  3 

30 

NM 

4-? 

378 

92 

1.1 

15 

2  41 

0  00 

1  72 

1  87 

5.3 

12  0 

TEMPLE-INLAND 

54 

27.  Id 

4  / 

146 

32 

0.8 

3.5 

2,38 

0  90 

1  87 

2  10 

32  4 

8  0 

INDUSTK>  fVt-.P/il.E 

9343  P 

33 

18 

18-4 

13-4 

466 

30 

1.6 

1 .4 

0.38 

1.17 

1.44 

1.72 

6.4 

18.2 

AMAZON.COM 

10123.4 

192 

537 

NA 

-47.3 

5631 

NM 

23.9 

NM 

0.00 

-0.64 

-1.61 

-1.71 

7.0 

75,0 

AMES  DEPARTMENT  STORES  (1) 

548.9 

24 

36 

35.5 

21.4 

280 

14 

0.2 

0.9 

0.00 

1.45 

1.81 

2.04 

2.0 

15.0 

AUTOZONE  (8) 

4581.6 

30 

4 

21.4b 

18.5 

352 

20 

1.4 

1.1 

0.00 

1.28 

1.48* 

1.72 

0.5 

18.0 

BARNES  &  NOBLE  (1) 

2273.0 

33 

-1 

33.7 

10.5 

425 

42 

0.8 

1.4 

0.00 

0.93 

0.94 

1.41 

5.4 

24.5 

BJ'S  WHOLESALE  CLUB(l) 

■  1454.0 

39 

23 

NA 

16.7 

322 

19 

0.4 

1.3 

0.00 

1.81 

2.10 

2.45 

1.6 

14.0 

BORDERS  GROUP  (1) 

1869.0 

24 

-23 

61.9a 

13.5 

299 

24 

0.7 

0.8 

0.00 

0.98 

1.22 

1.51 

1.3 

25.0 

BRYLANE  (1) 

214.3 

16 

-68 

NA 

18.7 

121 

7 

0.2 

0.6 

0.00 

2.67 

1.41 

1.59 

3.6 

18.0 

COW  COMPUTER  CENTERS 

1741.3 

81 

55 

57.2a 

24.6 

696 

29 

1.1 

1.1 

0.00 

2.35 

3.03 

3.71 

1.1 

25.0 

CONSOLIDATED  STORES  (1) 

2352.8 

22 

-51 

1.0 

5.5 

219 

33 

0.6 

0.8 

0.00 

0.77 

1.31 

1.76 

9.7 

20.0 
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With  the  new  millennium  m  sight,  here  s  a  thoujit 
a  difference.  As  one  of  the  world's  leading  banks,  (its 
commitment  to  thinking  beyond  the  obvious.  Matctw 
need  to  achieve  your  future  objectives.  We  wish  j)in 


ssucd  by  UBS  AG  teguiu 


,;y  uiii'jii  Read  LLC,  a  subsidiary  ol  UBS  AG.  is  a  leyistered  bioker-ueaiei  and  member  ot  SIPC,  the  New  York  Stock  Exchange  and  other  leading » 


It  the  future.  We  can  work  together  to  make 
(Its  tell  us  we  have  one  very  special  quality  -  a 

commitment  to  providing  the  partnership  you 
piness  and  every  success  for  1999.  (^UBS 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYSIS 


COMPANY  (FY) 

MARKET 

VALUE 
($  MIL  ) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 

% 

EARNINGS 
GROWTH 
1993-97 

% 

REIURN 

ON 
EQUITY 

PRICE  AS 
%  OF 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 
GROWTH 
RATE 

YIELD 

% 

1997 
ACTUAL 

l/B/E/S 
1998 
ANALYST 

EST, 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

% 

LONG-TERM 
GROWTH 
RATE 

% 

[1 
RA 

CORPORATE  EXPRESS  0) 

62874" 

6 

-54 

NA 

NA 

109 

~'l3~ 

0.2 

~0^' 

0.00 

^2~ 

039™ 

"oil"" 

5? 

'"itT" 

COSTCO  (8) 

13653.7 

63 

41 

12.4b 

16.3 

460 

31 

0.6 

2.1 

0.00 

1.47 

2.03* 

2.35 

2.2 

15.0 

DAYTON  HUDSON  (1) 

19836.0 

45 

33 

21.3 

17.4 

406 

24 

0.7 

1.5 

0.80 

1.70 

1.95 

2.23 

1.3 

15.0 

DILLARD'S  (1) 

3671.8 

34 

-2 

2.0 

9.5 

130 

14 

0.5 

1.2 

0.47 

2.31 

2.59 

2.93 

3.8 

11.0 

DOLUR  GENERAL  (1) 

5022.0 

24 

3 

NA 

25.3 

771 

30 

1.6 

1.2 

0.54 

0.67 

0,83 

1.03 

1.9 

23.0 

FAMILY  DOLLAR  STORES  (8) 

3454.9 

20 

37 

3.1b 

18.3 

598 

33 

1.5 

1.7 

0.90 

0.44 

0.60* 

0.73 

2.7 

20.0 

FEDERATED  DEPARTMENT  STORES  (1) 

8542.5 

42 

-3 

15.1 

12.4 

161 

14 

0.5 

0.9 

0.00 

2.58 

3.17 

3.58 

1.2 

15.0 

FINGERHUT 

558.4 

1 1 

-48 

-2.2 

4.6 

107 

24 

0.3 

0.7 

1.44 

1  40 

0,88 

1.06 

2.8 

17.0 

FOOTSTAR 

597.4 

24 

-9 

NA 

18.2 

179 

10 

0.3 

0.7 

0.00 

1.99 

2.62 

2.94 

1.0 

13.0 

GAP  (1) 

28634.9 

49 

108 

NA 

57.8 

2280 

41 

3.5 

2.1 

0.27 

0.87 

1.29 

1.54 

1.7 

18.0 

GLOBAL  DIRECTMAIL 

709.0 

20 

13 

NA 

15.6 

257 

17 

0.5 

1.2 

0,00 

1.02 

1.06 

1.20 

7.5 

15.0 

HOME  DEPOT  (1) 

73147.5 

50 

69 

NA 

18.1 

880 

50 

2.5 

2.0 

0.24 

0.78 

1,05 

1  28 

1.6 

24.0 

HOMEBASE  (1) 

217.8 

6 

-27 

NM 

4.7 

57 

15 

0.1 

0.8 

0.00 

-0.02 

0.54 

0.60 

5.0 

13.0 

INTIMATE  BRANDS  (1) 

7184.1 

29 

20 

16.0 

55.2 

1264 

23 

1.9 

1.2 

1.94 

1.14 

1.54 

1.78 

1.1 

16.0 

KMART  (11 

7521.8 

15 

33 

NM 

6.2 

133 

22 

0.2 

1.5 

0,00 

0.51 

0.99 

1.20 

6.7 

10.0 

KOHL'S  (1) 

7774.4 

49 

44 

25.1 

16.2 

736 

45 

2.2 

1.9 

0,00 

0.91 

1,15 

1.39 

1.4 

22.5 

LANDS'  END(l) 

684.2 

23 

-35 

14.2 

20.7 

302 

15 

0.5 

1.5 

0,00 

2.00 

1.30 

1.81 

15.5 

12.0 

LIBERTY  MEDIA  GROUP 

15414.0 

40 

67 

NA 

4.1 

374 

103 

24.5 

5.9 

0,00 

0.31 

0.63 

0.28 

50.0 

10.8 

LIMITED  (1) 

6594.1 

29 

13 

-7.4 

80.3 

330 

4 

0.7 

1.5 

1.80 

0.79 

1.46 

1.69 

1.8 

13.0 

LOWE'S  (1) 

14900.7 

42 

77 

23.2 

14.8 

492 

33 

1.3 

1.6 

0.28 

1.03 

1.32 

1.57 

1.9 

20.0 

MAY  DEPARTMENT  STORES  (1) 

13975.9 

60 

14 

9.3 

20.3 

358 

18 

1.1 

1.6 

2.11 

3.11 

3.44 

3.80 

1.1 

11.0 

MICHAELS  STORES  (1) 

533.9 

18 

-38 

NA 

8.6 

119 

15 

0.3 

0.5 

0.00 

1.05 

1.39 

1.78 

2.8 

25.0 

MICRO  WAREHOUSE 

956.0 

27 

96 

NM 

-7.6 

255 

NM 

0.4 

1.1 

0.00 

-1.06 

1.24 

1.39 

5.8 

200 

1 

NEIMAN  MARCUS  GROUP  (7) 

1328.0 

27 

-12 

NA 

15.0 

202 

13 

0.6 

0.8 

0.00 

1.32 

2.13* 

2.21 

9-6 

15.0 

1 

NORDSTROM  (1) 

5487.1 

37 

23 

8.8 

14.4 

397 

28 

1.1 

1.8 

0.86 

1.20 

1.41 

1.62 

2.5 

14.5 

OFFICE  DEPOT 

7992.3 

33 

36 

19.2 

10.9 

411 

31 

0.9 

1.3 

0.00 

0.97 

1.23 

1.51 

0.7 

20.0 

OFFICEMAX  (1) 

1325.1 

11 

-25 

64.4 

8.0 

112 

14 

0.3 

0.6 

0.00 

0.72 

0.80 

0.95 

3.2 

22.5 

PAYLESS  SHOESOURCE  (1) 

1710.0 

49 

-27 

0.9a 

17.9 

221 

13 

0.7 

0.9 

0.00 

3.31 

3.79 

4.37 

0.9 

15.0 

t 

PENNEY  (J.C.)  (1) 

13968.3 

55 

-9 

NA 

7.8 

203 

24 

0.4 

1.6 

3.96 

2.10 

3.04 

3,57 

4.2 

11.0 

I 

PEP  BOYS-MANNY,  MOE  &  JACK  (1) 

869.6 

14 

-41 

-15.7a 

-0.5 

103 

NM 

0.4 

1.3 

1.84 

0.80 

0.77 

1.05 

6.7 

14.5 

/ 

PETSMART(l) 

994.4 

9 

18 

NM 

2.4 

290 

107 

0.5 

1.9 

0.00 

-0.28 

0.19 

0.39 

5.1 

23.3 

« 

ROSS  STORES  (1) 

1716.9 

36 

0 

43.2 

34.8 

464 

14 

0.8 

0.9 

0.61 

2.35 

2.76 

3.14 

0.6 

14.5 

t 

SAKS(l) 

2496.5 

28 

-3 

NM 

-1.9 

133 

NM 

0.6 

0.8 

0.00 

0.81 

1.65 

2.20 

1.4 

20.0 

[ 

SCHEIN  (HENRY) 

1409.2 

36 

1 

NM 

2.2 

308 

169 

0,8 

1.0 

0.00 

-0.03 

1.43 

1.90 

1.1 

24.0 

f 

SEARS,  ROEBUCK 

18173.4 

47 

5 

NA 

18.9 

320 

18 

0.4 

1.1 

1.94 

2.99 

3.45 

3.90 

3.1 

12.8 

E 

SHOPKO  STORES  (1) 

841.4 

32 

47 

NA 

NA 

201 

32 

0.3 

1.2 

0.00 

1.71 

2.26 

2.53 

0.4 

12.0 

1 

SPIEGEL 

518.7 

4 

-20 

NM 

0.4 

86 

NM 

0.2 

1.7 

0.00 

-0.28 

0.14 

0.21 

57.1 

16.5 

c| 

SPORTS  AUTHORITY  (1) 

206.4 

7 

-56 

14.3 

-21.0 

76 

NM 

0.1 

4.8 

0.00 

0.70 

0.09 

0.64 

34.4 

15.0 

r| 

STAPLES  (1) 

9965.0 

35 

89 

52.0 

15.0 

839 

56 

1.5 

1.5 

0.00 

0.51 

0.77 

0.99 

1.0 

30.0 

A 

TJX  111 

8066.1 

26 

49 

NA 

35.1 

761 

21 

1.0 

1.2 

0.47 

0.88 

1.25 

1.47 

1.4 

16  5 

E| 

TOYS 'R' US  (1) 

5161.1 

20 

-37 

0.9 

-1.6 

127 

NM 

0.5 

1.3 

0.00 

1.70 

1.56 

1.79 

5.0 

10.0 

El 

U.S.  OFFICE  PRODUCTS  (4) 

200.8 

6 

-93 

10.7 

-12.8 

39 

NM 

0.1 

2.5 

0.00 

1.44 

0.11 

0.41 

34.1 

20.0 

f 

VALUE  CITY  DEPARTMENT  STORES  (7) 

330.6 

10 

15 

-14.7 

7.3 

118 

16 

0.3 

0.8 

0.00 

0.12 

0.63* 

1.10 

5.5 

20.0 

* 

VENATOR  GROUP  (1) 

1067.3 

8 

-61 

NM 

4.5 

107 

12 

0.2 

0.7 

0.00 

1.57 

0.82 

1.19 

15.1 

13.0 

WAL-MART  STORES  (1) 

169669.0 

75 

91 

11.2 

21.3 

868 

41 

1.3 

2.7 

0.41 

1.56 

1.93 

2.18 

1.8 

14  4 

ZALE  (7) 

1042.0 

29 

24 

31.3 

11,1 

165 

16 

0.8 

0.9 

0.00 

1.38 

1,84* 

2.01 

10 

17.0 

EI  W 

INDUSTRY  AVERAGE 

11379.8 

45 

3 

30.6 

9.3 

362 

28 

1.7 

1.8 

0.98 

1.60 

1.62 

2.30 

19.2 

17.2 

(A)  ELECTRICAL  PRODUCTS 

GROUP  AVERAGE 

3816.5 

42 

-19 

52.0 

15.6 

270 

15 

1.1 

1.2 

2.08 

2.75 

2.35 

3.07 

3.1 

12.6 

COOPER  INDUSTRIES 

5082.3 

49 

0 

1 1.8 

14.6 

236 

19 

1.3 

1.3 

2.69 

3.26 

3.24 

3.55 

1,7 

11.5 

A 

EATON 

4877.5 

68 

-23 

23.9 

22.9 

243 

11 

0.7 

1.3 

2.58 

5.93 

5.43 

6.06 

2.7 

10.0 

t 

HUBBELL 

2653.7 

40 

-18 

17.7 

16.7 

321 

20 

1.9 

1.4 

3.08 

1.89 

2.52 

2.72 

2.6 

11.3 

A 

MAGNETEK  (6) 

359.2 

11 

-42 

NM 

20.3 

185 

9 

0.3 

0.6 

0.00 

1.04 

1.20* 

1.41 

5.0 

17.0 

E 

NATIONAL  SERVICE  INDUSTRIES  (8) 

1601.5 

39 

-22 

11. 7b 

18.8 

277 

15 

0.8 

1.3 

3.21 

2.36 

2.53* 

2.77 

1.4 

11.5 

A 

RAYCHEM  (6) 

2699.2 

34 

-21 

220.9a 

19.5 

339 

19 

1.5 

1.1 

0.94 

2.77 

2.07* 

2.14 

4.2 

15.0 

S 

ROCKWELL  INTERNATIONAL  (9) 

9442.3 

49 

-6 

25.9b 

-3.4 

291 

NM 

1.4 

NM 

2.08 

2  01 

-0.55* 

2.86 

3.9 

12.0  A 

(B)  ELECTRONICS 

GROUP  AVERAGE 

10821.8 

47 

7 

24.8 

5.6 

254 

38 

1.4 

2.4 

1.05 

2.01 

1.82 

2.40 

6.1 

18.3 

GENERAL  INSTRUMENT 

4739.6 

28 

56 

NA 

-2.4 

318 

NM 

2.5 

1.8 

0.00 

-0.11 

0.76 

0.93 

3.2 

20.0 

N 

HARRIS  (6) 

3035.4 

38 

-17 

2.2 

7.3 

189 

26 

0.8 

1.9 

2.53 

2.63 

1.66* 

2.68 

4.5 

12.0 

A 

HUGHES  ELECTRONICS 

15171.4 

38 

3 

NA 

2.2 

184 

84 

2  6 

2.5 

2.64 

1.07 

0.46 

0.79 

8.9 

32.5 

B 

LITTON  INDUSTRIES  (7) 

2779.9 

61 

6 

37.3 

15.5 

228 

16 

0.6 

1.6 

0.00 

3.40 

3.82* 

4.28 

0.9 

10.0 

B 

MOTOROLA 

37136.0 

62 

8 

NA 

-6.7 

312 

NM 

1.3 

7.3 

0.78 

1.94 

0.53 

1.91 

11.6 

16.0 

A 

QUALCOMM  (9) 

3873.7 

55 

9 

51.3 

11.3 

405 

37 

1.2 

1.1 

0.00 

1.28 

1.47* 

2.66 

5.0 

32.5 

B 

RAYTHEON 

18659.8 

55 

10 

-3.8 

4.0 

176 

49 

10 

1.6 

1.45 

2.18 

3.43 

3.89 

2.1 

10.0 

A 

VARIAN  ASSOCIATES  (9) 

1178.7 

40 

-22 

37.3b 

13.6 

216 

16 

0.8 

1.2 

1.01 

3.67 

2.43* 

2.04 

13.0 

13.5 

B 
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t  was  some  presentation  you  put  together  on  your  ThinkPad'  770X.  The  14.1"active  matrix  display  and  high-end  multimedia  blew 
n  away.  As  did  the  built-in  3D  sound  system  and  Dolby'  Digital  output. The  DVD  drive,  8.1GB  hard  drive  and  the  Intel'  Mobile  Pentium'  II 
lessor  (300  MHz)  kept  your  presentation  running  smoothly.  Speaking  of  your  presentation,  what  was  it  about  again?  To  learn 
e  about  the  Windows  NT  Workstation  compatible  ThinkPad  770,  visit  www.ibm.com/thinkpad,  or  call  1  800  426  7255,  ext.  5024. 


bile  Pentium  II  processor  (Up  to  300  MHz)  /  Up  to  8.1GB  HDD  /  DVD  or  CD-ROM  /  Up  to  14.1"  display  /  From  $2899* 


)U  SOLD  THEM. 
N  A  THINKPAD  ANYWAY.) 
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EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYSTS 


COMPANY  (FY) 

MARKET 

VALUE 
($MIL) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 

% 

EARNINGS 
GROWTH 
1993-97 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROWTH 
RATE 

YIELD 

% 

1997 
ACTUAL 

l/B/E/S 
1998 
ANALYST 
EST, 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

% 

LONG-TERM 
GROWTH 
RATE 
%  R 

(C)  INSTRUMENTS 

. 

GROUP  AVERAGE 

6220.1 

46 

-9 

18.1 

12.7 

472 

27 

1.5 

1.7 

0.81 

0.67 

1.76 

2.36 

8.4 

17.8 

BECKMAN  COULTER 

1360J 

48 

21 

NA 

NIVI 

1573 

NM 

0.8 

1.9 

1.33 

-9.58 

1.48 

3.68 

2.7 

17.0 

EMERSON  ELECTRIC  (9) 

28629.8 

65 

15 

12.6b 

21.2 

493 

23 

2.1 

2.1 

2.00 

2.50 

2.77' 

3.07 

0.7 

11.0 

HONEYWELL 

10067.2 

80 

17 

11.5 

21.3 

392 

19 

1.2 

1.4 

1.45 

3.65 

4.47 

5.01 

2.0 

13.0 

KLA-TENCOR  (6) 

2977.4 

34 

-12 

26.9 

7.8 

247 

32 

2.8 

1.0 

0.00 

1.24 

1.52* 

0.51 

27.5 

23.5 

PERKIN-ELMER  (6) 

4644.2 

93 

31 

7.5 

8.5 

801 

54 

2.9 

4,5 

0.73 

2.63 

1.12* 

3.19 

1-9 

18.0 

TEKTRONIX  (5) 

'  1268.7 

27 

-32 

6.4 

7.4 

185 

27 

0.5 

2.1 

1.79 

1.50 

0.96 

2.17 

12.9 

13.5 

TERAOYNE 

2695.3 

32 

0 

28.6 

13.2 

262 

20 

1.7 

1.2 

0.00 

1.48 

1.35 

1.46 

24.0 

20.0 

THERMO  ELECTRON 

2680.3 

17 

-62 

20.7 

9.4 

121 

14 

0.7 

0.7 

0.00 

1.41 

1.23 

1.21 

1.7 

19.0 

THERMO  INSTRUMENT  SYSTEMS 

1657.3 

14 

-61 

31.1 

12.3 

174 

15 

1.0 

0.5 

0.00 

_JL09_ 

0.93 

0.92 

2.2 

25.0 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  AVERAGE 

18797.2 

45 

21 

30.7 

6.3 

399 

32 

2.3 

1.7 

0.49 

1.39 

1.06 

1.83 

41.7 

18.4 

ADVANCED  MICRO  DEVICES 

4023.1 

28 

56 

NM 

-7.2 

208 

NM 

1.7 

NM 

0.00 

-0.15 

-0.69 

0.95 

30.5 

15.0 

AMP 

10584.0 

48 

15 

12.3 

7.4 

376 

51 

1.9 

2.6 

2.23 

2.08 

1.55 

2.21 

5.0 

12.0 

ANALOG  DEVICES  (10) 

3323.6 

20 

-26 

37.6 

10.9 

284 

23 

2.5 

1.1 

0.00 

1.04 

0.84 

1.03 

8.7 

22.0 

AVX  • 

1589.2 

19 

5 

39.0 

10.7 

198 

19 

1.4 

2.1 

1.34 

1.53 

0.52 

0.96 

10.4 

15.0 

INTEL 

179410.9 

108 

53 

32.7 

25.7 

823 

33 

7.1 

1.4 

0.15 

3.87 

3.73 

4.58 

6.5 

20.0 

JABIL  CIRCUIT  (8) 

2146.0 

58 

46 

103.1 

22.2 

872 

39 

1.7 

1.3 

0.00 

1.37 

1.48* 

2.91 

7.2 

30.0 

LSI  LOGIC 

2195.9 

16 

-20 

20.0 

-13.8 

161 

NM 

1.5 

1-5 

0.00 

1.12 

0.52 

0.76 

16.2 

20.0 

MICRON  TECHNOLOGY  (8) 

8820.3 

41 

59 

NA 

-8.7 

328 

NM 

2.9 

NM 

0.00 

1.55 

-1.10* 

-0.21 

351.9 

15.0 

MOLEX  (6) 

5619.4 

36 

12 

17.4 

13-4 

426 

32 

3.5 

2.1 

0.17 

1.05 

1.15* 

1.23 

4.1 

15.0 

NATIONAL  SEMICONDUCTOR  (5) 

2388.7 

14 

-45 

NM 

-15.1 

135 

NM 

1.0 

NM 

0.00 

-0.50 

-1.66 

0.35 

120.0 

15.0 

SCI  SYSTEMS  (6) 

2920.3 

49 

12 

NA 

17,8 

375 

24 

0.4 

1.1 

0.00 

1.69 

2.13* 

2.45 

0.9 

20.0 

SOLECTRON  (8) 

7802.9 

66 

60 

26.1 

15.8 

651 

40 

1.5 

1.5 

0.00 

1.37 

1.65* 

2.32 

2.7 

25.0 

TEXAS  INSTRUMENTS 

29779.1 

76 

70 

-5.3 

-0.7 

494 

NM 

3.3 

2.2 

0.45 

0,76 

1-73 

2.89 

8.3 

20.2 

THOMAS  &  BEnS 

2457.6 

43 

-8 

24.2 

8.8 

249 

28 

1.1 

1.1 

2.59 

2  81 

2.92 

3.26 

1.8 

13.0 

JNDUSTRY  AVERAGE 

(A)  FOOD  DISTRIBUTION 

GROUP  AVERAGE 
FLEMING 

INTERNATIONAL  MULTIFOODS  (2) 
PERFORMANCE  FOOD  GROUP 
RICHFOOD  HOLDINGS  (4) 
SMART  &  FINAL 
SUPERVALU  (2) 
SYSCO  (b) 

U.S.  FOODSERVICE  (6) 

(B)  FOOD  PROCESSING 

GROUP  AVERAGE 

ARCHER  DANIELS  MIDLAND  (5) 

BESTFOODS 

CAMPBELL  SOUP  (7) 

CHIQUITA  BRANDS  INTERNATIONAL 

CONAGRA  (S) 

CORN  PRODUCTS  INTERNATIONAL 

DEAN  FOODS  (b) 

DOLE  FOOD 

EARTHGRAINS  (3) 

GENERAL  MILLS  (5) 

HEINZ  (H.J.)  (4) 

HERSHEY  FOODS 

HORMEL  FOODS  (10) 

IBP 

INTERNATIONAL  HOME  FOODS 

INTERSTATE  BAKERIES  (5) 

KEEBLER  FOODS 

KELLOGG 

McCORMICK  (11) 

NABISCO  HOLDINGS 

PILGRIM'S  PRIDE  (9) 

PIONEER  HI-BREO  INTERNATIONAL  (8) 

QUAKER  OATS 

RALSTON  PURINA  (9) 

SARA  LEE  (6) 

SMITHFIELO  FOODS  (4) 

STARBUCKS  (9) 

SUIZA  FOODS 


6375  3 

35 

2 

18  9 

25  4 

817 

42 

1  0 

2  0 

116 

1  06 

1  40 

1  80 

4  4 

13  4 

2072.9 

23 

-5 

12.4 

7.6 

257 

39 

0.2 

1.3 

1.29 

1.02 

0.94 

1.45 

3.5 

14.5 

387.7 

10 

-25 

0.0 

3.3 

34 

10 

0.0 

1.2 

0.80 

1.02 

1.21 

1.28 

14.1 

7.0 

475.8 

25 

-10 

NM 

1.4 

192 

141 

0.2 

1.3 

3.15 

1.08 

1.31 

1.54 

0.6 

15.0 

308.2 

25 

3 

15.2 

10.1 

210 

21 

0.2 

1.0 

0.00 

1.06 

1.23 

1.47 

1.4 

19.8 

882.0 

19 

-35 

25.1 

15.3 

252 

16 

0.2 

0.8 

1.08 

1.15 

1.62 

1.89 

2.1 

15.0 

239.3 

11 

^1 

NA 

-3.0 

117 

NM 

0.1 

1.5 

1,88 

0.29 

0.45 

0.81 

5.2 

15.0 

3110.4 

26 

23 

9.3 

14.6 

249 

17 

0.2 

1.4 

2.05 

1.83 

1.56 

1.72 

1.7 

11.5 

9006.2 

27 

18 

12,5 

23.7 

646 

27 

0,6 

2.2 

1.34 

0.85 

0.95* 

1.06 

0.9 

13.0 

2172.3 

46 

24 

NM 

-_5.0_ 

357 

NM 

0.4 

NM 

__0_.00_ 

0.87 

-0.83* 

1.80 

1.1 

20.0 

7506.8 

39 

-2 

14.2 

31.9 

1097 

43 

1.5 

2.4 

1.20 

1.00 

1.50 

1.97 

4.2 

13.0 

10900.9 

18 

-11 

-3,2 

5.1 

170 

28 

0.7 

2.5 

1.09 

0.63 

0.58* 

0,91 

14.3 

10.5 

16609.7 

58 

8 

6.1 

66.7 

1894 

27 

2.0 

2.2 

1.59 

1.43 

2.22 

2.50 

1.6 

11.8 

25592.0 

57 

-2 

7.2 

82.3 

3004 

37 

3.8 

3.1 

1.47 

1,33 

1.50* 

2.16 

1.4 

12.4 

735.8 

11 

-31 

NM 

1.1 

113 

NM 

0.3 

1.3 

1.78 

-0.29 

0.85 

1.15 

NA 

10.0 

15382.4 

31 

-5 

11,2 

21.8 

534 

23 

0.5 

1.7 

2.27 

1.35 

1.47 

1-64 

4,3 

12.5 

1005.9 

28 

-6 

NA 

4.2 

101 

25 

0.7 

2.6 

1.14 

-2.02 

1.20 

2.10 

12,4 

9.0 

1790.1 

45 

-24 

11,0 

13.5 

281 

22 

0.6 

1,4 

1.85 

2.13 

2.66 

3.07 

3,5 

12.0 

1873.5 

32 

-31 

NA 

19.0 

254 

13 

0.4 

1.3 

1.27 

2.55 

2.11 

2.50 

7.2 

11.9 

1380.9 

32 

37 

NA 

6.8 

220 

32 

0.8 

1.6 

0.50 

0.89 

1.18 

1.40 

7.9 

17.0 

11566.5 

75 

5 

5.7 

296.5 

7933 

28 

1.9 

2.1 

2.81 

2.50 

3.62 

4.00 

2.3 

9.8 

21112.2 

58 

15 

8.3 

35.8 

953 

28 

2.3 

2.3 

2.35 

2.15 

2.38 

2.55 

1.5 

10.5 

9624.1 

67 

9 

8.1 

35.9 

995 

28 

2.2 

2.5 

1.43 

2.23 

2.47 

2.75 

1.9 

11.0 

2176.3 

30 

-10 

2.2 

17  7 

277 

16 

0.7 

1.8 

2.17 

1.43 

1.66 

1.91 

4.7 

100 

2355.7 

25 

21 

11.3 

10.2 

179 

18 

0.2 

1.8 

0.39 

1.25 

1.76 

1.80 

8.9 

8.0 

1520.2 

20 

-30 

NA 

8.5 

2551 

178 

0.9 

1.1 

0,00 

0.35 

1.15 

1.38 

2.9 

15.0 

1893.0 

26 

-30 

45.3 

23.0 

329 

15 

0.5 

1.2 

1,07 

1.71 

1.81 

2.12 

3.8 

12.0 

2829.4 

34 

NA 

NA 

28.8 

951 

34 

1.3 

2.2 

0,00 

077 

1,02 

1.31 

4.0 

15.0 

14851.4 

37 

-26 

-1.9 

51.1 

1553 

31 

2.2 

2.7 

2,57 

1.36 

1,35 

1.48 

2.7 

10.0 

2425.3 

33 

19 

5.3 

28.3 

673 

24 

1.3 

2-0 

1,92 

1.29 

1,46 

1-55 

1.8 

11.2 

10569.7 

40 

-18 

NA 

2.1 

259 

133 

1.2 

2.7 

1.76 

1.51 

1.20 

1.32 

4.5 

12.5 

569.0 

24 

55 

15.5b 

21.7 

290 

13 

0.5 

1.0 

0.25 

1.49 

1,81* 

1-88 

5.3 

13.5 

7194.9 

30 

-15 

9.0 

20.9 

577 

28 

3.9 

1.8 

1.34 

0.98 

1.08* 

1.18 

5.1 

15.0 

8362.7 

51 

15 

NM 

110.6 

4458 

37 

1,7 

2.4 

1.86 

-5.80 

2.31 

2.55 

1.5 

11,0 

10869.3 

35 

12 

33.0ab 

28.5 

998 

29 

2.3 

2.5 

1.15 

1.05 

1.19* 

1.38 

1.5 

11.8 

26560.8 

58 

4 

NM 

-21.5 

1375 

NM 

1.3 

NM 

1.71 

1.97 

-1.14* 

2.65 

1.2 

13.8 

992.4 

26 

-20 

NA 

16.2 

279 

18 

0.3 

0.9 

0.00 

1.34 

1.50 

1,97 

6.1 

20.0 

4125.2 

46 

20 

49.5b 

8.9 

539 

52 

3.2 

1.9 

0.00 

0.65 

0.75* 

1.25 

2.5 

32.0 

1667.6 

48 

-20 

44.8 

NA 

258 

NA 

0.6 

0.9 

0.00 

1.25 

2.88 

3.34 

0.5 

17.5  , 
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four  more  desks:  $625 

second  laser  printer:  $999 

larger  conference  table:  $755 

becoming  a  bigger  fish  in  the  pond: 


the  new  Executive  BusinessCard  has  a  higher  credit  hmit  and 

a  range  of  payment  options  designed  to  help  manage  your  cash  flow, 
to  learn  how  to  apply,  call  1-800-727-8825. 


MasterCard. 

1^  .-/'v'v  ^ 


there  are  some  things  money  can  t  buy. 

for  everything  else  there's  MasterCard.' 


www.mastercard.com 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYSTS 


COMPANY  in) 

MARKET 
VALUE 

($  MIL.) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 
% 

EARNINGS 
GROWTH 

1993-97 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%  OF 
BOOK 
VALUE 

_____ 

P  E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROWTH 
RATE 

YIELD 
% 

1997 
ACTUAL 

1/B/E/S 
1998 

ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

% 

LONG-TERM 
GROWTH 
RATE 

% 

TYSON  FOODS  (9) 

4774.8 

21 

L3~ 

Tsi" 

0.48 

0.85 

"""oTi*" 

13.8 

VLASIC  FOODS  INTERNATIONAL  (7) 

983.7 

22 

NA 

NA 

-16.1 

856 

NA 

0.7 

NM 

0.00 

NA 

-0.13* 

1.08 

4.6 

10.0 

WRIGLEY  (WM.)  JR. 

10214.3 

88 

11 

11.8 

25.9 

891 

34 

5.1 

2.8 

0.91 

2.34 

2.53 

2.82 

2.1 

12.4 

(C)  FOOD  RETAILING 

GROUP  AVERAGE 

6328.3 

34 

14 

31.6 

21.3 

469 

43 

0.5 

1.8 

0.99 

1.20 

1.42 

1.62 

5.4 

13.5 

ALBERTSON'S  (1) 

14009.4 

57 

21 

11.8 

21.5 

527 

25 

0,9 

1,8 

1.19 

2.08 

2.35 

2.68 

1.9 

13.2 

AMERICAN  STORES  (1) 

9227.1 

34 

63 

2.6 

13.3 

370 

28 

0.5 

2.4 

1.07 

1.01 

1.28 

1.46 

2.7 

11.0 

FOOD  LION 

4957.3 

10 

21 

146.6 

17,4 

313 

18 

0.5 

1.3 

1,46 

0.36 

0.57 

0.64 

3.1 

13.5 

GENERAL  NUTRITION  (1) 

1210.6 

18 

-48 

32.7 

110.1 

1462 

13 

0.9 

0.6 

0.00 

1.24 

1.37 

1.54 

3.2 

20.0 

GREAT  ATLANTIC  &  PACIFIC  TEA  (2) 

1045.7 

27 

-8 

101.8 

5.8 

111 

19 

0.1 

1.7 

1.47 

1.66 

1.77 

1  98 

8.1 

9.0 

HANNAFORD  BROTHERS 

1973.8 

47 

8 

1.5 

10.6 

307 

30 

0.6 

1.6 

1.28 

1.40 

2.22 

2.51 

1.2 

13.0 

KROGER 

13570.0 

53 

44 

NA 

NM 

NM 

34 

0.5 

1.8 

0.00 

1.69 

2.01 

2,28 

1.3 

15.0 

MARSH  SUPERMARKETS  (3) 

113.7 

14 

-10 

2.8 

8.6 

95 

12 

0.1 

1.4 

3.26 

1.07 

1.16 

1.27 

14.2 

8.5 

MEYER  (FRED)  (1) 

7859.9 

51 

40 

3.0 

-0.2 

372 

283 

0.6 

2.3 

0.00 

1,46 

1,45 

1,95 

3.6 

15.0 

RUDDICK  (9) 

912.9 

20 

12 

15.0ab 

11.4 

222 

20 

0.4 

1.6 

1.64 

1.02 

1.00* 

1.17 

8.5 

12.0 

SAFEWAY 

25667.1 

53 

67 

NA 

27.6 

924 

35 

1.1 

1.9 

0.00 

1.25 

1.57 

1.81 

1.1 

18.0 

SOUTHLAND 

832.6 

2 

-4 

NM 

NM 

NM 

18 

0.1 

2.1 

0.00 

0.16 

0.14 

0.19 

10.5 

7.0 

WHOLE  FOODS  MARKET  (9) 

1225  7 

47 

-9 

NM 

17  8 

481 

28 

0  9 

1  2 

0  00 

1  06 

1  64' 

2  01 

0  s 

24.0 

WINN-DIXIE  STORES  ((,) 

40 

-8 

-2,0 

12  3 

444 

36 

0.4 

3  0 

2.53 

1.36 

1.33' 

1.18 

15.3 

10.0 

INDUSTRY  AVERAGE 

16958.2 

37 

-21 

18.6 

8.9 

257 

33 

1.2 

2.6 

2.11 

2.39 

1.47 

2.10 

21.4 

11.4 



GROUP  AVERAGE 

19073.7 

40 

-13 

17.8 

9.0 

267 

34 

1.2 

3.1 

2.36 

2.50 

1.34 

2.15 

24.3 

10.0 

AMERADA  HESS 

5015.3 

56 

1 

-53.6a 

-3.3 

161 

NM 

0.7 

NM 

1 .08 

0.08 

-0.86 

1.43 

32.9 

14.5 

AMOCO 

56085.9 

59 

38 

11.0 

11.2 

358 

32 

2.0 

4.9 

2.55 

2.76 

1.50 

2.13 

12.2 

8.0 

APACHE 

2248.4 

23 

-34 

26.4 

3.8 

121 

29 

2.2 

4.4 

1.22 

1.65 

0.44 

1.09 

24.8 

12.0 

ASHLAND  (9) 

3695.5 

49 

-9 

11.5b 

9.5 

173 

18 

0.6 

2.3 

2.26 

2.51 

2.63* 

4.03 

5.2 

8.0 

ATLANTIC  RICHFIELD 

21361.1 

67 

-17 

63.1 

5.1 

250 

49 

1.7 

4.7 

4.29 

5.77 

2.04 

3.20 

16.6 

7.0 

BURLINGTON  RESOURCES 

6325.0 

36 

-20 

NM 

4.0 

209 

52 

3.6 

4.5 

1.54 

1.79 

0.61 

1.07 

28.0 

13.0 

CHEVRON 

54557.5 

84 

9 

26.5 

13,7 

310 

23 

1.9 

3.9 

2.92 

4.95 

2.85 

3.80 

11.8 

7.6 

COASTAL 

7455.1 

35 

13 

25.5 

13.0 

222 

18 

1.0 

1.1 

0.71 

1.75 

2.04 

2.33 

2.6 

15.0 

CONOCO 

NA 

24 

NA 

NA 

NA 

NA 

NA 

NA 

2.6 

0.00 

1.72 

1.22 

1.40 

0.7 

7.5 

EXXON 

182325.0 

75 

23 

12.9 

16,9 

417 

25 

1.7 

4.0 

2.19 

3.37 

2.71 

3.01 

7.3 

7.0 

KERR-McGEE 

1863.0 

40 

-38 

20.4 

3.9 

112 

29 

1.3 

3.7 

4.56 

4.04 

1.26 

2.80 

19.6 

8.5 

MOBIL 

67032.9 

86 

19 

12.7 

13.2 

351 

27 

1.4 

3.6 

2.65 

4.01 

3.02 

3.71 

10.0 

8.0 

MURPHY  OIL 

1793.0 

40 

-26 

15  8 

7.4 

169 

23 

1.0 

3.8 

3.51 

2.94 

1.18 

1.79 

22.9 

9.0 

OCCIDENTAL  PETROLEUM 

7004.9 

20 

-31 

NM 

4.3 

218 

52 

1.0 

5.4 

4.94 

0.39 

0.44 

0.91 

34.1 

8.5 

ORYX  ENERGY 

1467.4 

14 

-46 

NM 

12.0 

1033 

86 

1.6 

NM 

0.00 

1.62 

-0.17 

0.49 

77.6 

10.0 

PENNZOIL 

1774.2 

37 

^4 

0.2 

NA 

155 

16 

1.6 

NM 

2.69 

3.76 

-0.51 

1.85 

40.5 

12.0 

PHILLIPS  PETROLEUM 

10702.4 

42 

-14 

40.3 

14.1 

231 

17 

0.8 

2.5 

3.24 

3.61 

1.98 

2.72 

14.7 

8.5 

QUAKER  STATE 

521.7 

14 

1 

NM 

-6.1 

159 

NM 

0.4 

0.9 

2.80 

-0.21 

0.84 

1.08 

9.3 

20.0  ; 

SUNOCO 

3168.6 

34 

-19 

38.6 

14.1 

198 

13 

0.4 

1.4 

2.95 

2.70 

2.76 

3.32 

6.0 

8.5 

TEXACO 

30836.0 

58 

6 

22.2 

11.2 

258 

22 

0.9 

3.1 

3.12 

4.87 

1.99 

2.91 

15.5 

9.3  \ 

TOSCO 

4000.8 

26 

-31 

16.0 

12.7 

193 

16 

0.3 

1.4 

0.92 

1.37 

1.73 

2.33 

8.6 

10.5  1 

ULTRAMAR  DIAMOND  SHAMROCK 

2251.1 

26 

-20 

3.5 

1.1 

149 

135 

0.2 

1.7 

4.29 

1.94 

1.70 

2.59 

13.5 

9.0  \ 

UNION  PACIFIC  RESOURCES  GROUP 

2809.4 

11 

-54 

NA 

4.3 

170 

39 

1.3 

NM 

1.79 

1.33 

-0.62 

-0.18 

177.8 

12.0  i 

UNOCAL 

8176.6 

34 

-13 

28.7 

13.4 

358 

27 

1.6 

4.4 

2.36 

2.65 

0.86 

1.62 

19.8 

9.0  \ 

USX-MARATHON  GROUP 

8283.6 

28 

-16 

NM 

11.0 

210 

19 

0.5 

1.6 

2.96 

1.58 

1.45 

2.15 

11.2 

12.0  i 

VALERO  ENERGY 

1172.1 

21 

-33 

NA 

4.3 

100 

24 

0.2 

1.9 

1.52 

2.03 

1.47 

2.52 

12.2 

7.5  i 

VASTAR  RESOURCES 

3990.1 

41 

13 

17.1a 

30.7 

661 

21 

2.2 

3.1 

0.74 

2.46 

1.55 

2.00 

22.0 

8.5  1 

(B)  PETROLEUM  SERVICES 

GROUP  AVERAGE 

7790.8 

26 

-55 

23.7 

8.5 

211 

27 

1.0 

0.8 

0.98 

1.89 

2.04 

1.86 

7.9 

17.5 

BAKER  HUGHES  (9) 

5984.7 

18 

-58 

20.2 

-11.9 

185 

NM 

1.0 

1,1 

2.51 

0.70 

111 

1.04 

6.8 

15.0 

BJ  SERVICES  (9) 

999.1 

14 

-62 

29.2b 

12.6 

108 

10 

0.7 

0.5 

0.00 

1.31 

1.44* 

1.25 

8.0 

19.0  ' 

COOPER  CAMERON 

1297.2 

24 

-60 

NA 

22.2 

171 

9 

0.7 

0,5 

0.00 

2.53 

2.81 

2.39 

9.2 

18.0 

HALLIBURTON 

12907,4 

29 

-43 

NM 

1.7 

319 

79 

0.8 

1.0 

1.70 

1.75 

1.85 

1.98 

6.2 

16.4  ■ 

SCHLUMBERGER 

.''439S  1 

4.-1 

:'i  6 

1  3  n 

''S\'l 

2.0 

0  8 

1  68 

2  52 

2,67 

:•  44 

8.5 

20.0  . 

SMITH  INTERNATIONAL 

1  If.l  1 

:'4 

1.1 

[JA 

1.'.' 

1 1'l 

1  '. 

0  6 

0  6 

0.00 

2  55 

2,3'j 

:'  137 

8  8 

i6.5  i 

EOi'  ^« 

INDUSTRY  AVERAGE 

22434.1 

45 

12 

12.9 

12.4 

669 

56 

2.4 

1.8 

0.58 

0.84 

1,34 

1.93 

15.1 

16.0 

(A)  DRUG  DISTRIBUTION 

GROUP  AVERAGE 

9545.8 

51 

43 

20.3 

16.0 

684 

44 

0.7 

2.1 

0.61 

1.15 

1.42 

1.98 

1.5 

17.4 

AMERISOURCE  HEALTH  (9) 

1531.1 

64 

10 

NM 

67,1 

2033 

31 

0.2 

1.5 

0.00 

1.97 

2,08* 

3.33 

0.6 

20.0  1 

BERGEN  BRUNSWIG  (9) 

3146.2 

31 

48 

28.0b 

0.5 

500 

NM 

0.2 

NM 

0.96 

0.81 

0.03* 

1.25 

2.0 

20.0  ; 

BINDLEY  WESTERN  INDUSTRIES 

853.1 

39 

67 

19.9 

8.2 

227 

28 

0.1 

1.8 

0.21 

1,19 

1.44 

1.70 

2.4 

15.0  / 

CARDINAL  HEALTH  (6) 

13825.4 

69 

38 

23.4 

11.9 

658 

48 

0.9 

2.2 

0.15 

1,13 

1.48* 

2.07 

1.0 

21.0  / 

CVS 

19241.4 

49 

54 

-35.1 

1 1.7 

715 

54 

1.3 

2.2 

0.47 

0.07 

1.26 

1.48 

0.7 

18.0  1 

LONGS  DRUG  STORES  (1) 

1386.1 

36 

11 

NA 

10.1 

228 

22 

0.4 

2.4 

1.57 

1.49 

1.64 

1.80 

2.2 

9.0  1 
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:Enica 
xpertise 


rlobal  Rec 


Technical  Expertise 


Global 
k  \  Recognition 


WITH  THIS  MARK  YOUR  PRODUCTS  ARE  GOING  PLACES. 

We're  CSA.  If  certification  and  testing  is  a  factor  in  marketing  your  company's  products, 
call  us.  If  superior  service  and  attention  to  your  company's  needs  are  important  to  you,  talk  to  us. 
If  new  business  opportunities  here  at  home  or  around  the  globe  are  in  your  plans,  meet  with  us. 
At  CSA,  you  get  the  marks  you  need  to  compete.  Find  out  why  our  customers 
consistently  tell  us  our  service  is  better  than  our  competitors.  Call. 
We'll  give  you  a  world  of  reasons  to  give  us  your  business. 

CSA.  We  deliver  more  than  you  expect. 

Call  1-800-463-6727  or  visit  www.csa.ca 


PRODUCT  TESTING  AND  CERTIFICATION 


ARDS  DEVELOP 


Television's  #1 
Daily  Business  News  Program. 


ony 
publi( 


Weeknights 
on  your  local 


-  .-.-4 


ubiic  televisioff  ^ 


oo6  Design  is  Good  Business 

2  Second  Annual  Business  Week/Architectural  Record  Awards 
lel  Discussion  and  Luncheon 


:harisse  L.  Waugh 

ow  do  you  measure  the  success  of 
a  weli-designed  building?  What  is 
the  process  in  which  a  client's 
5tfor  utility,  and  an  architect's 
Dt  at  interpretation  produces  a 
jre  of  both  beauty  and  function? 
fice  design  really  give  business  a 
?titive  edge? 

were  some  of  the  questions  fielded 
anel  of  architects  and  executives  at 
cond  Annual  Business  Week/ 
sctural  Record  Awards  Panel 
>sion  and  Luncheon  held  at  Chelsea 
n  New  York  City  on  November  5th. 
■ated  by  Steve  Kroft  of  "60  Min- 
the  discussion  kicked  off  an  after- 
n  which  the  eight  winning  designs 
year's  competition,  "Good  Design  is 
Business,"  were  lauded  for,  as  one 
5t  put  it,  successfully  "obeying  the 
f  economics  —  while  creating  an 
nment  stimulating  to  workers." 


Kroft,  60  Minutes  and  Dave  Ferm, 
her  of  Business  Week 


ear's  winners  included  such  diverse 
5S  as  a  waste-transfer  station  in 
;ren,  The  Netherlands,  whose  sleek 
;  and  planned  metamorphosis  into 
ium  won  over  an  otherwise  resistant 
:onstituency;  and  GAP  Inc.'s  new 
nmentally  sound  headquarters  in 
rancisco  whose  grass  covered  roof, 
atriums,  and  lap  pool  helps  it  woo 
jy  area's  best  talent.  "We  just  want- 
create  a  great  place  to  work  cost- 
vely,"  said  GAP  Inc.'s  Senior  Direc- 
Environmental  Affairs,  Maria 
-Angus,  before  sitting  down  to 
"We  hope  that  getting  this  award 
;lp  other  companies  see  that  intelli- 


gent design  can  be 
good  for  business  and 
the  environment." 


^Bentu 


^^^Se«2S,J''<'- Business 


Presented  in  association 
with  the  American 
Institute  of  Architects, 
approximately  200 
invited  guests  came  to 
the  competition's 
culminating  event. 
As  enlarged  images 
of  the  champion 
designs  sat  on  display, 
the  audience  and 
panelists  deliberated  on 
how  business  executives 
and  their  architects  reach 
design  epiphany;  and  whether  there  was 
any  measurable  payoff  to  the  company. 
"Virtually  every  submission  made  the 
claim  for  the  design  having  improved  the 
bottom  line  or  employee  morale," 
observed  panelist  and  contest  juror  Sherri 
Geldin,  director  of  the  Wexner  Center  for 
the  Arts  in  Columbus,  Ohio.  "Certainly  the 
clients  were  convinced  of  it." 

This  year's  program  was  sponsored  by 
Herman  Miller,  Inc.,  Bentley  Systems, 
Incorporated,  and  USG  Corporation. 
Once  again  teamwork  ruled  as  both 
the  architect  and  client  of  each  winning 
entry  were  presented  with  a  sculpture 
created  for  the  occasion  by  James 
Carpenter  Designs. 

Herman  Miller  is  proving  itself  to  be  a  loy- 
al supporter  of  this  marriage  of  industries. 
The  office  furniture  manufacturer  helped 
initiate  the  awards  program  by  sponsor- 
ing its  maiden  voyage  last  year.  "Good 
design  is  a  hard  nose  business  strategy," 
Gary  S.  Miller,  executive  vice-president  at 
Herman  Miller,  Inc.  told  the  gathering 
before  the  start  of  the  morning  panel. 

Mark  Schurman,  the  company's  director 
of  external  communications,  went 
further  in  explaining  Herman  Miller's 
commitment.  "This  gives  us  a  great 
opportunity  to  celebrate  well  designed 
spaces  which  contribute  to  the  perfor- 
mance of  an  organization."  Best  known 
for  revolutionizing  the  corporate  work 


Panel  Discussion:  Good  Design  is  Good  Business  lead  by 
Steve  Kroft  of  60  Minutes,  (below)  Gary  S.  Miller,  executive 
vice-president  at  Herman  Miller,  Inc.  addressing  the  assembly. 


environment  with  the  introduction  of 
the  systems  furniture,  Herman  Miller's 
vision  aligns  itself  perfectly  with  the 
spirit  of  the  awards  according  to 
Schurman.  "We  believe  that  with  the 
increasing  impact  of  technology  and  the 
flattening  of  organizational  hierarchies, 
the  office  of  the  future  will  require  an 
even  wider  range  of  solutions.  These 
awards  are  very  forward  thinking, 
because  they  demonstrate  the  crucial 
link  that's  needed  between  the 
architectural  profession  and  business." 

Bentley  Systems  Inc.,  headquartered  in 
Exton  PA,  provides  engineering  software 
for  large-scale  building  projects.  Accord- 
ing to  Greg  Bentley,  president,  sponsor- 
ing "Good  Design  is  Good  Business" 
simply  reflects  what  he  calls  "the  Bentley 
continuum."  "We  are  trying  to  encourage 


Greg  Bentley,  president 
Bentley  Systems,  Incorporated 


executives'  aspirations  in  terms  of  how 
technology  can  help  them  manage  their 
facility  throughout  its  life  cycle." 

Bentley's  integrated  products  and 
services  save  time  and  money  for  clients 
and  architects  by  focusing  on  more  than 
just  design.  Their  software  technology 
allows  designers,  builders,  and  managers 
to  have,  at  the  click  of  a  mouse,  the  full 
scope  of  a  building's  engineering  as  long 
as  it  stands.  According  to  Bentley,  the 
company  endeavors  to  "...promote  busi- 
ness driven  design  by  strengthening  the 
relationship  between  executives  and 
architects." 

USG  Corporation,  the  company  who 
gave  us  the  original  brand  name  drywall, 
Sheetrock*  Brand,  now  a  standard  in  the 
industry,  continues  to  build  on  its  tradi- 
tion of  innovation  through  the  aegis  of 
the  awards.  "Innovation  isn't  just  in  the 
architecture,  it's  in  the  materials,"  says 
Carol  Deely,  manager  of  Strategic  Mar- 
keting for  USG.  "As  a  leader  in  our 
business,  we  want 
to  align  ourselves 
with  leaders  in  the 
architectural  indus- 
try and  their  corpo- 
rate clients.  We 
believe  that  good 
design  means  bet- 
ter productivity.  If 
people  are  happy 
in  their  space, 
they'll  be  more 
productive." 

In  three  years  USG 
will  celebrate  its 
100th  anniversary  of 
helping  designers 
solve  problems  by 
supplying  them  with 
building  materials. 


Good  Design  is  Good  Busii 

The  Second  Annual  Business  We 
Architectural  Record  Awards 
Panel  Discussion  and  Luncheon 


from  Kas  Oosterhius,  architect  of  th 
waste-transfer  station,  to  be  a  guest 
lecturer  at  Howard  University  in  19? 

The  college  professor  was  not  at  all 
surprised  that  it  was  Herman  Miller, 
USG,  and  Bentley  Systems  that  mac 
the  afternoon  possible.  "They  each 
a  role  in  bringing  design  to  the  next 
Herman  Miller  represents  function, 
materials,  and  Bentley  technology.  E 
coming  together  here  they  are  simp 
refining  the  process."  M 


James  S.  Metcalf,  senior  vice-president  of 
sales  and  marketing,  USG  Corporation 

James  Metcalf,  senior  vice-president  of 
Sales  and  Marketing  pledged  USG's  con- 
tinuing commitment  to  good  design  in 
his  opening  remarks  to  those  at  the  lun- 
cheon. "These  awards  honor  the  intangi- 
bles that  will  be  the  standard  of  the  next 
millennium." 

Victor  C.  W.  Dzidzienyo,  director  of  the 
School  of  Architecture  and  Design  at 
Howard  University  in  Washington,  D.C., 
attended  the  program  in  order  to  keep 
his  students  on  the  cutting  edge  of 
design.  "Business  with  architecture  rais- 
es the  level  of  design  up  a  notch,"  he 
said.  Before  catching  a  train  back  to  the 
Capital,  Dzidzienyo  obtained  a  promise 


Luncheon  Photo  from  left,  Christopher  Scott  Hays,  AIA,  William 
McDonough+Partners,  PLC;  Kevin  Burke,  AIA,  William  McDo- 
nough+Partners,  PLC;  Maria  Moyer-Angus,  GAP,  Inc.; 
Walter  A  Hunt,  Jr.  AIA.  Gensler  &  Associates  Architects; 
Elaine  Shusterman,  vice-president/publisher,  Architectural 
Record;  Arthur  Gensler,  Jr.  FAIA,  Gensler  &  Associates  Architects; 
Charles  B.  Rose,  AIA,  Thompson  &  Rose  Architects. 


Praxair  Distribution  Center 

Ankenny,  lA 

Client:  Praxair  Distribution 
Architect:  Herbert  Lewis  Kruse  Blunck 
Architecture 


Waste-Transfer  Station 

Zenderen,  The  Netherlands 

Client:  Regie  Twente 
Architect:  Oosterhuis  Associates 


Qli/IR  Plastics  Division 

River  Falls,  Wl 

Client:  Quadion  Corp 
Architect:  James  Snow  Architects 


GAP,  Inc. 

901  Cherry  Office  Building 
San  Bruno,  CA 

Client:  GAP,  Inc. 
Architect:  William  McDonough  +  Partm 
Gensler 


Futures  by  Temps 

Reston,  VA 

Client:  Temps  &  Co. 
Architect:  Adamstein  &  Demetriou  Asso 


McNitt  Building 

Oklahoma  City,  OK 

Client:  K.J.  McNitt  Construction  Compar 
Architect:  Elliott  +  Associates  Architecl 

Osho  International  Offices 

New  York,  NY 

Client:  Osho  International 
Architect:  Daniel  Rowen  Architects 


The  New  York  Times  Printing  Plant . 

College  Point,  NY  | 

Client:  The  New  York  Times  1^ 
Architect:  Polshek  and  Partners  Archite| 
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systems  will  improve  flight 
safety  this  season. 


Keeping  Kris  up^o  speed  isn't  easy.  But  with  over  100  brands  4 


companies  ranging^  from  publishing  to  financial  services  to  media, 


can  do  the  job  for  him,  and  for  the  millions  of  people  on  his  list  as  ""iNt 


During  his  busy  season,  it's^Avjatijm  Week  that  helps  keep  him  on  schedj 
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11  7 

2,6 

0.38 

0.96 

1.44 

1.74 

2.9 

19.0 

A+ 

&  MINOR 

553.0 

17 

17 

-0.8 

11.2 

357 

31 

1  4 

1.18 

0.60 

0.74 

0.86 

4.7 

17.0 

B+ 

TRY  AVERAGE 

2353.4 

35 

8 

19.0 

19.9 

248 

14 

0.8 

1.0 

1.03 

2.11 

2.92 

3.25 

4.4 

13.9 

ILDING  MATERIALS 

' AVERAGE 

3664.7 

43 

10 

24.9 

22.5 

317 

17 

1.1 

1.3 

1.47 

2.29 

3.16 

3.38 

4.5 

11.5 

:AN  STANDARD 

2440.3 

34 

-11 

NM 

NM 

NM 

13 

0.4 

1,0 

0.00 

1.57 

3.02 

3.13 

5.9 

11.0 

NR 

VIANVILLE 

2289.5 

14 

43 

NA 

22.2 

301 

14 

1.3 

1.1 

1.66 

0.80 

0.97 

1.11 

9.0 

14.0 

B 

E 

2678.0 

37 

25 

124.9 

17.8 

200 

12 

1.2 

1.3 

1.62 

2.54 

3.11 

3.33 

3.6 

9.0 

B 

9825.3 

29 

14 

13.7 

17.2 

369 

21 

2.3 

1.4 

1.52 

1.15 

1.38 

1.56 

2.6 

15.0 

B 

CORNING 

2024.2 

37 

9 

NA 

NM 

NM 

23 

0.4 

0.9 

0.80 

1.17 

3.45 

4.29 

9.1 

11.5 

B~ 

lUSTRIES 

10841.8 

61 

7 

30.0 

27.3 

371 

14 

1.4 

1.5 

2.35 

3.94 

4.15 

4.27 

6.3 

10.0 

A- 

) 

1809.7 

16 

7 

10.8 

12.2 

244 

19 

1.1 

1.4 

2.87 

0.84 

0.95 

1.08 

1.9 

12.0 

A+ 

IN-WILLIAMS 

4880.5 

28 

2 

12.9 

15.8 

285 

18 

1.0 

1.5 

1.59 

1.50 

1.57 

1.73 

2.3 

12.0 

A-h 

SEH  PRODUCTS 

1043.4 

50 

2 

5.4 

9.2 

103 

11 

0.5 

1.1 

2.42 

4.59 

4.39 

4.92 

2.8 

10.0 

B+ 

BUSINESS  WEEK  /  DECEMBER  28,  1998  195 


So.  Jnowr 


There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization  on 
Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

The  CEO  Council  helps  fund  the  programs  of  N.O.D.  Whether  we  are  developing  local  voluntary 
disability  projects  or  providing  first-time  work  internships  for  teenagers  with  disabilities, 
our  goal  since  1 982  has  been  the  full  and  equal  participation  of  people  with  disabilities  in 
all  aspects  of  life. 


THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


MILLENNIUM  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
Merrill  Lynch  &  Company,  Inc.,  David  H.  Komonsky 

TRUSTEES'  CIRCLE 

The  McGraw-Hill  Companies,  Harold  McGraw  III 
Provident  Companies,  inc.,  J.  Harold  Chandler 
United  Parcel  Service,  James  P.  Kelly 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

CIGNA  Group  Insurance,  John  K.  Leonard 

Fannie  Mae,  James  A.  Johnson 

Gannett  Broadcasting,  Cecil  L.  Walker 

Microsoft  Corporation,  William  H.  Gates  III 

Reicher  Capital  Management,  Jeffrey  P.  Reich 

The  Riggs  National  Bank  of  Washington,  DC,  Joe  L.  Albritton 

UNUM  Corporation,  James  F.  Orr  III 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
Nev/  York  Stock  Exchange,  Richard  A.  Grasso 
Pfizer,  William  C.  Steere,  Jr. 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
T.  Rowe  Price,  George  A.  Roche 
USF&G,  Norman  P.  Blake,  Jr. 

PRESIDENT'S  CIRCLE 

Allstate,  Jerry  D.  Choate 
Ameritech,  Richard  C.  Noteboert 
CBS,  Inc.,  Michael  H.  Jordan 


Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 
CNA,  Dennis  H.  Chookaszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfmen,  Jr. 

Kellogg  Company,  Arnold  G.  Longbo 

Kemper  Insurance  Companies,  David  B.  Mothis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

Mattel,  Inc.,  Jill  E.  Borod 

Northrop  Grumman,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

Venator  Group,  Roger  Forah 

The  Washington  Post  Company,  Donald  E.  Graham 
Wm.  Wrigley,  Jr.  Company,  William  Wrigley 
Xerox  Corporation,  Paul  A.  Allaire 

LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L,  George 
Allegheny  Teledyne,  R.P.  Simmons 
AMP  Incorporated,  Robert  Ripp 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Avon  Products,  Inc.,  James  E.  Preston 

Bell  Atlantic,  Raymond  W.  Smith 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Computer  Associates  International  Inc.,  Charles  B.  Wong 

Cubic  Corporation,  Walter  J.  Zoble 

The  Dun  &  Brodstreet  Corporation,  Volney  Taylor 

Duracell  North  Atlantic  Group,  Ed  DeGroan 

Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 

Ford  Motor  Company,  Alexander  J.  Trotmon 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

Hartford  Life,  Lowndes  A.  Smith 

Henry  Ford  Health  System,  Gail  L.  Warden 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Household  International,  William  F.  Aldinger 

Ingersoll-Rand,  James  E.  Perrella 

Johnson  &  Johnson,  Ralph  Larsen 


^wlc%.SL±  can  Ibe  accompli  she 


sh  &  McLennan  Con-ipanies  Inc.,  A.J.C.  Smith 
orota  Inc.,  Chris  Galvin 
iopsBanIc  Corporation,  Hugh  L.  McColl,  Jr. 
America,  Inc.,  Dr.  Mineo  Sugiyama,  Ph.D. 
f  Industries,  Inc.,  Jerry  E.  Dempsey 
Nabisco  HolcJings  Corp.,  Steven  Goldstone 
II  Oil  Company,  Philip  J.  Carroll 
ilcase  Inc.,  James  Hackett 

;t  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
ers  Perrin,  John  T.  Lynch 
CO,  Inc.,  Robert  A.  Georgine 
Can  Company,  William  J.  Smith 
■ner-Lambert  Company,  Melvin  R.  Goodes 
"thington  Industries,  John  P.  McConnell 

CIL  CIRCLE 

ocate  Health  Care,  Richard  R.  Risk 

inz  Life  Insurance  Company  of  North  America, 

Lowell  C.  Anderson 
irican  Home  Products  Corporation,  John  R.  Stafford 
jen  Inc.,  Gordon  M.  Binder 
ersen  Corporation,  Jerold  W.  Wulf 
ersen  Worldwide,  W.  Robert  Grafton 
ler  Daniels  Midland  Company,  Dwayne  O.  Andreas 
Bank  of  New  York,  Thomas  Renyi 
inance  Houssmann,  Louis  B.  Lloyd 
Foods,  Charles  R.  Shoemote 
;  Dearborn,  Inc.,  William  R.  Cook 
gestone/Firestone,  Inc.,  Masatoshi  Ono 
fci  ker  International,  Inc.,  Ronald  A.  McDougoll 
>klyn  Union  Gas  Company,  Robert  B.  Cotell 
ries  Schwab  &  Co.,  Inc.,  Mr.  Charles  R.  Schwab 
irron  Corporation,  Kenneth  T.  Derr 
tplex  Odeon  Corporation,  Allen  Karp 
CIT  Group,  Inc.,  Albert  R.  Gomper,  Jr. 

Coca-Cola  Bottling  Group  (Southwest),  Inc.,  Edmund  M.  Hoffman 
|ate-Palmolive  Co.,  Reuben  Mark 
least  Corporation,  Ralph  J.  Roberts 
nell  Limited  Partnership,  William  F.  Connell 
g  Hospital,  Denny  O'Malley 


Christopher  Reeve 

Vice  Chairman  of  N.O.D. 


Deloitte  &  Touche  LLP,  J.  Michael  Cook 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

Dominion  Resources,  Inc.,  Thomas  E.  Capps 

DSC  Communications  Corporation,  James  L.  Donald 

EG&G,  Inc.,  John  M.  Kucharski 

Ernst  &  Young  LLP,  Philip  A.  Laskowy 

Fleet  Financial  Group,  Terrence  Murray 

Forbes  Magazine,  Malcolm  S.  Forbes,  Jr. 

Frank  Russell  Company,  Michael  J.  Phillips 

Franklin  Templeton  Group,  Charles  B.  Johnson 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

The  Gillette  Company,  Alfred  M.  Zeien 

Golden  Rule  Insurance  Company,  John  M.  Whelan 

The  Goodyear  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

Guardsmark,  Inc.,  Ira  A.  Lipmon 

Hasbro,  Inc.,  Alan  G.  Hassenfeld 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Farrell 

John  Hancock  Financial  Services,  Stephen  L.  Brown 

Johnson  Publishing  Company,  Inc.,  John  H.  Johnson 

The  Jordan  Company,  John  W.  Jordan  II 

J.P.  Morgan  &  Company,  Inc.,  Douglas  A.  Warner  III 

Keebler  Company,  Sam  K.  Reed 

Kmart,  Floyd  Hall 

Matsushita  Electric/Panasonic,  Yoshinori  Kobe 

The  May  Department  Stores  Company,  David  C.  Farrell 

MidAmerican  Energy  Company,  Stanley  J.  Bright 

Motion  Picture  Association  of  America,  Inc.,  Jack  Volenti 

Multifoods,  Gary  Costley 

Northeast  Utilities,  Michael  G.  Morris 

NYNEX,  Ivan  G.  Seidenberg 

Olin  Corporation,  Donald  W.  Griffin 

Oshman's  Sporting  Goods,  Inc.,  Alvin  N.  Lubetkin 

The  Perkin-Elmer  Corp.,  Tony  L.  White 

Pitney  Bowes,  Inc.,  Michael  J.  Critelli 

The  Prudential  Insurance  Company  of  America,  Arthur  Ryan 

The  Reader's  Digest  Association,  Inc.,  Thomas  O.  Ryder 

Reebok  International  Ltd.,  Paul  Fireman 

Republic  New  York  Corporation,  Walter  H.  Weiner 

Rockwell,  Don  H.  Davis 

Safeway  Inc.,  Steven  A.  Burd 

SERD/BTS,  Mercedese  M.  Miller 

Shaklee,  Charles  Orr 

SmithKline  Beecham,  Jan  Leschly 

Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tribune  Broadcasting  Co.,  James  C.  Dowdle 
VF  Corporation,  Mackey  J.  McDonald 
W.R.  Grace  &  Co.,  Albert  J.  Costello 


NATIO^'J^"  O  IZATSON  ON 

131: 

910Sixft  ashington,D.C.  20006 

202.293.5960  e-mail:  ceocouncil@nod.org 


EARNINGS  PER  SHARE 


1998  EARNINGS 
MARKET      RECENT     PRICE      GROWTH  RETURN 


PRICE  AS 

%  OF 


PRICE- 


P-E 
TO 


1999  ESTIMATES  FROM  ANALYST! 

LONG-TERlT 
l/B/E/S     VARIA-  GROWTH 


Cl/lnrAriT  (FY) 

VALUE 
($  MIL.) 

SHARE 
PRICE 

CHANGE 

% 

1993-97 

% 

ON 
EQUITY 

BOOK 
VALUE 

P-E 
RATIO 

SALES 
RATIO 

GROWfTH 
RATE 

YIELD 

% 

1997 
ACTUAL 

ANALYST 

EST 

CON- 
SENSUS 

TION 

RATE 

USG 

2456.4 

49 

""  \ 

NM 

"TiT 

567 

8 

0.8* 

0,9 

0.20 

3.03 

6.41 

6.11 

6.5 

9  0 

VALSPAR (10) 

1457.6 

33 

4 

13.1b 

21.2 

428 

20 

1 .3 

1 ,4 

1 .26 

1 .49 

1.63' 

1.82 

1.5 

14  5 

VULCAN  MATERIALS 

4203.1 

125 

23 

25.7 

22.3 

378 

1 7 

2.4 

1,5 

1.65 

5.10 

7.04 

7.23 

5.1 

12  0 

YURK  INTERNATIONAL 

1691.5 

42 

6 

-13.8 

10.0 

238 

24 

0.5 

1,4 

1.14 

1.10 

3.02 

3.40 

2.1 

10.0 

(B)  CONSTRUCTION  &  REAL  ESTATE 

CKOUP  AVERAGE  932.8 

27 

6 

1 1.5 

17.5 

185 

12 

0.4 

0.8 

0.56 

1.90 

2.66 

3.10 

4.2 

16.4 

CENTEX  (3) 

2123.9 

36 

13 

NA 

17.2 

195 

12 

0.5 

0,8 

0.45 

2.36 

3.47 

3.69 

2.2 

12.5 

CHAMPION  ENTERPRISES 

1070.5 

22 

9 

35.7 

23.8 

282 

12 

0.5 

0,7 

0.00 

1.45 

1.91 

2.15 

3.2 

17.4 

fLEETWOOD  ENTERPRISES  (4) 

1169.3 

34 

-21 

NA 

27.1 

218 

11 

0.4 

0,7 

2.14 

3.01 

3.17 

3.37 

4,3 

14.5 

NORTON  (D.R.)  (9) 

1007.0 

19 

9 

20.4b 

21.8 

235 

12 

0.5 

0,7 

0.48 

1.15 

1.56* 

1.94 

1,5 

15,5 

KAUFMAN  &  BROAD  HOME  (11) 

1005.1 

25 

12 

10.9 

19.0 

235 

13 

0.4 

0,8 

1.19 

1.44 

2.15 

2.95 

6,4 

15.0 

LENNAR(ll) 

1293.5 

22 

3 

6.3 

13.1 

199 

14 

0.6 

0,7 

0.23 

1.34 

2.23 

2.81 

2.1 

15.0 

NVR 

425.8 

39 

80 

NA 

33.2 

252 

9 

0.3 

0.2 

0.00 

2.18 

5.37 

5.95 

2,8 

40.1 

OAKWOOO  HOMES  (9) 

696.2 

15 

-55 

NA 

10.6 

134 

13 

0.5 

0.7 

0.27 

1.75 

1.17* 

1.85 

6,0 

18.5 

PULTE 

1098.0 

25 

22 

3.2 

9.1 

124 

14 

0.4 

1.1 

0.53 

1.14 

2.25 

2.60 

5,0 

10.0 

KYLAND  GROUP 

390.1 

27 

13 

NA 

10.5 

119 

12 

0.2 

1.2 

0.60 

1.32 

2.21 

2.57 

9,8 

10.0 

U.S.  HOME 

434  3 

32 

-19 

-16.0 

12.0 

87 

7 

0.3 

0.7 

0.00 

3.50 

4.09 

4.66 

2,4 

11,8 

Wtbt!  (UEL) 

.■'0  1 

12  7 

136 

1 1 

0,4 

0  8 

0  76 

2  30  ■ 

2.63 

4,6 

15  0 

INDUSTRY  AVERAGE 

8154.1 

28 

4 

1 1.2 

25.2 

459 

25 

1.4 

1.8 

0.62 

0.52 

1.32 

1.60 

7,0 

15.6 

(A)  EATING  PLACES 

GROUP  AVERAGE 

6026.3 

27 

8 

18.0 

17.7 

315 

20 

1.1 

1.2 

0.24 

0.77 

1.44 

1.60 

9.1 

16.9 

BRINKER  INTERNATIONAL  (6) 

1680.2 

26 

60 

4.5 

12  1 

277 

24 

1.0 

1.7 

0.00 

0.81 

1.02- 

1.24 

1,6 

15,0 

CKE  RESTAURANTS  (1) 

1150.7 

24 

-36 

54.6 

12.9 

210 

17 

0.7 

0.5 

0.33 

1.07 

1.74 

2.16 

2.8 

30,0 

CRACKER  BARREL  OLD  COUNTRY  STORE  (7)  1452.7 

23 

-30 

15.3 

13.4 

182 

14 

1.1 

0.9 

0.09 

1.41 

1.65- 

1.81 

5.7 

16,0 

DARDEN  RESTAURANTS  (6) 

2197.4 

16 

27 

-2.7 

11.1 

216 

21 

0.7 

1.7 

0.51 

0.67 

0.86 

0.99 

4.0 

11.0 

(•OODMAKER  (9) 

730.1 

19 

28 

NM 

49.5 

533 

11 

0.6 

0.5 

0.00 

0.89 

1.77* 

1.37 

1.5 

20.0 

HOST  MARRIOn  SERVICES 

370.6 

11 

-26 

NA 

NM 

NM 

18 

0.3 

0.8 

0.00 

0.57 

0.64 

0.79 

2.5 

21.0 

MCDONALD'S 

47397.5 

70 

47 

12.8 

17.6 

530 

31 

3.9 

2.1 

0,51 

2.29 

2.59 

2.92 

1.4 

13.0 

OUTBACK  STEAKHOUSE 

1739.4 

36 

23 

22.4 

14.8 

339 

23 

1.3 

1.0 

0,00 

1.27 

1.95 

2.31 

1.7 

18.0 

SHONEY'S  (lU) 

82.2 

2 

^8 

NM 

NM 

NM 

NM 

0.1 

NM 

0,00 

-0.74 

-0.08 

0.15 

68.8 

13.5 

TRICON  GLOBAL  RESTAURANTS 

6999.8 

45 

57 

NA 

NM 

NM 

NM 

0.8 

1.3 

0,00 

-0.73 

2.53 

2.62 

7.6 

13.8 

WtNOY'S  INTERNATIONAL 

2489.1 

20 

-17 

9.1 

10.1 

231 

24 

1.3 

1.2 

1.20 

0.97 

1.12 

1.25 

2.4 

150 

(B)  ENTERTAINMENT 

GROUP  AVERAGE 

15935.3 

24 

-10 

16.1 

4.3 

172 

28 

1.4 

2.8 

0.11 

0.51 

0.39 

0.65 

10.2 

15.1 

CIRCUS  CIRCUS  ENTERPRISES  (1) 

1094.0 

12 

_44 

-8.2 

6.1 

93 

15 

0.8 

0.9 

0.00 

0.94 

0.88 

1,05 

12  4 

15.0 

DISNEY  (WALT)  (9) 

66661.3 

32 

-2 

23.5b 

9.6 

347 

36 

2.9 

2.0 

0.55 

0.95 

0.89' 

0,94 

5.5 

17.9 

HARRAH'S  ENTERTAINMENT 

1579.2 

16 

-18 

9.7 

14.3 

191 

13 

0.8 

0.7 

0.00 

1.06 

1.25 

1,48 

6.8 

18.0 

MIRAGE  RESORTS 

2674.8 

15 

-35 

39.4 

9.6 

155 

18 

2.0 

1.0 

0.00 

1.09 

0.83 

1,28 

9.4 

18.0 

TRUMP  HOTELS  &  CASINO  RESORTS 

1 12.4 

-24 

NA 

-16.9 

37 

NM 

0.1 

NM 

0.00 

-1.85 

-1.92 

-1,90 

3.7 

5.0 

VIACOM 

23490.1 

67 

61 

NA 

3.3 

199 

57 

1,7 

9.6 

0.00 

0.89 

0.42 

1.03 

22.3 

16.5 

(C)  HOTEL  &  MOTEL 

GROUP  AVERAGE 

6401.7 

26 

-21 

15.2 

10.7 

224 

22 

0.8 

1.0 

1.08 

1.09 

1.36 

1.55 

3.3 

18.0 

HILTON  HOTELS 

5671.8 

22 

-27 

15.2 

7.0 

158 

23 

1,0 

1.0 

1.47 

0.94 

1.27 

1,44 

4.2 

18.0 

MARRIOTT  INTERNATIONAL 

7131.5 

29 

-15 

NA 

14.5 

279 

21 

0.7 

1.1 

0.68 

1.23 

1.44 

1,65 

2.4 

18.0  , 

(D)  OTHER  LEISURE 


GROUP  AVERAGE 

6506.2 

31 

11 

3.3 

43.1 

738 

28 

1.8 

2.0 

1.14 

0.21 

1.67 

2.10 

4.0 

14.1 

AMERICAN  GREETINGS  (2) 

2997.7 

42 

8 

9,9 

13.7 

225 

17 

1,4 

15 

1,80 

2,55 

2.67 

2.96 

2.0 

10.0 

BRUNSWICK 

2174.2 

22 

-27 

27,8 

12.8 

155 

12 

0,6 

0,8 

2,27 

1,51 

2.21 

2.38 

2.6 

12.0 

CARNIVAL  (1  1) 

20541.7 

35 

25 

18-5 

18.8 

500 

27 

7,3 

1,5 

1,04 

1,12 

1.35 

1.61 

1.9 

17.1 

COLEMAN 

533.6 

10 

-40 

NM 

-3.6 

199 

NM 

0,5 

0,5 

0,00 

-0,05 

0.91 

1.18 

5.1 

20.0 

EASTMAN  KODAK 

23530,5 

73 

20 

-73.2 

9,6 

601 

65 

1,7 

1,5 

2,42 

0,01 

4.44 

5.18 

3.5 

10.0 

HARLEY-DAVIDSON 

6408,4 

42 

54 

23.1 

20,2 

651 

33 

3.3 

1,7 

0,38 

1,13 

1.38 

1.56 

1.2 

18.0 

HASBRO 

4506,8 

35 

12 

-8.8a 

5,3 

252 

51 

1,5 

1,5 

0,91 

1,02 

1.59 

2.03 

3.4 

14.0 

IMATION 

661,4 

16 

2 

NM 

-19,1 

92 

NM 

0,3 

4,1 

0,00 

-4,54 

0.49 

1.19 

10.9 

8.0 

MATTEL 

10155,5 

35 

-7 

44.5 

23,9 

529 

22 

2,1 

1,3 

0,92 

0,94 

1.82 

2.10 

3.8 

15.0 

MUSICLAND  STORES 

606.2 

17 

132 

-20.1 

450,1 

5197 

11 

0,3 

1,1 

0,00 

0.41 

0.95 

1.04 

1.0 

16,0 

POLAROID 

942  8 

22 

-56 

NM 

-38  6 

204 

NM 

0  5 

6,8 

2  79 

-2  81 

0.30 

1  89 

10  1 

10,5 

ROYAL  CARIBBEAN  CRUISES 

491 '.  i 

:;(.) 

1 .1 

7  ':) 

13,8 

229 

17 

1  9 

0  ') 

I  19 

1  ..'11 

1,87 

1  ';).' 

19,0 

INDUSTRY  AVERAGE 

4694,4 

36 

-5 

19.6 

14.1 

310 

23 

1.0 

1.3 

1.47 

1.84 

2.10 

2.41 

5.9 

13.3^ 

(A)  GENERAL  MANUFACTURING 

GROUP  AVERAGE 

5299.6 

39 

-1 

22.6 

17.9 

364 

21 

1.3 

1.5 

1.65 

1.92 

2.19 

2.47 

3.6 

13.5 

AEROQUIP-VICKERS 

1017.9 

36 

-26 

76.6 

21.5 

175 

8 

0,5 

0.9 

2.42 

3.51 

4.21 

4.09 

7  1 

10.0 

CARLISLE 

1337.5 

44 

4 

25.9 

21.0 

340 

16 

0,9 

1.1 

1.44 

2.28 

2.74 

3.05 

1.3 

14.5 

COLTEC  INDUSTRIES 

1238.6 

19 

-17 

NA 

NM 

NM 

11 

0,8 

0.8 

0.00 

1.42 

1.67 

1.85 

3.2 

14.8 

CORNING 

9272.9 

40 

8 

NM 

22.0 

660 

30 

2.6 

1.5 

1.79 

1.72 

1.51 

1.77 

1.8 

17.0 

CRANE 

2217.5 

32 

12 

23.0 

21.8 

364 

17 

1.0 

1.4 

0.83 

1.63 

1.97 

2.27 

2.5 

12.0 
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INVESTMENT  OUTLOOK  SCOREBOARD  I 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYST. 


(D)  TEXTILES 

GROUP  AVERAGE 

BURLINGTON  INDUSTRIES  (9) 
MOHAWK  INDUSTRIES 
SHAW  INDUSTRIES 
SPRINGS  INDUSTRIES 
UNIFI  t(.) 

WESTPOINT  STEVENS 


1440.2 

667.8 
1955.4 
2437.9 

694.8 
1178.3 
1707  1 


26 

1 1 

37 
20 
39 
19 


12 

-22 
70 
74 

-25 

-53 

."'7 


-2.8 

-1.0b 
11.8 
-28.0a 
6.3 
NA 
NA 


9.5 

115 
19.9 
-8.4 
5.5 

18.9 


262 

95 
401 
533 

97 
181 

NM 


16 

8 
20 
NM 
19 
10 


0.7 

0.3 
0.9 
0.7 
0.3 

0,9 


1.1 

1,0 
1.4 
1.4 
1.4 

0,6 
1  0 


0.81 

0,00 
0.00 
1.48 
3.39 

0.00 

0  00 


1.46 

0  95 
1.30 
0.22 
3.34 
1.81 

1  1  1 


1.77 

1.32' 

2.01 

0.98 

2.70 

2.08- 

1  50 


1.92 

1.17 
2.26 
1.35 
3.38 

1.56 

1  79 


3.2 

2.6 
3.5 
3.7 
6.2 

1,3 

1  7 


MARKET 
VALUE 
($  MIL ) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 
% 

EARNINGS 
GROWTH 
1993-97 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%  OF 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROV^TH 
RATE 

YIELD 

% 

1997 
ACTUAL 

l/B/E/S 
1998 

ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

% 

LONG-T£R^ 
GROWTH 
RATE 

% 

EXIDE  (3) 

372.2 

17 

-33 

NA 

5.0 

130 

28 

0.2 

2.7 

0.46 

0.87 

0.47 

0.87 

16.T 

14.0 

FIRST  BRANDS  (6) 

1460.8 

37 

39 

NA 

14.0 

375 

28 

1.2 

1.9 

1.07 

1.22 

1.29* 

1.62 

3.7 

15.5 

FORTUNE  BRANDS 

5825.1 

34 

-8 

-20.1 

4.2 

145 

35 

1.2 

1.7 

2.58 

0.23 

1.67 

1.87 

1.1 

12.2 

HARSCO 

1439.1 

32 

-25 

30.8a 

15.2 

193 

13 

0.8 

0.9 

2.72 

2,04 

2.35 

2.61 

3.4 

15.0 

HILLENBRAND  INDUSTRIES  (11) 

3819.3 

57 

11 

5.2 

19.3 

419 

22 

2.0 

1.4 

1.27 

2.28 

2.65 

2.99 

1.7 

15.0 

ILLINOIS  TOOL  WORKS 

15894.8 

54 

6 

26.8 

20.5 

503 

25 

2.9 

1.9 

0.94 

2.33 

2.63 

2.97 

2,0 

13.0 

JOHNSON  CONTROLS  (9) 

4901.3 

58 

21 

18,0b 

17.8 

295 

16 

0.4 

1.3 

1,59 

2.37 

3.63' 

4.21 

0.7 

12.0 

MINNESOTA  MINING  &  MFG. 

32308.3 

81 

-2 

18.5 

22.6 

549 

25 

2.2 

1.9 

2.73 

5.06 

3.87 

4.28 

2.1 

10.9 

NEWELL 

7195.1 

44 

4 

14.9 

22.7 

382 

17 

2.0 

1.4 

1,63 

1.82 

2.05 

2.30 

4.3 

15.0 

PARKER  HANNIFIN  (6) 

3785.0 

35 

-24 

56.9 

18,6 

217 

12 

0.8 

1.1 

1,73 

2.44 

2.88* 

3.07 

2.3 

10.8 

RUoBERIVIAID 

4958.7 

33 

32 

-7.9 

10.5 

469 

45 

2.0 

2.6 

1,94 

0.95 

1.00 

1.26 

6.3 

12.5 

TELEFLEX 

1590.1 

43 

13 

17.9 

15.3 

311 

21 

1.2 

1.2 

1,08 

1.86 

2.13 

2.52 

0.8 

16.0 

1  uwtn  AU 1  UmU live 

1051.1 

23 

8 

29.9 

9.3 

182 

1 5 

0.6 

0.9 

0.00 

1.14 

1.73 

1 .95 

2.7 

15.0 

TIIPPPPWAPP 

1006  5 

-37 

N  A 

40  3 

851 

22 

0  9 

i  .o 

o.uo 

1.14 

1 .39 

5.8 

12.0 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  AVERAGE 

2480.2 

33 

-3 

28.5 

12.7 

375 

33 

1.1 

1.5 

1.73 

1.69 

1.92 

2.40 

3.7 

13.5 

APPLIED  POWER  (8) 

1376. 1 

36 

3 

-1.7 

7.8 

402 

64 

1.1 

3.2 

0,17 

1.47 

0.66* 

2.35 

3.4 

17.0 

BLACK  &  DECKER 

4761.3 

54 

39 

39.7 

NM 

920 

NM 

1.0 

1.4 

0,89 

2.35 

2.54 

3.18 

2.2 

15.0 

DANAHER 

6158.5 

46 

45 

33.0 

13.1 

479 

36 

2.3 

1,9 

0.13 

1.29 

1.53 

1.77 

2.8 

16.0 

KENNAMETAL  (6) 

638.5 

21 

-59 

55.2 

8.3 

87 

10 

0.3 

0.7 

3.18 

2.69 

2.58* 

2.43 

8.6 

12.0  1 

LINCOLN  ELECTRIC  HOLDINGS 

1 158-3 

24 

31 

NM 

19.4 

243 

13 

1.0 

1.0 

1.70 

1.73 

1.89 

2.06 

2.4 

12.0  B 

MILACRON 

791.8 

20 

-22 

NM 

16.3 

167 

10 

0.5 

0.9 

2.37 

2.01 

1.94 

2.30 

3.9 

12.0  1 

QUAD  OM 

2243.2 

34 

-22 

16.5 

3.2 

290 

89 

1 .2 

1.5 

2.59 

2.44 

1 .94 

2.84 

4.3 

12.0  1 

^TANI  FY  WnPU^^ 

2714  1 

^  1 
J  i 

NM 

i  J 

1  n 
1  .u 

n  /1 7 

0  o 

1  o  n  1 

(C)  SPECIAL  MACHINERY 

GROUP  AVERAGE 

6049.1 

33 

-16 

19.8 

12.3 

244 

24 

0.9 

1.2 

1.40 

1.95 

2.20 

2.50 

10.0 

13.0  H 

AGCO 

487.5 

8 

-72 

NA 

13.1 

48 

4 

0.2 

0  6 

0  49 

2.74 

1.39 

0.80 

21.3 

10.0  H 

APPLIED  MATERIALS  (10) 

14242.8 

39 

29 

44.8b 

9.3 

456 

52 

3.5 

2.0 

0.00 

1.32 

0.76* 

0.62 

24.6 

25.0  1 

BRIGGS  &  STRATTON  (6) 

1182.8 

50 

4 

-5.2 

25.9 

394 

16 

0.9 

2.0 

2.30 

2.15 

2.85* 

3.38 

4,4 

9.0  H 

CASE 

1766.4 

24 

-60 

NA 

15.5 

76 

5 

0.3 

0.8 

0.83 

5.11 

3.02 

2.03 

6,9 

10.0 

CATERPILLAR 

17732.8 

49 

2 

27.5 

32,2 

343 

1 1 

0.9 

1.1 

2.43 

4.37 

4.32 

4.22 

9,2 

10.0 

CUMMINS  ENGINE 

1421.9 

37 

-37 

-3.3a 

1.1 

110 

103 

0.2 

1.0 

2.96 

5.48 

3.56 

3.66 

14,1 

10.0 

DEERE  (10) 

8333.1 

35 

-40 

47.4b 

24.5 

200 

8 

0,6 

0.8 

2.52 

3.74 

4.16* 

3.53 

9,6 

10.3 

DOVER 

7926.5 

36 

-1 

NA 

20.0 

413 

21 

1.6 

1.6 

1.18 

1.79 

1.73 

1.96 

3,6 

13.0 

FLOWSERVE 

681.9 

18 

-36 

0.8a 

12.4 

195 

17 

0.6 

0.8 

0.79 

1.26 

1.82 

1.78 

5.6 

12.0 

FMC 

1922.9 

58 

-14 

NA 

-1.5 

253 

NM 

0.4 

1.2 

0.00 

-0.67 

5.24 

5.89 

2.9 

9.0 

HARNISCHFEGER  INDUSTRIES  (10) 

463,7 

10 

-72 

NM 

-13.6 

66 

NM 

0.2 

NM 

4,00 

3.20 

-3.75* 

0.89 

50.6 

10.0 

INGERSOLL-RANO 

7707.4 

47 

16 

22.3 

17.8 

302 

17 

0.9 

1.3 

1.28 

2.31 

3.08 

3.40 

2.4 

12.0 

ITT  INDUSTRIES 

3912.3 

36 

15 

NA 

NA 

202 

30 

0.7 

1.4 

1.67 

0.94 

2.23 

2.48 

2.4 

11.5 

McDERMOTT  INTERNATIONAL  (3) 

1579.5 

27 

-27 

23.8 

28.8 

192 

7 

0.5 

0.8 

0.75 

3.48 

2.35 

2.13 

5.6 

15.0 

PENTAIR 

1447.3 

38 

5 

NA 

14.5 

230 

16 

0,7 

0.9 

1,59 

2.11 

2.68 

3.10 

1.8 

15.0 

1 195.7 

19 

-44 

N  M 

14.0 

112 

8 

0.4 

1 .0 

3.74 

2.69 

1 .99 

1 .96 

16.3 

10.0 

TYCO  INTERNATIONAL  (9) 

38202.9 

66 

46 

NA 

20.5 

666 

33 

3.1 

1.7 

0,15 

1.34 

2.02* 

2.76 

1.8 

19.5 

U.S.  FILTER  (3) 

3799.3 

22 

-25 

NM 

-17.5 

242 

NM 

0.9 

0.8 

0.00 

-3.13 

1.44 

1.60 

3.1 

20.0 

UNOVA 

926.5 

17 

3 

NA 

3.8 

143 

38 

0.7 

1.1 

0.00 

-3.17 

0.94 

1.30 

3.1 

16.0 

13.6 

8.0 
13.5 
15.0 
10.0 
15.0 
20.0 


INDUSTRY  AVERAGE 

1823.9 

23 

-17 

34.3 

13.1 

138 

14 

0.5 

1.4 

1.95 

2.23 

1.63 

1.72 

48.4 

10.8 

(A)  ALUMINUM 

GROUP  AVERAGE 

5895.6 

45 

-10 

290.7 

18.8 

240 

15 

0.6 

1.5 

1.36 

2.34 

2.98 

3.67 

37.5 

9.8 

ALUMINUM  CO.  OF  AMERICA 

13630,2 

74 

6 

290.7 

14,5 

236 

15 

0,9 

1.7 

1,52 

4.62 

4.81 

5.55 

17.8 

9.0 

KAISER  ALUMINUM 

519.4 

7 

-26 

NM 

34.0 

329 

10 

0.2 

1.1 

0.00 

0.57 

0.51 

0.68 

73.5 

12.0 

REYNOLDS  METALS 

3537.0 

55 

-9 

NM 

8.0 

157 

21 

0.6 

1.8 

2.55 

1.84 

3.62 

4.79 

21.1 

8.5 

(B)  STEEL 

GROUP  AVERAGE 

911.3 

17 

-22 

1.6 

14.0 

101 

10 

0.3 

1.2 

1.85 

2.23 

1.76 

1.70 

53.9 

10.4 

AK  STEEL  HOLDING 

1131.3 

19 

8 

-20.4a 

12,5 

127 

10 

0.5 

1.2 

2.61 

2.43 

1.61 

1,74 

21.8 

10.0 

ARMCO 

424.9 

4 

-20 

NM 

52.2 

NM 

5 

0.2 

0.9 

0.00 

0.55 

0.74 

0.88 

18.2 

6.0 

BETHLEHEM  STEEL 

1072.3 

8 

-5 

NM 

9.4 

71 

7 

0.2 

1.5 

0.00 

2.03 

1.12 

0.54 

124.1 

5.0 

CARPENTER  TECHNOLOGY  (6) 

784.9 

35 

-27 

15.0 

12.1 

124 

10 

0.7 

0.6 

3.74 

3.16 

3.84* 

3.27 

4.5 

15.0 

COMMERCIAL  METALS  (8) 

368.8 

25 

-20 

14.7b 

11. 2 

97 

9 

0.2 

0.9 

2.05 

2.54 

2.82* 

3.15 

13.0 

10.0 

INLAND  STEEL  INDUSTRIES 

406.5 

18 

7 

NM 

8.3 

66 

18 

0.1 

1.6 

1.09 

2.13 

1.90 

2.17 

24.7 

6.0 
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You  PUSH  YOURSELF.  YoU  ALWAYS  HAVE. 

If  you're  going  to  get  an  MBA,  you  want  the  best:  a  top-rated 
school,  an  Internet-mediated  environment  utilizing  virtual  teams, 
residencies  on  four  continents  -  all  while  continuing  your  career. 

Duke  University's  GEMBA  program 

MAY  BE  JUST  WHAT  YOU'RE  LOOKING  FOR. 

Consider  the  push  you'll  get  from  a  unique  19-month  program 
with  global  content  and  international  students  that  Business  Week 
called  "the  talk  of  its  B-school  rivals." 


To  find  out  more  about  the  Global  Executive  MBA  program, 
call  919.660.7804  or  visit  www.fuqua.duke.edu. 


DUKE 
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INVESTMEMT  OUTLOOK  SCOREBOARD  I 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYS! 


1998 

EARNINGS 

PRICE  AS 

P-E 

l/B/E/S 

LONG-TERM 

MARKET 

RECENT 

PRICE 

GROWTH 

RETURN 

%0F 

PRICE- 

TO 

1998 

i/b/e/s 

VARIA- 

GROWTH 

VALUE 

SHARE 

CHANGE 

1993-97 

ON 

BOOK 

P-E 

SALES 

GROWTH 

YIELD 

1997 

ANALYST 

CON- 

TION 

RATE 

COMPANY 

($MIL.) 

PRICE 

% 

% 

EQUITY 

VALUE 

RATIO 

RATIO 

RATE 

% 

ACTUAL 

EST. 

SENSUS 

% 

% 

LTV 

555.5 

6 

^4 

NA 

4.2 

32 

8 

2.18 

""037" 

oiF" 

0.23 

"leoi" 

""11.9 

NATiONAL  STEEL 

316,5 

7 

-37 

NA 

12.5 

35 

3 

0.1 

1.0 

3.83 

4.76 

0.95 

0.82 

108,5 

7.5 

NUCOR 

3694.5 

42 

-13 

23.9 

13.7 

182 

13 

0.9 

1.0 

1.14 

3.35 

2.90 

2.82 

9,9 

15.0 

ROUGE  INDUSTRIES 

181.9 

8 

-32 

-25.5 

2.5 

40 

16 

0.1 

1.1 

1.46 

1.02 

0.73 

0.56 

44,6 

10.0 

TEXAS  INDUSTRIES  15) 

614.0 

29 

-36 

NA 

18.1 

106 

6 

0.5 

0.3 

1.04 

4.69 

4.31 

4.32 

1.4 

20.0 

USX-U.S.  STEEL  GROUP 

2158.8 

24 

-22 

NA 

21.7 

106 

5 

0.3 

0.9 

4.09 

4.88 

3.23 

2.84 

26.8 

8.0 

WALTER  INDUSTRIES  (5) 

754.6 

14 

-31 

NM 

15.2 

213 

14 

0.4 

1.3 

0.00 

1  08 

1.08 

1,18 

6.8 

10.5 

WEIRTON  STEEL 

77.4 

2 

-30 

NA 

6.4 

58 

8 

0.1 

3.1 

0.00 

-0.42 

0.10 

-0.19 

231.6 

6.0 

WORTHINGTON  INDUSTRIES  (5) 

1127.0 

12 

-26 

NA 

10.7 

156 

15 

0.7 

0.9 

4.60 

0.85 

0.89 

1,16 

11.2 

15.0 

(C)  OTHER  METALS 


GROUP  AVERAGE 

2034.7 

25 

-11 

15.8 

8.5 

174 

24 

0.9 

1.9 

2.40 

2.18 

0.77 

0.94 

41.4 

12.0 

ASARCO 

768,4 

19 

-14 

NM 

-3.6 

48 

NM 

0.3 

NM 

2,07 

3.42 

-1.52 

-1,05 

84,8 

6,3 

CYPRUS  AMAX  MINERALS 

1037.0 

11 

-26 

-26.5 

-5.8 

46 

NM 

0.4 

NM 

7.03 

0.54 

-0.53 

-0,50 

66,0 

10,0 

ENGELHARD 

2766.6 

19 

11 

31.6 

7.8 

323 

42 

0.7 

1.2 

2.07 

0.33 

1.28 

1,42 

2,8 

13,0 

ESSEX  INTERNATIONAL 

896.9 

32 

9 

NA 

25.2 

300 

13 

0.6 

0.9 

0.00 

2.83 

2.61 

2,77 

4,7 

13,5 

FREEPORT-McMORAN  COPPER  &  GOLD 

2162.5 

13 

-17 

60.4 

19.9 

NM 

20 

1.3 

0.9 

1.53 

1.06 

0,69 

0,68 

29,4 

21,0 

NEWMONT  MINING 

3323.4 

20 

-32 

-1?  2 

6.2 

202 

31 

2.2 

3.2 

0.60 

0.44 

0.48 

0,51 

56,9 

13,0 

PHELPS  DODGE 

1, .'.■-:/, 9 

57 

-9 

10,1 

125 

1  1 

1  0 

3.4 

3.53 

6.63 

2.35 

•V.  1 

/  0 

INDUSTRY  AVERAGE 

12688,7 

55 

5 

16,0 

16,0 

273 

19 

1,7 

1.4 

1.42 

3.10 

3.31 

3,72 

4,6 

12.9 

(A)  FINANCIAL  SERVICES 

GROUP  AVERAGE 

18496.1 

51 

12 

14,4 

23.0 

424 

21 

2.0 

1.3 

1.24 

2.59 

2.94 

3.20 

6.3 

13.7 

AOVANTA 

271,6 

10 

-60 

-7,7 

86,4 

49 

1 

0,3 

0.5 

2.41 

1,50 

1.28 

1,53 

17,6 

16.0 

AMERICAN  EXPRESS 

45258,5 

100 

12 

7,2 

22,4 

481 

22 

2.3 

1.5 

0.90 

4.15 

4.74 

6,37 

1,1 

14.0 

ASSOCIATES  FIRST  CAPITAL 

27013,3 

78 

10 

19,6a 

16,8 

388 

23 

3.0 

1.3 

0.56 

2,97 

3.50 

4,08 

1,0 

17.0 

BEAR  STEARNS  (6) 

4643,5 

41 

-14 

16,5 

12.2 

132 

11 

0.6 

0.7 

1.46 

4.20 

4.60* 

2,56 

12,9 

12.5 

BLOCK  (H&R)  (4) 

4649,4 

45 

0 

14,4 

15.9 

409 

28 

3.4 

1.5 

2.23 

1.62 

2.02 

2,39 

4,6 

15.0 

CAPITAL  ONE  FINANCIAL 

7212,8 

110 

103 

14,5 

22.3 

617 

29 

3.1 

1.4 

0.29 

2.80 

4.07 

5.20 

5,2 

20.0 

CHICAGO  TITLE 

1024,2 

47 

NA 

NA 

17.4 

230 

13 

0.6 

0.9 

2,91 

2.54 

4.93 

5,45 

10,6 

11.0 

CIT  GROUP 

4561.3 

28 

-13 

NA 

12.2 

173 

14 

2.1 

1.0 

1,43 

1.95 

2.08 

2.36 

2.1 

13.0 

CITIGROUP 

114166.3 

50 

-7 

7,4 

11.9 

277 

22 

1,5 

1.3 

1,43 

2.54 

2,74 

3,50 

4,9 

14,0 

COUNTRYWIDE  CREDIT  INDUSTRIES  (2) 

5517.4 

50 

15 

12,3 

15.0 

235 

16 

1,7 

1.1 

0,65 

3.09 

3,22 

3,64 

1.4 

14,3 

DONALDSON,  LUFKIN  &  JENREHE 

4716.3 

40 

1 

17,9 

13.4 

218 

14 

0,6 

1.4 

0,62 

3.16 

2,68 

2,78 

12.6 

11,0 

DUN  &  BRADSTREET 

5044.6 

30 

-2 

18,5 

NM 

NM 

22 

2,7 

2.3 

2,45 

1,27 

1,57 

1,72 

1.7 

8,5 

EDWARDS  (A.G.)  (2) 

3513.5 

37 

-6 

12,6 

19.4 

232 

12 

1,6 

1.8 

1,51 

2,75 

2,94 

3,01 

7.3 

7,2 

EQUIFAX 

5870.6 

42 

17 

NA 

47.0 

1473 

32 

3.8 

1.6 

0,87 

1,26 

1.48 

1,75 

2.3 

17.7 

FANNIE  MAE 

74540.6 

73 

27 

11,3 

22.1 

544 

23 

2,4 

1,7 

1,32 

2,84 

3.24 

3,66 

0.8 

13.0 

FIRST  AMERICAN  FINANCIAL 

1785.3 

31 

87 

50,3a 

25.9 

274 

10 

0.7 

1,0 

0,78 

1,21 

2.82 

2,75 

9.1 

10.5 

FRANKLIN  RESOURCES  (9) 

10813.5 

43 

-2 

NA 

22.4 

484 

22 

4.2 

1,4 

0,47 

1,71 

1.98* 

1,99 

7.0 

15.5 

FREDDIE  MAC 

41056.0 

61 

44 

12,6a 

16.1 

692 

28 

2.5 

1.8 

0.79 

1,88 

2.28 

2,69 

1.9 

15.0 

HELLER  FINANCIAL 

2358.8 

26 

NA 

NA 

9.0 

156 

NA 

1.7 

0,9 

0,34 

NA 

1.92 

2,18 

2.3 

15.0 

HOUSEHOLD  INTERNATIONAL 

18878,7 

39 

-8 

22,0 

6.1 

318 

40 

2.4 

1,0 

1,53 

2,17 

2.30 

3.00 

3.7 

17.0 

LEHMAN  BROTHERS  HOLDINGS  (11) 

5833,6 

60 

-2 

NM 

14.0 

133 

8 

0.3 

1,0 

0,60 

4,71 

5.23 

4.74 

14.6 

10.0 

MARSH  &  Mclennan 

14966.3 

58 

17 

2,0 

15.7 

418 

28 

2.2 

1.7 

2,75 

1,59 

2.91 

3.31 

1.5 

12.0 

MERRILL  LYNCH 

26949  7 

75 

3 

14,2 

13.7 

288 

22 

0.8 

1.7 

1,28 

4,83 

3.56 

4.33 

12.2 

12.1 

MORGAN  STANLEY  DEAN  WIHER  (11) 

40576.8 

70 

18 

17,4 

21.6 

311 

14 

1.3 

1.2 

1,15 

4,15 

4.56 

4.94 

9.9 

13,0 

PAINEWE8BER  GROUP 

5837.3 

41 

18 

4,7 

17.0 

258 

15 

0.8 

1.4 

1,08 

2,56 

2.66 

2.72 

11.0 

11,0 

SCHWAB  (CHARLES) 

15042.9 

56 

34 

21,0 

23.4 

1152 

51 

4.7 

2.3 

0,30 

0,99 

1.20 

1.44 

4.2 

20,0 

SLM  HOLDING 

7291.2 

44 

11 

NA 

78.7 

1094 

14 

2.3 

1.1 

1,27 

2.80 

2.88 

3.36 

5.7 

14,0 

(B)  INSURANCE 

GROUP  AVERAGE 

9748.5 

59 

4 

17,4 

12.0 

192 

19 

1.6 

1.4 

1.57 

3.53 

3.55 

4.06 

3.6 

12.6 

AETNA 

11051,6 

77 

10 

NM 

7,6 

106 

13 

0.6 

1,4 

1,04 

5.60 

3,76 

4.49 

3.8 

15,0 

AFLAC 

9770,1 

37 

44 

28,6 

13,1 

274 

22 

1.4 

1,5 

0,71 

2.08 

1,54 

1.86 

3.8 

16,0 

ALLMERiCA  FINANCIAL 

3333,4 

55 

1 1 

NA 

9,3 

134 

14 

1.0 

1,3 

0,36 

3.82 

3,48 

4,61 

4,1 

12,0 

ALLSTATE 

33496,5 

41 

-10 

NA 

20,5 

202 

10 

1.3 

1.1 

1,33 

3.56 

3,07 

3,30 

2,4 

11,7 

AMERICAN  BANKERS  INSURANCE  GROUP  1942  6 

45 

-1 

15,5 

3.3 

272 

53 

1.2 

1.4 

1,06 

2.45 

2,48 

2,89 

3,1 

13,0 

AMERICAN  FINANCIAL  GROUP 

2399,9 

39 

-2 

-42,4 

11.5 

134 

50 

0.6 

1.1 

2,54 

0.76 

2,55 

2,98 

2,0 

14.5 

AMERICA^i  GENERAL 

17773,8 

70 

30 

NA 

10.4 

189 

18 

1.8 

1.6 

2,13 

2.19 

4,01 

4,53 

1,3 

11.0 

AMERICAN  liNTERNATIONAL  GROUP 

98696,1 

94 

30 

15,9a 

14.1 

382 

27 

3.3 

1.9 

0.24 

3.15 

3,49 

3,97 

1,3 

14.0 

AMERICAN  NATIONAL  INSURANCE 

2217,6 

84 

-10 

7,6 

8.1 

79 

10 

1.3 

NA 

3.20 

9.38 

7,35 

8.10 

2,6 

NA 

AON 

9800,7 

58 

-2 

7,5 

16.8 

327 

19 

1.6 

1.5 

1.94 

1.68 

3,11 

3,47 

3,7 

12.0 

BERKLEY  (W,R  ) 

929,7 

34 

-24 

NA 

8.4 

100 

13 

0.6 

1.3 

1.43 

3.02 

2,19 

2,57 

3,9 

12.0 

CHUBB 

11415.2 

70 

-7 

NA 

13.4 

206 

16 

1.7 

1.4 

1.77 

4.39 

4,08 

4,84 

3,4 

12.0 

CIGNA 

16067,1 

78 

35 

45,7 

15,9 

197 

13 

0.8 

1.6 

1.47 

4.88 

4,87 

6,36 

2,4 

10.0 

CiNC!?«ATi  FINANCIAL 

6522.3 

39 

-17 

10,4 

5,5 

133 

25 

3.2 

3.2 

1.57 

1.77 

1,37 

1,69 

4,1 

9.0 

CNA  nM<,sr,iAL 

7853,3 

43 

0 

38,2 

7,8 

89 

11 

0.5 

2.1 

0.00 

5.17 

2,14 

2,19 

15,1 

9.5 

CONSECO 

10368,4 

33 

-27 

NA 

7,9 

204 

22 

1,4 

0.6 

1.69 

2.67 

3,26 

4,05 

3.5 

16.0 

EQUITABlt: 

12327,8 

55 

11 

27,7 

12,5 

213 

18 

1,1 

1.2 

0.36 

2.86 

3,26 

3,70 

3.2 

14.0 

EVEREST  !<£INSURANCE  HOLDINGS 

1889,4 

38 

-9 

5,0 

11,2 

130 

12 

1.4 

0.9 

0.53 

3.05 

3,26 

3,58 

1.1 

13.0 
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Wc\nts  vs.  needs.  Tlic  debcxte  h^vs  i  wged  for 
centuries.  The  Lxct  is.  you  probAbly  need 
speed,  resolution,  c\nd  Adobe  PostScript  "  3 
more  thAn  wvxnt  them.  And  that's  the  point. 

What  you  don't  need  is  a  pricey  logo. 
Like  HP's,  for  example.  That's  more  of 
a  want.  And,  sorry,  there's  no  Maslow's 
hierarchy  of  wanLs. 

The  new  Minolta  Color  PageWorks'"  EX 
gives  you  all  the  benefits  of  PostScript  3 
language  (like  faster  Web  printing,  faster 
Windows  printing,  and  smooth  handling 
of  vector  and  layered  images),  plus  Contone 
level  2400  dpi  output  and  a  Fiery ^  controller 
with  a  speedy  n3MHz  proces.sor. 

It's  |ust  the  latest  in  a  whole  line 
of  Color  PageWorks  Lvser  printers  from 
Minolta.  The  company  thats  coming  up 
with  more  and  more  of  the  printers  people 
want.  And  need. 

For  more  information  or  to  get  a  free 
CD-ROM,  call  1-888-204-0058,  or  visit: 
www.minoltaprinters.com 


MINOLTA 


INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYSTS 


COMPANY  (F>) 

MARKET 
VALUE 
(S  MIL.) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 

% 

EARNINGS 
GROWTH 
1993-97 

RETURN 

ON 
EQUITY 

PRICE  AS 

%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROV™ 
RATE 

YIELD 
% 

1997 
ACTUAL 

l/B/'E/S 
1998 

ANALYST 
EST, 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 
% 

LONG-TERM 
GROWTH 
RATE 
% 

GENERAL  RE 

17673.6 

234 

10 

10.4 

13.7 

209 

16 

2.2 

1.5  • 

1.01 

11.76 

12.89 

14,09 

1.9 

11.9 

HARTFORD  FINANCIAL  SERVICES  GROUP 

12655.8 

55 

18 

25.2 

15.2 

198 

14 

0.9 

1.3 

1.60 

5.58 

3.42 

3.86 

1.8 

12.0 

HARTFORD  LIFE 

7677.0 

55 

21 

NA 

15.4 

323 

21 

1.4 

1.4 

0.66 

2.28 

2.70 

3.08 

2.3 

15.0 

JEFFERSON-PILOT 

7233.8 

68 

31 

17.1 

13.3 

239 

18 

2.7 

1.7 

1.73 

3.47 

3.31 

3,68 

1.6 

12.0 

LIBERTY  FINANCIAL 

1336.6 

29 

-23 

34.1 

9.7 

105 

11 

1.1 

0.9 

1.38 

2.77 

2.81 

3.06 

3.9 

12.0 

LINCOLN  NATIONAL 

8455.2 

84 

7 

NA 

4.5 

153 

34 

1.5 

1.5 

2.49 

0.21 

5.07 

5,70 

1.9 

11.0 

LOEWS 

11369.1 

100 

-6 

10.5 

10.2 

108 

11 

0.5 

NA 

1.00 

6.90 

9.05 

10.35 

2.0 

NA 

NATIONWIDE  FINANCIAL  SERVICES 

6184.1 

48 

33 

NA 

14.2 

271 

19 

2.6 

1.2 

0.67 

2.14 

2.47 

2.81 

1.8 

16.0 

OHIO  CASUALTY 

1308.4 

41 

-9 

14.3 

8.2 

103 

13 

0.9 

1.7 

4.35 

3.81 

2.41 

2.94 

5.4 

10.0 

OLD  REPUBLIC  INTERNATIONAL 

2906.0 

21 

-14 

12.7 

13.5 

126 

10 

1.4 

0.9 

1.88 

2.10 

2.12 

2,32 

4.3 

10.6 

ORION  CAPITAL 

981.8 

36 

-22 

29.8a 

16.7 

137 

9 

0.6 

1.1 

1.99 

4.15 

2.77 

3,53 

2.5 

12.0 

PROGRESSIVE 

10742.3 

148 

24 

NA 

20.0 

445 

23 

2.0 

1.6 

0.18 

5.31 

6.04 

6.46 

5.6 

15.0 

PROTECTIVE  LIFE 

2509.0 

39 

30 

14.8 

13.0 

259 

20 

1.9 

1.3 

1.13 

1.78 

2.00 

2.30 

1.3 

14,5 

PROVIDENT 

5198.5 

38 

0 

NM 

8.6 

151 

18 

1.3 

1.2 

1.04 

1.84 

2.19 

2.56 

2.3 

15.0 

RELIANCE  GROUP  HOLDINGS 

1617.3 

14 

-1 

NA 

29.1 

132 

5 

0.5 

1.0 

2.30 

1.47 

1.14 

1.36 

2.2 

12,0 

RELIASTAR  FINANCIAL 

4300.5 

47 

14 

NA 

11.4 

187 

16 

1.5 

1.2 

1.57 

2.55 

2.92 

3,33 

1.8 

13.0 

SAFECO 

5852.4 

43 

-12 

10.0a 

6.0 

105 

18 

0.9 

1.8 

3.26 

3.31 

2.35 

3.31 

5.1 

10.0 

ST.  PAUL 

8349.7 

35 

-14 

NA 

2.1 

127 

44 

1.0 

2.2 

2.84 

4.20 

1.62 

2.81 

5.7 

10.0 

SUNAMERICA  (9) 

15502.7 

79 

85 

31.0ab 

16.8 

565 

34 

10.9 

2.3 

0.76 

1.81 

2.34- 

3.13 

2.7 

15.0 

TIG  HOLDINGS 

721.7 

14 

-58 

NM 

-4.1 

62 

NM 

0.4 

0.7 

4.27 

0.94 

2.03 

1,74 

19.0 

10.0 

TORCHMARK 

5330.1 

38 

-10 

10.5 

11.0 

211 

19 

2.4 

1.1 

1.37 

2.39 

2.70 

2,83 

9.4 

13.0 

TRANSAMERICA 

6727.7 

106 

0 

17.8 

11.8 

129 

11 

1.1 

1.3 

1.88 

7.87 

7.23 

8,03 

1.0 

11.0 

TRANSATLANTIC  HOLDINGS 

2633-6 

76 

6 

20.7 

16.5 

173 

11 

1.6 

1.4 

0.58 

5.34 

4.87 

5.55 

2.2 

11.5 

TRAVELERS  PROPERTY  CASUALTY 

13552.4 

34 

-22 

NA 

15.8 

150 

10 

1.3 

0.8 

1.16 

3.12 

3.13 

3.44 

2.6 

13.5 

UNITRIN 

2803.5 

71 

9 

14.5 

25.5 

140 

5 

1.4 

NA 

3.68 

3.11 

4.57 

5.06 

2.9 

NA 

UNUIV! 

7455.4 

54 

—1 

36.6a 

13.6 

271 

20 

1.7 

1.4 

1.10 

2.59 

2.84 

3.25 

1.6 

14.0 

(C)  SAVINGS  &  LOAN 

GROUP  AVERAGE 

5682.3 

42 

-15 

9.8 

14.2 

202 

15 

1.7 

1.1 

1.10 

2.05 

3.19 

3.48 

3.8 

12.1 

CHARTER  ONE  FINANCIAL 

3934,9 

30 

-1 

NA 

14.2 

262 

19 

2.1 

1.2 

1.89 

1. 11 

1.97 

2.22 

1.8 

12.3 

DIME  BANCORP 

2975.8 

27 

-12 

NA 

15.1 

222 

15 

1.8 

1.2 

0.75 

1.13 

1.90 

2.07 

2.4 

12.0 

GOLDEN  STATE  BANCORP  (5) 

1068.1 

19 

-49 

NA 

9.6 

87 

11 

0.9 

1.1 

0.00 

0.64 

1.78* 

2.14 

8.5 

10.0 

GOLDEN  WEST  FINANCIAL 

5413.5 

95 

-3 

9.8 

14.4 

181 

13 

1.8 

1.2 

0.59 

6.13 

7.36 

7,54 

2.8 

11.0 

WASHINGTON  MUTUAL 

^  9 

17  6 

259 

!4 

1  8 

0.9 

2  27 

1  24 

2.92 

3.45 

3.2 

15.0 

INDUSTRY  AVERAGE 

20697,9 

43_ 

43 

36.7 

_723 

39 

4.8 

1.8 

0.40 

0.95 

1.21 

1.79 

6.3 

20.3 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  AVERAGE 

2658,8 

25 

-13 

12.3 

18.9 

354 

18 

1.0 

1.1 

1.36 

1.21 

1.37 

1.68 

5.9 

15.4 

COMPUCOM  SYSTEMS 

181.9 

4 

-53 

20,4a 

9,7 

89 

9 

0.1 

1.0 

0.00 

0,71 

0.26 

0.42 

26.2 

15.0 

DELUXE 

2789.2 

35 

1 

-24.7 

21.2 

485 

23 

1.4 

1.5 

4.26 

0.55 

2.33 

2.63 

3.0 

10.0 

DIEBOLD 

2364,7 

34 

-32 

25,8 

11.4 

351 

31 

2.0 

1.4 

1.63 

1.76 

1.66 

1.93 

3.2 

15.0 

HON  INDUSTRIES 

1466,3 

24 

-19 

20.2 

23.0 

328 

14 

0.9 

0.9 

1.35 

1.45 

1.72 

1.99 

1.5 

15.0 

MERISEL 

230.7 

3 

-34 

NM 

4.2 

152 

NM 

0.1 

0.5 

0.00 

-0.36 

0.27 

0.31 

12.9 

20.0 

MICROAGE  (10) 

349.8 

18 

16 

7.7 

-1.2 

133 

NA 

0,1 

NM 

0.00 

1.39 

-0.21 

1.05 

12.4 

19.0 

MILLER  (HERMAN)  (5) 

1830.9 

21 

-22 

15.4 

57.3 

776 

14 

1,0 

0.9 

0.68 

1.39 

1.61 

1.81 

1.1 

15.0 

PITNEY  BOWES 

15267.9 

56 

25 

17.0 

32.3 

893 

29 

3.6 

2.1 

1.61 

1.80 

2.08 

2.35 

1.3 

13.0 

REYNOLDS  &  REYNOLDS  (9) 

1663.2 

21 

15 

3.9b 

26.6 

429 

17 

1.1 

1.1 

1.70 

0.70 

1.27* 

1.50 

2.1 

15.0 

STEELCASE (2) 

2744.3 

18 

NA 

NM 

15.4 

192 

12 

1.0 

1.0 

2.25 

1.40 

1.43 

1.58 

2.5 

12.0 

TECH  DATA(l) 

2045.8 

40 

4 

24.6 

13.9 

240 

18 

0  2 

0  8 

0.00 

1.92 

2.33 

2.80 

1.1 

22.8 

WALLACE  COMPUTER  SERVICES  7 

970.8 

22 

-42 

12.9 

13.6 

17- 

2.85 

1.86 

1.71* 

1.85 

3.2 

13.0  ,j 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  AVERAGE 

25032,4 

47 

61 

74.2 

7.2 

784 

39 

1,9 

1.7 

0.15 

0.98 

1.00 

1.96 

9.1 

18.8 

APPLE  COMPUTER  (9) 

4317.8 

32 

143 

NM 

18,8 

289 

15 

0.7 

1.2 

0.00 

-8,29 

2.10* 

2.71 

9,2 

13.0 

COMPAQ  COMPUTER 

55250.0 

33 

15 

233.0 

-27.1 

529 

NM 

2.0 

3.5 

0.19 

1.19 

0.46 

1.74 

8.6 

20,0 

DATA  GENERAL  9) 

892  ! 

18 

4 

NM 

-40.2 

235 

NM 

0.6 

NM 

0.00 

1.26 

-3.11* 

0.49 

20.4 

15.0 

DELL  COMPUTER  (1) 

77354.1 

61 

190 

NM 

67.8 

3973 

64 

4.6 

1.9 

0.00 

0.64 

1.06 

1.45 

4.8 

30.0 

EMC 

36383,9 

73 

164 

32.8 

23.2 

1199 

54 

10.0 

1.6 

o.oc 

1.04 

1.47 

1.92 

2.6 

30.0 

GATEWAY  2000 

8757,4 

56 

71 

-3.5 

25.9 

732 

29 

1,2 

1.3 

0.00 

0.70 

2.17 

2.80 

4.7 

20.0 

HEWLEn-PACKARD  (10) 

64885  1 

63 

0 

26.3b 

17.4 

384 

23 

1.4 

1.5 

1.02 

2.95 

2.77- 

3.33 

3.3 

15.0 

INTERNATIONAL  BUSINESS  MACHINES 

154037.2 

165 

58 

NM 

32.5 

838 

27 

1.9 

1.9 

0.53 

6.01 

6.73 

7.74 

2.7 

13,0 

IOMEGA 

2053.4 

8 

-38 

NM 

-9.4 

518 

NM 

12 

NM 

0.00 

0.42 

-0.23 

0.31 

31.0 

15.0 

LEXMARK  INTERNATIONAL  GROUP 

5018.8 

76 

101 

NA 

42.3 

973 

25 

1.8 

1.3 

0.00 

2.17 

3.29 

4,00 

2.3 

17.5 

MAXTOR 

1302.0 

14 

NA 

NA 

20,1 

1081 

NA 

0.6 

1.9 

0.00 

NA 

0.29 

0,91 

4.4 

25.0 

MICRON  ELECTRONICS  (8) 

2180,9 

23 

149 

2.7 

11.5 

523 

46 

1.3 

2.0 

0.00 

0.92 

0.50* 

0,63 

30.2 

22.5 

QUANTUM 

3343.1 

22 

10 

154.1 

-0.8 

290 

NM 

0.7 

1.5 

0.00 

1.07 

0.76 

1,78 

10.7 

20.0 

SEAGATE  TECHNOLOGY  (6) 

7234,9 

30 

53 

NM 

-10.9 

247 

NM 

1.1 

NM 

0.00 

2.62 

-2.17' 

1,18 

6.8 

20,0 

SILICON  GRAPH  CS 

2296.1 

12 

-1 

NM 

-31.5 

164 

NM 

0.8 

NM 

0.00 

0.43 

-2.47* 

-0,48 

20.8 

15.0 

STORAGE  TECHNULOGY 

3491.1 

35 

13 

NM 

27.6 

420 

17 

1.5 

1.1 

0.00 

1.90 

2.14 

2.62 

2.7 

15.0 

SUN  MICROSYSTEMS  V 

28187.3 

74 

86 

NA 

20.3 

746 

38 

2.8 

2.1 

0.00 

1.96 

1.93* 

2.76 

1.8 

18.0 

UNISYS 

7273.3 

29 

105 

NM 

-60.0 

NM 

NM 

T-.o 

1.6 

0,00 

-5.30 

1.03 

1.31 

4.6 

17.3 
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Ifs  a  totally  different  way  to  stimulate  your  senses. 

Live!  experience  is  a  totally  different  way  to  interact  with  your  PC.  Our  multimedia  upgrades  take 
places  you've  never  been.  It's  seeing  and  hearing  for  the  first  time.  It's  being  there  without  ever  leaving 
•  seat.  It's  the  adventure  of  a  lifetime.  Turn  your  PC  into  an  extraordinary  entertainment  center  — 
1  incredibly  affordable  price. 

CREATIVE 

www.soundblaster.com/golive/ 

itive  Technology  Ltd.  All  brand  or  product  names  listed'  ate  trademarks  or  registered  trademarks  and  are  property  of  their  respective  holders.  If  you're  not  on  the  net,  give  us  a  call  at.  1 .800.998.5227  for  more  information. 


INVESTMENT  OUTLOOK  SCOREBOARD! 


EARNINGS  PER  SHARE 


1998 

EARNINGS 

PRICE  AS 

P-E 

MARKa 

RECENT 

PRICE 

GROWTH 

RETURN 

%0F 

PRICE- 

TO 

VALUE 

SHARE 

CHANGE 

1993-97 

ON 

BOOK 

P-E 

SALES 

GROVIfTH 

COMPANY  (FY) 

($  MIL.) 

PRICE 

% 

% 

EQUITY 

VALUE 

RATIO 

RATIO 

RATE 

WESTERN  DIGITAL  (6) 

1158.7 

13 

-18 

NM 

NM 

914 

NM 

0.4 

NM. 

XEROX 

35230.3 

40 

IN  iVI 

inn 
iu.u 

1.8 

1 .4 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  AVERAGE 

25504.5 

48 

53 

37.8 

13.8 

845 

48 

8.7 

2.2 

AFFILIATED  COMPUTER  SERVICES  (6) 

1850.6 

38 

46 

15,5 

11.5 

353 

32 

1.4 

1,5 

AMERICA  ONLINE  (6) 

39859.4 

88 

287 

115.6 

13.8 

3281 

274 

13.5 

10,0 

ASCEND  COMMUNICATIONS 

12189.0 

56 

129 

NA 

17.0 

923 

51 

9.4 

1,7 

AUTOMATIC  DATA  PROCESSING  (6) 

23261.8 

77 

25 

14.4 

17.6 

655 

38 

4.7 

2,5 

BMC  SOFTWARE  (3) 

11005.4 

51 

56 

32,0 

28.0 

1 154 

43 

12.5 

1,4 

CABLETRON  SYSTEMS  (2) 

2305.9 

14 

-7 

NM 

-37.8 

223 

NM 

1.7 

1.9 

CHS  ELECTRONICS 

niA 

15 

-14 

NM 

1 1.0 

97 

9 

0.1 

0.4 

CISCO  SYSTEMS  (7) 

117779.6 

75 

103 

36,5 

19.3 

1481 

80 

12,8 

3.0 

COMDISCO  (9) 

2774.1 

18 

9 

15.7b 

16.0 

300 

20 

0.9 

1.3 

COMPUSA  (6) 

1353.8 

15 

-52 

NM 

3.8 

320 

99 

0,2 

2.2 

COMPUTER  ASSOCIATES  INTERNATIONAL  (3)  23818  0 

44 

-17 

31,3 

21.4 

919 

45 

4,8 

1.3 

COMPUTER  SCIENCES  (3) 

9053.3 

57 

37 

35,4 

13.0 

410 

32 

1,3 

1.5 

COMPUWARE  (3) 

11416.7 

62 

95 

32,2 

28.8 

1257 

47 

8,3 

1.1 

ELECTRONIC  DATA  SYSTEMS 

19209.5 

39 

-11 

-0,3 

15.2 

330 

22 

1.2 

1.8 

FIRST  DATA 

11852.1 

27 

-9 

3,0 

10.6 

302 

28 

2.3 

1.3 

GALILEO  INTERNATIONAL 

4195.9 

40 

45 

NA 

22.9 

507 

22 

2.9 

1.4 

HBO  &  CO. 

10760.4 

25 

4 

NA 

21.1 

908 

44 

7.4 

1.0 

INACOM 

347.9 

21 

-26 

19.2 

10.2 

84 

9 

0.1 

0.4 

INGRAM  MICRO 

5923.6 

43 

46 

34.3a 

18.7 

451 

26 

0,3 

1.1 

MICROSOFT  (6)  ^  " 

303536.0 

122 

89 

NA 

28.7 

1673 

50 

19.8 

2.9 

NCR  ^ 

3650.5 

37 

34 

NA 

8.6 

288 

35 

0.6 

2.5 

ORACLE  (5) 

33287.7 

34 

54 

30.1 

32.5 

1080 

34 

4.4 

1.1 

SABRE  GROUP  HOLDINGS 

5146.7 

40 

37 

NA 

25.5 

554 

23 

2.4 

1,9 

SAFEGUARD  SCIENTIFICS 

894.2 

28 

-10 

51.8 

26,5 

310 

13 

0.4 

1,5 

3COM  (5) 

13865.3 

39 

11 

0.0 

5,1 

482 

81 

2.7 

1,2 

VANSTAR(4) 

519.8 

12 

6 

174.8a 

-14.3 

325 

28 

0.2 

2.6 

YAHOO! 

17987  3 

192 

455 

NA 

-3.7 

4104 

NM 

119.8 

7  4 

INDUSTRY  AVERAGE 

 619^9.1 

__40 

-1 

_10.7 

_4^ 

242 

93 

0.9 

4.2 

(A)  FOREST  PRODUCTS 

GROUP  AVERAGE 

3460.6 

37 

-9 

NA 

-1.7 

149 

NM 

0.6 

5.3 

GEORGIA-PACIFIC  GROUP 

5073.6 

57 

-7 

NA 

-0.6 

151 

NM 

0.4 

5.5 

LOUISIANA-PACIFIC 

1847.6 

17 

-11 

NM 

-2.8 

147 

NM 

0.8 

4.1 

(B)  PAPER 

GROUP  AVERAGE 

6620.5 

40 

1 

10.7 

5.1 

256 

93 

1.0 

4.0 

BOISE  CASCADE 

1786.1 

32 

5 

NM 

-2.2 

130 

NM 

0.3 

NM 

BOWATER 

2132.6 

40 

-11 

NA 

-0.9 

116 

658 

1.2 

2.3 

CHAMPION  INTERNATIONAL 

3972.7 

42 

-8 

NM 

-14.0 

127 

NM 

0.7 

7.8 

CONSOLIDATED  PAPERS 

2311.8 

26 

-4 

15.9 

9.1 

170 

19 

1.1 

2.5 

FORT  JAMES 

8623.2 

39 

2 

NA 

18.9 

897 

50 

1.2 

1.4 

INTERNATIONAL  PAPER 

13335.5 

43 

1 

NM 

3.5 

149 

42 

0.7 

6.2 

KIMBERLY-CLARK 

28512.2 

53 

7 

32.2 

19.9 

717 

37 

2.3 

1.7 

MEAD 

3114.5 

30 

8 

15.5 

6.2 

138 

23 

0.8 

2.0 

POTLATCH 

1096.9 

38 

'  12 

-1.2 

4.1 

117 

28 

0.7 

3.5 

UNION  CAMP 

4475.4 

65 

20 

12.9 

2.9 

228 

81 

1.0 

9.5 

WESTVACO  (10) 

2847.0 

28 

-11 

30.0b 

6.9 

127 

22 

1.0 

3.1 

WEYERHAEUSER 

.  9974.5 

50 

2 

-9.6 

7.9 

217 

28 

0.9 

3.9 

WlLLAMEnE  INDUSTRIES 

3884,6 

35 

9 

10  1 

5  1 

192 

38 

11 

4  0 

INDUSTRY  AVERAGE 

11246.9 

66 

15 

33.7 

12.1 

440 

82 

3.1 

7.2 

(A)  BROADCASTING 

GROUP  AVERAGE 

15336.8 

42 

36 

48.0 

9.0 

371 

208 

5.0 

21.0 

CABLEVISION  SYSTEMS 

6234.7 

41 

73 

NM 

NM 

NM 

NM 

2.1 

NM 

CBS 

21051,3 

30 

1 

NM 

-0.3 

276 

NM 

3.2 

36.1 

CLEAR  CHANNEL  COMMUNICATIONS 

11616.7 

47 

18 

48-0 

1.8 

309 

151 

10.2 

5,9 

COMCAST 

17902.8 

49 

54 

NM 

16.2 

858 

47 

3.3 

NM 

COX  COMMUNICATIONS 

14304.1 

53 

32 

NM 

23.0 

377 

17 

8.7 

NM 

MEOIAONE  GROUP 

24575.4 

41 

40 

NM 

12,4 

209 

NA 

7.0 

NM 

TELE-COMMUNICATIONS 

22111.5 

42 

51 

NA 

NM 

NM 

504 

3.6 

NM 

ISA  NETWORKS 

4897.9 

32 

23 

NM 

1.2 

199 

210 

2.2 

21.0 

m  ^JBi.i>SHINC 

CrrjUP  AVERAGE 

9065.7 

78 

3 

32.4 

13.5 

469 

24 

2.0 

3.5 

BELO  (A.H.) 

2301.6 

19 

-33 

-6.2a 

6,0 

178 

30 

1.7 

2,1 

DOW  mi.% 

4487.5 

48 

-11 

NM 

NM 

769 

NM 

1.9 

2,2 

0,00 
_L34 

0.16 

0,00 
0.00 
0.00 
0.69 
0.00 
0.00 
0.00 
0.00 
0.55 
0.00 
0.18 
0.00 
0.00 
1.54 
0.30 
0.75 
0.32 
0.00 
0.00 
0,00 
0,00 
0.00 
0,00 
0,00 
0,00 
0.00 
0.00 


2.53 

1.76 
3.29 

2.40 

1.89 
2.03 
0.48 
3.44 
1.53 
2.30 
1.90 
2.11 
4.60 
2,78 
3-13 
3,19 
1-83 

0.85 

0.11 

0-00 
0.67 
0.00 
0.19 
0.00 
0.00 
0.00 
0.00_ 

1.25 

1.27 
2.01 


1997 
ACTUAL 

2,85 

_4^04 

0.82 

1,05 
-1,31 
-0,66 
1,71 
0,77 
-0.81 
1.32 
0.68 
0.78 
0.99 
2.06 
1.64 
1.00 
1.48 
0,79 
1,70 
0,34 
2,17 
1,32 
1,32 
0,07 
0,81 
1,63 
0,66 
0,08 
0,81 
-0.27 


2.42  0.20 


-0.94 

-0.94 
-0.9£ 

0.37 

-1.19 
1.25 

-5.72 
1.31 
0.35 

-0.50 
1.58 
1.41 
1.24 
1.16 
1.58 
1.71 
0.55 

h46 

-0.28 

-0.12 
-0.24 

0.34 
-0.65 
-0.50 
-0.88 
-0.30 

0._12_ 

2.39 

0.71 
-8.36 


mm 

1998 
ANALYST 
EST 

-3.32^*' 
4.55 

1.30 

1.1  r 

0.18* 

1.18 

1.98" 

1.45 

0.37 

1.81 

0.84* 

0.93* 

0.33* 

2.27 

2.09 

1.65 

1.67 

1.57 

1.85 

0.70 

2.95 

1.72 

1,67* 

1,11 

1,21 

1,69 

0.70 

1.32 

0.24 

0.43 


1999  ESTIMATES  FROM  analysts! 

LONG-TERM  [ 
l/B/E/S     VARIA-  GROWH 


0.69 

0.97 
_0.41_ 

1.37 

-0.05 
2.19 
0-82 
1.17 
2.51 
0.95 
2.44 
1.50 
1.43 
0,91 
1,30* 
1,52 
0  88 

1.54 


-0.62 

-2,26 
0,03 
0,28 
-0,72 
-1,09 
-1,05 
-0.27 
J)._10_ 

2.77 

0.65 
1.98 


CON- 
SENSUS 

_5.4_1 

1.70 

1,52 
0,56 
1,56 
2.27 
1,84 
0,71 
2,08 
1,45 
1.15 
0.78 
2.59 
2.56 
2,18 
1.95 
1,77 
2,13 
0,91 
3.62 
2,07 
2.56 
1,92 
1,46 
1,98 
0.75 
1,97 
0,86 
0,62 


1.26 

1.52 
_L00 

1.62 

0.49 
2.27 
1.25 
1.07 
2.90 
1.23 
2.79 
1.75 
1.55 
1,17 
1,44 
1.84 
1.20 


TION 

8.7 
2^ 

4.4 

1.2 
3.5 
4.8 
1.3 
2.7 

19.7 
1.0 
1.4 
1.0 
9.0 
2.3 
2.7 
6.4 
5.1 
2.8 
1.4 
2.2 
2,0 
1,4 
1.7 

10,9 
4.1 
2.0 
1.3 

10.2 

10.5 
6-5 


1.28      1.57  38.1 


45.3 

62.5 
_28.0_ 

37.0 

126.6 
50.2 
60.8 
25.2 

2.1 
35.8 

2.5 
24.4 
24.8 
48.7 
25.7 
17.9 
36  7 


-0.50 

-2.20 
0.33 
0.39 
-0.35 
-0.76 
-1.10 
-0.23 
-0.07 


94.4 

37.3 
21.2 
15.4 
97.1 
60.5 
30.0 
165.2 
328.6 


RATE 

19.0 
J.6.0^ 

23.6 

22.5 
60.0 
27.5 
15.0 
26.5 
20.0 
20,0 
30,0 
15,0 
20,0 
]  5,0 
17,0 
34,0 
13,0 
13,5 
15.5 
36.0 
20.0 
23.0 
25.0 
13.0 
26.0 
12.5 
26.0 
25.0 
20.0 
60-0 

8^ 

9.5 

9.0 
10.0 

8.5 

6.5 
8.0 
6.5 
8.6 

11.0 
7.3 

12.8 
9.5 
7.6 
7.5 
7.0 
8.0 

10  0 


F| 


1.87      42.6  14.2 


17.1 

12.3 
27.5 
28,5 
12.5 
15.0 
14.0 
12.0 
15.0 


3.22      13.0  12.5 

0.76  7.9  14.0 
2.22         4.1  11.0 
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Pour  your  heart  into  Asia, 


Keep  your  head  in  Singapore. 


St,  we  connected  all  of  Singapore  to  help  create  the  "intelligent  island."  Then,  as  their  hub 
Dvider  of  choice,  we  connected  Citibank,  Fujitsu,  Hewlett-Packard  and  other  MNCs  investing 
loleheartedly  in  Asia.  Call  us  now  to  discover  how  our  business  connections  can  help  you. 

lapore  Telecom  Limited  31  Exeter  Road  Singapore  239732  Telephone  (65)  738  3838  Fax  (65)  733  3008  E-mail  businessco@singtel.com  www.singtel.com 


K Singapore 
I  Telecom 

Connect  to  the  hub  of  intelhgence 


INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYSTS 


COMPANY  (FY) 

MARKET 
VALUE 
(SMIL.) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 
% 

EARNINGS 

GROWTH 
1993-97 
% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROWTH 
RATE 

YIELD 

% 

1997 
ACTUAL 

l/B/E/S 
1998 

ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

% 

LONG-TERM 
GROWTH 
RATE 
%  R 

GANNEn 

18181.2 

65 

4 

17.3 

24.9 

466 

19 

3.5 

1.9. 

1.24 

2.50 

2.88 

3.18 

1.6 

12.0 

HOLLINGER  INTERNATIONAL 

1358.2 

13 

-8 

-19.9a 

19.7 

223 

9 

0.5 

0.8 

4.25 

0.87 

0.78 

0.90 

8.9 

20.0 

KNIGHT-RIDDER 

4033.5 

51 

-1 

37.6 

19.5 

253 

15 

1.3 

1.5 

1.55 

3.91 

2.73 

2,95 

2.7 

11.5 

McGRAW-HILL  tt                               8806.8       90       21     122.5       22.4     591       27       2.4       tt      1.74      2.91  tt 
iiBecause  Business  Week  is  owned  by  the  The  McGraw-Hill  Companies,  the  Scoreboard  does  not  include  forecasts  of  the  company's  earnings. 

tt 

tt 

tt 

NEW  YORK  TIMES 

5564.8 

31 

-6 

149.7 

18.1 

355 

21 

1.9 

1.8 

1.22 

1.33 

1.47 

1.64 

2.4 

12.0 

PRIMEDIA 

1541.5 

11 

-15 

m 

-19.6 

NM 

NM 

1.0 

NM 

0.00 

-1.72 

-0.49 

-0.32 

46.9 

15.0 

READER'S  DIGEST  ASSOCIATION  (6) 

2578.8 

24 

2 

-48.9 

28.0 

1122 

34 

1.0 

18.8 

0.83 

1,24 

0.15* 

0.77 

10.4 

8.0 

SCRIPPS  (E.W.) 

4144.7 

51 

5 

8.6 

12.5 

379 

30 

2.9 

2.6 

1.09 

1.93 

1.68 

1.94 

3.5 

12.0 

TIME  WARNER 

63978.8 

105 

71 

NM 

0.1 

700 

NM 

4.5 

NM 

0.34 

-0.03 

-0.11 

0.59 

28.8 

12.0 

TIMES  MIRROR 

4754.3 

59 

-5 

55.7 

8.0 

520 

44 

1.5 

1.7 

1.23 

2.29 

2.59 

2.96 

3.0 

13.0 

TRIBUNE 

7615.4 

54 

3 

21.5 

19.7 

446 

22 

2.5 

2.0 

1.05 

2.81 

2.51 

2.85 

2.1 

12.5 

WASHINGTON  POST 

5363.4 

532 

9 

19.0 

29.9 

355 

12 

2.5 

2.7 

0.94 

25.15 

22.30 

24.72 

3.4 

9.0 

ZIFF-DAVIS 

11 75  0 

fjA 

!  0 

87 

NM 

0.00 

-0,71 

-0  30 

-0  09 

55  5 

12.5 

   ^.flHi 

INDUSTRY  AVERAGE 

3140.1 

26 

-8 

23.3 

11.0 

331 

24 

0.9 

1.2 

0.77 

0.93 

1.36 

1.66 

3.6 

17.5 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  AVERAGE  1096.1 

25 

-6 

6  3 

9  3 

175 

1 3 

0  3 

0  9 

1  13 

1.10 

1.91 

1  95 

4  1 

15  2 

EMCOR  GROUP 

163.1 

15 

-20 

NM 

11.8 

144 

14 

0.1 

0.5 

0,00 

0,84 

1.32 

1.59 

7,1 

24.8 

FLUOR  (10) 

3277.3 

43 

15 

-3.9b 

15.5 

215 

14 

0.2 

1 .3 

1 .87 

1,75 

2.97* 

3.08 

1 .3 

1 1.5 

FOSTER  WHEELER 

697.3 

17 

-37 

NM 

-23.5 

143 

NM 

0.2 

0.7 

4.91 

-0.25 

1 .92 

1-84 

4.9 

12.0 

JACOBS  ENGINEERING  GROUP  (9) 

966.2 

38 

49 

11.9b 

15.2 

27 1 

18 

0.5 

1 .2 

0.00 

1 .80 

2.08* 

2.42 

0.8 

1 5.0 

McDERMOTT  (J.  RAY)  (3) 

958.4 

25 

-43 

NA 

26.8 

135 

6 

0.5 

0.7 

0.00 

1.89 

2.45 

1.81 

8.3 

15.0 

MORRISON  KNUDSEN  ill) 

514.0 

10 

—1 

10.9 

10.1 

143 

14 

0.3 

1.1 

0.00 

0.59 

0.69 

0.84 

2.4 

13.0 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  AVERAGE 

241 1.0 

24 

-9 

15.3 

8.4 

202 

22 

0.4 

1.2 

0.87 

1.25 

1.28 

1 .  /U 

4.9 

ICO 

AIRGAS  (31 

700.9 

10 

-28 

1 5  6 

6.5 

150 

25 

0.5 

1 , 1 

0.00 

0.57 

0.64 

0.77 

3.9 

15.0  1 

ALLEGIANCE 

4514.4 

40 

128 

NA 

12.7 

491 

41 

1 .0 

3.0 

0.52 

0.78 

1,05 

1 .24 

4.0 

13.0  1 

APPLIED  INDUSTRIAL  TECHNOLOGIES  (6) 

304.0 

14 

-48 

15-9 

9.3 

104 

1 1 

0,2 

0,8 

3.43 

1 .44 

1 ,38* 

1.13 

10.6 

13.3  1 

ARROW  ELECTRONICS 

2078.6 

22 

-33 

NA 

11.3 

142 

13 

0.3 

0.9 

0.00 

1.54 

1.58 

1.94 

5.7 

15.0 

AVNET  (6) 

2116.4 

58 

-12 

15.4 

9,3 

158 

18 

0,3 

1.0 

1.03 

4.25 

3.80* 

3.90 

4.1 

15.0 

BOISE  CASCADE  OFFICE  PRODUCTS 

731.6 

11 

-25 

32.4 

11.0 

132 

12 

0.2 

0.7 

0.00 

0.89 

0.91 

1.07 

1.9 

18.5 

CELLSTARdli 

379.6 

6 

-35 

46.2 

25.7 

193 

8 

0.2 

0.5 

0.00 

0.89 

0.53 

0.81 

9.9 

20.0 

DYNEGY 

1972.5 

13 

-25 

NA 

-5.7 

193 

NM 

0.1 

1.4 

0.39 

-0.58 

0.54 

0.87 

10.3 

15.0 

ENRON 

17363.2 

53 

25 

-29,8 

9.8 

255 

25 

0.6 

1.7 

1.91 

0.32 

2.01 

2.35 

3.0 

15.0 

GENUINE  PARTS 

5925.3 

33 

-3 

7.2a 

17.4 

295 

17 

0.9 

1.8 

3.04 

1.90 

2.00 

2.17 

2.3 

9.0 

GRAINGER  (W.W.) 

4023.1 

42 

-13 

12.2 

18.1 

309 

18 

0.9 

1.5 

1.42 

2.27 

2.41 

2.68 

3.4 

12  0 

HUGHES  SUPPLY  (1) 

652.5 

28 

-21 

22.8 

12.5 

140 

11 

0.3 

0.7 

1.23 

2.30 

2.50 

2.95 

3.7 

15.0 

MARSHALL  INDUSTRIES  (5i 

432.0 

25 

-13 

1.0 

7.9 

105 

14 

0.3 

1.0 

0.00 

1.99 

1.77 

2.22 

1.4 

14.0 

PIONEER-STANDARD  ELECTRONICS  (3) 

285.5 

11 

-29 

5.8 

10.9 

113 

11 

0.1 

0,7 

1.10 

1.14 

1.02 

1.25 

2.4 

15.0 

PSS  WORLD  MEDICAL  (3) 

1457.7 

21 

-3 

NA 

5.4 

358 

58 

1.0 

0.9 

0,00 

0.23 

0.83 

1.07 

1.9 

28.5 

RYERSDN  TULL 

435.3 

11 

-20 

19.3 

11.3 

94 

8 

0.2 

1.1 

0.00 

1.50 

1.14 

1.16 

9.5 

9.0 

UNISOURCE  WORLDWIDE  (9) 

549.1 

8 

-45 

NA 

-27.8 

55 

NM 

0.1 

NM 

2.54 

0.87 

-3.36* 

0.75 

10.5 

12.0  j 

UNITED  STATIONERS 

976.9 

27 

10 

NA 

5.4 

280 

55 

0.3 

0.9 

0.00 

0.22 

1.92 

2.20 

1.8 

15.0  1 

VWR  SCIENTIFIC  PRODUCTS 

900.3 

31 

11 

32.5 

9.4 

241 

25 

0.7 

1.2 

0.00 

1.05 

1.35 

1.74 

3.0 

20.0  1 

(C)  POLLUTION  CONTROL 

GROUP  AVERAGE 

10255.1 

29 

-14 

23.5 

11.2 

364 

42 

0.8 

3.2 

0.89 

-0.89 

1.32 

2.15 

3.4 

13.2 

BROWNING-FERRIS  INDUSTRIES  (9i 

5198.5 

30 

-20 

4.9b 

19.1 

284 

15 

1,1 

1.3 

2.58 

1.40 

1.93* 

2.18 

1.8 

SAFETY-KLEEN  (8) 

626.7 

14 

-29 

NM 

3.3 

179 

69 

0.5 

6.9 

0.00 

-5.32 

0.20* 

1.25 

6.7 

10.0  ) 

WASTE  MANAGEMENT 

24939.9 

43 

9 

42.2 

NA 

528 

NA 

NA 

1.3 

0.09 

1.26 

1.82 

3.01 

1.7 

18.0 

(D)  PRINTING  &  ADVERTISING 


GROUP  AVERAGE 

3727.2 

38 

15 

14.7 

8.9 

656 

23 

1.2 

1.5 

0.98 

0.53 

1.76 

2.04 

2.2 

15.0 

BANTA 

770.6 

27 

-1 

1.4 

13.3 

184 

14 

0.5 

1.1 

1.95 

1.44 

1.89 

2.18 

4.1 

13.0 

BIG  FLOWER  HOLDINGS 

483.9 

24 

1 

NA 

-22.4 

464 

NM 

0.3 

0.9 

0.00 

-1.79 

1.86 

2.24 

0.5 

15.0 

DONNELLEY  (R.R.) 

5789,3 

42 

14 

NA 

25.4 

449 

19 

1.2 

1.8 

1.98 

1.40 

1.94 

2.21 

3.2 

12.0 

INTERPUBLIC  GROUP 

9371.3 

69 

38 

14.5 

23.5 

750 

32 

2.7 

2.0 

0.87 

1.90 

2.30 

2.64 

2.0 

15.0 

OMNICOM  GROUP 

9014,8 

53 

26 

28.1 

24.8 

845 

34 

2.4 

2.1 

0.94 

1.37 

1.56 

1.92 

1.6 

15.4 

TRUE  NORTH  COMMUNICATIONS 

1267,2 

28 

14 

NM 

-12.8 

417 

NM 

1.0 

1.3 

2.13 

-1.17 

1.50 

1.72 

4.1 

14.2 

WORLD  COLOR  PRESS 

1142,5 

30 

12 

NM 

10.8 

178 

17 

0.5 

1-1 

0.00 

1.50 

1.84 

2.11 

0.9 

15.0 

YOUNG  &  RUBICAM 

1978.2 

30 

NA 

NA 

NM 

1953 

NM 

1.3 

1.4 

0.00 

-0.51 

1.09 

1.32 

1.5 

20.0 

(E)  OTHER  SERVICES 

GROUP  AVERAGE 

3143.4 

24 

-15 

35.4 

14.4 

360 

27 

1.3 

1.0 

0.51 

1.01 

1.15 

1.36 

3.0 

21.5 

ABM  INDUSTRIES  (10) 

712.3 

33 

9 

13  7 

13.4 

318 

25 

0.5 

1.4 

1.44 

1.22 

1.43 

1.65 

0.6 

17.0 

ACNIELSEN 

1574.3 

28 

13 

NM 

11.3 

344 

32 

1.1 

1.5 

0.00 

0.52 

0.93 

1.28 

1.6 

18.6 

AOMINISTAFF 

392.8 

27 

5 

26.3 

10.7 

478 

44 

0.3 

1.0 

0,00 

0.53 

0,67 

0.91 

7.7 

38.5 

AMK^F!  TECHNOLOGY 

743.9 

6 

NA 

NA 

NA 

167 

NA 

0.5 

0.4 

0,00 

0.52 

0.63 

0.71 

2.8 

23.5 

BORG  W.ARNER  SECURITY 

430.9 

18 

4 

NM 

16.0 

493 

33 

0.3 

1.2 

0.00 

0.79 

1,01 

1.40 

0.0 

15.0 

GDI 

534.9 

27 

-41 

52.2 

18.5 

230 

12 

0.3 

0.8 

0.00 

2.36 

2,32 

2.62 

1.9 

15.0 

CENDANT 

15179.1 

19 

-45 

NA 

10.3 

344 

35 

2.5 

1.2 

0.00 

0.08 

0,81 

1.08 

3.7 

20.0 
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Is  it  possible  to 
give  the 
performance 
.  of  a  lifetime 
very  single  day? 


When  running  a  department,  there  are  no  dress 
rehearsals.Which  is  why  you  need  a  server 
that  delivers  an  unforgettable  performance 
daily.  Designed  with  our  Highly  Parallel 
Systems  Architecture  and  dual  Pentium  II 
cessors,  the  new  Compaq  ProLiant  3000  has  all  the  power  you 
d.  And  the  unmatched  availability  to  handle  today's  demanding 
)artmental  applications.  To  see  how  it  outperforms 
competition  and  performs  under  budget,  contact 

o      7  pentium«n 

'w.compaq. com/servers/performance  or  1-800-AT-COMPAQ. 


UOMPAQ  Better  answers: 


INVESTMENT  OUTLOOK  SCOREBOARD! 


EARNINGS  PER  SHARE 


1999  ESTIMATES  FROM  ANALYSTS 


COMPANY  (FY) 

(VlARKET 
VALUE 
($  MIL.) 

RECENT 
SHARE 
PRICE 

1998 
PRICE 
CHANGE 

% 

EARNINGS 

GROWTH 
1993-97 
% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROWTH 
RATE 

„___ 

YIELD 

% 

1997 
ACTUAL 

.„™ 

l/B/E/S 
1998 
ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 

,'0 

LONG-TERM 
GROWTH 
RATE  1 
%  R 

t  1  1 

CINTAS  (5) 

5769.6 

55 

41" 

Is. 7  " 

'  lav ' 

841 

45 

"o733~ 

~  1.39 

1.65 

0.5 

20.0 

IMS  HEALTH 

10630.4 

66 

49 

30.0a 

20.2 

1383 

72 

8.7 

2.0 

0.18 

1.86 

1.61 

2,00 

1.0 

21.0 

INTERIM  SERVICES 

981.2 

21 

-20 

23.1 

7.3 

136 

17 

0.5 

0.7 

0.00 

1.05 

1.27 

1,58 

2.5 

24.0 

-com 

KELLY  SERVICES 

1113.0 

29 

-3 

15.8 

14.1 

186 

13 

0.3 

1.0 

3.17 

2.12 

2.23 

2.37 

1.3 

13.0 

MANPOWER 

■  1761.9 

22 

-37 

(MM 

19.2 

252 

14 

0.2 

0.9 

0.81 

1.97 

1.58 

1.87 

3.7 

15.0 

MODIS  PROFESSIONAL  SERVICES 

1336.7 

12 

-48 

82.6a 

7.3 

102 

14 

0.7 

0.5 

000 

0.93 

0,82 

1.08 

0.9 

27.0 

NORRELL  (10) 

436.8 

16 

-20 

62.7 

11.8 

183 

16 

0.3 

0.6 

1.00 

0.91 

1.38 

1.61 

2.5 

20.0 

NOVACARE  (6) 

195.8 

3 

-76 

11 

9.1 

33 

4 

0.1 

0.2 

0,00 

0.62 

0.91* 

0.42 

4.8 

20.0 

\{m. 

NOVACARE  EMPLOYEE  SERVICES  (6) 

167.5 

6 

-23 

NA 

10.1 

254 

28 

0.1 

1.0 

0.00 

NA 

0.17- 

0.33 

3.0 

35.0 

rat 

OLSTEN 

509.6 

8 

-50 

NA 

19 

74 

39 

0.1 

1.0 

2.13 

1.15 

0.56 

0.79 

7.5 

13.0 

lEipie 

REPUBLIC  INDUSTRIES 

7915.5 

17 

-27 

24.2 

8.5 

146 

23 

0.5 

0.5 

0.00 

0.46 

1.09 

1.30 

8.5 

27.5 

eioDei 

ROBERT  HALF  INTERNATIONAL 

4300.5 

47 

18 

59.3 

24.3 

849 

36 

2.6 

1,4 

0.00 

1.00 

1,39 

1,66 

4.8 

25.0 

SERVICE  CORP.  INTERNATIONAL 

9636. 1 

37 

2 

25.3 

12.5 

321 

26 

3.5 

1.3 

0.96 

1.47 

1.51 

1,81 

1.1 

18.5 

tiooli 

M 

fk;o 

SERVICEMASTER 

6383.4 

22 

10 

19.6 

20.3 

708 

34 

1.4 

1.9 

1.67 

0.55 

0.65 

0,76 

1.3 

17.3 

STAFF  LEASING 
UNITED  AUTO  GROUP 

213.1 

21?,  7 

9 

1  3 

-52 

-Zl 

76.5a 

NA 

53.1 

■  J  4 

351 

81 

7 
NM 

0.1 

0  1 

0.3 

0  6 

0.00 

0  00 

1.26 

-0,54 

0.94 

1  13 

1.13 

1  31 

2,7 

4,6 

30.0 
20.0 

INDUSTRY  AVERAGE 

(A)  EQUIPMENT  &  SERVICES 

GROUP  AVERAGE 

ADC  TELECOMMUNICATIONS  (10) 

AIRTOUCH  COMMUNICATIONS 

AT&T 

LUCENT  TECHNOLOGIES  (9) 

MCI  WORLDCOM 

OWEST  COMMUNICATIONS  INTL. 

SCIENTIFIC-ATLANTA  (6) 

SPRINT  (FON  GROUP) 

TELEPHONE  &  DATA  SYSTEMS 

TELLABS 

(B)  TELEPHONE  COMPANIES 


45655.4 


53 


29      18.6      25.1  828 


38 


3.8     2.3  1.39 


1.42 


1.67 


2.14 


9.5  17.8 


42600.3 

52 

29 

21.9 

8.2 

574 

50 

4.6 

2.3 

0.50 

0.94 

1.08 

1.68 

16.0 

24.3 

4030.0 

30 

-28 

30.1 

17.0 

441 

29 

2.9 

1,1 

0,00 

0-83 

1-08 

1.35 

3.0 

25.0 

32774.4 

57 

38 

71.6 

5.3 

402 

55 

7.0 

1.9 

0.00 

0.78 

1.02 

1.35 

6.7 

30.0 

109057  1 

62 

1 

2.8 

18.6 

453 

24 

2.1 

1.8 

2,12 

2.74 

3,47 

3.84 

8.6 

10.0 

113075.0 

86 

115 

NA 

19.7 

2297 

118 

3.8 

5.9 

0.19 

0.42 

0,73* 

2.14 

2.8 

20.0 

107963.9 

59 

95 

-1.2 

-6.5 

244 

NM 

10,1 

2.5 

0.00 

0.40 

0,78 

1.97 

2.5 

30.0 

13076.0 

40 

34 

-33.1 

-23.8 

355 

NM 

8.3 

NM 

0.00 

0.07 

-0,08 

0.30 

23.3 

45.0 

1528.0 

19 

16 

23.7 

12.4 

239 

19 

1.3 

1,0 

0.31 

0.78 

1.02* 

0.60 

18.3 

20.0 

31387.3 

73 

24 

10.0 

9.3 

337 

37 

2.0 

3.1 

1.37 

2.18 

1.92 

2.28 

5.3 

12.3 

2609.2 

43 

-8 

NM 

1.3 

118 

89 

1.5 

NM 

1.03 

-0.19 

-1.06 

0.57 

87.7 

20.5 

10501.9 

54 

2 

71.2 

28.6 

851 

29 

7.0 

0.9 

0.00 

1.42 

1.91 

2.37 

2.1 

30.0 

GROUP  AVERAGE 

49050.0 

54 

28 

14.9 

43.8 

nil 

28 

2.9 

2.4 

2.39 

1.94 

2.33 

2.66 

2.3 

10.6 

ALLTEL 

14544,7 

53 

29 

18.1 

16.1 

487 

27 

3,1 

2.2 

2.19 

2,70 

2.10 

2.56 

1.2 

11.5 

AMERITECH 

59730.3 

54 

34 

10,7 

32.0 

553 

17 

3.5 

2.6 

2.22 

2.08 

2.35 

2.60 

2,3 

9.0 

BELL  ATLANTIC 

87667,9 

56 

22 

15.8 

22.8 

696 

31 

2,8 

2,5 

2,77 

1,57 

2.74 

3.02 

1.3 

8.0 

BELLSOUTH 

85417.8 

87 

55 

33.5 

20.5 

537 

27 

3,8 

3.0 

1,65 

3.29 

3.26 

3.65 

2.5 

8.9 

CINCINNATI  BELL 

4296,6 

32 

2 

NM 

22,3 

664 

30 

2,0 

1.4 

1.27 

1.41 

1.33 

1.73 

3.5 

17.0 

FRONTIER 

5169.6 

30 

26 

NA 

11.1 

521 

47 

2,0 

2.0 

2,95 

0.33 

1.00 

1.23 

5.7 

15.0 

GTE 

59601-0 

62 

18 

29.8 

28.5 

726 

26 

2,4 

2.2 

3,04 

2.90 

3.09 

3.52 

0.9 

9.0 

SBC  COMMUNICATIONS 

93767  5 

48 

31 

-2,1 

31.9 

813 

24 

3,5 

2.1 

1,95 

0.80 

2.10 

2,39 

1.7 

10,8 

U  S  WEST 

31  r'S4  7 

.''09  b 

5001 

24 

2  7 

44 

2  4,"' 

3  ni 

(B)  RAILROADS 
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INDUSTRY  AVERAGE 

3383.0 

30 

-16 

20.9 

15.8 

199 

14 

0.6 

1.1 

0.86 

2.41 

2.60 

3.05 

11.4 

11.5 

— — 

(A)  AIRLINES 

It'V 

GROUP  AVERAGE 

4034.7 

37 

-17 

19.1 

28.0 

217 

9 

0.5 

0.9 

0.03 

4.42 

4.48 

4.90 

19.0 

9.4 

ALASKA  AIR  GROUP 

981.4 

37 

-3 

NM 

14  8 

129 

8 

0,5 

0,7 

0-00 

3.53 

6.81 

6,38 

15-5 

8.0  1 

AMERICA  WEST  HOLDINGS 

563.7 

14 

-24 

NA 

16,4 

85 

6 

0.3 

0.6 

0.00 

1.63 

2,33 

2.18 

17.9 

11.0  ■! 

AMR 

1 1420,3 

66 

3 

NM 

20,3 

174 

9 

0,6 

0.9 

0.00 

5.39 

7.75 

7,08 

12,1 

9.0  W- 

CONTINENTAL  AIRLINES 

2104.3 

35 

-27 

NM 

36.1 

193 

7 

0,3 

0.6 

0.00 

5.03 

6.17 

5.88 

15.5 

10.0  M 

DELTA  AIR  LINES  i^i 

7705.5 

54 

-10 

NM 

25,9 

197 

8 

0  5 

1,0 

0-19 

5,52 

6,34* 

;.04 

4-0 

8.5  H 

NORTHWEST  AIRLINES 

2036.7 

25 

-48 

NM 

NM 

NM 

NM 

0-2 

NM 

0,00 

5,29 

-1,40 

3.72 

20.4 

8.5  P" 

SOUTHWEST  AIRLINES 

7295-0 

22 

32 

19,1 

18-2 

321 

18 

1,8 

1,4 

0,14 

0.93 

1.28 

1.33 

9.4 

12.0  1 

TRANS  WORLD  AIRLINES 

294.7 

5 

-49 

NA 

-27.3 

109 

NM 

0.1 

NM 

0.00 

-1.98 

-0.92 

-1.06 

69.8 

NA  1 

UAL 

3383,5 

64 

-31 

NA 

21-3 

102 

10 

0,2 

0.6 

0.00 

9.04 

10.67 

9.98 

13.1 

10.0  1 

US  AIRWAYS  GROUP 

4561.8 

52 

-16 

NM 

126.3 

642 

6 

0.5 

1,1 

0.00 

9.87 

5.73 

6.50 

11.2 

8.0  J 

GROUP  AVERAGE 

12150.3 

39 

-9 

11.3 

8.1 

180 

15 

1.7 

1.5 

2.14 

2.27 

1.52 

2.57 

8.1 

11.2  1 

BURLINGTON  NORTHERN  SANTA  FE 

15949,2 

34 

10 

16,5 

14,3 

212 

15 

1.8 

1,2 

1.41 

1.88 

2.37 

2,61 

3.1 

11,8  1 

CSX 

9099.7 

42 

-23 

20.7 

10  8 

152 

14 

0.9 

1,7 

2.88 

3.62 

2.31 

3.13 

7.7 

10.6  1 

NORFOLK  SOUTHERN 

11523.4 

30 

0 

NA 

11  8 

197 

17 

2.7 

1,6 

2.63 

1.84 

1.72 

2,16 

9.3 

11.0  1 

UNION  PACIFIC 

12028.7 

49 

-22 

-3.3 

-4,5 

158 

NM 

1.2 

NM 

1.65 

1.74 

-0.31 

2.36 

12.3 

11.3  1 

(C)  TRANSPORTATION  SERVICES 

GROUP  AVERAGE 

1962,4 

28 

-21 

43.6 

11.3 

214 

18 

0.5 

1.0 

1.05 

1.48 

2.09 

2.54 

5.1 

13.9  1 

AIR  EXPRESS  INTERNATIONAL 

751,2 

22 

-27 

21,1 

17,0 

251 

15 

0.5 

1.0 

1,08 

1,41 

1,48 

1.69 

5.4 

15.0  1 

AIRBORNE  FREIGHT 

1288.7 

27 

-14 

33.6 

17,7 

176 

10 

0.4 

0.8 

0.60 

2.45 

2.81 

4,05 

6.8 

12.0  1 

AVIS  RENT  A  CAR 

725.1 

21 

-34 

NA 

9.5 

114 

12 

0.3 

0.7 

0.00 

0.88 

1,76 

2.07 

3.9 

16.0  1 

BUDGET  GPOUP 

449.5 

13 

-64 

205.7a 

10.3 

69 

8 

0.2 

0.3 

0.00 

1.60 

1.90 

2.10 

10.0 

20.0 

CNF  TRANSPORTATION 

1703,9 

36 

-8 

47.2 

16.7 

226 

15 

0.4 

0.8 

1-12 

2.19 

2.85 

3.33 

6.1 

15.0 

S  S  DIRECTOR 
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EARNINGS  PER  SHARE 


1998  EARNINGS 


PRICE  AS 


P-E 


l/BTE/S 


MARKET 

RECENT 

PRICE 

GRO^VTH 

RETURN 

%0f 

PRICE- 

TO 

1998 

1/B/E/S 

VARIA- 

GROWTH 

VALUE 

SHARE 

CHANGE 

1993-97 

ON 

BOOK 

P-E 

SALES 

GROWTH 

YIELD 

1997 

ANALYST 

CON- 

TION 

RATE 

COMPANY  (FY) 

(S  MIL) 

PRICE 

EQUITY 

VALUE 

RATIO 

RATIO 

RATE 

ACTUAL 

EST. 

SENSUS 

% 

% 

FDX  t 

9566.5 

65 

6 

13.1 

11.8 

234 

20 

0.6 

1-^ 

0.00 

3.34 

4.07 

4.56 

5.5 

13.0 

FRITZ  ;5) 

351.3 

10 

-30 

-9.2 

8.1 

135 

17 

0.3 

1.2 

0.00 

0.50 

0.69 

0.85 

8.2 

12.0 

GATX 

1862.7 

38 

4 

NM 

^.8 

261 

NM 

1.1 

0.9 

2.65 

-1.28 

2.83 

3.22 

4.2 

15.0 

HERTZ 

3971.3 

37 

-9 

NA 

19.5 

324 

15 

1.0 

0.9 

0.54 

1.86 

2.47 

2.78 

1.4 

17.0 

PinSTON  BAX  GROUP 

171.3 

9 

-67 

NA 

-3.6 

58 

NM 

0.1 

NM 

2.76 

1.62 

-0.90 

1.13 

7.2 

10.5 

ROBINSON  (C.H.)  WORLDWIDE 

929.7 

23 

1 

-6.1 

10.7 

575 

58 

0.5 

1.5 

1.06 

0.28 

1.03 

1.18 

1.7 

15.0 

RYDER  SYSTEM 

2064.9 

29 

-13 

NA 

15.4 

189 

13 

0.4 

1.2 

2.10 

2.05 

2.35 

2.76 

1.1 

10.5 

TRINITY  INDUSTRIES  r 

1675.2 

39 

-13 

NA 

".  S  ^ 

174 

9 

0.6 

1.0 

1.76 

2.36 

3.81 

4.28 

5.1 

10.0 

(D)  TRUCKING  &  SHIPPING 

GROUP  AVERAGE 

493.4 

20 

-12 

4.9 

13.4 

163 

12 

0.3 

1.2 

0.96 

1.45 

1.63 

1.81 

13.6 

10.1 

ALEXANDER  &  BALDWIN 

1028.4 

23 

-16 

9.1 

9.2 

143 

16 

0.8 

1.7 

3.91 

1.80 

1.40 

1.57 

5.1 

9  5 

ARKANSAS  BEST 

115.2 

6 

^0 

-2.0 

11.9 

70 

6 

0.1 

0.8 

0.00 

0.84 

1.00 

1.14 

7.9 

7.5 

CONSOLIDATED  FREIGHTWAYS 

271.4 

13 

-8 

0.3 

8.8 

108 

13 

0.1 

1.4 

0.00 

0.89 

1.22 

1.32 

23.5 

7.5 

HUNT  (J.B.)  TRANSPORT  SERVICES 

676.5 

19 

1 

-25.4 

11.7 

185 

16 

0.4 

1.2 

1.05 

0.31 

1.27 

1.60 

8.8 

12.0 

LANDSTAR  SYSTEM 

430.5 

41 

55 

14.7 

28.1 

406 

15 

0.3 

1.0 

0.00 

1.96 

2.77 

2.95 

3.4 

15.0 

ROADWAY  EXPRESS 

305.7 

15 

-33 

-2.0 

11.4 

118 

10 

0.1 

1.5 

1.35 

1.80 

1.25 

1.42 

19.0 

8.0 

USFREIGHTWAYS 

705  8 

27 

-17 

15  1 

15.0 

160 

11 

0.4 

0.7 

1.39 

2  19 

2.57 

2.77 

12.6 

14.0 

YELLOW 

.?S  7 

7.5  1 

EH 

INDUSTRY  AVERAGE 

5194.2 

35 

2 

6.5 

8.3 

191 

20 

1.2 

3.8 

4.11 

1.93 

2.07 

2.36 

5.0 

5.8  1 

(A)  ELECTRIC.  WATER  &  C0GENERAT10N 


GROUP  AVERAGE 

5774.4 

35 

6 

6.1 

9.8 

191 

19 

1.3 

4.1 

4.27 

1.91 

2.16 

2.35 

4.4 

4.9 

AES 

8235.0 

46 

-2 

22,5 

15.8 

481 

30 

3.5 

0.9 

0.00 

1.11 

1.59 

2.14 

7.5 

30.0 

ALLEGHENY  ENERGY  : 

4139.9 

34 

4 

5.2 

13.2 

202 

14 

1.6 

4.8 

5.09 

2.30 

2.36 

2.45 

3.7 

3.0 

AMEREN 

5651.6 

41 

-5 

1.2 

12.1 

181 

14 

1.7 

4.9 

6.17 

2.82 

2.83 

2.88 

3.8 

3.0 

AMERICAN  ELECTRIC  POWER 

8873.2 

46 

-10 

14.3 

11.7 

183 

15 

0.8 

4.8 

5.18 

3.28 

3.25 

3.45 

2.0 

3.0 

BALTIMORE  GAS  &  ELECTRIC 

4563.3 

31 

-10 

-1.8 

9.7 

152 

15 

1.4 

3.3 

5.47 

1.72 

2.35 

2.44 

2.0 

4.0 

SEC  ENERGY 

1946.3 

41 

9 

4.4 

11.3 

182 

15 

1.2 

5.1 

4.56 

2.71 

2.69 

2.91 

3.8 

3.0 

CALENERGY 

1864.5 

31 

9 

-8.1 

6.6 

227 

32 

0.8 

1.2 

0.00 

0.75 

2.17 

2.22 

5.9 

12.5 

CAROLINA  POWER  &  LIGHT 

7018.0 

46 

9 

6.1 

13.9 

237 

16 

2.2 

3.2 

4.18 

2.66 

2.94 

3.12 

1.3 

5.0 

CENTRAL  &  SOUTH  WEST 

5838-3 

28 

2 

4.1 

11.0 

159 

14 

1.1 

4.7 

6.33 

1.55 

1.96 

1.98 

3.5 

3.0 

CINERGY 

5479.9 

35 

-10 

52.1 

11.4 

216 

18 

1.0 

3.1 

5.21 

2.28 

2.29 

2.65 

2.3 

4.9 

CITIZENS  UTILITIES 

2084.4 

8 

-14 

^.1 

7.8 

118 

15 

1.4 

2.6 

0.00 

0.04 

0.31 

0.35 

8.6 

10.0 

CMS  ENERGY 

5452.6 

49 

11 

NA 

12.1 

284 

NA 

1.0 

1.8 

2.71 

2.51 

2.74 

3.15 

1.6 

10.0 

CONECTIV 

2464.6 

23 

0 

-1.5 

7.0 

132 

15 

1.0 

4.0 

6.70 

1.66 

1.65 

1.75 

1.7 

3.5 

CONSOLIDATED  EDISON 

11732.0 

51 

24 

2.6 

11.3 

194 

17 

1.6 

8.5 

4.17 

2.95 

2.99 

3.09 

2.9 

2.0 

DOMINION  RESOURCES 

9023.4 

46 

9 

-8.9 

9.5 

166 

15 

1.0 

5.5 

5.59 

2.15 

2.82 

3.00 

3.3 

3.0 

DPL 

3220.5 

20 

4 

6.1 

13.9 

242 

16 

2.3 

4.0 

4.70 

1.20 

1.25 

1.31 

1.5 

4.0 

DTE  ENERGY 

6328.9 

44 

26 

-3.6 

12.5 

172 

14 

1.5 

4.7 

4.72 

2.88 

3.07 

3.14 

2.5 

3.0 

DUKE  ENERGY 

22629.0 

63 

13 

4.4 

13.9 

281 

19 

1.3 

2.3 

3.52 

2.50 

3.40 

3.63 

2.2 

8.0 

EDISON  INTERNATIONAL 

9699.5 

28 

1 

5.2 

11.5 

190 

16 

1.0 

2.1 

3.78 

1.73 

1.84 

1.95 

3.1 

7.0 

ENERGY  EAST 

3351.6 

53 

49 

5.4 

10.6 

196 

18 

1.4 

3.6 

3.02 

2.57 

2.93 

3.18 

5.7 

5.0 

ENTERGY 

7226.9 

29 

-2 

-20.8 

5.5 

105 

17 

0.5 

4.9 

4.09 

1.03 

2.00 

2.03 

3.0 

3.0 

FIRSTENERGY 

7334.4 

31 

7 

273.2 

7.9 

165 

16 

1.5 

4.8 

4.85 

1.94 

2.15 

2.46 

2.4 

3.0 

FLORIDA  PROGRESS 

4148.7 

43 

9 

-29.1 

10.2 

222 

21 

1.2 

3.8 

5.01 

0.56 

2.80 

2.85 

7.7 

4.0 

FPL  GROUP 

11079.1 

61 

3 

11.6 

12.4 

216 

16 

1.7 

2.7 

3.27 

3.57 

3.83 

4.03 

1.7 

6.0 

GPU 

5606.5 

44 

4 

1.2 

10.8 

160 

14 

1.3 

3.8 

4.70 

2.77 

3.33 

3.17 

3.2 

3.5 

HAWAIIAN  ELECTRIC  INDUSTRIES 

1246.4 

39 

-5 

3.8 

10.6 

151 

13 

0.8 

4.4 

6.37 

2.75 

2.93 

2.97 

2.0 

3.0 

HOUSTON  INDUSTRIES 

S993.2 

32 

18 

-0.4 

5.4 

186 

35 

0.8 

3.1 

4.74 

1.65 

1.88 

2.04 

2.0 

5.5 

ILLINOVA 

1940.8 

27 

0 

NM 

-2.1 

148 

NM 

0.8 

NM 

4.58 

1.41 

-0.10 

1.98 

5.6 

5.0 

LGiE  ENERGY 

3631.0 

28 

13 

4.3 

11.8 

286 

19 

1.4 

4.2 

4.39 

1.47 

1.67 

1.79 

3.9 

4.0 

MIDAMERICAN  ENERGY  HOLDINGS 

2446.7 

26 

18 

0.7 

10.9 

196 

17 

1.3 

9.0 

4.62 

1.42 

1.44 

1.50 

2.0 

2.0 

NEW  CENTURY  ENERGIES 

5370.1 

48 

0 

0.2 

13.1 

220 

16 

1.5 

3.0 

4.83 

2.50 

3.18 

3.35 

1.5 

5.0 

NEW  ENGLAND  ELECTRIC  SYSTEM 

2498.4 

42 

-2 

3.7 

12.5 

156 

12 

1.0 

7.0 

5.65 

3.39 

2.98 

3.07 

4.6 

2.0 

NIAGARA  MOHAWK  POWER 

2880.7 

15 

46 

-12.3 

-3.6 

90 

NM 

0.7 

2.9 

0.00 

1.01 

0.44 

0.33 

51.5 

12.0 

NIPSCO  INDUSTRIES 

3464.1 

29 

19 

7.5 

14.8 

305 

19 

1.2 

2.8 

3.28 

1.53 

1.64 

1.77 

2.3 

6.3 

NORTHEAST  UTILITIES 

2058.1 

16 

33 

NM 

-0.9 

95 

NM 

0.5 

NM 

0.00 

-1.01 

-0.26 

1.09 

11.0 

1.0 

NORTHERN  STATES  POWER 

4139.1 

27 

-7 

1.5 

10.0 

170 

16 

1.5 

2.9 

5.26 

1.61 

1.88 

2.01 

2.0 

5.0 

OGE  ENERGY 

2256.6 

28 

2 

3.8 

15.7 

213 

14 

1.3 

4.3 

4.76 

1.62 

1.87 

1.83 

2.7 

3.5 

PACIFICORP 

5574.0 

19 

-31 

-13.4 

1.9 

139 

72 

0.9 

6.9 

5.76 

0.68 

0.90 

1.26 

6.3 

3.0 

PECO  ENERGY 

8989.8 

40 

55 

-12.4 

14.0 

288 

19 

1.7 

3.6 

2.49 

1.44 

2.60 

2.72 

5.5 

4.3 

PG&E 

11834.3 

31 

2 

-6.9 

7.3 

149 

19 

0.6 

4.0 

3.88 

1.75 

1.79 

2.08 

5.8 

4.3 

PINNACLE  WEST  CAPITAL 

3860.7 

46 

8 

9.1 

10.4 

179 

17 

1.8 

2.9 

2.85 

2.74 

2.86 

3.09 

1.9 

5.5 

POTOMAC  ELECTRIC  POWER 

3089.2 

26 

1 

-8.1 

8.6 

160 

18 

1.5 

7.2 

6.37 

1.38 

1.80 

1.87 

2.1 

2.0 

PP&L  RESOURCES 

4292.6 

27 

14 

-3.4 

19.8 

247 

13 

1.2 

6.9 

3.65 

1.80 

1.97 

2.00 

3.5 

2.0 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

8954.7 

39 

23 

1.3 

12.0 

172 

14 

1.5 

7.1 

5.54 

2.41 

2.76 

2.74 

3.7 

2.0 

PUGETSO^ND  ENERGY 

2293.7 

27 

-10 

-7.9 

9.4 

172 

16 

1.3 

3.9 

6.78 

1.28 

1.77 

1.89 

1.6 

3.9 

SCANA 

3380.0 

33 

9 

3.0 

13.3 

191 

14 

2.0 

3.9 

4.72 

2.06 

2.11 

2.19 

1.4 

4.0 

SOUTHERN 

205fe?  3 

30 

14 

-2.5 

11.7 

204 

17 

1.7 

4.2 

4.54 

1.42 

1.77 

1.87 

1.6 

4.0 
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I99'j  American  Plastics  Council 


It's  true.  In  the  last  20  years,  empty  milk  jugs 
have  lost  a  lot  of  weight.  In  fact,  plastics  are 
helping  lots  of  products  and  packaging  slim 


product  with  less  packaging.  •  Even  the  plastic 
grocery  bag  uses  70  percent  less  plastic  than  it 
did  in  1976.  Big  deal?  You  bet.  Now  it  would 


Would  You  Believe  The  Jug 
On  The  Right  Is  45%  Lighter  ? 


down.  That  means  using  less  energy  and  fewer 
raw  materials  to  make  them.  Best  of  all,  the  milk 
jug  on  the  right  still  holds  the  same  amount  ; 
of  milk,  delivering  such  benefits  as  shatter- 
resistance,  a  tamper-evident  seal,  a  resealable  cap 
and  a  convenient  handle.  •  Soft  drink  bottles  are 
slimmer  too.  That  allows  trucks  to  deliver  more 


take  five  trucks  to  deliver  as  many  paper  sacks 

as  one  truckload  of  plastic  bags.  Which  also 

saves  fuel.  •  To  learn  more,  call  the  American 

Plastics  Council  at  1.800.7779500  for  a  free 

booklet.  •  You'll  find  that,  for  a  lightweight, 

the  benefits  of  plastics  American 

Plastics 


are  still  pretty  heavy.      '/ , Council ® 


PLASTICS    MAKE    IT  POSSIBLE. 

Visit  us  at  http;//www.plasticsresource.com 


Announcing  The  8th  Annual  Business  Wp 


Cyr  O 


R  B  U  L  E  N  C  H 


RISK  AND  REWARD  IN 


Addressing  Todays  Concerns. 
Positioning  for  Tomorrow's  Opportunities. 

Being  a  CFO  today  is  a  daunting  endeavor.  Turmoil  in  the 
international  markets,  demanding  shareholder  expectations, 
and  shifting  priorities  at  home.  Today's  CFO  has  to  be  inno- 
vative, ensuring  continued  corporate  performance  whatever 
the  external  challenges.  And  in  the  current  market,  discern- 
ing value  is  as  important,  and  as  complicated,  as  creating  it. 

What  better  place  to  address  the  potential  risks  and  rewards 
than  at  The  Eighth  Annual  Business  Week  Forum  of  Chief 
Financial  Officers.  In  a  focused,  retreat  setting,  you'll 
gather  to  exchange  ideas  and  experiences  with  your 
fellow  CFOs  from  the  nation's  largest  and  most  presti- 
gious companies. 

These  CFO  perspectives  will  be  complemented  by  other 
critical  voices  that  affect  business  strategy  -  the  CEO, 
board  members,  customers,  and  shareholders.  Together, 
you'll  gain  fresh  insights  as  to  why  turbulence  in  the  global 
economy  is  influencing  business  strategy  in  corporations 
across  America  and  how  you  can  determine  the  right 
course  of  action  for  your  company. 

Reserve  your  place  now  at  The  Eighth  Annual  Business 
Week  Forum  of  Chief  Financial  Officers  and  make  sure  today's 
moves  are  positioning  you  to  win  in  tomorrow's  market. 


Confirmed  Speah  k 


James  A.  Parke 

senior  vice-president, 
finance  and  CFO, 
GE  Capital  Sevices 


Thomas  J.  Meredit  foffi 

senior  vice-president  ' 
and  CFO,  Dell  Comput 
Corporation 


Ann  Winblad 

partner, 

Hummer  Winblad 
Venture  Partners 


Richard  N.  Cooper  ^jjj 
Boas  professor  of  inte 
economics,  Harvard 
former  chairman,  Fed( 
Reserve  Bank  of  Bostr 


Presented  in  association  with 

American  International  Group, 
IBM  Global  Financing 
KPMG  Peat  Marwick  LLP 
MiLLiMAN  &  Robertson,  Inc. 
SAS  Institute  Inc. 

MARCH  10-12,  1999 
THE  PHOENICIAN 
SCOTTSDALE,  ARIZONA 


TVICE'I 
tijl 
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BusinosilVVeck 

EXECUTIVE  PROGRAMS 


1 

iKuM  OF  Chief  Financial  Officers 


E  A 


IW  ECONOMY 


ilude, 


'  Covey 


I  and  vice-president, 
nee  and  administration, 
D"      I  azon.com.  Inc. 


Frank  Cotroneo 

senior  vice-president 
and  CFO,  IVlasterCard 
International 


-ICy 


lessoioliniei 
:i,Haivariilli 

8antofBostl 


ROUP) 


mas  J.  Voipe 

ior  vice-president, 
ncial  operations, 
Interpublic  Group 
ompanies.  Inc. 


Dorothy  Leonard 

author,  Wellsprings  of  Knowledge:  Building 
and  Sustaining  the  Sources  of  Innovation; 
William  J.  Abernathy  professor  of  business 
administration.  Harvard  Business  School 


register  or  for  more  information. 

Vf;  888-239-6878  •  FAX:  212-512-6281 
ML:  julie_terranova@businessweek.com 
ON  DEMAND:  888-239-6878,  Document  #70 


sponsorship  information,  contact  Mark  Flinn 
WE:  212-512-4773 

the  Forum's  website  for  additional  speakers  and  program  details 

://conferences.businessweek.com/  1999/cfo/ 

idance  is  limited  to  Senior  Financial  Expculives  of  leading 
h  American  corporations. 

^ 
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A  Division  of  The  McGraw-Hill  Companies 


INVESTMENT  DUTLUUK  SUUKbbUAKU 


EARNINGS  PER  SHARE 


1999  ESTIMATES  fROM  AWALYSn 


MARKET 
VALUE 

It  Mil  1 

MIL. J 

RECENT 
SHARE 
PRICE 

IQQfi 

PRICE 
CHANGE 

% 

GROWTH 
1993-97 

% 

RETURN 

ON 
EQUITY 

rnlLft  Mo 

%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 
TO 
GROWTH 
RATE 

YIELD 
% 

1997 

I/B/E/S 
1998 
ANALYST 
EST 

I/B/E/S 
CON- 

VARIA- 
TION 

% 

LUWo-ltnlVI 

GROWTH 
RATE 

% 

TECO  ENERGY 

3541.7 

27 

-4 

6.5 

13.3 

233 

18 

1.8 

3.1 

4.61 

1,61 

1-76 

1.87 

1 .6 

5.0 

TEXAS  UTILITIES 

12506.8 

45 

7 

14.6 

7. 1 

1 52 

20 

1.0 

3.2 

4.94 

2.85 

2.81 

3.20 

1 .3 

5.0 

UNICOM 

8175.6 

38 

23 

NM 

-2.6 

161 

NM 

1,1 

3.5 

4.25 

-1,10 

2,16 

2.53 

3.2 

5.0 

UTILICORP  UNITED 

1834.5 

35 

-9 

6.3 

11.5 

168 

1 5 

0. 1 

2.9 

5. 12 

2  AS 

2.40 

2.56 

1.6 

5.0 

WASHINGTON  WATER  POWER 

1024.8 

18 

-25 

8.0 

9.8 

137 

13 

0.3 

3.1 

2.62 

1.96 

1,47 

1.62 

3,7 

4.0 

2300  1 

35 

-19 

28  4 

2.5 

1 12 

44 

1.1 

4.4 

6.13 

7.51 

2.65 

2.39 

11.7 

3  0 

3566.4 

31 

3 

-26.0 

7.2 

189 

26 

1.8 

5.5 

5.04 

0.54 

1.88 

2.14 

1.4 

3.0 

(B)  GAS,  OIL  &  TRANSMISSION 

uKUUr  AvtKAut 

- 1 5 

7  9 

2  7 

1 90 

24 

0  9 

2  6 

3  50 

2  00 

1  72 

2  38 

7  6 

9  3 

AGL  RESOURCES  t'ji 

1233.4 

22 

5 

5. 1  b 

12.3 

188 

15 

0.9 

3, 1 

5.01 

1.37 

1.41 ' 

1.39 

2,9 

5.0 

COLUMBIA  ENERGY  GROUP 

4735.8 

57 

8 

13.1 

13.3 

245 

19 

0.7 

1 .5 

1.41 

3.27 

3.51 

3.89 

2.3 

1 1 .0 

CONSOLIDATED  NATURAL  GAS 

5209.4 

54 

-10 

12.1 

1 1 .8 

220 

19 

1 .4 

2. 1 

3.57 

3. 1 5 

2.96 

3.74 

2.7 

8.6 

EL  PASO  ENERGY 

4094.5 

34 

3 

7.4 

9.2 

200 

19 

0.7 

1 .5 

2.24 

1 .59 

1 .84 

2.09 

1 .9 

12.0 

EQUITABLE  RESOURCES 

1093.2 

29 

-17 

-1.1 

8.7 

133 

1 5 

0,8 

2.9 

4.01 

2. 16 

1.37 

1.86 

4.3 

7.5 

K  N  ENERGY 

1968.6 

44 

-19 

NA 

7.3 

156 

18 

0.5 

1 .2 

2.56 

2.45 

2.76 

3.38 

5.6 

13.0 

MCN  ENERGY  GROUP 

1495.7 

19 

-53 

12.9 

-26.0 

152 

NM 

0.7 

1 .6 

5.39 

1 .91 

1 .44 

1 .55 

5.8 

8.0 

NATIONAL  FUEL  GAS  (9) 

1763.5 

46 

-6 

8.8b 

3.6 

196 

55 

1.4 

7.8 

3.92 

2.98 

0.84* 

3.22 

2.2 

7,0 

NICOR 

2003.4 

42 

0 

7,4 

16.4 

266 

16 

1 .2 

2.7 

3.52 

2.61 

2.59 

2.82 

1 .4 

6.0 

ONEOK  (8) 

1099.3 

35 

-14 

16.2 

6.4 

94 

16 

0.6 

2.0 

3,56 

2.13 

2.23* 

4.46 

2.1 

8.0 

SONAT 

3266.7 

30 

-35 

-9.5 

-36,2 

243 

NM 

0.8 

o  n 

Z.u 

3.64 

2  01 

1  '3'5 
1  .O^ 

I  .OH 

D.  / 

1  1  n 
1  1  .u 

UGI  fO) 

802.2 

24 

-17 

13.4b 

9.8 

204 

20 

0.6 

3.1 

5.99 

1.57 

1.22* 

1.66 

2.4 

6.5 

WESTERN  GAS  RESOURCES 

299.4 

9 

-58 

NM 

-4.2 

64 

NM 

0.1 

NM 

2.15 

-0.28 

-0.27 

0.27 

59.3 

10.0 

WILLIAMS 

12323.3 

29 

1 

NA 

5.3 

292 

49 

1.8 

1.9 

2.08 

1.04 

0.91 

1.28 

6.3 

17.0 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


a 

A&PIOc 

Abbott  Laboratories  12b 
ABM  Industries  21e 
ACNielsen  21  e 
ADCTelecomm,22a 
Administaff  21e 
Advanced  Micro  9d 
Advanta  17a 
Aeroquip-Vickers  15a 
AES24a 
Aetna  17b 

Affiliated  Computer  Svcs,  18c 

AFIAC  17b 

AGC015C 

AGL  Resources  24b 

Air  Express  Intl.  23c 

Air  Products  &  Chemicals  4 

Airborne  Freight  23c 

Airgas  21b 

AirTouch  Communications  22a 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  6d 
Albertson's  10c 
Alcoa  16a 

Alexander  &  Baldwin  23d 
Allegheny  Energy  24a 
Allegheny  Teledyne  5 
Allegianc«21b 
Allergan  12b 
AlliedSignal  5 
Allmerica  Financial  17b 
Allstate  17b 
Alltel  22b 
Amazon  com  8 
Amerada  Hess  11a 
Ameren  24a 
America  Online  18c 
America  West  Holdings  23a 
Amencan  Bankers  Insurance  17b 
Aiiit-rican  El(»;tric  24a 
American  Express  17a 
Amenc-'iii  Financial  Group  17b 
Americ?'!  Genn'^l  17b 
American  'ireetliiHS  14d 
Americ:ji.Kiie1?b 
American  Inl  ;roiio17b 
American  Mecl.  'I  Sec.  12c 
American N  itii. I  ,Tl7b 


Amencan  Standard  13a 
Amencan  Stores  10c 
AmeriSource  Health  12a 
Ameritech  22b 
Ames  Dept.  Stores  8 
Amgen  12b 
Amkor  Technology  21e 
Amoco  11a 
AMP9d 
AMR  23a 

ArnSouth  Bancorporation  3c 
Analog  Devices  9d 
Anheuser  Busch  6c 
Anixtei  International  5 
Aon  17b 
Apache  11a 
Apple  Computer  18b 
Applied  Industnal  Tech.  21b 
Applied  Materials  15c 
Applied  Power  15b 
Apna  Healthcare  Group  12c 
Archer  Daniels  10b 
Arkansas  Best  23d 
Armco  16b 
Armstrong  World  6b 
Arrow  Electronics  21b 
Arvin  Industnes  2b 
Asarco  16c 

Ascend  Communications  18c 
Ashland  11a 

Associated  Banc-Corp  3a 
Associates  First  Capital  17a 
AT&T  22a 

Atlantic  Richfield  11a 
Automatic  Data  18c 
AutoZone  8 
Avery  Dennison  7b 
Avis  Rent  A  Car  23c 
Avnet 21b 
Avon  Products  6d 
AVXSd 

a 

Baker  Hughes  lib 
Ball  7a 

Baltimore  G&E  24a 
Bank  of  New  Yoik  3a 
BanK  One  3b 
BankAmerica  3c 
BanklBoston  3a 


Bankers  Trust  3a 
Banta  21d 
Bard  ICR.)  12d 
Barnes  &  Noble  8 
Bausch&Lomb12d 
Baxter  International  12d 
BB&T  3c 
Bear  Stearns  17a 
BEG  Energy  243 
Beckman  Coulter  9c 
Becton,  Dickinson  12d 
Bell  Atlantic  22b 
BellSouth  22b 
Belo  (AH.)  20b 
Bemis  7b 

Bergen  Brunswig  12a 
Berkley  (W.R.)  17b 
Best  Buy  6b 
Bestfoods  10b 
Bethlehem  Steel  16b 
Beverly  Enterpnses  12c 
Big  Flower  Holdings  21d 
Bindley  Western  Inds.  12a 
BJ Services  lib 
Bl's  Wholesale  Club  8 
Blacks  Decker  15b 
Block  (H&R)17a 
BMC  Software  18c 
Boeing  1 

Boise  Cascade  19b 
Boise  Cascade  Office  Prods,  21b 
Borders  Group  8 
Borg-Warner  Automotive  2b 
Borg-Warner  Security  21e 
Boston  Scientific  1 2d 
Bowater19b 
Breed  Technologies  2b 
Briggs&Stratton15c 
Brinker  International  14a 
Bnstol-Myers  Squibb  12b 
Brown  Group  6a 
Brown-Forman  6c 
Browning-Fems21c 
Brunswick  14d 
Brylane  8 
Budget  Group  23c 
Burlington  Industries  15d 
Burlington  Northern  Santa  Fe  23b 
Burlington  Resources  11a 


Cabletron  Systems  18c 
Cablevision  Systems  20a 
Cabot  4 
CalEnergy  24a 
Campbell  Soup  10b 
Canandaigua  Brands  6c 
Capital  One  Financial  17a 
Cardinal  Health  12a 
Carlisle  15a 
Carnival  14d 
Carolina  Power  24a 
Carpenter  Tech  16b 
Case  15c 
Caterpillar  15c 
CBS  20a 
CDI  21e 

CDW  Computer  Centers  8 
CellStar21b 
Cendant 21e 
Centex  13b 

Central  &  South  West  24a 

Champion  Enterpnses  13b 

Champion  Intl.  19b 

Charter  One  Financial  17c 

Chase  Manhattan  3a 

Chevron  11a 

Chicago  Title  17a 

Chiquita  Brands  IntI  10b 

CHS  Electronics  18c 

Chubb  17b 

Cigna  17b 

Cincinnati  Bell  22b 

Cincinnati  Financial  17b 

CINergy24a 

Cintas21e 

Circuit  City  Group  6b 

Circus  Circus  14b 

Cisco  Systems  18c 

Clf  Group  17a 

Citigroup  17a 

Citizens  Utilities  24a 

CK£  Restaurants  14a 

Clear  Channel  Commons,  20a 

Clorox  6d 

CMS  Energy  24a 

CNA  Financial  17b 

CNf  transportation  23c 

Coastal  11a 

Coca-Cola  6c 


Coca-Cola  Enterprises  6c 
Coleman  14d 
Colgate-Palmolive  6d 
Coltec  Industries  15a 
Columbia  Energy  Group  24b 
Columbia/HCA  Healthcare  12c 
Comcast  20a 
Comdisco  18c 
Comerica  3b 

Commerce  Bancshares  3b 
Commercial  Metals  16b 
Compaq  Computer  18b 
Compass  Bancshares  3c 
CompuCom  Systems  18a 
CompUSA  18c 
Computer  Associates  18c 
Computer  Sciences  18c 
Compuware  18c 
ConAgra  10b 
Coneetiv  24a 
Conoco  11a 
Conseco  17b 
Consolidated  Edison  24a 
Cons,  Freightway,  23d 
Cons  Natural  fj,r,  24b 
Consolidated  Pa[u-r',  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Cordant  Technologies  1 
Corn  Products  IntI,  10b 
Corning  15a 
Corporate  Express  8 
Costco  8 

Countrywide  Credit  17a 
Coventry  Health  Care  12c 
Cox  Conimunications  20a 
Cracker  Barrel  14a 
Crane  15a 
Crestar  Financial  3c 
Crompton  &  Knowles4 
Crown  Cork  &  Seal  7a 
CSX  23b 

Cummins  Engine  15c 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industries  4 


El 

Dana  2b 

Danaher 15b 

Garden  Restaurants  14a 

Data  General  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Deere  15c 

Dell  Computer  18b 

Df'ta  Air  I  ines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dial  6d 

Diebold  18a 

Dillard's  8 

Dime  Bancorp  17c 

DiMon  6e 

Disney  (Walt)  14b 

Dole  food  10b 

Dollar  General  8 

Dominion  Resources  24a 

Donaldson,  bifkm  &  Jenrette  173 

Donnelley  (R,R,)21d 

Dover  1 5c 

Uow  (;tiemical  4 

Dow  lones  20b 

DPL  24a 

DTE  Energy  24a 

Duke  Energy  24a 

Dun&Bradstreet17a 

DuPont  4 

Dynegy  21b 

a 

Earthgraiii',  10b 
Eastman  Chemical  4 
Eastman  Kodak  14d 
Eaton  9a 
Ecolab  6d 

Edison  International  24a 
Edwards  (A  G  )  Ha 
EG&G5 

El  Paso  Energy  24b 
Electronic  Data  Systems  18c 
EMC  18b 
Emcor  Group  21a 
Emerson  I  leclric  9c 
Energy  Fast  24a 
Engelhard  16c 
Enron  21b 


Entergy  24a 
Equifax  17a 
Equitable  17b 
Equitat)le  Resources  24 
Essex  IntI,  16c 
Estee  Lauder  6d 
Everest  Reinsurance  17 
Fxide  15a 

Express  Scnpts12c 
Exxon  11a 


Family  Dollar  Stores  8 
Fannie  Mae  17a 
FDX  23c 

Federal-Mogul  2b 
Federated  Oept,  Stores 
Ferro  4 

Fifth  Third  Bancorp  3b 
Fingerhut  8 
First  American  3c 
First  American  Finl.  17a 
First  Brands  15a 
First  Data  18c 
First  Security  3d 
First  Tennessee  Natl,  3c 
First  Union  3c 
Firstar  3b 
FirstEnergy  24a 
Fleet  Financial  Group  3; 
Fleetwood  Ents,  13b 
Fleming  10a 
Florida  Progress  24a 
Flowserve  1 5c 
Fluor  21a 
EMC  15c 
Food  Lion  10c 
Foodmaker  14a 
Footstar  8 
Ford  Motor  2a 
Fort  lames  19b 
Fortune  Brands  15a 
Foster  Wheeler  21a 
Foundation  Health  12c 
FPL  Group  24a 
Franklin  Resources  17a 
Freddie  Mac  17a 
Ereeport  McMoRan  C&G 
Fritz  23c 
Frontier  22b 
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Now  THE  imEENET 

DELIVERS  THE  POWER  OF 

Standard&Foor's. 

Get  proprietary  analysis,  advice  and  recommendations 
WITH  S&P  Personal  Wealth,  And  get  3  months  FREE! 


Today  individual  investors  can 
gain  access  to  the  financial 
tools  Standard  &.  Poor's  has  to 
offer  —  instantly!  Presenting 
S&P  Personal  Wealth, 
u'ww.personalwealth.com,  the 
only  investment  management 
service  on  the  Internet  delivering 
S&P's  proprietary  analysis,  advice 
and  recommendations.  S&P 
Personal  Wealth  brings  professional-quality  investment 
assistance  directly  to  you.  And,  it's  from  one  of  the  most 
trusted  sources  on  Wall  Street. 

HERE'S  WHAT  S&P  PERSONAL  WEALTH 
HAS  TO  OFFER: 

•  S&P's  exclusive  buy,  sell  and  hold  recommendations 

•  Stock  and  mutual  fund  screening  using  S&P's 
proprietary  measures 

•  Financial  planning  with  specific  investment 
recommendations 

•  Portfolio  tracking  and  analysis 

•  Details  on  S&P's  indexes  and  managed  portfolios 

•  Free  real-time  stock  quotes 

•  Live  market  commentary  direct  from 
S&P's  analysts 


FREE  FOR  3  MONTHS  — 
A  $30  VALUE. 

Visit  S&P  Personal  Wealth  at 
www.personalwealth.ct)m  to  see 
how  it  can  help  you.  And  when 
you  do,  we'll  give  you  the  first 
three  months  free.  To  get  this 
offer,  just  type  in  BWl  in  the 
referral  code  area  on  the  subscrip- 
tion form.  It's  just  $9.95  per 
month,  tor  all  of  this  investment  advice. 

With  the  expertise  of  Standard  &  Poor's  1,200  analysts 
and  the  Internet's  speed  and  interactivity,  S&P  Personal 
Wealth  has  what  it  takes  for  savvy  investing.  And  now 
you  can  have  it  too! 

CLICK  ON  THE  STANDARD  &  POOR'S 
MARKETPLACE  ICON  FOR  MORE  HELP  WITH 
YOUR  INVESTMENTS. 

To  see  more  investor  products  from  Standard  &  Poor's,  go 
to  the  Marketplace  icon  on  the  S&P  Personal  Wealth 
homepage  or  call  1-800-949-3888.  There  are  additional 
investiir  products  to  choose  from  and  more  are  being 
added  all  the  time.  And  you  can  receive  them  via  mail, 
fax  or  the  Internet. 


Subscribe  today  at  www.personalwealth.com  (enter  referral  code:  BWl)  and  save  $30. 


STANDARD 
&POOR'S  DIRECT 

The  professional  edge  for  individual  investors. 
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ALPHABETICAL  LIST  OF  COIVIPANIES 

The  number  following  each  company  name  identihes  the  Scoreboard  category  under  which  it  is  listed 


Fruit  of  the  \mm  6a 

full(;r(H.B.)4 
rumitun;  liran'J',  6b 

a 

Galileo  IntUBc 
Gannett  20b 
Gap  8 

Gateway  2000 18b 
GATX  23c 
GenCorp  2b 
General  Dynamics  1 
General  tiectric  5 
General  Instrument  9b 
General  Mills  10b 
General  Motors  2a 
General  Nulritirm  10c 
General  Re  17b 
Genesis  Health  12c 
Genuine  Parts  21b 
Geon4 

Georgia-Pacific  Grrjup  19a 
Gillette  6d 
Global  OireetMail  8 
Golden  Slate  Bancorp  17c 
Gfjlden  West  17c 
Grjodrich  (B,K)  1 
Goodyear  fire^  Rubber  2c 
GPU  24a 
Grace  (WR)4 
Grainger  (WW)  21b 
Great  A»P  10c 
Great  Lakes  Chemical  4 
GfE  22b 
Guidanl12d 
Gulfslream  Aerospace  1 

a 

Hallihurloii  lib 
Hanna  (MA)4 
Hannaford  Brothers  10c 
Harcourt  General  5 
Harley  Davidson  14d 
Harman  International  6b 
Harnischff:(;er  tSc 
llarrah's  tritertainrnent  14b 
Harris  9b 
Harsco  15a 

Hartford  Financial  Services  17b 
Harttordlite17b 
Hasbro  14d 
Hawaiian  t  lectric  24a 
Hayes  ternmer/  liitl  2b 
HBO  »  Co  t8c 
Heallhsoiith  12c 
tieilif;  Meyers  6b 
Heinz  (HI)  10b 
Hellrjr  Financial  17a 
Hercules  4 
Hershey Foods  10b 
Hertz  23c 

Hewlett  Packard  18b 
Hibernia  3c 
Hillenbrand  t5a 
Hilton  Hotels  14c 
Hollinger  International  20b 
Home  Depot  8 
HomoBase  8 
HON  Industries  18a 
Honeywell  9c 
Hormel  Foods  10b 
Hortrm  (DR.)  13b 
Host  Marriott  Services  14a 
Household  Intl.  17a 
Houston  Industries  24a 
Howrnet  International  1 
Ilut*cll3a 

Hiigjir-  '  liT.tronicsSI) 
liur-ir,;,i;,j;.iv21b 
Humana  U:. 
Hunt  (J.Bj:j.i 
Huntingtoo  i.i'r.:  hares  3b 


IBM!  8b 
IBP  10b 

IKON  OHice  Solutions  5 
Illinois  tool  Works  15a 
lllinova  24a 
Imation  14d 
IMC  Global  4 
IMS  Health  21e 
InaCom  18c 
Ingersoll  Rand  15c 
Ingram  Micro  18c 
Inland  Steel  16b 
lntegrati:d  Health  Svcs  12c 
Intel  9d 

Interim  Services  21e 
International  Flavors  4 
Intl  Hnmcfrxids  10b 
IntI  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
Iomega  18b 
III  Industries  15c 


Jabil  Cimiil  9d 
Jacobs  Fngineering  21a 
Jefferson  Pilrjl  17b 
Johns  Manville  13a 
Johnson  K  lotinson  12d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 

CI 

K  N  Fiieigy  24h 
tOiiser  Aluminum  16a 
Kaufman  X  Broad  13b 
Keebler  Foods  10b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21e 
Kennametal  15b 
Kcrr-McGee  11a 
KeyCorp  3b 
Kimberly-Clark  19b 
KlA-fencor  9c 
Kmart  8 

Knight  Riddcr  20b 
Kohl's  8 
Ktoget  lOc 

a 

lalx)ralory(/ii|i  nl  Aiirm , 
lafarge  13a 
lands'Fnd8 
Landstar  System  23d 
Lear  2b 

I  eggett  A  Piatt  6b 

I  ehinan  Brrjthers  Ikjidings  1 7a 

lennar 13b 

Ir'xmaik  International  18b 
\VM  Inergy24a 
I  iberly  I  iiiancial  17b 
I  iberty  Media  8 
Lilly  (Ml)  12b 
I  united  8 

Lincoln  I  lectric  15b 
I  incoln  National  17b 
I  itton  Industries  9b 
I  iz  Claiborne  6a 
Lockheed  Martin  1 
Loews  17b 

Longs  Drug  Stores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
I  SI  Logic  9d 
I IV  16b 
lubrizoU 

Lucent  Technologies  22a 
Lyondcll  4 


12c 
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m\  Bank  3a 

Magellan  Health  Services  12c 
MagneTek  9a 
Mallirickrodt  12d 
Manpfjwer  21e 
Mark  IV  Industries  2b 
Marriott  Intl  14c 
Marsh  &  McLennan  17a 
Marsh  Supermarkets  10c 
Marshall  &llsley  3b 
Marshall  Industries  21b 
Masco  13a 
Mattel  14d 
Maxtor  18b 

May  Department  Strjrcs  8 
Maytag  6b 
MBNA  3a 
Mc&jrmick  10b 
McDermottU  Ray)  21a 
McDermott  Intl  15c 
McDonald's  14a 
McGraw  Hill  20b 
MClWrjrIdCom  22a 
McKesson  12a 
MCN  F.nergy  Group  24b 
Mead  19b 

MediaOne  Group  20a 
MedPartners  12c 
Medtrrjoic  12d 
Mellon  Bank  3a 
Mercantile  Bancorp.  3b 
Merck  12b 
Merisel  18a 
Meritor  Automotive  2b 
Merrill  lynch  17a 
Meyer  (Lred)  10c 
Michaels  Stores  8 
Micro  Warehouse  8 
MicroAge  18a 
Mii.rnn  Flectronics  18b 
Micron  lechnology  9d 
Microsott  18c 

MiilAmenran  Energy  HoWings  24a 
Milacron  15b 
Millrtnnium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mirage  Resorts  14b 
Motiillla 

Modis  Protessional  Svcs.  21e 

Mohawk  Industries  15d 

Molex  9d 

Monsanto  4 

Morgan  (IP) 3a 

Morgan  Stanlt^  Dean  Witter  1 7a 

Morrison  Knudsen  21a 

Morton  International  4 

Motorola  9b 

Murphy  Oil  11a 

Musicland  Stores  14d 

o 

Nabisco  Moldings  10b 
Naico  Chemical  4 
National  City  3b 
National  Fuel  Gas  24b 
National  Seniicoiid  9d 
National  Seivice  9a 
National  Steel  16b 
Nationwide  Financial  Svcs,  1 7b 
Navistar  International  2a 
NCR  18c 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 
New  England  Electric  24a 
New  York  Fiiiies  20b 
Newell  15a 
Newmoiil  Mining  16c 
Newport  News  Sliipbiiildiiig  1 
Niagara  Mohawk  24a 
Nicor  24b 
Nike  6a 

Nine  West  Group  6a 
Nipsco  Industries  24a 
Nordstrom  8 
Nortolk  Southern  23b 


Norrell21e 

North  Fork  Bancorp.  3a 
Northeast  Utilities  24a 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Aidines  23a 
No«aCare21e 

NovaCare  I  mployee  Svcs.  21e 

Nucor  16b 

NVR13b 

o 

Oakwood  Homes  13b 
Occidental  Pet  11a 
Office  Depot  8 
OfficeMax  8 
Ogden  5 
OGE  Energy  24a 
Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  Intt  17b 
0lm4 
Olsten  21e 
Omnicom  Group  21d 
Oneok  24b 
Oracle  18c 
Orion  Capital  17b 
Oryx  Energy  11a 
Outback  Steakhoijse  14a 
Owens  S  Minrjr  12d 
Owens  Corning  13a 
Owens-lllinois  7a 
Oxford  Health  Plans  12c 

Paccar  2a 

Pacific  Century  Fml  3d 
PacifiCare  Health  12c 
PacifiCorp  24a 
PaineWebber  Group  17a 
Parker  Hannifin  15a 
Payless  ShoeSource  8 
PECO  Energy  24a 
Penney (I C ) 8 
Pennzoil  11a 
Pentair  15c 

Peoples  Heritage  Finl  3a 
Pep  Boys  8 
PepsiCo  6c 

Performance  Food  10a 
Perkin  Elmer  9c 
Petsmart  8 
Pfizer  12b 
PG&L  24a 

Pharmacia  SUpiohn  12b 
Phelps  Dodge  16c 
Philip  Morris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
Pilgrim's  Pride  10b 
Pinnacle  West  24a 
Pioneer  Hi-Bred  10b 
Pioneer  Standard  21b 
Pitney  Bowes  18a 
Pittston  BAX  Group  23c 
Pinway5 
PNC  Bank  3a 
Polaroid  14d 
Polo  Ralph  I  auren  6a 
Popular  3c 
F'otlatch  19b 
Potomac  F  lectric  24a 
rm  Resources  24a 
PPG  Industries  13a 
Praxair  4 

Precision  Castparts  1 
Prcmark  Intl,  5 
Primedia  20b 
Procter  &  Gamble  6d 
Progressive  17b 
Protective  Life  17b 
Provident  17b 
PSS  World  Medical  21b 
Public  Service  Ent  24a 
Puget  Sound  Energy  24a 
Pulte  13b 


Quaker  Oats  10b 
Quaker  State  11a 
Qualcomm  9b 
Quantum  18b 
Quest  Diagnostics  12c 
Quorum  Health  Group  12c 
Qwest  Communications  22a 

Ralston  Purina  10b 
Raycherii  9a 
Raytheon  9b 
Reader's  Digest  20b 
Reebok  International  6a 
Regions  Financial  3c 
Reliance  Group  17b 
ReliaStar  Financial  17b 
Republic  Industries  21e 
Republic  New  York  3a 
Revlon  6d 

Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  international  21e 
Robinson  (CH)  23c 
Rock-Tenn  7b 
Rockwell  International  9a 
Rohm  &  Haas  4 
Ross  Stores  8 
Rouge  Industries  16b 
Royal  Caribbean  Cruises  14d 
RPM  13a 
Rubbermaid  15a 
Ruddick  10c 
Russell  6a 
Ryder  System  23c 
Ryerson  lull  21b 
Ryland  Group  13b 


13 

SABRL  Group  Holdings  IBc 
Safeco  17b 

Safeguard  Scientifics  18c 
Safety  Kleeii  21c 
Safeway  10c 
Saks  Inc  8 
Sara  Lee  10b 

SBC  Communications  22b 
Scana  24a 
Schein  (Henry)  8 
Schering  Plough  12b 
Schlumberger  lib 
Schwab  (Charles)  17a 
SCI  Systems  9d 
Scientific  Atlanta  22a 
Scnpps  (F,W)20b 
Seagate  Fechnologyl8b 
Sears,  Roebuck  8 
Service  Corp  Intl  21e 
ServiceMaster  21e 
Shaw  Industries  15d 
Sherwin  Williams  13a 
Shoney's  14a 
ShopKo  Stores  8 
Silgan  Holdiiiiv.  7a 
Silicon  Graphics  18b 
SLM  Holding  17a 
Smart*  Final  10a 
Smith  Inlcmational  lib 
SmithlielilliiiidslOb 
Smurtit  Stone  Container  7b 
Snap-on  15b 
Solectron  9d 
Solutia  4 
Sonat  24b 
Sonoco  Products  7b 
Southern  24a 
Southland  lOc 
South  trust  3c 
Southwest  Airlines  23a 
Spiegel  8 
Sports  Authority  8 
Springs  Industries  15d 
Spnnt  (EON  Group)  22a 


St.  Paul  17b 
Staff  Leasing  21e 
Standard  Commercial  6e 
Stanley  Works  15b 
Staples  8 
Starbucks  10b 
State  Street  3a 
Steelcase  18a 
Storage  Technology  18b 
Suiza  Foods  lOb 
Summit  Bancorp.  3a 
Sun  Healthcare  Group  12c 
Sun  Microsystems  18b 
SunAmerica  17b 
Sundstrand  1 
Sunoco  11a 
SunTrust  Banks  3c 
Supervalu  10a 
Sysco  10a 

a 

landy 6b 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 

Fele-Comrnunicafions  20a 
Teleflex  15a 

Telephone  &  Data  Sys.  22a 
Fellahs  22a 
lemple-lnland  7b 
Tenet  Healthcare  12c 
lenneco  5 
leradyne  9c 
Terra  inds.  4 
Texaco  11a 
Texas  Industries  16b 
iexas  Instruments  9d 
Texas  Utilities  24a 
Textron  5 

Thermo  Electron  9c 
Thermo  Instrument  Sys.  9c 
Thomas  &  Betts  9d 
:)Com  18c 
(M  15a 

lie  Holdings  17b 
lime  Warner  20b 
limes  Mirror  20b 
Timken  15c 
TJX  8 

Forchmark  17b 
Tosco  11a 

Tower  Automotive  15a 
Toys  'R'  Us  8 
Frans  World  Airlines  23a 
Traii'..iiiii'iii  ,1  1 7b 
Iransallaiitic  Holdings  17b 
Travelers  Property  Casualty  1 7b 
Tribune  20b 

Tricon  Global  Restaurants  14a 
higiiii  llr.illlii  .ire  12c 
trinity  liidiistiies  23c 
True  North  Communs.  21d 
frump  Hotels  14b 
TRW  5 

fupperware  15a 
Fycoliitl.  15c 
Tyson  Foods  10b 

El 

U.S.  Bancorp  3b 
U  S  Filter  15c 
U  S.  loodservice  10a 
US  Home  13b 
U.S.  Industries  5 
U.S.  Office  Products  8 
UAI  23a 
UGI 24b 

Ultramar  Diamond  Sliaiiirock  11a 

Unirom  24a 

Unifi  15d 

llnioii  Camp  19h 

lliiiiiii  Ciiliiili'  4 

Union  Pacilic  23b 

Union  Pacific  Resources  11a 

Union  Planters  3c 

UnionBanCal  3d 


UnisourceWoridwide21 
Unisys  18b 

United  Auto  Group  21e 
United  Healthcare  12c 
United  Stationers  21b 
United  Technologies  1 
Unitrin  17b 
Universal  6e 
Universal  Health  12c 
Unocal  11a 
Unova  15c 
UNUM17b 

US  Airways  Group  23a 
USA  Networks  20a 
USEC4 

USFreightways  23d 
USG  13a 
UST6e 
US  West  22b 
USX-Marathonlla 
USXU.S.  Steel  16b 
UtiliCorp  United  24a 


(3lOti 

lird  11 
'k 


KM 

Valero  Energy  1  la 
Valspar  13a 
Value  City  8 
VanstarlBc 
Varian  Associates  9b 
Vastar Resources  11a 
Venator  Group  8 
Vencor 12c 
VF6a 

Viacom  14b 
Viad5 

Vlasic  Foods  Intl  10b 
Vulcan  Materials  13a 
VWR  Scientilic  Products 


,^  lata 
ataitj 


a- 

Wachovia  3c 
Wal  Mart  Stores  8 
Walgreen  12a 
Wallace  Computer  18a 
Walter  Industries  16b 
Warnaco  Group  6a 
Warner-Lambert  12b 
Washington  Mutual  17c 
Washington  Post  20b 
Washington  Water  Powe 
Waste  Management  21 
Webb  (Del)  13b 
Weirton  Steel  16b 
WellPoint  Health  12c 
Wells  Fargo  3b 
Wendy's  Intl.  14a 
Western  Digital  18b 
Western  Gas  Resources 
Western  Resources  24a 
'WestPoint  Stevens  15d 
Westvaco  19b 
Weyerhaeuser  19b 
Whirlpool  6b 
Whitman  b 

Wtiole  Foods  Market  lOt 
Willamette  Industries  1 
Williams  24b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Witco4 

World  Color  Press  21  d 
Worthington  Inds  16b 
Wrigley(Wm.)Jc10b 


Xerox  18b 
Yahooi  18c 
Yellow  23d 
York  Intl  13a 
Young  &  Rubicam  21d 
Zale8 

Ziff-Davis  20b 
Zions  Bancorporatlon  3( 


218  HUS'ML 


'>«/FFK  /  [)l  CI  M[l[J>  28,  1998 


{ 


W  K 

M] 

slii 
'k\  ov 
pcni 

cmt 


an  0 
m\ 

ui  k 
\m 

k 

liie-i 

10  thf , 
ime: 
kk 

■if  iia 
"•  'k  r 
■i.i'ii 

liv  ^ 

ft 

''0:1 
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lN\/ES-rMENT-  &  RlNANOIAL. 

Rlanning  Insights  ror  1999 


Fools 
Rush  Out 


"ig  late  summer  1998,  we 
eminded  thai  the  stock 
goes  down  as  well  as 
ivestors  who  had  never 
;nced  a  sharp  market 
ion  were  dismayed  when 
third   quarter  equities 
.  fund  statements  re- 
20%  plus  losses.  Many 
;se    "nervous  Nellies" 
breathlessly  to  their 
i\  advisors  seekmg  new 
;  strategies  that  would 
te  downside  risk  while 
ing  full  upside  potential 
jnsible  finan-  ^^^^ 
nners  patient- 
ained  that  no 
nagic  formula 
Ideally,  they 
lunseled  their 
iikmi  that  over  the 
:    period  in 
iccurate  statis- 
available,  U.S- 
I  lad  an  average 
zed  total  re- 
11%,  nearly 
that  of  any 
asset  class 
lay  have  mcn- 
that  this  peri- 
ides  the  Great 


ing  programs  have  lailcd  to 
boost  returns  abo\'e  that  ol  a 
buy-hold  strategy  riiiiing- 
relaled  commission  costs  and 
capital  gains  lax  liabilities 
incurred  along  the  way  create 
natural  drag  on  long-term  per- 
formance. Also,  because  a  large 
percentage  ol  total  maikci 
advances  come  in  ctim pressed 
periods  ol  time,  being  caughl 
sitting  on  the  sidelines  can  sub- 
stantially diminish  long-term 
equities  returns.  To  underscore 
this  point,  one  need  look  no 


III* 


,ion,  numerous 
)ns,  three  wars 
intless  political  and  eco- 
crises"  here  and  abroad, 
isl  they  steered  their 
to  the  conclusion  that 
ae,  investors  have  been, 
1  likely  continue  to  be, 
lan  adequately  compen- 
■)r  the  risks  and  short- 
;ses  inherent  in  equities 
g- 

"creative"  financial 
;  may  have  dusted  off 
f  the  discredited  stratc- 

the  past.  We  noted 
.'d  interest  in  market 

services  and  tactical 
location  funds  -  which 
sider  to  be  markel  tim- 
vcs  in  sheep's  clothing. 
?  told,  most  markel  lim- 


Michael  H.  Kosich  is  president  of  Fremont 
Mutual  Funds,  Inc.,  a  San  Francisco-based 
no-load  mutual  fund  company.  Fremont  offer- 
ings encompass  U.S.  equities,  international 
equities,  fixed  income,  balanced,  California 
municipal  securities,  and  money  market 
funds.  Fremont's  expertise  in  economic 
analysis,  global  asset  allocation  and  money 
markets  is  augmented  by  world  class  fund 
sub-advisors  including  PIMCO,  Kern  Capital 
Management  LLC,  Capital  Guardian  Trust 
Company,  and  Nicholas-Applegate. 

San  Francisco,  CA 
800-548-4539 


further  back  than  the  S&rl' 
500's  18%  rally  in  late  Octo- 
ber/early November. 

Slock  markel  investing  is 
often  subject  to  distresslul 
cyclical  retreats.  Serious  inves- 
tors need  to  learn  how  to  man- 
age iheir  emotions  under  such 
circumstances.  In  our  \'iev\,  the 
only  sensible  response  to  sharp 
market  declines  is  to  dispas- 
sionately re\'iew  \'our  linancial 
objectives  and  stick  to  a  strate- 
g\'  capable  ol  achiex'ing  them 
Last,  utilizing  a  selection  ol  well 
managed  mutual  funds  can 
help  one  overcome  temporary 
anxiety  associated  with  short- 
term  markel  retreats. 


Taxes:  The  Cost  of 
Taking  Short-Term  Gains 


II  in  1970  you  had  iiu'csied 
%  1 00,000  in  the  ScSrP  500  you'd 
have  ended  up  with  $3  million 
by  the  end  of  1997  -  theoreti- 
cally: before  federal  taxes  and 
the  associated  trading  costs 
(assuming  a  modest  3070  annu- 
al turnover  rale)  consumed 
SI  2  million  ol  your  money 
I'unhernioie,  research  (sec  box) 
has  poked  holes  in 
some  classic  strategies 
to  keep  a  lid  on  taxes. 

Index  lunds,  lor  ex- 
.imple,  lower  turn- 
ox  ei  and  hence  taxes  - 
loi  a  w  hile  But  when 
sli.iies  are  sold  the 
piper  gets  paid 
Meanwhile,  you'\e 
saciiliced  any  poten- 
tial pieiiuum  from 
acli\e  investment.  Or 
you  can  eni|">hasize 
low-  o\er  high-di\i- 
dend  stocks,  shilling 
leturns  toward  la\or- 
abl\'  taxetl  capital 
gains,  but  il  hisior\'  is  a 
guide,  the  benelil  uill 
he  o\  erwhelmed  b)'  superior 
|-)ie-iax  returns  among  the  high- 
\ieldeis  .And  simply  refusing 
to  sell  IS  a  risky  maneuver  that 
can  cost  you  gains  and  spawn 
o\erconcent rated  portlolios. 

Studies  ha\e  reinloiccd  one 
piece  ol  common  wisdom, 
lIuHigh:  postponing  realizing 
gams  until  they  qualih'  lor 
the  long-term  rate 
(which  kicks  in  aller  i%i 


er  1%,  leaving  the  investor  with 
a  meager  3  9'X'  By  extending 
the  hold  modestly,  to  18 
months,  ihe  elleclive  annual 
burden  ol  taxes  .iiicl  trading 
costs  IS  cut  in  two  and  the  take- 
home  grows  to  6.5%,  two- 
thirds  more  capital  over  20  years 
l.S(-('  c  Ihll  I  hilow) 
siill ,  .1  sUh  k's  leiui  II  pok'iuial 


Bernstein^ 

Saniord  C.  Bernstein  &•  Co.,  Inc. 

Iiu  tAlMU-ni  K^■^^M^^.Il  .mil  M.nui.ui'iiu-iu 

Founded  in  1967,  Bernstein  manages 
some  $75  billion  in  global  stock,  bond,  and 
balanced  assets  for  individuals,  families,  and 
institutions,  and  is  a  major  provider  of  invest- 
ment researcti.  Emphasizing  portfolio  diversi- 
fication, a  uniform  approach  to  the  capital 
markets  worldwide,  and  personalized  invest- 
ment planning,  it  aims  for  achieving  the  high- 
est after-tax  returns  in  its  taxable  accounts, 
working  in  cooperation  with  clients'  tax  advi- 
sors. The  firm  operates  eight  offices  nation- 
wide; the  minimum  investment  is  $400,000. 

Los  Angeles,  CA  •  310-286-6000 
San  Francisco,  CA  •  415-217-8000 
Dallas,  TX  •  214-860-5200 


sometimes  dei  lines  qLikkh' 
enough  that  it's  wise  to  pocket 
the  prolits  last  And  indeed  il 
)ou're  reducing  <i  position  you 
can  sometimes  save  on  taxes  by 
selling  short-term  lots  with 
small  gains.  So  be  cautious  about 
high  turnover  -  but  sensitive  to 
the  limiiauons  of  using  any  one 
lax-reducing  tactic  in  isolation. 


Growth  of  $1  After  Taxes  and  Costs* 

(10%  return,  all  in  capital  gams) 


a  one-year  hold).  II 
a  managed  stock 
portfolio  earning 
10%  entirely  m  cap- 
ital gams  were 
turned  o\'er  in  six 
months,  today's  fed- 
eral and  state  taxes 
and  the  associated  trading  costs 
would  halve  the  annual  com- 
pounding rate  lor  a  top-bracket 
investor.*  Management  fees 
would  typically  subtract  anoth- 


Long-Term  Hold 
(avg  18  months) 
$3.52 


'.AsbUiiici  tombmcd  icJcral  .ind  stale 
c.ipu.il-gams  r,iU>  ol  4  5  87o  and  24  2% 
for  short  -  and  long-lcrin  holds,  respet- 
iivdy,  and  a  ia.\  acductioii  on  invesi- 
Micnl-inanagi'inunl  fct-s  (which  may  be 
only  parlially  dedutubic,  it  ai  all, 
depending  on  ineoine  and  cerlain 
e-xpenscb). 


llSIX/ESTMEN-T  &  RiNANCIAL 

Rlanisiing  Insigh-ts  ror  1  999 


The  Benefits  of 
Diversification 


We've  all  heard  the  adage, 
'Don't  put  all  your  eggs  in  one 
basket  '  This  advice  is  the  basis 
behind  asset  allocation,  the 
concept  ol  diversifying  an  in- 
vestment portlolio  across  sever- 
al major  asset  classes  such  as 
stocks,  bonds  and  cash. 

Lately  there  has  been  a  cer- 
tain level  ol  volatility  in  the 
financial  markets.  Asset  classes 
often  behave  differently  in 
response  to  changing  economic 
and  political  conditions.  At  var- 
ious points  in  time,  stocks  have 

historically  done  bet-   

ler  than  bonds,  while 
in  other  instances 
bonds  could  have 
been  the  stronger 
performer.  For  exam- 
ple, despite  the 
strong  periormance 
ol  Large  Company 
U.S.  .Stocks  in  the 
past  three  years,  this 
asset  class,  as  mea- 
sured by  the  S&P  500 
index,  has  been  sur- 
passed by  alternati\e 
asset  classes  in  seven 
of  the  last  ten  years 
(source;  Micro|ial). 

It  may  be  tempting 
to  simply  in\est  in 
whatever  asset  is  perlormmg 
well  at  the  time.  However,  this 
approacfi  does  not  take  into 
.iccount  the  sometimes  surpris- 
ing swings  in  market  behavior 
that  can  t|Uickly  erase  gains 
made  by  an  undiversified  port- 
folio. 

Asset  allocation  c:an  help  pro- 
vide the  best  protection  against 
the  whims  ol  a  hckle  market.  By 
diversifying  your  in\'estmenis, 
you  create  a  well  balanced  port- 
lolio that  suits  your  tolerance 
lor  risk  -  and  maintains  ifiat 
iialancc  as  your  goals  and  your 
life  stages  change, 

Diversiticaiion  also  allows 
you  to  taL^-  advantage  of  imbal- 
ances   aiiiong    markets,  lor 


example,  the  differences  be- 
tween the  stock  and  bond  mar- 
kets and  between  domestic  and 
loreign  markets  could  create 
investment  opportunities  Fur- 
ther, diversification  allows  you 
to  take  advantage  of  potential 
imbalances  within  markets, 
such  as  price  dillerences  be- 
tween value  and  growth  stocks 
in  the  equity  markets  and 
between  short-term  and  long- 
term  bonds  in  the  lixed  income 
markets. 
Llnlorlunately,  many  novice 


Linsco  /  Private  Ledger 

Linsco/PrivateLedger  (LPL  Financial 
Services)  is  the  nation's  leading  independent 
financial  services  firm.  LPL  represents  a 
national  network  of  more  than  2,900  indepen- 
dent investment  professionals  -  business 
owners  who  assist  their  clients  in  meeting 
their  financial  goals.  LPL  does  not  develop  its 
own  investment  products,  so  its  representa- 
tives are  free  to  recommend  the  products  they 
think  are  best  for  their  clients.  Last  year,  LPL 
representatives  invested  more  than  $17  bil- 
lion for  both  individual  and  institutional 
investors  nationwide.  To  find  an  LPL  advisor 
in  your  area,  visit  them  at  their  website. 

San  Diego,  CA  •  888-INDEPENDENT 

www.lpLcom 


iii\estoi"s  s|5end  lar  loo  mucli 
time  searching  lor  the  "hot" 
iiuisiment  ol  the  day  rather 
th.in  reviewing  whether  the 
invesinii  nis  they  bu)  support  a 
solid  asset  allocation  Irame- 
work  I  fiis  IS  w  here  the  value  of 
a  linancial  ad\'isor's  advice 
comes  iiUo  play 

rhe  mam  ob|ective  of  any 
financial  advisor  who  uses  asset 
allocation  is  sirnple:  to  grow  the 
value  ol  an  account  ,ii  a  rate 
ec|Lial  to  the  clients  goals-with- 
oui  taking  unnecessary  risk, 
l  or  most  investors,  reducing  or 
managing  the  risk  in  a  portfolio 
so  the)'  can  sleep  at  night  is 
ec|ually  as  important  as  increas- 
ing then  return. 


Tax-efficient  Portfolio 
Management 


I 

Iter 
ene 


Would  you  choose  to  dine  in 
a  four-siar  restaurant  where 
your  entree  was  whisked  away 
unfinished?  tn  addition,  you 
owe  a  30%  mandatory  gratuity 
This  unpalatable  recipe  is  on 
the  plate  for  many  investors  in 
equity  mutual  funds  as  these 
companies  make  their  annual 
distributions. 

With  waning  returns  and  jug- 
gling of  portfolios  to 
meet  redemption  de- 
mand, many  funds 
are  reporting  scant 
investment  results 
and  a  tax  bill  on  real- 
ized gains  to  boot, 
rhe  long  bull  market 
has  left  a  heritage  ol 
low  cost  basis  securi- 
ties that  challenge 
individual  investors 
to  maximize  value  in 
ihe  marketplace  and 
on  their  lax  returns 
Mow  does  one  bal- 
ance prudent  portfo- 
lio management  with 
intelligent  tax  manage 
ment' 

While  taxes  alone  should 
ne\er  dictate  financial  strategy, 
I  hey  are  a  vital  component  in 
selection  ol  investment  \'ehi- 
cles,  diversification  ol  existing 
positions  and  appropriate  port- 
lolio turnover.  The  concept  of 
altei-iax  return  has  been  over- 
shadowed by  successive  20%-i- 
annual  stock  market  returns. 
I'urthermore,  investment  strate- 
gies with  an  exclusively  tax-ori- 
ented locus  have  olten  proved 
detrimental. 

A  well-managed  individual 
security  portfolio  requires  care- 
ful ccmsideralion  of  asset  transi- 
tion and  an  investment  disci- 
pline that  locuses  on  core  com- 
panies which  can  often  be  held 
lor  multi-year  periods.  Min- 
imization of  turnover  and 
appropriate  offset  ol  gams  and 
losses  can  produce  a  modest 


effective  current  tax  ra 
portfolio  appreciation 
accomplished  by  viewin;  ^^ 
individual  security  trans  ? 
within  your  specific  tax  ci 
stance. 

Solid  economic  growth 
ticularly  exemplified  i:  ^'^  ^' 
technology  sector,  has  ai 
not  onfy  ponfofto  gains 
large  portion  of  the  net  wc 


STEIN  ROL  &  l  AKNH/i 


pMvate  Capitol  Monogor 

Stein  Roe  &  Farnham  Private  Ccfciiee: 
Management  (PCM)  oversees  $8  billion  i 
lored  portfolios  of  stocks,  bonds  and 
exempt  secunties.  PCM  is  structured  to 
the  specialized  needs  of  individuals  who 
substantive  investment,  tax  and  e 
issues.  Our  San  Francisco  office  is  staffe 
nine  senior  poitfolio  managers, 
assigned  a  limited  number  of  clients  to  r 
mize  portfolio  customization  and  ong 


communication.    A  seasoned,  propri(f!.niiki 
research  staff  evaluates  global  equity 
fixed  income  markets  for  portfolio  strate 
Contact  Professional:  Adrian  Moravcsik, 


San  Francisco,  CA 
(800)  558-3599 


corporate  executives, 
increasingly  tight  tax  rlt  i 
tions  on  strategies  desigr  fflipr 
produce    diversification  t«ai- 
avoid  capital  gain  (shi  m 
against  the  box  was  one  I'.ia 
concept),  there  remain   it;"  :oi 
methods  for  sheltering  in 
ual  stock  risk  and  builcpoi! 
productive  core  portfolio, 
centrated  few  cost  basis  t 
positions  require  carefuf  a'sitr 
ning  to  diversify  busines  Qatr,' 
and  maximize  net  x'alue.  & 

Any  discussion  of  his(§i;:rt 
or  prospective  inves 
returns  should  include  ci 
eration  ol  the  impact  on  t 
investors.  Quality  inves 
management  services,  fc 
on  the  specific  tastes  of  p 
indix'iduals,  provide  an  a] 
ing  menu  for  the  lax-con 'i.-x-, 
investor.  Ikit^r 
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Investment  &  Rinancial 
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nternet  Launches  Third 
Jeneration  of  Computing 


Asset  Allocation  Key  for 
1 999  and  Beyond 
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undamenial  factors 
rive  the  emerging  tech- 
sector  to  stock  market 
lip  over  the  next  few 
?hich  would  reverse  the 
62%  underperfor- 
since  mid-1996  by  the 
cht  &  Quist  Growth 
ersus  the  S&rP  500. 
are  historically  cheap 
ins  measured  by  the 
the  p/e  to  the  earnings 
rate.  The  broad  market 
;  a;  more  than  3.5  times 
lings  growth 
ile  the  emerg- 
nology  sector 
and  0.7  times 
th  rate, 
d  are  rapidly 
ting  earnings, 
ould  increase 
s  year,  versus 
owth  rate  tor 
d  market. 

and  most 
at  is  the  re- 
iset  of  the 
jeneration  ol 
ing"  in  40 
hat  will  be 
-centric.  This 


of  fnternet  stocks  this  year. 

The  present  discrepancy  be- 
tween valuations  and  earnings 
is  quite  likely  to  be  resolved  m 
favor  of  technology.  It  is  dilli- 
cult  to  recall  a  similar  prior 
period  when  large  cap  stocks 
were  so  fully  valued  in  the  lace 
of  a  major  slowdown  m  earn- 
ings, which  could  last  until 
2000,  while  emerging  technolo- 
gy was  so  historically  underval- 
ued at  a  time  when  its  earnings 
were  about  to  e.xplode,  as  a 


Amerindo 

TECHNOLOGY  FUND 

ATCHX  is  a  specialized,  non-diversified 
technology  fund  seeking  long  term  capital 
appreciation.  Amerindo  invests  in  emerging 
growth  stocks  during  their  most  dynamic 
growth  phase.  The  concentrated  portfoiio 
consists  of  Internet,  Electronic  Commerce, 
Software  and  Biotechnology  stocks. 

ATCHX  offers  two  classes  of  shares.  The 
minimum  investment  is  $10,000. 

To  obtain  a  prospectus  containing  more 
complete  information  call  the  Fund  or  visit  our 
web  site.  Find  us  on  NASDAQ:  ATCHX 


ve  technology 

and  provide  a 
"oductivity  dividend  for 
omy  for  years  to  come. 
Third  Generation  of 
ing"  could  generate  a 
dollars  in  new  market 
ation  wealth  over  the 
If  dozen  years,  which 
e  similar  to  what  took 
ring  the  "Client/Server" 

Generation  ol  Com- 
etween  1985-1995. 
gital  revolution  is  only 
ginning.  The  Internet 
5e  growth  to  accelerate 
ally  in  the  information 
igy  sector  and  across 
:tors  of  the  economy  as 
ivity  to  the  Internet 
)  several  hundred  mil- 
iscribers.  This  realiza- 

fueled  outperformance 


888-TECH  FUND  (832-4386) 
www.amerindo.com 


result  ol  a  broad  array  ol  new 
product  offerings  largely  cen- 
tered around  the  Internet.  This 
could  enable  the  emerging 
technology  sector  to  show 
superior  performance  over  the 
next  several  years,  when  the 
broad  market  itsell  may  merely 
languish  owing  to  lackluster 
growth. 


Asset  allocation  will  become 
increasingly  important  in  1999 
and  beyond  as  the  ripple  effect, 
of  recent  emerging  market's 
volatility  IS  felt  around  the 
globe.  One  of  the  greatest  chal- 
lenges facing  any  investor  is 
determining  the  best  blend  ol 
assets  for  their  portfolio-  one 
which  will  achieve  the  goals  of 
the  portfolio  and  expose  the 
investor  to  a  tolerable 
lex'cl  of  risk. 

Recent  studies  show 
that  92%  of  a  portfo- 
lio's returns  will  be 
determined  not  b)' 
slock  selection  but 
rather  the  divi- 
sion between  stocks, 
bonds,  cash,  and 
their  subclasses. 

Investors  should  be 
aware  that  all  asset 
allocation  strategies 
are  not  created  ec|ual. 
Investment  strategists 
use  a  \'ariety  of  tech- 
niques to  arru'c  at 
recommended  asset 
mixes.  There  is  no  "set 
standard"  lor  asset  allocation. 
Recently,  Wilshire  Associates,  a 
company  that  tracks  the  asset 
allocation  advice  of  major  bro- 
kerage lirms,  reported  that  on 
the  same  day  in  March  of  1998, 
brokerage  firms  were  recom- 
mending bond  allocation  rang- 
ing from  10%  to  50%  of  an 
investor's  portfolio. 

Over  the  past  70  years,  equi- 
ties have  outperformed  all  other 
types  ol  m\'estments,  offering 
an  average  annual  total  return 
of  10.5%  compared  to  5.2%  for 
long-term  government  bonds 
and  3.7%  for  treasury  bills.  At 
the  same  time,  stocks  possess  a 
considerably  larger  amount  of 
volatility  than  do  bonds  or  T- 
bills,  and  subsequently  offer  a 
greater  degree  of  risk.  Since 
stocks  are  historically  riskier 
than  bonds  or  cash,  stocks 


should  also  offer  a  greater 
potential  for  return  since  the 
investor  is  assuming  additional 
risk. 

When  the  current  expected 
return  from  stocks  is  greater 
than  the  risks,  stocks  would  be 
considered  more  attractive  than 
bonds  or  cash,  and  the  recom- 
mended percentage  of  stocks  in 
a  porttolio  would  be  higher. 


MARK 

CAPITAL  CORPORATION 

Financial  Advisors 

At  Richmark  Capital  we  understand  the 
importance  of  diversification  and  discipline. 
An  asset  allocation  model  should  be  con- 
structed based  on  an  individual's  risk  toler- 
ance and  time  honzon,  not  on  which  particu- 
lar index  was  the  best  performer  last  year.  It  is 
crucial  that  neither  investors  or  their  advisors 
get  caught  up  in  market  euphona,  and  stay 
the  course  during  times  of  increased  volatility. 

La  Jolla,  CA  •  800-922-7740 
www.richmark.net 


E\'eryone  understands  wh)' 
carrying  all  ol  your  eggs  m  one 
basket  is  not  a  good  idea.  It  is 
too  risky;  if  you  drop  the  bas- 
ket, you  conceivably  lose  every- 
ihmg. 

Investors  should  consider 
several  factors  when  evaluating 
appropriate  asset  allocation 
models.  Asset  allocation  advice 
IS  by  Its  nature  often  contrary  to 
market  sentiment;  following  a 
good  asset  allocation  model  in  a 
disciplined  manner,  regardless 
of  current  market  trends,  can 
enable  investors  to  achieve 
superior  returns  with  mini- 
mized risk. 

Equally  as  important  to  a 
portfolio's  success  is  the  contin- 
ued monitoring  of  its  asset 
classes  and  its  rebalancing  if 
necessary 


Executive  Benefits  Within 
Your  Financial  Plan 


Passing  the 
Gauntlet  in  1 999 


With  recent  eliminaiion  of 
personal  income  tax  shelters 
anci  increasingly  onerous  limi- 
tations on  qualified  retirement 
plans,  the  nonqualified  plan  has 
emerged  as  the  bridge  to  pre- 
tax wealth  accumulation  !or 
high  earning  mdmduals. 

Nonqualified  plans  may  take 
the  form  of  employee  funded 
salar\-  deferral  plans  or  emplo\'- 
er  funded  supplemental 
retirement  plans  '^^^^ 
Nonqualified  plans 
are  not  subject  to  dis- 
crimination rules  and 
contribution  limita- 
tions like  qualified 
plans.  Hcwever.  a 
nonqualilied  plan 
must  be  "un-funded" 
and  must  be  limited 
to  "a  select  group 
of  management  or 
highly  compensated 
employees."  These 
requirements  being 
met.  emplo\'ees  re- 
cei\c  the  same  tax 
treatment  as  a  quali- 
fied plan,  i  e  .  contri- 
buttons  are  noi  included  in 
income  until  benehts  are 
recei\'ed.  Unlike  a  qualified 
plan,  employers  receive  no 
deduction  for  amounts  con- 
tnbuted  to  a  nonqualified  plan 
until  benefits  are  paid, 

?\m&Lng  A  nonqualified  plan 
must  represent  the  employer's 
"unfunded  and  unsecured  pro- 
mise to  pay"  future  compensa- 
tion. Employee  discomfort 
with  the  lack  ol  security  prodd- 
ed by  unfunded  plans  has  lead 
to  vanous  security  devices,  the 
most  common  of  which  is  the 
■Rabbi  Trust".  IIin  trust  is 
irrevocable  and  prov,.!cs  securi- 
t\-  to  ihe  employee  e.\.  nt  in  the 
event  ot  employer  insc  cncy,  at 
whic'r.  time  trust  assei-  may  be 
readied  by  the  empkn  er's  cred- 
::ors.  Ti  .  issuance  of  an  IRS 
Model  K  !  ibi  Trust  and  recent 


simplification  of  reporting 
requirements  for  such  trusts 
have  resulted  in  their  use  to 
informally  fund  the  vast  major- 
ity of  nonqualified  plans. 

Flexibility:  Three  flexible  pay- 
out alternaiives  can  add  to 
employee  secuniy  and  conve- 
nience: 1)  call  provisions, 
which  allow  employees  to 
receive  funds,  ai  anv  time,  sub- 


SINCE196Q  I  F~  l^D 

PDLLDCK    FINANCIAL  GROUP 

Since  1960.  PFG  has  provided  employee 
benefit  and  financial  services  for  California 
corporations  and  individuals.  It  specializes  in 
employee  benefit  plans  including  deferral, 
supplemental,  executive  retirement,  enhanced 
life  and  disability  programs.  Clients  include 
Gallo.  Stanford  Research  Institute.  Pillsbury 
Madison  &  Sutro,  Sandy  Alderson  of  Oakland 
Athletics.  John  Sobrato.  and  Matt  Williams  of 
Arizona  Diamondbacks.  PFG's  mission  is  to 
enhance  the  lives  of  others  through  financial 
secunty.  peace  of  mind  and  independence. 

650-529-0500 


)ect  to  a  penalty.  2"!  in-sennce 
withdrawal  provisions,  which 
allow  employees  to  elect  in 
ad\ance  to  receive  funds  at  a 
fixed  future  date,  and  3)  hard- 
ship withdrawal  provisions, 
which  allow  emplo)'ees  to  re- 
quest emergency  distnbutions. 

Investment  Direction  Like 
qualihed  plans,  nonqualihed 
plans  can  allow  participants  to 
direct  the  investment  of  their 
funds 

Assimilating  Non-Qualified 
Benefits  into  Personal  Financial 
Plan:  The  tmancial  planning 
function  can  be  extremely  help- 
ful in  1)  determining  the  afford- 
able amount  of  pre-tax  deferral, 
and  2)  calculating  the  long- 
range  effect  of  the  non-qualified 
program  when  combined  with 
the  participant's  other  accumu- 
lation plans. 


Transferring  a  business  or 
estate  after  the  majority  ov\Tier 
dies  can  create  a  tremendous 
financial  hardship  for  the  heirs 
because  of  the  high  Federal 
Estate  Tax  rates  applicable  to 
the  deceased's  estate  -  from  38  - 
55%  after  the  SI ,  300,  000  fam- 
ily owned  business  exclusion. 

If  the  owner  desires  to  "pass 
the  gauntlet"  to  the  children 
there  are  several  planning  tech- 
niques available  to  reduce  the 
taxes  and  pay  the  remaining 
transfer  costs. 

V)  Make  a  will  and 
create  a  family  by- 
pass trust.  This  in- 
creases your  exemp- 
tions to  SI. 000, 000 
for  each  parent  by 
2007. 

2)  Create  a  Family 
Limited  Partnership 
which  may  allow  dis- 
counts on  your  busi- 
ness, ranch  or  farm 
from  10-35%. 

3'!  Begin  annual 
gifting  to  an  irrevoca- 
ble tnist.  Each  parent 
can  gift  $10,000  per 
year  multiplied  by  as 
many  benehcianes  as 
they  choose 

4"t  Have  the  irrevocable  taist 
purchase  an  appropnately  de- 
signed life  insurance  policy  to 
pay  for  the  remaining  tax  liabil- 
ii\'  with  the  tmst  being  the 
owTier  and  beneficiary.  At  the 
ov\Tiers  death,  insurance  death 
benefits  wnll  be  paid  to  the  trust 
completely  income  and  estate 
tax  free.  Your  executor  may 
purchase  estate  assets  with 
those  funds  which  may  then  be 
used  to  pay  the  ia.xes. 

Each  of  the  above  processes 
may  alkiw  for  the  business  to 
pass  intact  to  the  heirs  and 
reduce  the  estate  liability 
instead  of  forcing  the  heirs  to 
conduct  a  "fire  sale'  of  compa- 
ny assets  to  pay  the  transfer  tax 


liabilities. 

The  ownership  arrange 
of  life  insurance  policie; 
critical  issue  for  the  bi 
owner.    Incorrect  own 
designations  may  increa  ^ 
estate  tax  up  to  50% 
death  benefit.    Ownersl  ^j^,. 
rangements  which  woulc  ^ 
the  death  proceeds  incl 
in  the  estate  are  "any  inci(  i;- 
ownership  ",  such  as  ha\i 
insured,  the  business,  or 
trolling  corporate  stock  ^ 
as  the  owTier.  A  sibling  o: 


Central  Financi 
Services 


Central  Financial  Services  is 
an  insurance,  estate  and 
financial  planning  firm  serv- 
ing businesses  and  families 
in  California  since  1971.  The 
firm  is  compnsed  of  a  team  of 
specialists  using  their  indi- 
vidual expertise  to  provide 
its  clients  with  superior 
product  design.  Each  client's  indiv  ■: 
needs,  risk  tolerance  and  long-term  goa 
considered  when  developing  a  pro 
which  maximizes  after-tax  cost 


Author:  Jack  R 
CLU.  ChFC 


Arroyo  Grande,  OA 
805-481-3250 


ocable  trust  ownershi; 
eliminate  additional  estal 
on  these  benefits. 

Many    successful  bu 
owners  have  been  busy  c: 
their  estate,  and  conseq 
they  haven't  taken  the 
steps  to  perpetuate  the 
business   Proper  plannin^K:; 
an  attorney,  accountant 
officer,  and  a  financial  pi 
insurance  agent  can  save 
icani  costs  while  preseni 
business  for  future  genen 


totr; 


siness  Week  Index 


UCTION  INDEX 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Dec.  5=135.6 
1992=100 


Apr 


Dec. 
1998 


Dec. 

1997  IS 
idex  IS  a  4-week  moving  average 

(duction  index  declined  slightly  in  the  latest  week,  and  the  index 
calculation  of  the  four-week  moving  average  took  an  even  larger  spill. 
;o  134.2,  from  135.6  in  the  previous  week.  On  a  seasonally  adjusted 
jroduction  levels  of  steel,  coal,  lumber,  and  rail-freight  traffic  declined, 
seasonably  warm  weather  caused  a  sharp  drop  in  electric  output.  Auto 
ck  production  were  up. 

:tion  index  copyright  1998  by  The  r^cGraw-Hill  Companies 


ING  INDICATORS 


PRICES  (12/11)  s&p  500 


LATEST 
WEEK 


WEEK 
AGO 


1166.46  1176.74 


YEARLY 
%  GHG 

22.3 


RATE  BOND  YIELD.  Aaa  (12/11) 


6.20%  6.22% 


-9.4 


SUPPLY,  M2  (11/30)  biiii 


$4,376.2  $4,378.7r  8.4 


"I's  Mi 
Hen  001 


.■..ii'jslll 
i;lS. 

SilJ  1 

enbusy 

cm  ihf 
p.:-plsmiii 

r.'..ns2« 


.  CLAIMS.  UNEMPLOYMENT  (12/4)  thous 

314 

313r 

-0.3 

{AGE  APPLICATIONS.  PURCHASE  (12/11) 

277.2 

299.6 

18.0 

JAGE  APPLICATIONS.  REFINANCE  (12/11)  1,879  l 

2,055.1 

127.1 

S:  Standard  &  Poor's,  Moody's.  Federal  Reserve,  Labor  Dept  ,  Mortgas 
Assn.  (Index:  March  16,  1990=100) 

;e 

iREST  RATES 

M  FUNDS  (12/15) 

LATEST 
WEEK 

5.10% 

WEEK 
AGO 

4.66% 

YEAR 
AGO 

5.56% 

iRCIAL  PAPER  (12/15)  3-month 

5.00 

5.00 

5.70 

'ICATES  OF  DEPOSIT  (12/16)  3-month 

5.14 

5.12 

5.80 

MORTGAGE  (I2/II)  30-year 

6.89 

6.89 

7.35 

TABLE  MORTGAGE  (12/11)  one  year 

5.71 

5.74 

5.85 

(12/11) 

7.75 

7.75 

8.50 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (12/12)  thous.  of  net  tons 

LATEST 
WEEK 

1,881 

WEEK 
AGO 

1,747# 

YEARLY 
%  CHG 

-12.9 

AUTOS  (12/12)  units 

129,233 

125,571r# 

-1.9 

TRUCKS  (12/12)  units 

157,604 

154,991r# 

2.3 

ELECTRIC  POWER  (12/12)  millions  of  kilowatt-hrs.  63,764 

60,029# 

-5.7 

CRUDE-OIL  REFINING  (12/12)  thous.  of  bbl./day  14,353 

14,226# 

-4.2 

COAL  (12/5)  thous.  of  net  tons 

22,827# 

20,500 

3.6 

LUMBER  (12/5)  millions  of  ft. 

459. 8# 

326.5 

0.8 

RAIL  FREIGHT  (12/5)  billions  of  ton-miles 

29. 2# 

23.9 

3.5 

Sources:  American  Iron  &  Steel   Institute,  Ward's 
Institute,  American  Petroleum  Institute,  Energy  Dept 
American  Railroads 

Automotive  Reports.  Edison  Electric 
,  WW/PAi,  SFPA2,  Association  of 

PRICES  J 

GOLD  (12/16)  $/troy  oz. 

LATEST 
WEEK 

294.100 

WEEK 
AGO 

294.200 

YEARLY 
%  CHG 

2.2 

STEEL  SCRAP  (12/15)  #1  heavy,  $/ton 

85.50 

85.50 

-40.4 

COPPER  (12/11)  e/ib. 

70.2 

72.4 

-4.9 

ALUMINUM  (12/11)  (z/ib 

61.0 

62.5 

-20.1 

COTTON  (12/11)  strict  low  middling  1-1/16  in.. 

e/lb.  63.60 

64.33 

-1.4 

OIL  (12/15)  $/bbl. 

11.33 

11.02 

-37.1 

CRB  FOODSTUFFS  (12/15)  1967=100 

187.14 

196.95 

-20.8 

CRB  RAW  INDUSTRIALS  (12/15)  1967=100 

265.74 

266.57 

-13.6 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYMEX,  Commodity  Research  Bureau 

market,   Metals  Week,  Memphis 

1  FOREIGN  EXCHANGE 

JAPANESE  YEN  (12/16) 

LATEST 
WEEK 

116.47 

WEEK 
AGO 

117.96 

YEAR 
AGO 

126.83 

GERMAN  MARK  (12/16) 

1.67 

1.67 

1.77 

BRITISH  POUND  (12/16) 

1.67 

1.66 

1.65 

FRENCH  FRANC  (12/16) 

5.61 

5.60 

5.92 

ITALIAN  LIRA  (12/16) 

1656.0 

1651.8 

1734.5 

CANADIAN  DOLLAR  (12/16) 

1.54 

1.54 

1.42 

MEXICAN  PESO  1216) 

9.883 

9.955 

8.105 

TRADE-WEIGHTED  DOLLAR  INDEX  (12/16) 

106.0 

106.9 

108.4 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


3ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HEWEEK  AHEAD 


IRY  BUDGET 


,  Dec.  21,  2  p.m.ESJ>-  The  Treasury 
1  expected  to  report  a  monthly 
)f  $17.5  bilhon  for  November, 
ng  to  the  median  forecast  of  econo- 
jrveyed  by  Standard  &  Poor's  (vims,  a 

of  The  McGraw-Hill  Companies, 
gton's  expected  gap  is  about  even 
;  November,  1997,  deficit.  The  Gon- 
ial Budget  Office  has  projected  a 
lion  surplus  for  fiscal  1999,  which 

September,  1999.  But  private  ana- 
pect  that  projection  to  pare  down 
16  CBO  issues  a  new  forecast  in  Janu- 
jhington  posted  a  surplus  of  $70 

n  fiscal  1998,  the  first  black-ink 

nearly  three  decades. 


FOMC  MEETING 

Tuesday,  Dec.  22>-  The  Federal  Reserve 
Board's  Open  Market  Committee  will  hold  its 
final  meeting  of  1998,  but  almost  no  analyst 
expects  a  surprise  holiday  gift  from  policy- 
makers. Almost  all  of  the  s&p  mms  economists 
are  forecasting  that  the  target  for  the  federal 
funds  rate  will  remain  at  4.75%.  The  Fed  has 
cut  interest  rates  three  times  since  Sept.  29 
in  response  to  financial-market  turmoil. 

DURABLE-GOODS  ORDERS 

\Ne(ir\esday,  Dec.  23,  10  a.m. est  >■  New 
orders  taken  by  durable-goods  manufacturers 
in  November  were  probably  unchanged  from 
their  October  level,  says  the  s&p  mms  survey. 
Orders  have  been  fluctuating  sharply  in 


recent  months.  In  October,  bookings  fell 
2.2%,  following  a  1.3%  gain  in  September. 
Swings  in  aircraft  demand  have  caused  much 
of  the  volatility. 

PERSONAL  INCOME 

Thursday,  Dec.  24,  8:30  a.m. est>  Personal 
income  probably  increased  by  a  solid  0.4%  in 
November,  the  same  as  the  advance  posted 
in  October.  That's  suggested  by  the  gains  in 
employment  and  weekly  pay  for  the  month. 
Consumer  spending  likely  increased  0.2%. 
Nonauto  retail  sales  were  up  0.4%  in  Novem- 
ber, but  vehicle  purchases  were  weak — and 
the  warm  weather  cut  into  household  demand 
for  energy. 
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Indel  to  Companies 

This  index  ^'es  the  starting  page  for  a  story  or  feature  with  a  significant  ' 
reference  ttfg  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
esMed  only  in  tables  are  not  included. 


ABB  Asea  Brawn  Boverl  144 
ABC  (DIS)  6 
ABNAmra(AAN)  175 
ABR  Information  Services 
(ABRX)  144 

Action  Performance  (ACTN)  138 
Ativanced  Micro  Devices 
(AH/ID)  no 

Advance  Publications  19 
Aegon(AEG)  124 
AgnBioTech  (ABTX)  138 
Airbus  Industrie  58 
Albertson's  (ABS)  151 
Alix(Jay)  63 
Allianz  124 

Allied  Irish  Banks  (AIB)  124 
Amazon.com  (AMZN)  50.65, 110, 
138 

Amerada  Hess  (AHC)  98 
Amencan  Airlines  (AMR)  65 
Amencan  Express  (AXP)  82, 108 
Amencan  Hentage  Fund  154 
American  Power  Conversion 
(APCC)  144 

American  Stores  (ASC)  151 
Amenca  Online  (AOL)  6, 50, 65, 9f 

106,  no,  138 
AmenCredit  (ACn  138 
Ameritech  (AIT)  50 
Amentor  Security  Trust  1 54 
Ames  Department  Stores 

(AMES)  176 
AMG  Data  Sen/ices  154 
AmmiratiPunsLintas  144 
Amway  Japan  (AIL)  144 
Apple  Computer  (AAPL)  18 
Applied  Matenal  (AMAT)  138 
Arco(ARC)  151 
Argentaria  124 
Ans(ARSC)  144 
Aronson  +  Partners  154 
Arun  68 

ASAF  Janus  Capital  Growth  B 
Fund  154 

Ascend  Communications 
(ASND)  98,110 
Astra  (A)  62E6, 124, 144 
AT&TfD  50,53,130 
©Home  Network  (ATHM)  50 
AutoNation  USA  (Rll)  60 

B 


Baan(BAANF)  144 
BancBoston  Robertson  Stephens 

(BKB)  175 
Banespa  130 
BankAmerica  (BAC)  175 
BankBoston  (BKB)  98 
Bankers  Trust  (BT)  65,124 
Bank  of  Yokohama  132 
Banpo  Public  144 
Barclays  Bank  (BCS)  124 
Bear  Stearns  (BSC)  52,60,114. 

138, 151 

Bell  Atlantic  (BEL)  53.120 
Benetton  Group  (BNG)  60 
Berger  Select  Fund  154 
Biotime(BTIM)  136 
BMW  56 
Boeing  (BA)  58 
Bosch  (Robert)  53 
Brookstone  (BKST)  175 
Brown  Brothers  Hamman  108 
BT  Alex.  Brown  (BT)  175 
Bun- Group  58 


CDC  124,158 

Cendant (CD)  158 

Challenger  Gray  &  Christmas  30 

Charter  One  Financial  (COFI)  175 

Chase  Manhattan  (CMB)  108 

Chevron  (CHV)  151 

Christie's  170 

CHS  Electronics  (HS)  175 

CIBC  Oppenheimer  84,98 

Cisco  Systems  (CSCO)  94,98.110. 

144 

Citigroup  (C)  63,65 
Cleaiv  Gull  Reiland  & 
McDevitt  175 
Coca-Cola  (KO)  130,144 
Cofir  144 

Columbia  Real  Estate  Equity 
Fund  162 

Comarco  (CMRO)  120 
Comgas  130 
Commerzbank  124 
Compaq  Computer  (CPQ)  50,176 
Computer  Associates  (CA)  110 
Concord  Communicahons 

(CCRD)  144 
CondeNast  19 
Cooper  Cameron  (RON)  144 
Copley  Pharmaceutical  (CPLY)  151 
Corporate  Expresss  (CEXP)  151 
Credit  Suisse  First  Boston  108, 

no 

Crescent  Real  Estate  Equities 
(CEI)  162 

CSM  Forecasting  56 
cue  International  158 


DaimlerChrysler  (DCX)  56 
Dam  Bosworth  98 
Danone  Group  124 
Danzas  Holdings  144 
Dataquest  50 
David  Financial  i^und  108 
OAVOX(DAVX)  144 
Dell  Computer  (DELL)  98,144,176 
Detroit  Diesel  (DDC)  8 
Deutsche  Bank  65,98,124 
Digital  Equipment  (CPQ)  176 
DirecTV  (GMH)  52 
Disc/Trends  62E10 
Do&Co  144 
Documentum  (DCTI^)  144 
Dominion  Real  Estate  158 
Donaldson  Lufkin  &  Jenrette 
(DU)  94 

DresdnerBank  124 
Dreyfus  Technology  Growth 
Fund  110 


Cable  &  Wireless  (CWP)  62 
Cadencr  Design  (CDN)  110 
Cambridge  tnergy  Research  104 
Cap  Gemini  124 
Case(CSE)  !76 
Caterpillar  (CPA  138 


eBay  (EBAY)  110,138 
EchoStar  Communications 
(DISH)  52 

Edwards  (A  G.)  (AGE)  175 
Ehrenkrantz  King  Nussbaum  98 
800  Travel  Systems  (IFLY)  138 
Electro  Rent  (ELRC)  120 
Electronic  Data  Systems  (EDS)  62 
ElfAquitaine  124,151 
EMC  (EMC)  144 

Equity  Office  Properties  Trust  1 58, 

162 

Ericsson  (ERICY)  53, 144 
Esat  144 

Ethan  Allen  Interiors  (ETH)  120 
E'town(ETW)  151 
EVEREN  Securities  (EVR)  98 
Exxon  (XON)  114,151 


Fannie  Mae  108 
FBR  Realty  Growth  Fund  120 
Federated  International  Small 
Company  Fund  144 
Femz  144 


Ferns  Baker  Watts  98 
Fidelity  Investments  124, 154 
First  Albany  (FACT)  98 
First  Call  110 
First  Union  (FfU)  108 
Foothill  Partners  63 
Ford  (F)  56 
401(K)Fonjm  92 


GAM  European  124 
Garzarelli  Capital  94 
GE  Capital  (GE)  77,120 
Genentech  (GNE)  114 
General  Motors  (GM)  47, 52. 56, 
62, 65,94, 176 

Genesys  Telecom m  Labs  144 
Genzyme  (GENZ)  120 
Gerard  Klauer  Mattison  65 
Gillette  (G)  144 
Glaxo  Wellcome  (GU)  124 
Global  Asset  Management  124 
Global  Crossing  (GBLX)  158 
Goldman  Sachs  6, 77, 82, 84, 88, 
98,102,104 
GTE  (GTE)  50 

Gulfstream  Aerospace  (GAG)  144 


Halifax  124 
Hams  (Louis)  106 
Hemisphere  BioPharma  (HEB)  166 
Hennessee  Group  138 
Hermitage  Capital 
Management  130 
Hickory  Tech  (HTCO)  120 
Hilton  Hotels  (HLT)  151 
Hindustan  Lever  130 
Hoechst(HOE)  151 
Honda  (HMO  56,132 
Host  Mamott  (HMT)  162 
HSBC  Securities  132 
HSBC  Washington  Analysis  30,88 
Hughes  Electronics  (GMH)  52, 53 
Huntington  National  Bank  82 


Liqui-Box  (LIQB)  120 
Logica  124 

Longs  Drug  Stores  (LOG)  151 
Long-Term  Capital 
Management  82,92,102 
LoomisSayles  158 
LTCM  65 

Lucent  Technologies  (LU)  53,  IIO 
M 


Ibbotson  Associates  92 
l/B/E/S  International  176 
IBM  (IBM)  53,110,166 
Ideal  144 

IDEX  Growth  A  Fund  154 
Imax  114 

Independent  Strategy  124 
ING  Barings  130 
Ingram  Micro  (IM)  175 
Inktomi  (INKT)  138 
Intel  (INTO  12,94,110,136,138, 
144 

International  Speedway  (ISCA)  1 14 
Interpublic  Group  (IPG)  144 
Isuzu  65 


Janus  Twenty  Fund  154 
John  Hancock  Financial  Industies 
Fund  108 

lohnson  Electnc  Holdings  130 
JW  Genesis  (JWG)  98,100,151 

K 


Kamp  144 
Keefe  Managers  175 
KeyCorp  (KEY)  82 
Kimco  Realty  (KIM)  162 
Kohls  (KSS)  60 
Kudelski  144 


LadenburgThalmann  114 
Lear (LEA)  144 
Learning  Company  (TLO  65 
Lehman  Brothers  (LEH)  62, 98, 
132,158 

Lexington  Troika  Russia  Fund  154 


Mack-Call  Realty  (CLI)  162 
Mandarin  Onental 

Internahonal  144 
Mannesmann  151 
Manufacturing  Data  Systems  8 
Marsico  Focus  Fund  154 
Marvel  Entertainment  63 
Mattel  (MAT)  65 
Matthews  Korea  I  Fund  154 
McCann-Enckson  144 
McDonald  Investments  98 
McDonald's  (MOD)  114 
McGarr  Capital  Management  114 
McGraw-Hill  (MHP)  223 
MCI  WorldCom  (WCOM)  62,154 
Medtronic  (MDT)  144 
Mellon  Bank  (MEL)  82 
Memll  Lynch  (MER)  62, 65, 94. 

no,  130, 158 
Metallgesellschaft  65 
MetLife  30 

Metromedia  Fiber  158 

MFS  Investment  Management  110 

Microsoft  (MSFT)  8,18,50,65,94, 

98,110,144,154 
Mitchell  Securities  108 
Mobil  (MOB)  68,114,151 
Molex(MOLX)  144 
Monsanto  (MTO  114 
Montgomery  Emerging  Markets  R 

Fund  154 

Montgomery  Ward  60 

Morgan  O.P)  (JPM)  108,124,158 

Morgan  Stanley  Dean  Witter 

(MWD)  92,94,98,102,124,130. 

162 

Momingstar  110.120.144.154 
MovieFone  (MOFN)  65 
Munder  NetNet  fund  110 
Munich  Reinsurance  124 
Mutual  Beacon  Funds  144 
Mutual  Shares  144 

N 


National  Steel  (NS)  176 
Nestle  124 

Netscape  Communications 
(NSCP)  65 

Nehvork  Solutions  (NSOL)  6 
New  Castle  Partners  114 
News  Corp.  (NWS)  52 
Nextel  Communications 
(CALL)  151 

NeKtlink  Communications 
(NXLK)  158 
Nikko  Securities  82 
Nippon  Credit  Bank  132 
Nokia  124 

NorthPoint  Communications  50 
Novartis  124 

Novellus  Systems  (NVLS)  138 


Oakmark  International  Fund 
(QAKIX)  144 
Office  Depot  (GDP)  151 
Olympus  Optical  132 
Oracle  (ORCL)  110 
Owens  Coming  (OWC)  65 


Pacific  Bell  (PAC)  50 
PaineWebber  (PWJ)  30.58.94.151 
Papp  Amenca-Abroad  Fund 
(PAAFX)  144 

Part(  Entertainment  Smart  &  Final 
(SMF)  151 


Patina  Oil  &  Gas  (POG) 
Patriot  Amenca  Hospitality 
(PAH)  162 

Payless  ShoeSource  (PSS)  144 
PBHG  Emerging  Growth  Fund 
(PBEGX)  144 
Pearson  19 
Peoplesoft  (PSFT)  144 
Pemer  Group  of  Amenca  120 
Pertamina  68 
Pharmacia  &  Upjohn  124 
Phihp  Services  (PHV)  63 
Phillips  Petroleum  (P)  151 
Pimco  Total  Return  Fund  158 
Plains  All  American  Pipeline  114 
Platinum  Software  (PSQL)  144 
Playtex  114 

PMI  Group  (PMA)  138.144 
Pohang  Iron  &  Steel  (PKX)  130 
Polaroid  (PRD)  98,144 
Portugal  Telecom  124 
Posner  (RBEGX)  144 
Potomac  OTC  Plus  Fund  154 
Power  (J  D  )  56 
Pnmark(PMK)  176 
PrimeStar  52 

ProFunds  UltraOTC  Investors 
Fund  154 

Protection  One  (ALRM)  151 
Prudent  Bear  Fund  (BEARX)  138, 
144 

Prudential  Secunties  94 


Stone  &  McCarthy  84 1 
St,  Paul  Bancorp  (SPBl 
Strome  Susskind  1141 
Strong  Corporate  Bond| 
Subaru  56 
Sun  Microsystems  (SUIJ 
Surgutneftegas  130 
Sylvan  Learning  (SLVN)| 

T 


Quaker  Small-Cap  Value  Fund  154 


Readers  Digest  (RDA)  12 
Regional  Financial  Associates  82 
Reinsurance  Group  of  Amenca 
(RGA)  108 

Republic  Industnes  (Rll)  60 

Response  USA  (RUOK)  151 

Rhone  Poulenc  151 

Richemont  144 

RJR  Nabisco  (RN)  63, 144 

Roadmnner  Computer  Systems  50 

Robotti  65 

Roche  114,124 

Royal  Dutch/Shell  (RD)  68, 124 

Russell  (Frank)  92 


Saks  Fifth  Avenue  (SKS)  60 
Salomon  Smith  Barney  (0  60, 
108. 124,  136, 175 

Sam's  Clubs  (WMT)  52 
Samsung  Electronics  130 
Sawtooth  Capital  114 
SBC  Communications  (SBC)  53 
Schroder  Micro  Cap  Investors 
Fund  154 

Schwab  (Charles)  (SCH)  92 
Scudder  Kemper  Investments  82 
Sears  (S)  52,60 
Sekisui  House  132 
7-Eleven  Stores  144 
Seven  Stories  Press  19 
Siemens  151 

Simon  Properly  Group  (SPG)  162 
Soave  Enterprises  63 
Sotheby's  (BID)  170 
Speedway  Motorsports  (TRK)  1 14 
Standard  &  Poor's  (MHP)  176,223 
Staples  (SPLS)  151 
State  Street  (STF)  110,144 
Sterner  Leisure  144 


m 


Taco Cabana  114 
Talentum  144 
Target  Stores  (DH)  60, 
Tech  Data  (TECD)  175 
TechneaECH)  120 
Telebras  144 
Tele  Centra  Su  144 
Telecom  Italia  Mobile  1 
Tele-Communications 

(TCOMA)  50,53 
Telefonos  de  Mexico  131 
Telephone  &  Data  Syste 

aOS)  144 

Tel-Save  Com  (TALK)  6 
Texaco  (TX)  63.68,151 
Third  Avenue  High- Yield 
3Com(COMS)  18,110 
Tiger  Management  102 
Time  Warner  (TWX)  50, 
Tompkins  County  Tmsta 
(TMP)  120 
Topps  114 
Toyota  aOYOY)  56 
Toys  'R'  Us  (TOY)  65 
Tngon  Healthcare  ffGH) 
TnzecHahn  (T70  162 
T  Rowe  Price  120,144 
Tudor  Asset  Managemenfl^ 
TWAOWA)  58,63 


U 


Unihanco  144 
United  Asset  Managemer 

(UAM)  144 
United  Companies  Finanr 

(UC)  144 

United  Mobile  Homes  (U^ 
United  Technologies  (IJTC 
Unocal  (UCL)  68 
US.  Satelllite  Braadcastin 
(USSB)  52 

U  S  Trust  (USTO  108 
USWesKUSVi/)  50,120 
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Vanguard  Group  158 
Venture  60 

Vodafone  Group  124, 151 
W,  X 


Wal-Mart  stores  (WMT)  60 
Walt  Disney  (DIS) 
Wanger  Asset  Managemen 
Warburg  (SG  )  94 
Western  Union  63 
Xerox  (XRX)  92 

Y,  Z 


Yahoo  I  (YHOO)  110,136,1 
166, 176 

Yankee  Group  50 
Zeneca  Group  (ZEN)  124 
Zunch  Allied  124 
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U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Dow  Jones  Industrials 

8790.6 

-2.4 

10.5 

NASDAQ  Combined  Composite 

2009.4 

-2.0 

29.9 

'\AQ  n 
oto.u 

-3.1 

7.2 

S&P  SmallCap  600 

161.4 

-3.7 

-8.6 

oar  oUperUUlTipOdllc  lJUU 

-2.0 

17.9 

%  change 

SECTORS 

Latest 

Week 

Year 

Rlnnmhpro  Infnrnmtinn  Aop 

DlUUIIIUCIg  lillUI  IlldllUII  ngC 

435.0 

-2.1 

50.6 

ootr  riiiaiiuioid 

123.0 

-2.5 

3.3 

^£,P  lltilitipc 

255.9 

0.0 

13.3 

PSE  Technology 

407.0 

-3.7 

43.6 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5630.4 

-0.7 

8.5 

Frankfurt  (DAX) 

4663.5 

0.0 

12.1 

Tokyo  (NIKKEI  225) 

14,096.3 

-5.6 

-14.8 

Hong  Kong  (Hang  Seng) 

9939.4 

-4.1 

-7.0 

Toronto (TSE  300) 

6283.8 

-1.9 

-5.2 

Mexico  City  (IPC) 

3741.3 

-1.7 

-26.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.33% 

1.31  % 

1.58% 

S&P  500  P/E  Ratio  (Last12mos.) 

30.1 

30.6 

24.3 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.7 

23.0 

19.2 

First  Call  Earnings  Revision* 

-3.13% 

-1.81  % 

-2.00% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1097.0 

1094.2 

Positive 

Stocks  above  200-day  average 

31.0% 

35.0% 

Positive 

Options:  Put/call  ratio 

0.49 

0.45  r 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

0.80 

0.71 

Positive 

Transportation  Services 
Communications  Equip. 
Long-Dist.  Telecomms. 
Computer  Software 
Instrumentation 


23.1  Communications  Equip.  99.2 

14.9  Drug  Chains  72.8 

14.5  Genl.  Merchandise  Chains  66.0 

13.8  Computer  Systems  65.6 

12.0  Specialty  Appar  Retailers  64.2 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Toys  -28.8 
Savings  &  Loans  -13.8 
Metal  &  Glass  Containers  -13.3 
Housewares  -13.2 
Metals  -12.5 


Oil  &  Gas  Drilling  -56.9 

Oil-W/ell  Equip.  &  Svcs.  -37.7 

Toys  -33.8 

Leisure  Time  -30.7 

Metal  &  Glass  Containers  -29.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Merck 

145'/8 

-1  '/I6 

Telebras-ADR 

78^8 

-6 '78 

Motorola 

55 '^16 

-2Vl6 

Clorox 

113 '^16 

-^16 

Amoco 

56  Vb 

-3'Vl6 

J.P.  Morgan 

98 '^16 

-4'Vl6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

83^4 

16'3/,6 

Dell  Computer 

65^16 

2% 

MCI  WorldCom 

63^8 

8^'8 

Microsoft 

131 '/8 

23  V)  6 

Sun  Microsystems 

80  Vs 

175/16 

Schering-Plough 

54  V4 

3^/32 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.76 

4.77 

5.22 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.44 

4.43 

5.24 

assummg  a  irh  tederai  tax  rate. 

lO-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.38 

4.37 

5.21 

Latest 
week 

Last 
week 

Latest  Last 
week  week 

1-YEAR  TREASURY  BILLS 

4.42 

4.49 

5.49 

GENERAL  OBLIGATIONS 

4.10% 

4.12% 

4.80%  4.80% 

10-YEAR  TREASURY  NOTES 

4.54 

4.60 

5.81 

PERCENT  OF  TREASURIES 

90.27 

90.16 

96.12  95.62 

30-YEAR  TREASURY  BONDS 

4.99 

5.00 

6.00 

TAXABLE  EQUIVALENT 

5.94 

5.97 

6.96  6.96 

LONG-TERM  AA  INDUSTRIALS 

6.04 

5.96 

8.62 

INSURED  REVENUE  BONDS 

4.23 

4.23 

5.03  5.03 

LONG-TERM  BBB  INDUSTRIALS  6.86 

6.85 

6.96 

PERCENT  OF  TREASURIES 

93.13 

92.56 

100.73  100.21 

LONG-TERM  AA  TELEPHONES 

6.35 

6.33 

6.96 

TAXABLE  EQUIVALENT 

6.13 

6.13 

7.29  7.29 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Matthews  Korea  A 

32.6 

American  Heritage 

-34.0 

Technology 

9.1 

Latin  America 

-10.2 

WVtfW  Internet 

15.5 

Eaton  Vance  Wwde.  Dv.  Res.  B 

-23.1 

Communications 

6.5 

Natural  Resources 

-8.5 

Bridgeway  Aggressive  Growth  14.0 

ProFunds  Ultrashort  OTC  Inv. 

-21.1 

Large-cap  Growth 

4.3 

Precious  Metals 

-6.7 

Potomac  OTC  Plus 

13.7 

state  St.  Res.  Glob.  Res.  B 

-20.0 

Mid-cap  Growth 

3.0 

Diversified  Emerging  Mkts. 

-3.8 

Robertson  Steph.  Em.  Gr  A 

12.8 

Montgomery  Latin  America  R 

-18.6 

Japan 

3.0 

Mid-cap  Value 

-1.9 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

PorFunds  UltraOTC  Inv.  138.7 

Potomac  OTC  Plus  85.2 

Dreyfus  Technology  Growth  83.4 

Fidelity  Select  Computers  79.9 

Munder  NetNet  A  79.0 


Lexington  Troika  Russia  -82.3 
American  Heritage  -58.8 
Eaton  Vance  Wwde.  Dv.  Res.  B  -53.5 
Montgomery  Latin  America  R  -51 .2 
state  St.  Res.  Glob.  Res.  B  -51.2 


Technology 
Communications 
Large-cap  Growth 
Utilities 

Large-cap  Blend 


41.2  Latin  America 


-37.3 


34.2  Diversified  Emerging  Mkts.  -27.4 

26.6  Natural  Resources  -25.4 

17.1  Real  Estate  -14.8 

16.5  Pacific/Asia  ex-Japan  -12.0 


are  as  of  market  close  Wednesday,  Dec.  15,  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Dec.  15.  For  a  more  detailed  explanation,  write 
iclude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  tigures@businessweek.com.  r=revised  **Vanguard  Index  500  Fund 
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INVESTING  IS  NOT  A  SPORT 


The  stock  market  has  been  good  to  America.  In  recent 
years,  it  has  generated  enormous  wealth  for  individuals, 
financing  for  investment,  jobs  for  people,  and  tax  revenue  for 
governments.  Families  now  depend  on  it  for  retirement,  the 
education  of  their  children,  and,  increasingly,  even  consump- 
tion. Millions  day-trade  Internet  stocks,  and  millions  more  ac- 
tively manage  their  mutual  funds  and  401(k)s.  Soon,  people 
may  be  handling  Social  Security  investment  accounts.  The 
stock  mai'ket  is  insinuating  itself  into  the  everyday  lives  of  or- 
dinary Americans  as  never  before. 

In  this  holiday  season,  as  people  relax  with  their  families 
and  plan  financial  strategies  for  1999,  it  might  be  wise  to  step 
back  and  question  whether  we  ai-e,  in  fact,  beginning  to  em- 
brace a  cult  of  the  market.  Are  we  as  a  nation  becoming  ob- 
sessed with  the  mai'ket's  daily  ups  and  downs?  Is  the  drive  to 
beat  the  market  again  and  again  motivated  by  sound  invest- 
ment criteria  or  a  gambler's  passion  for  instant  gratification? 
Are  we,  in  short,  treating  investment  as  sport,  entertaining 
ourselves  with  the  minutiae  of  the  game,  while  neglecting  the 
basics  and  ignoring  the  goals? 

No  matter  what  analysts,  economists,  or  pundits  tell  you, 
the  world  is  fundamentally  unpredictable,  and  it  is  foolish  to 
pretend  that  it  isn't.  Virtually  no  one  foresaw  the  strength 
of  either  this  year's  economy  or  stock  market.  No  one  an- 
ticipated the  amazing  fall  and  remarkable  recovery  of  the 
market,  the  Net  nuttiness,  the  split  between  large  caps 
and  everything  else.  The  Nikkei  was  supposed  to  rally.  It 
didn't.  Russia  couldn't  default.  It  did.  Inflation  was  sup- 
posed to  jump.  It  disappeared.  Spreads  were  supposed  to 
narrow.  They  widened.  As  for  politics,  forget  it. 

No  wonder  mutual-fund  managers,  by  and  large,  under- 


performed  the  broad  Standard  &  Poor's  500-stock 
(page  154).  In  1998  about  90%  of  diversified  equity 
have  failed  to  beat  the  s&P  500-stock  index.  Last  year, 
still  managed  to  earn  a  hefty  24.7%  total  return  (incl 
reinvestment  of  dividends  and  capital  gains)  comparec 
33.7%  for  the  s&P  index.  But  in  1998,  the  average  doi 
equity  fund  has  generated  a  paltry  7%  return — the 
since  1994,  when  the  average  fund  actually  lost  n 
Even  worse,  if  you  lump  in  international  and  spe 
funds,  the  all-equity  average  comes  in  at  just  5.04^ 
than  what  investors  could  have  earned  in  the  typica 
nicipal  bond  fund — or  even  a  money-market  fund, 
great  performance. 

A  few  years  ago,  only  a  small  percentage  of  the  Ami 
population — the  rich — would  have  been  affected  by  thi 
longer.  A  quarter  of  households  earning  $10,000  to  $2 
now  own  equities,  either  directly  or  through  defined-c 
bution  pension  plans  such  as  401(k)s.  Two-thii'ds  of  all  I 
holds  earning  $50,000  to  $99,000  hold  equities.  And 
84%  of  households  earning  over  $100,000  own  stocks.  C 
gains  are  an  increasing  component  of  wealth,  savings 
spending  in  America. 

There's  the  mb.  The  stock  market  now  is  a  much 
powerful  force  in  the  economic  life  of  the  U.  S.  Yet  man; 
tinue  to  "play"  it  with  abandon.  Encouraged  by  boosterii 
alysts,  stimulated  by  stock-jock  TV  commentators  who 
the  market  as  if  it  were  football,  and  tempted  by  pro 
that  fund  managers  can  rarely  keep,  many  investors 
and  bimi.  The  smait  ones  stick  with  the  basics:  Diversif 
invest  for  the  long  tei™.  They  do  their  homework 
their  decisions — and  go  play  ball  with  the  kids. 


THE  COMING  FLOOD:  CHEAP  IMPORTS 


For  1999,  price  is  the  new  pai-adigm.  Wliat  do  we  mean?  In 
1998,  the  economy  was  defined  by  demand — too  little  of  it 
in  Asia,  but  plenty  in  the  U.  S.  and  Europe.  For  the  year 
ahead,  supply  will  play  a  key — perhaps  a  critical — role.  Brace 
yourselves  for  a  flood  of  dirt-cheap  manufactured  goods  flow- 
ing out  of  Asia.  Consumers  should  love  it;  companies  already 
facing  pricing  pressures  will  hate  it. 

One  of  the  great  paradoxes  of  '98  was  that  even  though 
Korea,  Thailand,  Taiwan,  and  Indonesia  sharply  devalued 
their  cuirencies,  they  couldn't  capitalize  on  their  new  com- 
petitiveness. The  financial  crisis  was  so  severe  that  local 
banks  were  not  able  to  extend  letters  of  credit  for  exports. 
Asiai  banks  are  now  recovering.  And  remember  all  that 
talk  "  gkjbal  glut  and  overcapacity?  Well,  it's  still  there. 
Vei'  Je  in  ihe  way  of  consolidation  has  occun-ed  in  Asia, 
an(i  (1:  -iKms  factories  for  electronics,  chips,  steel,  autos, 
chemic    .  i  lothes — you  name  it — ^are  jast  beginning  to  rev  up. 


pumping  out  goods  again.  The  quantity  is  enomious 
the  price  is,  well,  cheap.  Manufactured  goods  are  the 
commodities.  The  analogy  is  oil  and  coal. 

Governments  thi'oughout  Asia  ai'e  maldng  tremendous  < 
to  cut  costs  even  further.  Singapore's  Committee  on  Cor 
tiveness,  a  joint  government  and  business  group,  has  re( 
ed  a  15%  reduction  in  total  wage  costs.  In  all,  it  will  ge 
equal  to  7%-  of  Singapore's  gi-oss  domestic  product.  Hong 
is  urging  workers  to  take  5%  wage  cuts.  Thailand  has 
manufactui-ei*s  and  merchants  to  cut  prices  on  18  categoi 
goods.  All  in  all,  prices  are  falling  sharply  all  over  Asia, 
wholesale  price  indexes  for  both  .Japan  and  Taiwan  were 
at  a  13%  annual  rate  last  quarter  fi^om  the  year  before.) 
priced  goods  will  wash  up  on  U.  S.  shores  shortly. 

This  is  the  new  world  of  deflation.  Prices  will  fall.  I 
will  be  squeezed.  The  corporate  game  will  be  boosting 
gins.  Welcome  to  1999. 
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Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you  ve  imagined. 


-Henry  David  Thoreaii 


What  do  you  want  out  of  lite'''  What  do  you  imagine  it  to  bt-:-'  Does  it  scare  you^-"  Or  till 
you  with  promise  and  anticipationr'  At  American  General,  50,()()0  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  SI 00  billion  in  assets, 
we're  helpint;  over  12  million  people  live  the  lite  they've  imagined. 

Live  the  life  you've  imagined. 


American 

General 


FiNANCMAi.  Group 
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